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STATE HEALTH CARE REFORM

MONDAY, JUNE 15, 1992

U.S. SENATE,
SUBCOMMITTEE ON HEALTH FOR FAMILIES

AND THE UNINSURED,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:40 a.m., in

room SD-215, Dirkisen Senate Office Building, Hon. Donald W. Rie-
gle, Jr. (chairman of the subcommittee) presiding.

Also present: Senators Baucus, Pryor, Packwood, and Chafee.
[The press release announcing the hearing follows:]

(Press Release No. H-35, June 9, 1992]

HEARING ANNOUNCED ON STATE HEALTH CARE PLANS, SENATOR RIEGLE NOTES
IMPORTANCE OF STATES' EXPERIENCE

WASHINGTON, DC-Senator Donald W. Riegle Jr., Chairman of the Senate Fi-
nance Subcommittee on Health for Families and the Uninsured, Tuesday announced

-. a hearing to examine various states' plans for enhancing access to health care and
controlling health care costs.

The hearing will be at 10:30 a.m., Monday, June 15, 1992 in Room SD-215 of the
Dirksen Senate Office Building.

The purpose of the hearing is to find out how states' proposals were developed,
difficulties states face in implementing plans, and how the plans affect health care
access, cost and quality.

Witnesses will include Governor Lawton Chiles of Florida and Governor John
Waihee of Hawaii.

"I am holding this hearing on innovative programs that states are developing to
reform their health care systems. State experience in this area is extremely helpful
to the national debate on health care reform," Senator Riegle said.

"At the same time, states cannot alone solve the health care crisis in our Nation.
Many states face barriers to moving forward on implementing innovative plans and
ultimately, the Federal government must be involved to ensure that skyrocketing
costs are controlled and basic coverage is guaranteed for every American."

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

Senator RIEGLE. The committee will come to order.
Let me welcome all those in attendance this morning and most

especially our distinguished witnesses. We have two of our Nation's
Governors here today. And we will be introducing them a little bit
later.

Let me make some initial comments and then I am going to call
on Senator Pryor.

Senator Leahy, we are going to be calling on you first. If you
want to come up and take a seat, we would be pleased to have you
do so now.



Let me say that today's hearing will focus on innovative pro-
grams that various states are developing to control health care
costs within their States and to expand coverage to their uninsured
citizens.

State experiences are a very important part of the national de-
bate on health care reform. We know that States by themselves
cannot fully solve the health care crisis in our Nation and, in fact,
we need important reforms at the national level to help the States.

This hearing complements other hearings that Chairman Bent-
sen is holding to examine proposals to reform our health care sys-
tem nationally.

Our health care system in our country is in a state of crisis. We
spend more now than $800 billion a year on health care or about
$2.2 billion a day.

Just a decade ago, a family's out-of-pocket costs were about
$1,700 a year in the year 1980 to cover health care insurance. That
had risen all the way up to $4,300 on average by 1991. And it is
rising every single day.

At the same time, there are more than 35 million Americans who
have no health insurance coverage whatsoever. So skyrocketing
health care cost and the growing number of Americans with no
health insurance are signs that our health care system must be re-
formed.

State officials, of course, see the crisis first hand and have direct
experience in this area. States themselves are major purchasers of
health care, primarily through the Medicaid program, but they also
regulate insurance, they license health care professionals and insti-
tutions, they certainly allocate capital resources, and they deliver
services.

In 1990, State and local government spending accounted for 13
percent of total national health care spending. Total real spending
on Medicaid alone has increased from $27 billion in 1975 to almost
$65 billion in 1990. And it continues to go up and up.

Medicaid is accounting for a rising percent of State budgets in
the 1990's. And it is now in the double digits. At the same time,
the percentage of uninsured people varies widely among States
from an estimated percentage of a low of 8 percent across the board
to as high as 26 percent in other States.

High health care costs and these urgent human needs within the
limited State budgets create a tremendous force for reform and ex-
perimental ways for the States to try to cope with this situation.
We will hear about some of those today.

We have some important examples from across the country of re-
form efforts various States are undertaking. So far this year alone,
Florida, Minnesota, and Vermont have passed reform programs
and more States are considering proposals.

Hawaii has had a comprehensive health plan in place since 1974.
So they have a great length of experience. And they will share that
with us today.

I am very pleased that the Governors, senators, and representa-
tives of those States are with us to testify about their programs.

After hearing from them, we will hear from experts from the
States of Washington, Massachusetts, and Oregon who will testify
about activities going on in those States.



The lessons we learn from State experience will be critical in
helping us to develop a consensus on national health care reform.

In this hearing, we will find out how State proposals were devel-
oped, the difficulties that States faced in implementing plans, and
how the plans affect access, cost, and quality of care.

State and Federal Governments clearly need to work together on
reforming our Nation's health care system both now and in the fu-
ture, particularly, as Congress is moving forward on reaching a
consensus on national health care reform, but more immediately,
States face Federal barriers to implementing innovative State
plans.

And we want to work with you. We want to work with the States
to try to help solve that problem, and where waivers are needed
and justified to see that they are given so that the States can move
ahead to meet the problems that they are asked to deal with.

But I think at the same time it must be said that State initia-
tives, as important as they are, cannot be a substitute for broad,
national reform.

Ultimately, it is the Federal Government that I think has to be
involved to help make sure that skyrocketing costs are controlled
and that basic coverage is guaranteed to every American.

[The prepared statement of Senator Donald W. Riegle, Jr. ap-
pears in the appendix.]

Senator RIEGLE. Senator Akaka who wanted to be here this
morning to introduce his Governor asked that his statement be in-
serted for the record.

[The prepared statement of Senator Akaka appears in the appen-
dix.]

Senator RIEGLE. And I also have a statement from Senator
Durenberger who very much wanted to be here this morning, but
was unable to do so. We have a witness here from his State. And
he asked that his statement also be made a part of the record.

[The prepared statement of Senator Dave Durenberger appears
in the appendix.]

Senator RIEGLE. Senator Pryor, let me call on you now.

OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR
FROM ARKANSAS

Senator PRYOR. Mr. Chairman, thank you for holding the hearing
this morning.

We are so honored to have our former colleague, Governor
Chiles, who graced the United States Senate for several years and
now is back on the firing line again at the State level. As Governor
of Florida, he is in a very, very strategic role.

And he has utilized that role, Mr. Chairman, as all of us know,
in a very courageous way. His State is attempting, as are many
others, very innovative ways to tackle the health care crisis that
this committee is dealing with on an almost daily basis.

And Mr. Chairman, I want to say how proud I am that he is
going to be with us today. Also, we are so pleased that Governor
Waihee, the Governor of the beautiful State of Hawaii, is here with
us this morning.

And we also look very much forward to hearing from our other
impressive witnesses who will come before us and tell us about all



the existing health care reform initiatives that are going on out in
the States.

Mr. Chairman, I have a longer statement I would like to insert
in the record, if I may be permitted.

Senator RIEGLE. Without objection.
[The prepared statement of Senator David Pryor appears in the

appendix.]
Senator PRYOR. And I would like to make only two or three very

quick additional points. I think what the States are doing-unlike
us I must admit-taking the bull by the horn. And they are going
forward.

No longer can they afford the luxury of waiting for the Federal
Government to do something because at the moment-and I hope
it is only temporary and I think it is only temporary-at the mo-
ment, we find ourselves not being able to discover that consensus.

So the States are out here. And through leadership and courage
and I must say some political risk, these Governors in many of the
States are out there working on massive system-wide restructuring
of these health programs.

And they are recognizing that these problems are much more
than statistics, much more than percentages, that these numbers
that show up on bars and graphs are, when you get right down to
it, human beings.

Our Governors are dealing with these cases on a daily basis.
They are the ones most actively involved in delivering these serv-
ices and attempting to make these systems work.

I think that they have inspired I might say the Federal Govern-
ment. I think the States are truly inspiring the Federal Govern-
ment to do something. And I hope that we will take this wisdom
and we will try even harder to find this consensus that the States
are actually achieving.

And it is leaders like the Governor of Florida, like the Governor
of Hawaii, like the National Governors' Association that are really
trying to cut through this Federal bureaucracy and to say to us in
Washington, "Look, we have a problem. And we cannot wait any
longer. We have got to deal with it now."

Finally, Mr. Chairman, our colleague, Senator Leahy of Vermont,
probably knows more about what we ought to start doing on the
Federal level to provide the avenue for the States to do more. Sen-
ator Leahy has long labored in this venue.

I just want to say a personal word about Senator Leahy. He has
taken this on almost as a cause unto himself. He has been for some
time almost a voice out there in the wilderness, saying what we
should do as a Federal Government to enable the State govern-
ments to do more.

I applaud him, Mr. Chairman. And I am glad that he is going
to be here with us.

And I am proud to be associated with him in some legislation
that we are going to introduce a little later together.

And I think that several of our colleagues on this committee are
going to join us. We hope so. He has been a real leader.

Mr. Chairman, thank you for holding the hearing, once again. I
look forward to the hearing this morning.



Senator RIEGLE. Well, thank you, Senator Pryor. Serving as you
did as the Governor of your State, you certainly bring the knowl-
edge from both prospectives that our Governors are bringing us, as
does former Governor Chafee.

Senator CHAFEE.

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S.
SENATOR FROM RHODE ISLAND

Senator CHAFEE. Thank you, Mr. Chairman.
I will put in a statement.
I am very interested in what the States are doing about spiral-

ling health care expenditures. The Republican Health Care Task
Force bill we introduced last November contains a number of cost
containment provisions, the need to control health care costs is one
of the issues that we have been discussing in our bipartisan meet-
inga on health care reform.

o1 look forward to the upcoming testimony.
Thank you, Mr. Chairman.
Senator RIEGLE. Very good. We will make the statement a part

of the record.
[The prepared statement of Senator John H. Chafee appears in

the appendix.]
Senator RIEGLE. Senator Leahy, we are very pleased to have you

here today. And I, too, want to join Senator Pryor in commending
you for your leadership.

And we are very interested to hear about the experience in Ver-
mont.

And we will make your full statement a part of the record.
[The prepared statement of Senator Patrick J. Leahy appears in

the appendix.]
Senator RIEGLE. And we would like your comments now.

STATEMENT OF HON. PATRICK J. LEAHY, A U.S. SENATOR
FROM VERMONT

Senator LEAHY. Thank you very much, Mr. Chairman.
And I appreciate the opportunity to come before you. I know that

y ou have a very busy agenda. And I appreciate the time that you
have given me.

I want to tell you about what Vermont has done. It is really an
ambitious new law to bring health care to all Vermonters. It can
also set an example for much of the rest of the country.

Senator Riegle, during the development of the HealthAmerica
legislation, I know you established a very close and productive
working relationship with the National Governors' Association.

I have heard from many of them. I might say they appreciate
your sensitivity to the Governors' concerns. They are really on the
front line on this across the Nation.

And I wanted to describe legislation that Senator Pryor and I are
developing to help Vermont and other States put their comprehen-
sive reform plans into action.

And I appreciate, Senator Pryor, the very kind words you said.
I have enjoyed working with you, especially with your perspective
as the Chair of the very important Aging Committee, and also as
a former Governor.



All of us know that our curre it health care syr needs fun-
damental change. There is nobody who will stand up in any hear-
ing that I have been to who will defend it as it now exists.

We have skyrocketing costs that are hurting families. They are
ruining businesses. They are leaving millions of Americans without
adequate care.

I recently talked with a woman in Vermont. She has worked all
her life. She is married, has three lovely children, but faced losing
her home, filing for bankruptcy, losing the business that she and
her husband had started because she had no health insurance to
pay her enormous hospital bills.

I heard from an engineer in Vermont who lost his job, then lost
his unemployment benefits, and then he almost lost his home.

Well, these are real people. They are not statistics. And they are
people who are living in fear. They are not the people who live in
ear in a crime-ridden area because in Vermont we have about the

lowest crime rate in the country, but they live in fear as genera-
tions of proud Vermonters. They live in fear that they cannot pay'
their health bills.

These are people that traditionally cared for their own families.
Now, they are finding that a single illness can wipe out all the
years of hard work, all their savings, the equity they put into their
home or their business, everything they have worked their whole
life for can just be wiped out.

That is fear. It is not a fear that goes away because you put in
a burglar alarm system or lock the door or anything else. It is
there every single day.

And I think we need a comprehensive national solution to this
crisis. I am working, as you are, Mr. Chairman, with the Majority
leader to build consensus on a comprehensive health care reform
bill that we can move this year. And he has my thanks for carrying
on this herculean task.

Our efforts are strengthened by the Nation's Governors. They
have been extremely strong voices in continuing to push for com-
prehensive health care reform both at the national and State lev-
els.

We are going to hear from two today, Governor Chiles who we
all know and served with in respect and Governor Waihee of Ha-
waii who has in his State an extraordinary health system.

They are going to tell us how they have been able to break the
health care deadlock and build consensus around programs that
are providing affordable care to the people in their States.

Now, in my own State of Vermont, the momentum for health
care reform hais been building for a number of years. Last year, the
Vermont Legislature passed the strongest small group insurance
market reform law in the country. The law takes effect this July.

It is going to get insurance companies back in the business of
managing risk and health costs andmakes health insurance avail-
able to Vermonters who have been shut out.

The law bans medical underwriting and other discriminatory rat-
ing practices, and requires the use of community rating.

Thsyear, under the strong leadership of Governor Dean, who in-
cidentaly is the only physician Governor in the country, Vermont
enacted one of the most sweeping universal access plans yet.



The law passed with overwhelming support from both houses of
the Vermont Legislature. And many Statewide organizations, in-
cluding the Vermont State Medical Society, backed the plan.

Under our law, we commit the State to several key principles:
global budgeting, consolidated health care regulation and adminis-
tration, and the design of a universal access system.

It is long on Vermont good common sense. It emphasizes preven-
tive and primary care, something we do not have enough of. It sets
a fixed, total health care budget. It does it right up front so that
we can control costs.

And I ask, Mr. Chairman, unanimous consent that a summary
of that law be placed in the record.

Senator RIEGLE. Without objection. So ordered.
[The prepared summary of the law submitted by Senator Patrick

Leahy appears in the appendix.]
Senator PRYOR. And we also have a newly created State health

care authority to set the budget. It also is going to prepare detailed
designs for both a single-payer and a tightly regulated multi-payer
system.

Now, we will have public hearings around our State. We will
learn about and comment on the different payment systems before
the Legislature begins its debate on which one is right for Ver-
mont.

And when the plan is in place by the end of 1994, all Vermonters
will have access to affordable health care, all Vermonters.

We take the first step toward universal access this July with a
comprehensive health insurance program that provides coverage
for children up to age 18 living in families with incomes at or below
225 percent of poverty.

It means no longer having to make a choice between whether you
are going to feed your children or whether you are going to keep
your children healthy. Parents will be able to. do what parents are
supposed to do, do both.

What makes the Vermont approach unique is that it leads with
cost containment. The Governor argued successfully for a plan that
controls cost first before we put more money into our health care
system. So whatever system we have in 1994, the State is going to
implement global budgeting.

Now, there are many tough decisions ahead for us. And we are
a State of 570,000 people. We are not a wealthy State, but we are
committed to having health care for every single person in our
State and we are going to do it. And we are doing it with a realistic
plan that makes it work.

If we are going to succeed, Vermont and States like Florida, Ha-
waii, and all the others who want to do this, they are going to need
Federal support and involvement. That is where the legislation I
introduced last year, State Care, comes in, S. 1972.

The idea for State Care came from a town meeting we held in
Vermont where somebody wondered why States could not come up
with their own way for covering everybody and controlling costs.

Our purpose in State Care is to encourage State-based com-
prehensive reforms by cutting Federal red tape and giving States
the waivers from Federal requirements they need to reach their
goals.



And earlier this year, my good friend Dave Pryor, joined me in
this legislation. His knowledge I must say-Senator Pryor's knowl-
edge and judgment have been invaluable. We worked with a lot of
different groups to refine and strengthen the legislation.

I want to recognize the constructive suggestions of Chairman
Bentsen and his staff and of yours, Mr. Chairman. I want to work
together with all of you because later this summer, Senator Pryor
and I will introduce new legislation that reflects the negotiations
of this year.

Our bill will allow up to 10 States to serve as demonstration
sites. It will give them the flexibility to design the health care de-
livery system that works best for them.

They will have to put together truly comprehensive plans that
assure health coverage to all residents and control overall health
care costs. And it will require States to achieve a significant reduc-
tion in their health care inflation rate.

A Federal commission wii3 approve, monitor, and evaluate State
reform initiatives. The waiver process for Medicaid and Medicare
will be streamlined and expanded to allow greater experimentation
with these programs.

The States have to continue t(, provide Medicare services to the
Medicare population and to provide mandated Medicaid benefits to
Medicaid recipients.

Our legislation also will grant a limited exemption from the
ERISA preemption that now greatly hinders most State access and
cost containment strategies. Senator Pryor and I recognize the con-
cern any type of ERISA waiver raises, but I want to emphasize
that exemptions will only be granted to the limited number of
States that have enacted comprehensive reform initiatives.

In closing, I want to thank Senator Pryor, other members of this
committee, Governors Chiles and Waihee, and the National Gov-
ernors' Association for their hard work on this legislation.

We see pioneering efforts in Vermont and Florida and Hawaii
and other Kates. I think they can lend the urgency needed for the
kind of Federal legislation, Mr. Chairman, that you spoke of in
your opening statement.

You know and I know that eventually this is going to be there
for all Americans. But I know that there was a time in this country
when 28 States had child labor laws before Congress passed child
labor legislation.

Twenty-four States had some type of Social Security in 1935.
Presidential leadership forced the Federal Government to have it
for everybody.

We are seeing the same thing happening with health care. And
what a better country it will be when nobody has to fear whether
they will be able to afford health care or not.

Mr. Chairman, I thank you very much.
Senator RIEGLE. Thank you very much, Senator Leahy.
I am going to pose one question in a moment. We have been

joined by Senator Baucus.
Senator Baucus, did you have an opening comment that you

want to make?
Senator BAUCUS. No.
Senator RIEGLE. Very good.



Senator Leahy, I want to underscore I think a point that you
were just making and that is you feel that waivers ought to be
available to States, but only if they have developed a comprehen-
sive plan.

And I assume the comprehensive plan should include cost control
on the one hand and a plan to guarantee access on the other hand,
that these two components have to be part of the plan.

Senator LEAHY. I think you have to have that. I think any plan
falls under its own weight, if you do not have real cost control and
if it is not available comprehensively. If it is not, I do not think we
should grant waivers.

Senator RIEGLE. Now next, I noticed in Vermont, the way Ver-
mont is doing this is that it is phasing in first the cost control
mechanisms and then has set a time table to have a plan for access
where everybody then will come in and receive coverage. So the
570,000 people of your State, regardless of circumstances, will pre-
sumably be covered.

Can you elaborate a bit on the one-two step approach and why
cost controls were being done first and the access is coming later
on down the line?

Senator LEAHY. We are a cautious State, known for its frugality.
There is no way our legislature in a sinall State like ours could just
simply write a bill andsay everybody is going to be covered, with-
out knowing what it is going to cost.

It would not have passed. Vermonters would have been afraid
even to accept it. We also know though with the pressure of the
availability of universal coverage, that is also going to create the
momentum for the kind of cost control that all of us are going to
have to do in health care to make it work.

So being a small State as we are, in some ways it was both more
difficult and easier, more difficult because of a small base of money,
but easier because everybody knows everybody and you can actu-
ally make those kinds of cost control steps.

That there may he some comparison there to the State of Hawaii,
we are going to be very interested to look at their experience just
a little bit later this morning.

Senator RIEGLE. Thank you very much.
Senator Pryor.
Senator PRYOR. I think I just have one question, Senator Leahy,

and that relates to cost containment. On the Federal level, do you
think there is something that we can learn on the Federal level
from States like Vermont as to what you have done in the field of
cost containment?

Senator LEAHY. I think there is, Senator. And I think we have
to because at the rate we are going, by the end of this century, we
are going to be spending one out of every three Federal dollars on
health care. There is no industrialized Nation in the world that can
exist that way.

We cannot. There is no other country that could. We have got to
learn how to have real cost control, cost containment in health care
or our budget and in some ways our government collapses on its
own weight.

Senator PRYOR. Thank you.
Senator RIEGLE. Senator Chafee.



Senator CHAFEE. Thank you, Mr. Chairman.
Senator, when you say you are going to provide health care, who

decides what that entails? In other words, who sets up the pack-
age?

Senator LEAHY. The State will do that. That is one of the reasons
we are putting together in our own State commission that will de-
fine both universality and what cost controls are.

Senator CHAFEE. But who decides what the benefits are going to
be? Would that be set by-somebody has to set-

Senator LEAHY. That is what I am saying.
Senator CHAFEE. What the minimum benefits are.
Senator LEAHY. That is what I mean by in Vermont, the health

commission would do it, the legislature will vote to agree to that,
and that rack-.ge will be determined by them.

Senator CHAFEE. I see. If you are like most States, you have cer-
tain mandated State benefits now which probably would have to be
overridden by this package.

Senator LEAHY. Or include them. One of the things we have done
this year is to expand the Dr. Dynasaur program to make sure that
up to 18, poor children up to 18 are given certain basic care. A lot
of that, of course, is preventive care.

And what we are finding, the obvious thing I think everyone of
us as a parent knows is that this preventive care can save a great
deal of money in the long run.

Unfortunately, for a lot of people, it has not been available either
because they could not afford it, there was not the educational com-
ponent available, or whatever else.

Just like lhe WIC Program, again, we as parents know good nu-
trition is good for our children, but sometimes it is not available
to them.

Senator CHAFEE. Under your cost controls, do you address the
issue of medical liability insurance reform, do you know?

Senator LEAHY. Under the State Care bill Senator Pryor and I
are working on, States can include malpractice reform. Under the
package we have in the Vermont Legislature, all medical mal-
practice claims will be reviewed by an arbitration panel upon the
effective date of universal access.

Senator CHAFEE. It can be.
Senator LEAHY. Yes. It is not mandated in our State Care bill,

but it can be included.
Senator CHAFEE. I would be interested in what that proposal is

if you could-
Senator LEAHY. Could I make one suggestion on the liability

issue? I know this comes up in every single discussion. But a word
should go out to medical associations nationwide that people might
be more willing to put some limitation on malpractice suits and so
forth if they had the confidence in medical associations themselves
to do the kind of policing necessary.

It is very disturbing to me as a citizen when I read articles about
physicians who are sued for malpractice or in some cases even
rosecuted for criminal malpractice and you find that what they
ave been doing has been going on for 5, 10, or 15 years in hos-

pitals where a lot of the other medical personnel were well aware
of it and nobody blew the whistle.
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I have seen cases of people who, after having botched heart oper-
ations or other serious operations, finally get sued and then it
turns out that there have been a whole series of these.

I think-and this has nothing to do with the legislation we
have-certainly the question of excess judgments or malpractice in-
surance is a legitimate one, but the medical societies themselves
are going to have to do a better job of policing themselves just as
any professional society that gets specific benefits for their people,
whether it is in the legal business, banking, medical, aeronautics.

I mean, with any one of these things, they have to be willing to
say, "Look, this person is a drug addict. This person is incom-
petent. This person is an alcoholic or whatever these other prob-
lems are. And we are blowing the whistle on them right now."

Senator CHAFEE. Our legislation provides that-and I'd be inter-
ested to know what you think of this-punitive damages go not to
the plaintiff but to a board to reeducate physicians and to police
the very groups that you were discussing.

Senator LEAHY. Well, the medical associations given a particular
position they have in society, economic and otherwise, ought to be
doing that anyway.

If I was the person who came in and had a botched operation
which may have left me paralyzed or blind or something like that
and then I find that the physician had botched several others like
that and had not done anything, it is going to be small consolation
to me to know that the punitive damages or whatever else I might
have received are not going to go to me, they are going to go to
some board to do something they should have done anyway.

Senator CHAFEE. No, no, no. The compensatory damages would
go to you. We are talking about punitive damages.

Senator LEAHY. Punitive damages, of course, would go only if you
have gross or virtually willful negligence. If you have that, I think
you are going to find most plaintiffs are going to want almost
vengeance in those cases.

Whether there could be a provision to set up for reeducation or
something, sure, I am all in favor of that. But I am not too eager
if you have willful or gross negligence to say that somebody cannot
be compensated for that just because they have, in part, been com-
pensated by other damages. I know the anger that would be felt
by such a patient.

Senator CHAFEE. Thank you very much.
Senator RIEGLE. Thank you.
Senator CHAFEE. Thank you, Mr. Chairman.
Senator RIEGLE. I might say on that issue, I think we bve seen

other areas. We have certainly seen it in the banking community
with respect to problems that have arisen over the years in both
the banking and the savings and loan industry where Lkere were
people who went way outside the lines on doing certain things.

But for a long period of time, the broad associations of those
practitioners who were very much at risk of the conduct of some,
they did not blow the whistle either.

I think there is an obligation here. I mean, health care is one
area, but I think when bad practice is going on, those that see it
have to help stop it especially when the effect of it is likely to spill
over on them as well.



Senator LEAHY. If I may make one possible suggestion. I think
you have to go slowly on this because a lot of these are voluntary
organizations, but we are paying more attention now to directors
liabilities for malfeasance by corporations or other organizations.

Maybe we have got to say there has to be some further respon-
sibility on the part of the people who serve on the boards, every-
thing from the examining boards to the professional conduct
boards, that it is not simply a position that one gets in the Bar,
the medical society, or whatever, as a kind of honorarium.

Senator RIEGLE. Right.
Senator LEAHY. There ought to be more responsibility.
Senator RIEGLE. Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
I think your bill is a good idea. I think it is critical at this point

that States be encouraged to experiment, if you will, to try to find
ways to solve this problem.

As you well know, that is what happened in Canada. That is, the
Canadian health care system was first enacted in the Province of
Saskatchewan. I think it was in the late 1960's.

And the rest of Canada liked the Saskatchewan experience so
much that the other provinces and the Federal Government of Can-
ada essentially adopted the Saskatchewan approach.

I think that we eventually in this country will enact very far-
reaching health care reform in this country, but I also think that
it will be the component of several State plans or several State ex-
periences.

And we will hopefully, as Canada did, enact the one in this coun-
try that seems to have worked best in some, one, two, or three
States in this country.

That is not to say we will enact the Canadian system, but it is
to say that we will probably enact health care reform that has
some of the components of the Canadian system.

I do not know if it is going to be a single payer or not. In that
vein, I would like to ask you and will ask you the Vermonters'
views of the Canadian health care plan?

And as Vermont enacted its legislation, what aspects of the Ca-
nadian system were popular and what not and so forth?

Senator LEAHY. Well, it is interesting because, of course, we bor-
der Canada. And in the northern part of our State, there is a lot
of interaction back and forth between Canada.

A lot of people are of Canadian descent. My wife is a first genera-
tion Franco American. Her family lives in the Province of Quebec.

Now, we hear all the bad things about the Canadian system as
well as the good things, but one thing we hear consistently, is that
nobody fears the unavailability of health care.

They may find some of the inconveniences, it may not be exactly
on the schedule they would like, they may have to wait in line for
some things, but they know it is going to be available.

They know when a child has an earache, they do not have to
make up their minds, "Well, if this is not serious, I am risking this
month's rent money by taking the child to the doctor. But if it is
serious, the child couldlose his or her hearing if I do not go."

They do not have those kind of questions that the average Ver-
monter has because it is always available.
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So sure, there are some aspects of it they do not like; aspects
they do. The one thing though we always hear is there is no fea.

What you said about the States is so true. I mean, you come from
a State which is one of the largest States in the country geographi-
cally, but has less than a million people. I mean, we think of our-
selves as being rural in Vermont.

If you were to define some of the rural areas, your needs and the
way you are going to provide a health care system may be a lot dif-
ferent from a city that has very, very, large cities.

But wouldn't it be great if a few States like Montana and Ver-
mont and Hawaii and Florida could demonstrate how they take
care of the different needs because each of those four States I men-
tioned will have extremely different needs. We could get out of that
a pattern that we can adopt for the rest of the country.

And I agree with you. That is where ultimately the emphasis is
going to come from.

Senator BAUCUS. I appreciate that. And I also strongly encourage
Vermont to bite the bullet the next couple of years with very mean-
ingful cost controls.

Senator LEAHY. We are going to have to.
Senator BAUCUS. And with absolute versatility and frankly do

what we all know has got to be done anyway. Thank you.
Senator LEAHY. Thank you.
Mr. Chairman, I really thank you for the opportunity. And I ap-

preciate the concern all four of the members here have expressed
in health care.

Senator RIEGLE. Thank you, Senator Leahy. We appreciate your
testimony and your leadership.

Let me now invite Governor Chiles of Florida up and Senator
Graham, former Governor Graham. We are delighted to have you
both.

Senator Graham, let me invite you to make whatever introduc-
tory comments you would like to make at this time.

STATEMENT OF HON. BOB GRAHAM, A U.S. SENATOR FROM
FLORIDA

Senator GRAHAM. Thank you, Mr. Chairman.
It is my pleasure today to introduce our former colleague and

friend, Governor Lawton Chiles.
In the Senate and now as Governor, Lawton Chiles has distin-

guished himself in the State of Florida in the area of health care.
The Florida Legislature recently passed a State health reform

plan which seeks to guarantee access to quality health care by De-
cember 31, 1994 through a multi-faceted approach.

Governor Chiles' interest and fortitude made this proposal pos-
sible. An important component of this proposal which Governor
Chiles will discuss in his statement is a State Medicaid Buy-In Pro-
gram.

I believe that a Medicaid Buy-In represents an appropriate start
for a future comprehensive reform effort.

I would like to point out for the members of the committee that
in 1988 as a candidate for President of the United States, Presi-
dent Bush advocated a Medicaid Buy-I. as an initial step towards
a national health care program.



Last year, I introduced a Medicaid Buy-In measure, S. 1211. The
bill is not a long-term solution to our health care crisis. It does,
however, expand the existing program through cost sharing for
those who can afford it and, as the Florida experience will indicate,
will be an important beginning toward that solution.

The Florida plan also demonstrates leadership by example. The
State is using its influence to cause other institutions within Flor-
ida to adopt effective programs.

As an example, effective July 1, 1994, all contractors and sub-
contractors with State agencies must assure that their own employ-
ees have health care insurance.

Mr. Chairman, until Congress can agree on a Federal health care
plan, we should encourage States to enact and implement various
ealth care reform approaches.
That is why I am a cosponsor of Senator Leahy's bill to promote

State health care reform efforts.
We are in a period of reinvigorated federalism. If one level of

government or one branch of government is grid-locked, then o".-
ers can respond. In this case, State governments are coming for-
ward with comprehensive health care programs.

States can also use the concept of federalism for innovative and
experimental programs. In the past, States have helped our coun-
try develop such concepts as universal suffrage, workers' compensa-
tion, and Social Security, all initiated from State-level efforts.

We as politicians need to step forward against those who will re-
sist these efforts out of the attempt to defend entrenched status
quo rather than to support efforts such as Senator Leahy's which
allows for innovation and experimentation.

I look forward to working with Senator Leahy, Governor Chiles,
other Governors, and members of this committee in helping Florida
and other States receive the necessary waivers to move forward
with crucial and innovative health care reform.

Mr. Chairman, it is my privilege to introduce our friend and
former colleague, Governor Lawton Chiles.

Senator RIEGLE. Thank you very much, Senator Graham. And we
appreciate you coming this morning to introduce him and to make
those comments and for your leadership as well in the health care
area.

Let me just say to Governor Chiles, when you left the Senate, it
was a source of heartache to many of us because you were so much
esteemed by your colleagues on both sides of the aisle.

And so we have been following with great interest and excite-
ment your Governorship down there.

We know there are some very tough economic problems through-
out the country and in your State, but your innovative leadership
is one of the bright spots across the country.

And so we are very interested in what you have to tell us today
as to what you are doing in the health area.

We will make your full statement a part of the record. And we
welcome your comments now.

[The prepared statement of Governor Lawton Chiles appears in
the appendix.]

Senator CHAFEE. I will make that bipartisan. We miss you. How-
ever, you have a wonderful replacement.



STATEMENT OF HON. LAWTON CHILES, GOVERNOR OF THE
STATE OF FLORIDA, TALLAHASSEE

Governor CHILES. Thank you very much, Mr. Chairman, Senator
Chafee, Senator Pryor, and Senator Baucus.

I am delighted to be here today and to follow Senator Leahy who
is certainly carrying out a great mission we think for pursuing
flexibility for State-based health care reform.

I appreciate very much the kind remarks of Senator Graham who
had the opportunity to be a Governor of Florida and undei tands
the challenges of the job.

It is an exciting time in the States. I am reaping the results of
some of the things that perhaps I helped to invoke upon the States
when I was up here.

Thank you for inviting me today to speak about our Nation's
pressing need for health care reform and about the early progress
that we have made in Florida in attempting to work out a health
care solution for our residents.

I want to begin, Mr. Chairman, by stressing that I share your
feelings that national health care reform has become an absolutely
essential part of the American agenda. The longer we delay, the
more difficult it will be to come up with a solution.

While we very much support waivers for States as envisioned by
the Leahy-Pryor bill, they will not suffice for having a national so-
lution.

Nothing we will do in the States will totally suffice. It would be
nice to say that it would.

I called upon the Congress and the Administration to move
quickly to enact comprehensive health care legislation when the
National Governors' Association met in Seattle last summer.

At the time, Governors stated that we would prefer a national so-
lution to our health care cost and access problems, but also the
States can no longer wait for the Federal Government to act.

First, we will never resolve our National health care crisis with-
out a national plan with national goals, standards, and objectives.
But in the absence of that, we need to move ahead.

And for some of our citizens, it is a matter of quality of life. For
too many more, it is a matter of life itself.

I think it is important that Congress and the Administration rec-
ognize the significant health care reforms being implemented by
the States.

You are going to hear from Governor Waihee of Hawaii. Hawaii
has taken a leadership role among all of the States in putting to-
gether the first comprehensive health care plan.

Now, we are seeing a number of other States, including Florida
following their lead. These reforms demonstrate our willingness to
tackle the twin problems of rapidly rising costs and decreasing ac-
cess to care.

For this reason, we need a bill that will give 10 States the flexi-
bility to develop different approaches to health care reform. Any
comprehensive reform proposal passed by Congress should include
a provision similar to the Leahy-Pryor bill to allow States pursuing
comprehensive approaches to continue down that path.



In the event a consensus cannot be reached on national reform
this year, certainly flexibility should be given to States that are
ready to pursue their own reforms.

I compliment in addition to my colleague from Hawaii, Governor
Waihee, the Governors of Minnesota, Oregon, and Vermont for pro-
viding national leadership in this area.

As you know, Hawaii is the first State to have virtually universal
access. And since the mid-1970's, Hawaii has had that program in
place.

This commitment to universal coverage is reflected in their low
infant mortality rates which we jealously wish we had in Florida
and the above-average health status of their residents. Also, their
health costs have not been rising to the same extent that we are
experiencing in other States.

Now, Minnesota and Vermont have taken the bull by the horns
and moved ahead to make sure that their residents have access to
health care.

Minnesota has done this through its Health-Right program. Ver-
mont has created a new health care authority to develop its plan.

Finally, Oregon has proposed an innovative approach to extend
Medicaid coverage to more of its low-income, uninsured residents.

In Florida, we have 2.5 million uninsured residents and we are
taking a different approach. We know that most of our uninsured
residents are either workers or family members of those workers.

We know most Floridians prefer a largely private, employer-
sponsored system of health insurance coverage.

So instead of beginning by committing State government to cov-
ering all Floridians, we have issued a challenge to the private sec-
tor to try to solve the problem themselves.

In March, I signed into law Florida's Health Care Reform Act of
1992. And I will submit a summary of that for the record if you
will permit, Mr. Chairman.

Senator RIEGLE. Thank you. Without objection. We will make it
part of the record.

[The text of the Florida Health Plar, Health Care Reform Act of
1992, submitted by Governor Lawton Chiles, appears in the appen-
dix.]

Governor CHILES. This legislation includes our comprehensive
health care reform proposals, the Florida Health Plan as well as
a set of health insurance reforms targeted at the small employer
market.

Our goal is to ensure that all Floridians have access to a basic
health care benefit package by December 31, 1994. Ultimately, we
foresee a system in which every Floridian will have a family doctor
who serves as a gatekeeper to a managed care system.

Beginning July 1 and running through the end of 1994, we will
operate a voluntary private sector health care coverage and cost
containment program. The new Agency for Health Care Adminis-
tration will develop targets to measure the program's success.

It comes as no surprise to members of the subcommittee that the
passage of this legislation required a level of compromise and co-
operation that we do not typically see.



I believe that it attests to the growing sense of urgency felt by
all who are concerned with health care and that includes just about
everyone.

The legislation enjoyed bipartisan support in both houses of the
State, a total of only two negative votes. It also gained the support
of a wide range of provider, employer, and consumer groups.

I had no illusion about our initial success in passing this legisla-
tion. I feel a little bit like a boxer who has won the first round, but
knows that there are 11 or 14 rounds to go. There are bound to be
plenty of punches that it will take.

We in state government are go to be doing our part to help the
voluntary program work. We are reforming the small group insur-
ance markets. We are including a Medicaid Buy-In program. We
are expanding successful programs for the insured.

Our small business reforms include: eliminating some of the
State benefit mandates, creating basic and standard benefit plans;
requiring insurers to guarantee issuance of plans; to guarantee the
issuance of plans and prohibiting certain underwriting practices;
implementing a 12-month limit on exclusions due to pre-existing
conditions; eliminating denials and non-renewals on small em-
ployer plans because of the health status, claims experience, occu-
pation, or geographic limitation; and implementing restrictions on
premium increases.

We are looking at ways to expand the Florida Health Access Pro-
gram for small business employees and their families by developing
a strategy to decrease the current level of premium subsidies, im-
prove the group's negotiating and purchasing power, and redefine
the use of managed care plans.

The pooled purchasing cooperative for private sector employers is
going to expand its work with private business coalitions to get
maximum benefit from each health care dollar.

Other parts of the Florida Health Plan address additional prob-
lems in the current system. The Florida Health Services Corps will
trade State-funded scholarship assistance for students in certain
health professions in return for a commitment to practice in medi-
cally under served areas.

In addition, I signed the Patient Self-Referral Act this year that
according to Federal guidelines specifies the narrow conditions
under which physicians can refer their patients to facilities in
which they have invested.

Mr. Chairman, this is I believe the first State law which puts a
lid on how we are going to allow physicians to refer. And in that
law, we have caps on fees as well. This will save an estimated $200
million annually in Florida.

We must do even more. Increasing health care costs pose a seri-
ous threat to fully insuring our population and the affordability of
even basic health care.

We believe that insuring all of our citizens is that first step. In
other words, until we provide that access, we are not going to be
able to totally control the other costs.

At the same time, the public and private sector3 must mount an
aggressive campaign to curb health care cost increases.

Florida is going to pursue a number of strategies including: es-
tablishing Statewide global expenditure limits; instituting tighter



market entry controls; promoting the use of managed care; control-
ling the spread of high-tech services; enacting additional regulatory
reforms to simplify billing, reduce insurance overhead costs, and
maximize the purchasing power of third-parties; implementing
practice parameters to ensure the proper use of services; and as-
sessing further medical malpractice reforms to reduce the insidious
effects of defensive medicine.

I am a great believer in the free market and the use of incentives
over mandates. But if we are to provide those incentives, we need
your help to provide the additional flexibility.

I would like to submit a waiver summary for the record which
specifies what we are seeking in detail.

Senator RIEGLE. We will make that a part of the record.
[The "Federal-State Health Care Issues, Florida's Flexibility Pro-

posal," F emitted by Governor Lawton Chiles, appears in the ap-
pendix.)

Governor CHILES. Thank you, sir.
We are designing a Medicaid Buy-In program for people with in-

comes up to 250 percent of the poverty level.
To implement our buy-in program, we need Congress to remove

the restrictions that tie Medicaid to other Federal programs like
SSI and AFDC.

In other words, Mr. Chairman, we need to separate the health
from welfare.

If you will remember when the Congress allowed States to pro-
vide prenatal care and go above the poverty guidelines, you saw
many States opt to provide that service, including Florida.

We also need Federal matching funds to help cover working peo-
ple with incomes too high to qualify under current Medicaid rules,
but too low to purchase private health insurance without some gov-
ernment subsidy.

The 2.5 million people uninsured in our State are basically work-
ing populations. They are the ones that, with our Medicaid buy in
program, we think we could pick up at a smaller cost than any of
the national plans that anybody has floated.

We need Congress to allow us to implement several other admin-
istrative efficiencies that will enhance our ability to serve Florid-
ians and save Federal and State dollars: successfully tested home
and community-based services for both developmentally disabled
and the elderly; expanding managed care programs; and developing
a system of accountability that avoids the nitpicking from certain
Federal audits and documentary requirements.

Mr. Chairman, many of these waivers have been granted in one
or more States. Within 2 or 3 years, we must go through the same
process to try to extend that waiver. It is time consuming. We
kow these programs work.

Once one State has tried them and we know that they work, we
ought to be able to say, "There is a blanket waiver for this pro-
gram." Do not make us go through all of the paper work, cost, and
expense of having to go through this again and again.

With these government supports and others, it is our sincere
hope that the private, voluntary phase of the Florida Health Care
Plan will achieve the goal of access to all Floridians by 1994.



Should the goal not be reached, we are moving full speed ahead
with planning and developing activities to support a second phase.
This will involve either a pay or play system or perhaps a single-
payer concept if intervention is required.

So we hope it can be done voluntarily by December 1994. If it
is not, we will have a plan ready to implement of how we will go
into a mandatory phase.

Of course, to implement a play or pay, we need an amendment
to ERISA. We understand there are many groups, including labor
and large corporations, who want to avoid having to negotiate dif-
ferent insurance benefits in every State. But we feel there is room
for compromise so that Florida cai mandate a basic benefit pack-
age.

We clearly need the help of Congress to fully implement these re-
forms, but we are moving ahead as fast as we possibly can without
it.

Florida along with Hawaii, Minnesota, Oregon, and Vermont
have clearly not waited for a Federal mandate to move ahead. We
remain ready to work with you. But with your help, the fourth
largest State in the country is willing to try to extend the right to
health care to its uninjured residents.

Senator Leahy talks about his State with 570,000 uninsured peo-
ple. In Florida, we have a Vermont that moves into Florida every
2 years.

So we have 300,000 new people that move to Florida every year.
So you can see the scope of our problem is a little bit magnified.

There is no easy solution, no single solution. A number of dif-
ferent steps are required. But the last point I will make is, as you
all move ahead with your National solution which we know you
will do, please do not have it be a totally top-down solution that
locks in every State and says we all must do it one way.

We did that with Medicaid. We have done that with Medicare.
That is why we are up here begging you for waivers.

That is why every State must have a role. Allow us the flexibil-
ity, require the bottom line accountability, require that we must
meet certain goals, but allow Hawaii to do it in one way and Flor-
ida and Vermont to do it a way that will meet their needs. If we
do not do that, we will not really have a real solution at all.

Again, I think the benefit of allowing 10 States to go forward
now is to give us those laboratories of reform out there that you
will be able to look at. You can see what parts of those programs
every State should have and what other parts are truly those that
the States should be allowed to do in different ways.

That experimentation I think will be very valuable to you in com-
ing up with a national bill.

Senator CHAFEE. Mr. Chairman.
Senator RIEGLE. Yes.
Senator CHAFEE. Regrettably, I have to leave, but I just want to

thank Governor Chiles for his testimony and also stress the impor-
tance of the point he is making about the States being laboratories,
places where we can see what works.

Could I just ask one question?
Senator RIEGLE. Sure.



Senator CHAFEE. Twice you emphasized managed care. Did you
have on your books, Governor, any so-called anti-managed care
statutes?

In other words, that would prevent insurance companies from
listing preferred providers and so forth. Are you familiar with that?

Governor CHILES. I do not think---
Senator CHAFEE. Some States have what you might call anti-

managed care.
Governor CHILES. No. We do not have that.
Senator CHAFEE. And the insurance companies could not say that

you have got to go to physician A, B, C, or to hospital X, Y, Z.
Governor CHILES. The whole thrust of our new plan is to drive

people towards managed care. We believe without managed care-
unless we can move away from expensive fee-for-service--we will
never control these costs.

We are requiring companies doing business with the State to in-"
sure their employees by July 1994. We know that those programs
are going to be basically managed care programs.

Senator CHAFEE. Thank you very much, Mr. Chairman.
Senator RIEGLE. Thank you, Senator Chafee.
Governor Chiles, first of all, I appreciate your leadership on this

issue and what you are doing in Florida and what you have come
to tell us today.

Would you for the record, tell us what the experience has been
in terms of the increase in your Medicaid costs in Florida? I mean,
what does that profile look like over the last-

Governor CHILES. A 365 percent increase in the last 10 years.
Senator RIEGLE. Three hundred and 65 percent.
Governor CHILES. Three hundred and 65 percent.
Senator RIEGLE. A 365 percent increase in the last decade.
Governor CHILES. Yes, sir. Every new dollar that we received in

Florida on the basis of the growth of our general revenue was eaten
up by Florida's share of the Medicaid program in this last year.

So we had no money left for education; no money left or public
safety, prisons, law enforcement; no money left for the environ-
ment, parks, or anything else. All of those new dollars are eaten
up.

That is why we are now having to raise taxes as I am proposing
to the State Legislature.

We know that unless we can get universal access and unless we
can move to preventive measures, like managed care and going into
prenatal care, we will ever control costs.

The Federal share of that cost was I think roughly $800 million
last year. So it is not just taking the State's money.

Senator RIEGLE. I understand.
Governor CHILES. It is part of that Federal deficit that you are

groping with.
Senator RIEGLE. That is exactly right. Would it be fair to say

that of the large items in your budget-and Medicaid would be a
very huge item in your budget. Would this be the item of your
budget that has had the most rapid cost increase?

Governor CHILES. It is the Pac Man that is eating up everything
else. AFDC has increased 150 percent. Our cost for prisons and law
enforcement increased 150 percent.



Our cost for education with 100,000 new students a year only
grew 56 percent during that time. I mean, it is still too high, but
it was only 56 percent.

Senator RIEGLE. And that is why this then becomes an urgent
issue both from the point of view of the public health, but also just
the financial soundness and stability of the State.

Governor CHILES. Absolutely. The 2.5 million that are uninsured,
Mr. Chairman, are getting medical coverage.

They get it when they go to emergency rooms. They get it after
they become so sick that, when they go, the coverage costs more.

The cost of private insurance in Florida increased 17 percent last
year. I believe it was about as high as any State in the Nation.

So the uninsured 2.5 million Floridians are burdening every sec-
tor of our State because all of us that have private insurance are
payng for it.

Senator RIEGLE. So the point is I think we are going to pay these
costs one way or the other.

Governor CHILES. We are laying. We can wait and allow all
these health problems to buil up in people and then pay the high
cost to try to fix those health problems with all the sadness and
the loss of life and everything else.

Or we can control this system and spend less money on the front
end and get decent preventive care in place and actually come out
ahead of where we are today.

The result will be more healthy people. We will have a better
work force. We will have better education. We are finally realizing
in Florida with all of our attention to education, we cannot educate
a child who is not healthy.

Senator RIEGLE. Right.
Governor CHILES. If you want to deal with drop-outs, we now fig-

ure that prenatal care is the most important program rather than
a drop-out prevention program at 14 or 16.

Senator RIEGLE. Well, Senator Leahy said, too, if you can take
that fear factor away, when you got parents who are laying awake
at night, a single parent in many cases, is frightened abnut a
child's health and not having any coverage and worried about
whether they can pay the health bills, society should not live that
way.

No other major country today is living with that anxiety. They
have all found a way to deal with it.

Let me just ask you one other thing. Your approach is similar to
the one that we have mapped out legislation called Health Amer-
ica.

There is a period of voluntary coverage where you challenge the
private sector to offer coverage by reducing costs and making other
systemic changes over a period of time that you have just outlined.

What kind of a response have you gotten from the business com-
munity in Florida when you have gone to them essentially with a
call for voluntary health insurance coverage and cost containment?
How did they react?

Governor CHILES. We had very strong support from the business
community, the medical community, even the insurance commu-
nity, in the direction we went. And in effect, we are having good
cooperation.



This is one of the major, major problems for the business commu-
nity.

Senator RIEGLE. We are hearing that, too.
Governor CHILES. And they see this as one of the ways in which

they can make some savings. Certainly, they have asked us, "Give
us a period of time in which we can do this and allow the State
to help."

So they are at the table. They are participating. They are help-
ing. But they clearly know that we have designed the parameters
of the ring.

And come December 1994, if we do not have the 2.5 million cov-
ered, we go into the next phase. Having that kind of hammer
makes them even more willing to participate.

We are using tools like pooled purchasing and community rating.
They will try to help us with holding down the health care costs.
They very much want to do that.

They were very supportive of our new law that limits the ability
of doctors to refer patients to testing facilities in which they have
an interest. They were supportive of that legislation.

Senator RIEGLE. Senator Pryor.
Senator PRYOR. Thank you, Mr. Chairman. Mr. Chairman, I

know you have to be gone for a few moments. I will be glad to take
over.

I am just going to ask a few questions and yield to our colleague,
Senator Baucus. So if you have to leave. I know you are coming
right back. And we will hold down the fort until you get here.

Lawton, you have always been good at getting things done. I
have been just sitting here watching you, reminiscing a little bit
about your days in the Senate when I had the pleasure of serving
with you.

You were always a good consensus builder. Rather than going
out and slaying away at all the dragons and what have you, you
have always very quietly got people in the room, various groups
and people who might have opposing views and opposing thoughts
and see if they could come together and reach an agreement. You
were remarkable at doing that as a Senator.

And I have talked to our colleague, Senator Graham, former Gov-
ernor Graham, I should say, sitting with you right now at the wit-
ness table.

And I marveled with Senator Graham about how you evidently
have been able to build a consensus on some very, very controver-
sial and emotional issues on health in the State of Florida. We
talked about that. Your ears would have been burning, as we say.

How did you do that? Where did you start because we are having
a hard time doing that here?

We see the business interests say, "Oh, no. We cannot partici-
ate." And frankly, I think most businesses want to participate in
usiness.

They want their employees to have a program. They want to be
a partner, but many just cannot afford it.

We see the doctors saying, "We do not want any cost controls."
We see the pharmaceutical companies who are saying that we do
not want any cost control.

How did you get people to agree on some of these principles?



Governor CHILES. I thank you for your flattering remark. I think
more than anything it was the fact that we allowed some time and
we set a deadline.

Now, we did have legislation proposed in the Legislature that
would have Florida adopt a Canadian-type plan.

And I think that probably had a lot to do with the fact that we
were able to say, "Look, we will give you an opportunity to show
you can do it on your own. We will put in all the mechanisms that
we think should help you short of going to something that is man-
dated."

So we put all health functions in one agency. We tried to use
that to affect a better policing and cost control.

We talked about community rating. We have talked about keep-
ing insurance companii from cherry picking.

All of those steps we cried to put in the mix, all of those things
that you can do short of mandatory coverage. It has put the burden
on the providers, on the insurance companies, and on the busi-
nesses to see how many of these things they can implement.

What we want to do is see how many of the 2.5 million people
can we get covered on a voluntary basis. And those we cannot, then
we will have to take the next step.

I think it was more of everybody agreeing to something in the
future. We got them to agree to something in the future.

Senator PRYOR. Thank you Governor Chiles. Now, we have a pro-
posal by one of our colleagues, Senator Daschle of South Dakota.
I am sorry he could not be here.

He told us the other day that he wanted to be here, but I do not
think he was able to get here, back to Washington today for the
hearing.

He has proposed that we sort of look out there in regions of this
country, like the Federal Reserve regions, maybe 12 regions, and
maybe collectively the States and the entities could sort of divide
up into 12 regions.

He also-and this would be to handle-and I am not saying to
ration, but at least to sort of allocate health care under our system.

He also proposes that we abolish HEFA. And that always gets
a big round of applause with just about any audience you go before.

Have you had a chance to look at Senator Daschle's proposal?
Governor CHILES. No, sir.
Senator PRYOR. Now, I do not understand everything about it,

but I believe it is promising. It is a different sort of approach and
it is a constructive addition to the debate.

And if some of them are going to be a little controversial, so be
it, but we got to at least have people talking about them. And as
you said, you got to scare them a little bit from time to time as
to what is going to happen.

But I applaud Senator Daschle for coming forward with it.
There is mentality that has existed in Washington for a long

time that implies that unless it comes out of Washington, that it
is suspect.

And somehow or another, there is too much thinking up here in
this beltway that the States do not have either the expertise or the
smarts or whatever to put something together.



Now, I have been out there in the States before. I am a firm be-
liever that the States have taken the lead in this-not necessarily
because they want to, but because they have to.

Well, Washington does not have a very good name right now.
The States, you all are doing pretty well with the people. We are

not doing quite as well. I was in a parade down in Warren, Arkan-
sas Friday.

And I got there too late and I had to make my own sign. They
did not have a sign for my car. They said, "Here. Here's some card
board and masking tape." So I was there with a magic marker. And
first I put Senator David Pryor.

And I said, wait a minute. I turned the card board over and I
just put David Pryor. I was afraid someone would know I was a
senator. [Laughter.]

I was afraid someone would know I was in public office.
Governor CHILES. For a long time, you kept the people from Ar-

kansas from knowing when you were running for office.
Senator PRYOR. That is right. [Laughter.]
I told the crowd that day-there were several other fellows run-

ning for office, Senator Bumpers and his opponent and others.
And I said, "We are in such bad repute," I said, "I am not even

on the ballot this year. And I am afraid I am going to beat."
[Laughter.]

So what I am saying, Governor Chiles and Senator Graham, is
that I think it is very exciting what you are doing out there on the
State level.

I am going to yield at this time.
Governor CHILES. Well, again, Senator, I thank you for being a

co-sponsor with Senator Graham and Senator Leahy of the pro-
posal.

And being former Governors as both of you are, you know the im-
portance of allowing the States some flexibility-especially when
the national solution looks like it is not going to happen this year.

In our Medicaid Buy-In, we are asking to be able to go up to 250
percent of poverty. We are willing to hold oui selves accountable for
what we will do with that money and the numbc'r of people we will
cover with that money. I think that should be done.

I do not think that Federal Government should ever turn loose
tax dollars without a way of assessing how they are spent. The old
way was to micro-manage with rules and regulations, telling States
exactly how to do it.

Well, we are trying in Florida now with our cities and counties
and school boards to look at a bottom line.

You tell us what a bottom line measurement is, for example,
what are your math science scores going to be, what is your grad-
uation rate to be, and in this instance, what your coverage rate will
be?

The Federal Government should tell us that way rather than tell
us exactly how all 50 States must do something. That does not
work.

Senator PRYOR. Very good.
Senator Baucus.
Senator BAUCUS. Thank you, Senator.



Seeing you both there, I am attempted to ask you who has got
the better job? I mean, you are both Governors and Senators.

Governor CHILES. There is no doubt in my mind. I will take
mine. [Laughter.]

Senator BAUCUS. I was curious, too, a lot to the degree in which
the Florida plan contemplates Federal dollars. That is, Florida has
a lot of uninsured just as the State of Montana does. I am sure
many people in Florida suffer from some pre-existing condition as
do many in Montana.

Governor CHILES. Yes, sir.
Senator BAUCUS. Does your Florida plan here contemplate Fed-

eral dollars to help cover uninsured in Florida with pre-existing
conditions, etcetera, and if so, how much?

Governor CHILES. If I had my druthers, we would go up to 250
percent of poverty in a Medicaid Buy-In. In other words, if we
could separate health from welfare, the Federal Government would
put up a $1 billion additional dollars. And the State of Florida
would put up roughly $800 million at its Medicaid match rate.

We think that would cover our 2.5 million people that are unin-
sured. Now, that sounds like a lot of money. But you need to know
that the Federal Government last year had to spend $800 billion
in new money for Medicaid costs in Florida.

In other words, the Federal Government, because they are pick-
ing up 55 percent of this 365 percent increase, the costs is eating
your lunch just like it is eating our lunch.

So what we really think is that we are asking for sort of a front
end investment that will control costs over a period of time.

Given the plight of the Federal Government, it probably is not
reasonable to think that we would get up to 250 percent at one
time. But we think that is maybe the cheapest way to cover this
uninsured population.

Now, if you want to ask me can we ever cover our 2.5 million
without some increase in Federal assistance? No, we cannot. No
way .we can pick up that cost totally on our own.

But because we are not picking it up now, we are having this tre-
mendous increase in costs.

Senator BAUCUS. How many Federal health care dollars does
Florida receive today roughi-?

Governor CHILES. About $3 billion today.
Senator BAUCUS. About $3 billion a year?
Governor CHILES. Yes.
Senator BAUCUS. And under your plan, would Florida receive

more Federal health care dollars or fewer?
Governor CHILES. They would receive more if we got what we are

asking for. We would get about another $1 billion more.
Senator BAUCUS. And what would the control mechanism be?

How are you going to control cost?
Governor CHILES. The control mechanism would be that one, this

would allow us to go to universal access which keeps us from hav-
ing expensive emergency health care.

We could also go to front-end and managed care because we
would be controlling it. We would be requiring it to be done with
managed care.



We will put in effect steps that we could be measured by or held
accountable for as the increased Federal money comes in.

In other words, we would commit to certain levels of coverage.
We would hold down cost to certain levels. All of those steps could
be put in.

Senator BAucus. Do you think that Florida health care cost in-
flation could be kept at the national CPI?

That is, can Florida commit to instituting whatever measures are
necessary so that health care costs do not rise at a faster rate than
the CPI?

Governor CHILES. We would certainly be willing to try to do that.
And we would certainly agree that it would not increase faster
than national health care costs.

Senator BAUCUS. I was just wondering if you had any sense to
whether the CPI is a good cap?

Governor CHILES. Well, if you looked at it now, Senator-
Senator BAUCUS. Nationally?
Governor CHILES. Well, if you looked at it now, health care costs

exceed the CPI so much.
Senator BAUCus. Right. That is why I am asking the question.
Governor CHILES. Yes. So I do not want to tell you something

that is totally impossible to do, but I believe that we should be able
to hold health care costs at CPI.

And I believe if you go to a universal coverage and if you can go
to mandated managed care rather than fee for service, then I think
you could come close to CPI.

Senator BAUCUS. How do you handle multi-State employer-em-
ployee problems under ERISA?

Governor CHILES. Well, I think-
Senator BAUCUS. For example, there are certain companies that

have employees in Florida and they have employees in other
States. And Florida has its own package which is different from,
say, the package in other States.

Governor CHILES. But you see I think any multi-state employer
already has a bigger benefit package than Florida's minimum bene-
fits package.

I think the legislation could certainly say that any multi-state
plan that was actuarially equivalent to a State's benefit package
would be OK. In other words, they would remain exempt.

The only thing what we are looking for is a stick. We must get
the business sector to come forward and do all the things we would
like them to do by December 1994 without having to go to pay or
play.

I know, Senator, that you are one of the original co-sponsors of
the Mitchell bill. So you certainly believe pay or play is something
we need unless there can be some kind of stick.

Why should a company try to do anything now? We have no con-
trol over them due to ERISA. There has got to be some way of
doing that.

We think there ought to be a compromise that can also take care
of labor's biggest problems which is that there be some minimal
benefits.

Senator BAUCUS. No. I appreciate those excellent ideas, but as a
former Chairman of the Senate Budget Committee, I know you ap-



preciate how difficult it is going to be to get additional Federal dol-
lars for some of these programs.

Governor CHILES. Absolutely. The only way of doing that I think
is to convince you all that you are adding additional Federal dollars
every year under the present plan and as long as Florida and every
State is out of control like we are.

Just look at your increase in Medicaid dollars that you are
spending now. That is the faucet. That is part of this deficit that
you are dealing with. It is not a question again of whether you or
pay later, you are paying now.

So in other words, if you are increasing your Federal dollars to
Florida by $800 million like last year, I am just saying that if you
gave us a $1 billion we could cover that 2.5 million uninsured. You
would slow down that increase immediately.

Senator BAUCUS. Oh, I appreciate that. And that is why I asked
the questions about cost control. This is only going to work if we
have meaningful, realistic, hard and fast cost controls for this to
work.

Governor CHILES. Absolutely. And you should not give Florida
that additional money or any other State without us telling you ex-
actly how we will show you what you get for your money. You
should hold us strictly accountable.

Senator BAUCUS. Thank you.
Governor CHILES. Thank you.
Senator RIEGLE. This has been a very important discussion be-

cause I think it lays out, and gets right to, the crux of the issue.
The only way we can break this ever rising cost spiral is by, in

fact, spending a little bit more on the front end in order to try to
get some controls in place and some good health patterns in place
so we spend less further on down the line. And it is a classic in-
vestment strategy.

But you are quite right in saying with costs outlays so high today
and the squeeze on with the budget and the straight jacket we are
in, are we in a position to even make efficient decisions anymore?

Can we go ahead and, in fact, spend more on the front end in
order to save ourselves and spend less further down the road, not
only just in terms of direct health cost, but we get a healthier coun-
try.

I mean, the beauty of this is you get a double-barreled effect if
we do this intelligently. One is you save a lot of money that you
otherwise are going waste. And number two, you have healthier
people.

You do not wait until they go through these cycles of getting sick
and getting so sick that they show up in an emergency ward and
get this high cost care and can't function or die or in some way be-
come disabled or out of the work force for several months.

Governor CHILES. Yes.
Senator RIEGLE. So this is what every other Nation one or an-

other has done is they have found the way to do what it takes to
be efficient on the front end.

And what we are doing is we are living with an uncontrolled sys-
tem that is wildly inefficient and it is giving us a lot of bad health
at the same time.
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So I mean, we can pay either way. We can either pay more dol-
lars as we go on in time and have a poorer health profile or we
can spend some additional amount of money on the front end, slow
down these excessive costs in the future, get rid of a lot of them
and have a healthier Nation. I mean, that is the choice.

And we can decide it either way, if we could just get that issue
framed in terms of the choice, the roads, and the paths that we
have available to us.

I think whether you have an electronic town hall meeting as
Perot was suggesting or something else, most people in the country
if they understand that choice would say take the rational choice.
Let us go down that rational road together because we are going
to be better off as a result of it.

And so I appreciate the discussion back and forth because I think
it is right at the heart of the dilemma. And we just keep circling
at this fork in the road.

We have just got to figure out to take the intelligent fork in the
road. And I think we are ready to do that.

Let me thank you very much for your testimony today. It has
been very helpful to us. And again, we appreciate your leadership
in the State of Florida.

Governor CHILES. Thank you, Senator. I wish I could carry you
to Florida to speak to my Legislature because that is the point we
are trying to make down there. We must go for preventive care in
health, in education, in the environment, and in public safety. We
have got to spend some dollars on the front end to stop these esca-
lating costs.

But at the same time, we have to deal with our failures, the ones
we have already let slip through. We cannot stop spending on
them, but we certainly can try to cut off the spigot and stop any
additional ones.

Senator RIEGLE. Well, thank you. You have been very helpful.
Senator GRAHAM. Mr. Chairman.
Senator RIEGLE. Yes, Senator Graham.
Senator GRAHAM. I think this last discussion points out what will

be a key part of the debate and that is the difference between cost
shifting and cost containment.

What we have characterized as cost containment in many cases
has really been cost shifting. Many of the 2.5 million people in
Florida who do not have health insurance receive some health care
services.

Senator RIEGLE. Yes.
Senator GRAHAM. They go to the emergency room, one of the

most expensive and least efficient places to render primary care.
They are added to the insurance bills of the Federal Government
and every other employer in the country.

And so when we say we are going to not provide for a Medicaid
Buy-In so that there is an intelligent means of covering these peo-
ple, we are not saying that we will save that $1 billion.

Senator RIEGLE. Right.
Senator GRAHAM. We are just saying it is going-to be spent in

another way. We are making a conscious judgment to shift the cost
to someone else.



I think that needs to be a key part of our understanding of what
the economic realities are.

Senator BAUCUS. Senator, if I might respond.
Both cost shifting and cost containment have to be addressed. We

have to address cost shifting. You are right. There is this cost shift-
ing as you described. The problem is this country has not ad-
dressed cost containment either.

Governor CHILES. Yes, sir.
Senator BAUCUS. And both are equally important. And our sys-

tem is going to fail if they both are not addressed in a meaningful,
realistic way.

Governor CHILES. Right. But, Max, for years, I used to think that
we had to have cost containment before we could have universal
coverage. I labored under that.

I now am so convinced, you will never get cost containment with-
out universal coverage.

Senator BAUCUS. Oh, I agree with that.
Governor CHILES. Yes.
Senator RIEGLE. That statement alone is such a powerfully im-

portant fact that these things have to be tied together because oth-
erwise you have got a system that is designed to be out of control.

And what is going to happer is the woman is not going to get
the mammogram. And she is later going to come back with an ad-
vanced breast cancer with terrible problems for herself and very ex-
pensive care.

Or the man is not going to get the prostrate cancer defined early.
And he is going to come back later with a terrible problem and
huge bills. Or the expectant mother is not going to get the prenatal
care.

And the baby is going to come in under weight and maybe have
$200,000 worth of hospital bills in the first 90 days of it life before
it can even go home.

I mean, we have a humane choice that fortunately lines up with
a good solid economic choice.

Governor CHILES. Right.
Senator RIEGLE. We can actually help our people and spend less

money if we make this shift in terms of how we manage this sys-
tem. And the question will be now whether we can marshal the
will to overcome all the divergent voices.

And it should be said as well that there are some people making
an awful lot of money with the system the way it is now.

Senator Pryor has pointed this out as much as anybody around
here. And that is to nave a system out of control does not mean
that somebody is not becoming a millionaire or a quasi-billionaire
in cashing in on the system the way it is now.

They do not want the system changed because the system is
working beautifully from the point of view and the position that
they have in the game.

And in the broad public interest, that has got to be stopped. I
mean, we have got to rewire this system, re-engineer it as you are
trying to do in Florida. And we are going to do everything we can
to try to get that done here.

Thank you both very much.
Governor CHILES. Thank you.
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Senator GRAnAM. Thank you.
Senator RIEGLE. Let me know call forward our other Governor

who is here with us this morning, the Governor of Hawaii, Gov-
ernor Waihee, who has come to us from a great distance.

And I want to say how much I appreciate the fact that you have
been willing to come so many thousands of miles for the purpose
of testifying before this hearing today.

You have in Hawaii an employment-based health care system
that has now been in place about 20 years. And so since 1974. Am
I right in that?

Governor WAIHEE. Since 1974, Senator.
Senator RIEGLE. Yes. So you have had almost 20 years of experi-

ence with it. And everything that we have been able to hear about
it has generally been positive. I am sure it is not a flawless system
or a perfect system.

Governor WAIHEE. No.
Senator RIEGLE. But I understand from what we have been able

to learn that the citizens of Hawaii seem to like the system, they
seen to be showing good health profile results in the system for a
length of time, and that you have been able to achieve certain effi-
ciencies in the operation of your system.

I want to also say that I am especially pleased to welcome you
here today. We are proud for Michigan about the fact that you were
able to get your college work done in our State of Michigan.

And I know recently, you were out to receive an honorary degree
from Central Michigan University in Mount Pleasant where you
spent some time.

So I feel very flattered by the fact that we can sort of call you
at least in part a son of our State as well. And we appreciate your
leadership in Hawaii.

And we will make your full statement a part of the record.
[The prepared statement of Governor John Waihee appears in

the appendix.]
Senator RIEGLE. I know you have Dr. John Lewin with you, who

serves as the Director of Health in your State. We are very inter-
ested to have your insight and your advice as to what you have
found in Hawaii and how that might apply to what we should be
doing nationally now.

STATEMENT OF HON. JOHN WAIHEE, GOVERNOR OF THE
STATE OF HAWAII, HONOLULU, ACCOMPANIED BY JOHN C.
LEWIN, M.D., DIRECTOR OF HEALTH FOR THE STATE OF HA-
WAII
Governor WAIHEE. Thank you, Mr. Chairman and members of

the committee. I want to thank you for inviting me to join your
former colleague and my current colleague, Governor Chiles, to
participate in this very important meeting this morning.

I also want to thank you, Senator, and the good people of Michi-
gan for my education as you indicated.

Those of us here today are all painfully aware of the problems
regarding health care. As many as 37 million Americans lack
health insurance, and their numbers increase each year.

Nationally, we have health care statistics which, in many cases,
match those of third-world Nations.



Health care costs are increasing at a rate that frightens people-
and now encompasses about 14 percent of our Nation's gross na-
tional product.

We know the problems, yet we seem to be no closer to solutions.
Each day we continue to debate the merits of opposing programs,
each day we delay action, is a day closer to a health care system
that only the wealthy can afford.

It is clearly time for action-aggressive, decisive action. It is
clearly time for national reform-the kind of national reform that
you, Mr. Chairman, and your colleagues have been trying to con-
struct.

However, until national reform is achieved, I believe it is the
States that must be looked to to take the first steps. And States
need more tools to solve their own problems-tools such as ERISA
waivers and Mee ;o aid-Medicare flexibility.

Therefore, Mr. Chairman, we want to join our support to the con-
cept of flexibility embodied in Senator Leahy's and Senator Pryor's
legislation.

These may seem simple solutions, but they work. Let me tell me
you how.

Hawaii's residents have 100 percent access and 98 percent cov-
erage in basic health care. And do you know that most of us in Ha-
waii take this for granted? We are a matter of fact about our near
universal health care. In fact, a Harris Poll released today by the
Kaiser Family Foundation and the Queen Emma Foundation shows
Hawaii's residents more satisfied with their health care services
than the rest of the Nation-in fact, more than 10 percent higher.

We have 17 years of employer-mandated coverage and 26 years
of Medicaid. These two alone cover 95 percent of Hawaii's people.
Recent implementation of a State subsidized insurance program
takes in the remaining gap group.

I believe that Hawaii's experience in universal access at afford-
able cost can be a model for a national health reform package. In-
deed, many States are already using portions of the Hawaii system
to enact State-level initiatives.

The fundamental goal of the Hawaii system is universal access.
What we have demonstrated is that universal access is not only
good social policy, it is good economic policy.

Access is a cost-cutting device. When people have affordable ac-
cess, they seek primary and preventive care. Only 17 percent of
Hawaii's residents report postponing health care they felt they
needed, compared to 30 percent nationwide.

In fact, Hawaii's health care expenditures are less than Canada
and Sweden and, of course, far less than the rest of the Nation.

Hawaii's system is based on an employer mandate, our 1974 Pre-
paid Health Care Act. The key to our success is that under this
system, "everybody plays." Government requires a solid, standard
benefit package. However, employers are allowed the flexibility to
determine how coverage is provided.

Any employee who works over 20 hours a week, and earns a min-
imum salary per month is eligible. Employees may be requi-ed to
pay a portion of their monthly gross wages with the employer pro-
viding the balance of at least 50 percent. Dependent coverage is op-
tional.



The Hawaii health care system and its employer mandate exists
because of a 1983 ERISA exemption. This exemption, however, lit-
erally froze our system to te program that was enacted in 1974.
While this exemption has been highly beneficial, we do need addi-
tional flexibility in ERISA, in Medicaid, and in Federal health care
funding to update the provisions of the Act.

Mandated employer coverage is an effective tool for universal ac-
cess-without the much feared, negative impact on business; rath-
er, it actually is in accord with America's faith in the free enter-
prise system, to find cost-effective solutions to complex problems.

Government defines the extent of coverage and uses the competi-
tive marketplace to provide that coverage, cost effectively and effi-
ciently. It also avoids complex, governmental bureaucracies.

Contrary to small business fears, our mandate has not brought
about a bad business climate. Hawaii is a small business State.
Ninety-seven percent of our businesses employ fewer than 100 per-
sons, and 94 percent, 50 or less. We have a steady rate of overall
business growth. Unemployment, which was high at the time that
our mandate was enacted, has actually declined to the point that
we have the lowest or close to the lowest rates of unemployment
in the Nation.

While I cannot suggest that our small business success rate is
due to our health care system, there is more than enough evidence
to prove that our health care system has supported small business.
For example, a premium supplementation fund for small employ-

ers unable to pay for coverage was created with a $1 million trust
fund appropriation back in 1974. Since that time until today, 17
years later, the fund has paid out less than $100,000 to supplement
any business' insurance-in fact, that fund is getting more in inter-
est than it has in payouts, and the legislature recently considered
abolishing it altogether.

The second element of our system is voluntary-the community
rating of our two large nonprofit insurers. Through a community
rating, our small businesses enjoy health insurance rates that are
among the lowest in the Nation, and are not subject to medical un-
derwriting and experiential rating practices.

With all employees in the risk pool--and I think this is a very
key point-it is good business to offer competitive rates through
community rating.

Insurance reform is also vital to the success and equity of the
Hawaii system. Affordable insurance rates are possible due to the
prohibition of such practices as exclusions and non-renewability.

Now, we recognize that other States may not h~ve the dominance
of nonprofit insurance providers that we have in Hawaii. We be-
lieve though that our National framework for just insurance prac-
tices can take the place of voluntary compliance that exists in Ha-
waii.

Medicaid is our third element, serving over 90,000 people with
a generous package of benefits, including most of the options al-
lowed under law. We cover those categorically eligible up to 62.5
percent of the Federal poverty level, as well as maximizing Federal
coverage options.

And last, our relatively recent State Health Insurance Program,
"SHIP," offers a basic benefits plan to over 17,000 of the "gap-



group," the working poor who are ineligible for Medicaid and pre-
paid health care.

SHIP emphasizes prevention and primary care. Coverage is pro-
vided by private insurance companies with subsidies based on a
sliding fee scale supplied by the State.

While Hawaii's system has received much attention, there are
still those who feel that it is an anomaly. It is illustrative, however,
that the State by State reform discussions now going on contain
many, if not ali, of the elements of our system.

In this context, Mr. Chairman, I would propose the following sug-
gestions for national health care reform based on Hawaii's system,
and improvements that we seek, all of which are not possible with-
out action at the Federal level.

Briefly, my 10-point plan for national reform rests on a basic
benefits plan for every American, provided to the extent possible
through a simple, "everybody plays,' employer mandate.

National insurance reforms are included to ensure that small
business persons are provided with affordable coverage options.
Tax incentives from the Federal Government assist all businesses
with the cost of coverage, but only that necessary coverage entailed
in the basic benefits plan.

A standardized claims process provides both increased adminis-
trative efficiency as well as data vital to an enhanced program of
consumer education. Also working with this information, cost con-
tainment commissions at both the Federal and State levels need to
limit cost throughout the system.

Tort reform and medical practice parameters ensure that the in-
tricacies of legal liability do not undercut or unduly inflate the cost
of good medical practice. Closer coordination of the public and pri-
vate health care sectors provides assistance and a safety net to per-
sons having difficulty with access to the private system.

And finally, Mr. Chairman, a Federal set aside of funds ear-
marked for prevention activities, so often overlooked, but so vital
to the success of our efforts in long-term cost controls.

Hawaii's experience shows that health care reform can be accom-
plished, while maintaining the basic strengths of America's health
care system. But I believe success rests on the following principles:

First, public health and prevention must be a priority with those
of us who have the authority to affect reform. It is certainly a pri-
ority with the American people, who rank health care as their big-
gest worry after the economy.

Second, primary care, focusing on a community-based medical
home for each citizen, must be the foundation of access efforts. Pri-
mary care is effective in lowering the need for more expensive care.
It is vital that each of us have a regular source of such health care.

And finally, I leave you with the thought that the government
does not need to run the health care system. Its presence in the
delivery of care, setting of reimbursements or payments may stifle
any creativity which made the American health care system the
best in the world. Government does need to set and enforce rules
so that a fair and equitable market can operate.

We have a formidable task if we are to give the American people
any relief. I pledge to work with you, your colleagues in Congress,
my fellow Governors, and anyone concerned as we undertake the



efforts that are necessary to achieve national health care reform for
our Nation. If we are to succeed, we must break down the barriers,
and we must do so now.

We join you enthusiastically in this effort.
Thank you, Mr. Chairman.
Senator RIEGLE. Well, thank you for an excellent presentation.

And again, we are very much in your debt for traveling so many
thousands of miles to come and bring that important Hawaii expe-
rience to us.

Do I understand from what you said that if we were to compare
the cost, say, of health insurance for a family of 4 in Hawaii and
the same cost for the same kind of coverage now for a family of 4
somewhere else in the United States that you have data that would
show that that cost on average is significantly lower in Hawaii. Is
that correct?

Governor WAIHEE. Yes, Mr. Chairman. Also, our data will dem-
onstrate that our cost is a little lower than even the cost in Can-
ada.

Senator RIEGLE. So you have a major cost advantage in terms of
the system that you have put in place.

Now, is there data also to show just the health profile of your
people in terms of how they are doing as opposed to, say, the
health profile of people in the other 49 States under a different
kind of health care system?

Senator PRYOR. He wants to know how much pineapple people
eat. [Laughter.]

Governor WAIHEE. I think, Mr. Chairman, what our experience
shows is that first of all our system has many of the same problems
that the health care system has across the Nation.

We face the same kind of cost profiles on an item by item basis
that are found elsewhere in the country. Cost contain-ment is defi-
nitely one of our big issues.

We also as a State really do not have any significant cultural or
geographically-based differences in the profile of our population.
Indeed

Senator RIEGLE. From the rest of the country?
Governor WAIHEE. From the rest of the country
Senator RIEGLE. Yes.
Governor WAIHEE. Indeed, one of our unfortunate statistics is the

fact that Native Hawaiians, for example, which make up about 20
percent of our population suffer higher negative health statistics
than many, many other sub-groups in the country.

What we do have though-and that is what leads us to believe
that access is a cost-cutting tool-are some utilization statistics
that are much better than the rest of the country.

Senator RIEGLE. Yes.
Governor WAIHEE. And Jack has those types of things on his fin-

gertips. So I will just pass you over to him and lie can give you
the information.

Senator RIEGLE. Yes, please. And also apart from some of the
myths about the cultural assumptions that people would make
about Hawaii, I am also wondering, too whether the style of life,
the patterns of living in Hawaii would tilt toward better health,



fewer health problems, longer life, whatever that you have seen in
data.

In other words, is there anything else we should try to sort out
of the experience that would be in effect unique to Hawaii?

Dr. Lewin.

STATEMENT OF JOHN C. LEWIN, M.D., DIRECTOR OF HEALTH
FOR THE STATE OF HAWAII, HONOLULU

Dr. LEWIN. Thank you, Senator.
I would like to submit an additional part for the record, a paper

on the Implementation of National Health Care Reform with Les-
sons from Hawaii. It contains a lot of comparative data that you
are looking for.

Senator RIEGLE. Thank you. We are glad to have it.
Dr. LEWIN. But along the lines of lifestyle genetics and the great

theory of the moat which are the oi.Len-stated myths about Hawaii
that would make us, in some people's mind, allegedly non-trans-
portable, let me give you some brief information.

Senator RIEGLE. Yes.
Dr. LEWIN. In terms of lifestyle, we do compare better than the

average State in America, but we are nowhere near as well off in
terms of lifestyle choices as are the States of Utah, Vermont, New
Hampshire, Minnesota, and many other States which are ahead of
US.

Our reductions in cost cannot be attributed to lifestyle on that
basis. We have a high percentage of people who are sedentary. We
have high numbers of people with hypertension.

To give you an example, we have one of the highest in the Na-
tion's rates of breast cancer among our total population. And yet
on the outcome side, we have the lowest death rates for breast can-
cer.

That is not lifestyle. That is a health care system working the
way we want it to, detecting the problem early and treating, of
course, the disease.

In terms of genetics, we ourselves thought for some time because
of the high percentage of people who are Asian-American in our
State, 20 percent Japanese-American, another 6 percent Chinese-
American people, that perhaps the genetic element was involved.

We see now though, looking-in fact, early generations of people
who came from Asia to Hawaii did, in fact, have lifestyles that
were more advantageous.

Modern citizens in Hawaii of Asian ancestry have health status
indicators in terms of years of productive life lost vith clear data
indicating that they are in greater risk than Caucasians.

So the genetic factor does not work, particularly when you have
the 20 percent Hawaiians with health status rates below the black
population of the District of Columbia.

Senator RIEGLE. What about immigrants?
Dr. LEWIN. Immigrants who have come into our State. We have

the same kind of problem with the Pacific Islanders who come to
Hawaii for health care. So we have those issues, Genetics and life-
style really do not work.

The business issues are often cited. The businesses cannot go
across the State borders. But I think people fail to see the fact that



we do have almost all the same businesses coming in and out of
Hawaii as other States have. And the issue that they fail to talk
about is our insurance rates are much, much lower for businesses.

Our mandate has not resulted in higher cost, in fact, lower cost.
Governor WAIHEE. Why don't you give the Chairman the has-

pitalization utilization rates and the like.
Dr. LEWIN. Our hospitalization rates which are included in the

paper that we are going to add are one-third lower than the na-
tional average. Our emergency rates are one-third lower. And there
is the source of our cost reductions.

We are treating people on the out-patient basis better than we
are in-

Senator RIEGLE. That is partly the answer I think to Senator
Baucus' question, too about whether you spend money on the front
end for preventive care and health care planning and prevention
and so forth rather than catch people later on after problems have
developed and then pay the high cost to try to fix the problem.

And it sounds to me like you have had enough experience now
to bear out that argument. In other words, you have got now essen-
tially a 20-year profile history.

Dr. LEWIN. Right.
Senator RIEGLE. To show you that if you go this alternative

route, you can get these financial and health benefits. I mean, that
they accrue over time with a better health picture for people and
at a lower cost.

Governor WAIHEE. Our health outcome is something we are very
proud of. I think that there are basically two general reasons why
we believe that access is a cost-cutting device.

The first is something that we have discussed quite a bit this
morning and that is from the side of the public health professionals
and government that universal access brings with it the ability to
take care of problems before they become worse. I mean, primary
care is emphasized. Prevention is emphasized.

There is a second aspect to universal access as well. And in
terms of those that have to provide health insurance, from the in-
surance industries' point of view, universal access also makes a
much larger market from which to sell insurance, too.

And so what you have in many cases-and I believe it has been
our experience in Hawaii that when we went into the gap group
insurance that there are many people out there who are, in fact,
healthy and do not have insurance, or who are postponing the
treatment of minor ailments until they become worse who do not
have insurance.

What you need to do is to include those people into the insurance
market now before they become ill in order to generate the finan-
cial basis for taking care of them when they are sick.

And this is the reason why our health insurance companies in
Hawaii have been in favor of universal access. It is their business
to get as large a market of healthy people as possible prior to ail-
ments.

So there are two ways that universal access works to cut costs.
It does it by providing the ability to take preventive action. It also
does it by creating a larger market for those that are selling insur-
ance.



Senator RIEGLE. Just one other thing and then I want to yield
to Senator Pryor and then to Senator Packwood.

Would doctors, say on average, earn more or less in Hawaii than
they earn on the mainland? Do you have comparative data there?
And the same thing with respect to, say, hospital rates per day.
Are they higher or lower?

We are trying to figure out the degree to which this 20-year sys-
tem at work has affected those kinds of things.

Governor WAIHEE. We do have that kind of comparative data,
Mr. Chairman. For the most part the cost of the doctor salaries,
hospital costs, and the like are pretty much the same as they are
nationally. I mean, there is no particularly difference in those
rates.

And, in fact, those costs are superimposed on a cost of living that
is substantially higher than most States in the Nation. I mean, Ha-
waii as a State has a higher cost of living than most States in the
Nation.

Now, if you talk to any individual doctor in Hawaii, there is a
tendency for a substantial number of them to feel that they are un-
derpaid and overworked and they probably are when they are sav-
ing lives. So I do not think that you have that kind of satisfaction,
but I do not think our cost is any different than it is anywhere else
in the country.

Dr. LEWIN. Hospital costs are running $1,500 a day and up, doc-
tor salaries and Medicaid are comparable to Western States and
with most, in fact, national State averages.

We also have for the record insurance premium cost comparisons
between Hawaii and New York, Kansas, Delaware, Georgia, Cali-
fornia, Iowa, Massachusetts, and other comparisons taken by Blue
Cross with programs that have comparable benefit packages in
those States.

And it shows that our rates are at least 50 percent less than
those other States for individuals and for families.

[The insurance premium cost comparisons submitted by Gov-
ernor John Waihee appears in the appendix.]

Dr. LEWIN. But one point which does not show is that in almost
all those States, Blue Cross has a deduction system where people
have to pay up front for the first amount.

That is out-of-pocket. Our State is first dollar coverage for all the
programs in Blue Cross-Blue Shield and Kaiser.

Senator RIEGLE. I want to conclude now by simply saying that
I think what the Hawaii experience shows, especially after you ex-
plode some of the myths about the cultural assumptions that are
made and the fact that your profiles are really quite comparable to
the rest of the country, the ones that would count in this area, is
that comprehensive health insurance works.

I mean, you are coming in here with a 20-year track record of
experience and you are able to show better health, lower utilization
at the serious end of the spectrum, better cure rates on things like
cancer when you find it, much lower insurance rates, and a high
level of satisfaction of your people right across the board from your
citizens who get the coverage to your businesses who are the pri-
mary providers of coverage.
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It seems to me that what Hawaii demonstrates is an intelligently
engineered comprehensive health insurance plan where you have
got everybody covered and you have got a system of cost controls
works and can be made to work and you get a whole lot of benefits.

Now, you may have with the transition nationally some start-up
costs to do this as I assume you may have had in Hawaii 20 years
ago. But once you design for yourself an intelligent system and you
phase it in and you start getting these better health profiles and
better cost performance coming out through time, you can get to
the place where this whole country needs to get to.

Governor WAIHEE. I think, Mr. Chairman, that for the most part
what you are saying is pretty accurate. I do not want to mislead
you on one point though, and that is, we are suffering from the
same kind of cost containment problems that the rest of the coun-
try is going through.

And I am actually looking toward other States to see how we can
improve our system in terms of costs of individual items. It is an
area that we would like to see improvement and we are working
on iL.

And I think though that the point I want to reinforce is that the
primary reason for the results we have been able to achieve with
the low cost of health insurance is as a result of access more than
any kind of extraordinary, innovative cost cutting devices.

For example, in the future, we want to move more toward man-
aged care and things like that which we feel would even further
improve our system.

If the Hawaii experience speaks for anything I think it speaks
for the proposition that access done on a rational basis can, in fact,
lower health costs in the long run.

Senator RIEGLE. Thank you very much.
Senator Pryor.
Senator PRYOR. One quick question, Governor. I am fascinated by

the Hawaii plan and what you have been able to do.
I thank you as all of us do for sharing the Hawaiian experience

with the committee this morning. We have all been intrigued by it.
And thank you very much for a fine presentation.

As to the insurance companies that participate in Hawaii, do you
have fewer or more companies?

I mean, for example, you would think that the companies might
say, "Well, if we cannot charge a higher rate, we are just not going
to do business. We are not going to cover anyone in Hawaii."

What has been the experience there?
Governor WAIHEE. Well, we started by having two major competi-

tors, essentially, the Kaiser Health Plan and Blue Cross-Blue
Shield, two nonprofit insurance companies.

And one of the reasons for the early passage of the employer
mandate in Hawaii, if I can be anecdotal about this, is that it hap-
pened to be the home of Henry J. Kaiser.

And old Mr. Kaiser just believed that everybody should have in-
surance. And he was going to sell it to them. So he went around
making that known.

You need to know that as a result, the Blue Cross-Blue Shield
people have always been in competition with them. In recent years,



we have seen more and more insurance companies coming down
and also selling insurance in Hawaii.

So we have a number of other insurance companies that are sell-
ing in Hawaii. They all play by the same rules. We have not had
to mandate community ratings. The reason is that the two major
insurance companies have done it voluntarily.

In fact, when we passed this law in 1974, small businesses went
along with it because they saw the advantage of community ratings
and as an opportunity to buy cost-effective insurance. And most of
that, as I indicated, was done earlier.

So we have an extremely competitive market with two major en-
tities that is now becoming more competitive over the last 10 years
or so as additional insurance carriers have come to Hawaii.

Senator PRYOR. Senator Riegle has just written me a note a few
moments ago. And he says, "Well, I have just discovered the solu-
tion to America's health care crisis. Let's all move to Hawaii."

Governor WAIHEE. If you want to move to Hawaii, Senator, and
pay the fantastic prices we have to pay for houses and find a job
there, we want people like that.

Senator RIEGLE. Thank you.
Senator Packwood.
Senator PACKWOOD. Governor, a quick question. When the bill

was passed, did you ever consider play or pay? Or did you just de-
cide to go play period and that is the way you wanted to do it?

Governor WAIHEE. I think there was some thought about doing
that, but then again it would have been a question of where to
draw the line. And so we decided instead that if we are going to
make a commitment to universal access, then all employers ought
to get involved.

And the solution was the creation of the premium supplemental
trust fund so that if any employer could in effect demonstrate that
they could not pay their premiums, the State would pick it up.

And as I indicated in my testimony, since we established the
fund for $1 million in 1974, we have used something like $85,000
in total over the 17 years.

And so it really was discussed, but it was not really a major op-
tion.

Senator PACKWOOD. And I know you have a few people who fall
between the cracks, the part-time employees, some people on com-
missions. And those you pick up with your State health insurance
plan.

Governor WAIHEE. Right. We do have that. That is also an insur-
ance-based plan where we work with the private sector to provide
that insurance. And the people who are enrolled in it pay a sliding
fee scale that is established by the Department of Health for their
insurance.

Senator PACKWOOD. Now, my last question and I notice that is
the last thing in your closing statement, government does not need
to run a health care system.

I take it if we were making an option between a play system or
even a pay or play system and a single payer system, you would
certainly opt for the employer mandate.

Governor WAIHEE. Yes.
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Senator PACKWOOD. Rather than wiping it out and the govern-
ment will pay for it all and run it all.

Governor WAIHEE. Yes. I think that we can-well, the Hawaii ex-
perience at least for us has demonstrated that with regard to the
general population health insurance, if government sets clear man-
dates and rules and includes everyone in the process that would be
a better way to go than creating a new entitlement-type program.

But if we keep falling short of it, I personally believe that some
kind of national plan is better than what we now have.

I would much rather have some kind of universal insurance cov-
erage than have the system where there are, in fact, no national
parameters, no national mandate, or encouragement, which is the
current situation.

Senator PACKWOOD. Thank you, Mr. Chairman.
Senator RIEGLE. It just occurs to me. I wonder if we have the ca-

pacity to estimate over some relevant period of time what the
health care costs would be that end up being paid by somebody, the
actual out-of-pocket dollar cost of, say, 35 to 40 million people who
have no health insurance.

We could, in fact, track them through time in a model so that
we know in effect the cost burden that ends up getting bounced on
everybody else who is actually picking up the tab.

I fully accept your proposition that if you start with a situation
where everybody gets decent health care from the beginning, you
get tremendous benefits, health benefits, dollar saving benefits.
There is obviously a number of human benefits.

Governor WAIHEE. Mr. Chairman, I think I would even suggest-
and I cannot do this as forcibly because our data is not as strong-
but I would even suggest that the initial cost of universally man-
dated health care may, in fact, be lower in cost to the individual
employers.

Senator RIEGLE. And the cost shiftings are kept in.
Governor WAIHEE. Yes. Because of cost shifting, our insurance

people will tell you that one of the advantages of universally man-
dated health insurance is that they have a much larger market.

If you went into community ratings and added a substantial
number of people who would be paying into the system at the same
time, you may find that while the total, the aggregate amount of
resources coming into the system may increase, the actual charge
to the individual participant may, in fact, go down. And that is
what happened in Hawaii.

In 1974, when we implemented the program, our costs were iden-
tical to California's. Today, our costs are 60 percent less.

There is really no other difference for it than the fact that every-
body has to pay a share of it and everybody has a chance to get
preventive care.

So there are two parts for this. Yes, it is true that when you
begin the system and people start having the advantage of primary
care, that will show up in subsequent years.

But the second part of access is that you create a market and you
level it off. I think this is the part that we have not discussed
enough in this debate. And tkat in and of itself may make an im-
mediate difference in health care cost.



That is the reason why the business community, or segments of
it, went along with this in 1974. When we passed this Act in 1974,
Hawaii was in one its worse recessionary periods.

It was the year before we had the highest unemployment rate in
our history since Statehood. We were in the situation where the oil
embargo was on. And for an island State not being able to receive
any oil, we had literally shut down our economy.

And one of the reasons why people went along with this idea was
that they felt that they were going to lose their health insurance.
And it was in that kind of climate that we passed this.

The small business community, which by their nature do not
want government to mandate anything, went along with it because
they saw it as a way to actually reduce health care cost through
community ratings and to increase the economic base.

And that is a side of this story that I do not think has gotten
as much attention as it should have. And in Hawaii and in other
places where we hold conferences, we have had our health insurers
testify to that economic fact of access.

Dr. LEWIN. Governor, may I just add to that. When we started,
the Governor had the courage to go ahead with the SHIP program
which was an additional taxpayers' cost to get to that group.

And the fears were that this group had been uninsured, they
were sick, the cost would be tremendous, and the State would be
saddled with a horrendous increase in hospital cost, and the budget
would just mushroom.

But the Governor had the courage to go ahead with it. The legis-
lature went ahead. What happened with SHIP in the last 2 years
is that we have seen that the primary and preventive care services
have really worked.

The cost of the program has not increased.-It is the only part of
our insurance system that has not. And, in fact, there may be a
myth in America that front loading the system is going to cost
more money than we think.

It may very well be that we will see immediate reductions in
emergency room and hospital costs as we have in SHIP.

Governor WAIHEE. Senator, I do not want to belabor the point,
except that this is the first time that we have been able to make
this particular point this strongly in this forum. But I think a lot
of times we see the concept of universal access through the eye-
glasses of the Medicaid program.

And when we look at Medicaid and we know that expanded it is
inevitably going to cost money and the like, it seems to color our
thinking that access can only come by having cost control first.

I think though what we have shown and what we are talking
about may be actually pointing out one of the essential flaws in the
Medicaid program and that is that people use Medicaid when they
need it.

So your population in Medicaid is a group of active users. In-
stead, they ought to be enrolling in Medicaid to get preventive care,
or when they could contribute.

So that the people that go into that program are, in fact, in need
of medical attention and cannot contribute.

If you can look at the consequence of a population that is essen-
tially healthy, but uncovered, who can contribute to their own med-
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ical costs, that is most of ovr uninsured population, and who could
take advantage of it when they should, meaning that they can re-
ceive primary and preventive care a lot earlier, you have an en-
tirely different world than the government entitlement program.

Senator RIEGLE. Yes.
Governor WAIHEE. You have something that may, in fact, not be

as expensive initially as it is made out to be. And I think that the
Hawaii experience also demonstrates this because we did not, in
fact, see this huge up front cost that allegedly was supposed to
occur.

Senator RIEGLE. Yes. Well, it provides a powerful, additional ar-
gument because it says that instead of having thiS big cost spike
on the way in that you may, in fact, be able to move tc the system
and realize an immediate set of gains.

In other words, because you are getting some level of contribu-
tion from those who can make a contribution, but you are getting
another cortribution in terms of a better health profile.

Governor WAIHEE. That is right.
Senator RIEGLE. I mean, people start to get on a better a health

profile track so they become less expensive users of health care as
they go down the time track. So you get both advantages.

Governor WAIHEE. I know that when an employer currently is
not buying health insurance, the additional cost of health insur-
ance for the employees is going to be an added expense. I mean,
that is something we cannot get around.

But to employers who are already paying for health insurance,
the opposite may be true because they no longer will have to pay
for all of society's burdens through cost shifting, through uncom-
pensated care. They may immediately begin to feel some relief in
their insurance payments.

Senator RIEGLE. Another way to say it is the way we do it now
is we create a large number of walking wounded in the country.

I mean, we wait and cause, in effect, a lot of people to get very
sick and need a lot of high cost care. And then when they come and
get it and cannot pay for it, the costs have to be packaged up and
then shifted through this system.

And, of course, as we shift it around, we not only dump it on
somebody that presumably should not have to bear that burden,
but also you add to the cost.

I mean, just the sheer task of moving it around is expensive be-
cause you have to have people to move it around.

And so I think you are quite right. And we will not belabor it
now because I think we have a very powerful record here that can
help us move forward.

Let me say that we got 4 other witnesses coming. Did you want
to help introduce your witness from Minnesota?

Senator WELLSTONE. No. I will defer on questions.
Senator RIEGLE. Well, let me recommend it to all of you because

I think it has been some of the most important testimony that we
have had.

Senator WELLSTONE. We will definitely look at it.
Senator RIEGLE. Thank you again. It has been very helpful to us.
Governor WAIHEE. Thank you.



Senator RIEGLE. Let me indicate that our next panel includes a
representative from the National Governors' Association and ex-
perts from the States of Washington, Minnesota, Oregon, and Mas-
sachusetts who are going to testify about activities in their States.

Let me now call on Senator Packwood to introduce the witness
that is here from the State of Oregon.

Senator PACKWOOD. Mr. Chairman, thank you.
I am pleased to introduce one of Oregon's pioneers in health care,

Lynn Read.
Lynn Read has been with the State since 1979 and has directed

Oregon's successful Medicaid, managed care demonstration pro-
gram and will direct the Medicaid portion of the Oregon Health
Plan. I am pleased that Lynn Read was able to come to tell this
subcommittee about our plan.

And I would like to restate my fill support for that plan. Oregon
has come up with a solution to the challenge of providing afford-
able health care.

My State's three part plan would guarantee access to basic
health care for almost all Oregonians, no matter how poor or dis-
advantaged. That is the plan you will be hearing about today.

A lot of attention has been focused on what services will not be
covered on the prioritized list. Some critics of my State health plan
even like to call it rationing, but we all know that we are already
rationing today.

There are 450,000 Oregonians going without any health care
today. They are victims of an invisible sort of rationing.

Perhaps the greatest strength of Oregon's plan is the process by
which it was developed, a process which I believe can serve as a
model for other States.

This process involves public debate and consensus building over
health care needs and values. The process also holds the State Leg-
islature publicly accountable for the health care of low-income Or-
egonians.

This level of public accountability is something I am very proud
of. I think the Oregon plan deserves a chance. And all the Federal
Government has to do is to give Oregon permission to try this bold
experiment, nothing more.

I cannot tell you how proud I am of my State and the people like
Lynn Read and John Kitzhaber, the State Senate President, who
was the father of this program, who have spent the last 5 years
dedicating themselves to coming up with an innovative and daring
idea for solving our health care crisis in Oregon.

I am going to continue to fight for the Oregon Health Plan. I be-
lieve it is a more rational way of providing health care. And I be-
lieve it is what the people of Oregon want.

And I am convinced that Lynn Read will be able to convince you
today of the merits of what we are asking.

I thank the Chair.
Senator RIEGLE. Thank you, Senator Packwood.
Senator Wellstone, I know you want to introduce the witness

from Minnesota. And we will be pleased to have you do that now.
Senator WELLSTONE. Thank you, Mr. Chairman. I will be brief.
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And I will give Curtis Johnson-I probably will not do him jus-
tice with this introduction. I asked him whether it could be infor-
mal. And he said, "Fine".

Curtis Johnson is the senior advisor to Governor Arne Carlson.
And before working for the Governor-and I think this is pretty
important-he was the executive director of the Citizens League. In
other- words, he has a very strong background in public policy.

I think he takes public policy very seriously. I think that is his
greatest strength. And in many, many ways, I think Minnesota is
one of those States that is a laboratory for reform like the other
States that are represented here today.

Curtis Johnson was involved in some very important bipartisan
negotiation, Republican and Democratic, which led to the passage
of the HealthRight Law.

So I think it is very, very important that he is here today. And
let me just finish my introduction, Mr. Chairman, by saying that
I am going to stay and listen to people for as long as I can because
I am very interested in what different people have to say.

I do think that it is a grass roots, political culture that we live
in. And I think a lot of States are getting sick and tired of waiting
on us.

They have decided that if the Federal Government is not going
to be part of the solution, then they are going move forward. They
just do not want us to be part of the problem.

By the same token, I have to say this to you. I have this nagging
doubt and fear that if the Federal Government says, "You do it,
States," and just stays removed from it all, that within that fiscal
structure at the State level, only so much can be done.

And I do not want this to be sort of an excuse for our not moving
forward. So I am very interested in what Mr. Johnson and the
other witnesses have to say.

I thank you very much for coming from Minnesota. And I repeat
what Senator Packwood said. Of course, I am very, very proud of
what my State has done.

Senator RIEGLE. Thank you very much, Senator Wellstone.
Let me introduce our other three panelists in addition to the two

just introduced.
We have Ms. Alicia Pelrine who is the director of the Human Re-

sources Group for the National Governors' Association. And she is
going to lead off the panel today with the views of the association.

We also have Dr. Robert Crittenden who is the special assistant
for health to Governor Booth Gardener of the State of Washington.

And then finally, we have Mr. Robert Restuccia who is the execu-
tive director of Health Care For All which is a consumer advocacy
group from Boston, MA.

So let me welcome you all. We will make all of your statements
a part of the record, but we are going to have you make your com-
ments now.

[The prepared statements of Ms. Alicia Pelrine, Dr. Robert A.
Crittenden, and Mr. Robert Restuccia appear in the appendix.]

Senator RIEGLE. Ms. Pelrine.



STATEMENT OF ALICIA PELRINE, DIRECTOR, HUMAN RE-
SOURCES GROUP, NATIONAL GOVERNORS' ASSOCIATION,
WASHINGTON, DC
Ms. PELRINE. Thank you, Mr. Chairman. I will be bfief.
I think we have already had eloquent testimony from two of my

bosses. And they more than adequately addressed I think a com-
mon perspective for the Nation's Governors and that is that the cri-
sis that confronts us in health care demands a national solution.

But in the absence of consensus about how best to proceed at the
national level, what the Governors of the States are asking this
Congress to do is work with us in a partnership to provide us with
the flexibility and some of the resources that we need to undertake
comprehensive initiatives in health care reform at the State level.

There are many who are concerned that if the States move for-
ward with these kinds of initiatives, it will somehow lessen the
sense of urgency for national reform.

I think, in fact, quite the opposite is true that States like Hawaii
and Florida, Washington, Vermont, Oregon, and other States who
are moving forward with comprehensive reform initiatives can
prove that there is the possibility of drawing political consensus
and taking the political risks necessary to develop a comprehensive
initiative at the State level.

I think they also can set up some sense of urgency as people in
other States look to those leadership States and begin to wonder
why it is that they do not have access to the same kind of health
care that their neighbors in neighboring States have.

And lastly and perhaps also critically important is that States
can tell us something about the efficacy of the various strategies
for both access and cost containment that we all have become fa-
miliar with on a conceptual basis.

But we cannot do this alone. And there are essentially three
things that I think we could see ourselves as needing from our Fed-
eral partners.

The first thing we need is a process that provides three critical
ingredients. We need a process that gives the States a one-stop
shop, one place where they can go and have the waivers necessary
to implement their State-based initiative approved so that they do
not have to go hat in hand to 4 or 5 different Federal agencies and
wait with the inevitable delay as Oregon has clearly experienced
while those Federal agencies make up their mind on each individ-
ual State waiver.

Secondly, they need a timely process. Again, using Oregon as a
painful example, is it 2 years Lynn?

Ms. READ. Two years.
Ms. PELRINE. Two years later still waiting to implement some-

thing that the State and the people in the State have put together
and believe is the way to go for them.

And the last thing that we need from this process is some sort
of consultative role so that before States actually implement these
pieces of legislation at the State level, they have got some sense
rom the approving authority that what they are planning to do is

going to be acceptable and is going to pass muster so that they can
get the waiver authority that they need.



So those are the three things we need from a process. Sub-
stantively, we need different kinds of waiver authority than we
have right now. We need streamlining rnd expansion in the au-
thority that currently exists in the Medicare program.

We badly need that same kind of streamlining and expansion of
the authority that currently exists in the Medicaid program.

Let me give you one example. Not only are the waivers enor-
mously time consuming and arduous to prepare and to defend, but
they may 'have to be renewed every year.

So that you go through the same process every year, never know-
ing whether the program you have put in place is going to be con-
tinued because that is a decision that has to be made at this an-
nual renewal time.

That kind of uncertainty is totally unacceptable to States who
are out on a limb in taking the kinds of risks and making the kinds
of tough decisions that we are talking about.

They also need waiver authority that right now does not exist.
And the one that is probably most critical-and we have talked
some about it this morning-is some sort of waiver authority from
ERISA preemptions.

We know that is frightening. We know that thcre are a number
of road blocks that the business community and others might put
in the way, but let me tell you what States cannot do with ERISA
waivers.

States cannot do any kind of assessment on all of the payers in
their system to create a Statewide pooling arrangement, whether
that pooling arrangement is to provide for some kind of reinsurance
mechanism or whether it is to provide for a cross-subsidization of
indigent care as the case is in New Jersey whose system was just
struck down as a violation of ERISA.

They cannot require employers to offer a package of standard
benefits or pay into a public program.

They cannot arguably even develop the kind of common adminis-
trative procedures like common claims form and billing procedures
that everybody agrees is a great cost containment idea.

And lastly, they cannot establish any kind of uniformed provider
reimbursement rates without again running afoul of ERISA.

We are certainly willing, as the Governors indicated this morning
to work at a limited exemption to ERISA for States that have put
together and passed through their legislatures a comprehensive
plan that includes both the access side of the equation and the cost
containment side of the equation.

I would love to stop without mentioning financing, Mr. Chair-
man, if you would like me to. But let me just say quickly that the
Governors understand quite clearly the investment strategy to do
these kinds of State reforms is going to cost money. States are will-
ing to put up their share of the money.

We sure would like the Federal Government to put some money
as well. We are interested in working with you to develop some
kind of stop-loss mechanisms so that you have an absolute dollar
figure on your liability for any given State program.

But we do think that these projects, these State initiatives can-
not be expected to be cost neutral on an annual basis, possibly can-
not even be expected to be cost neutral over 5 or 6 years, although
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what we can hope for is the kind of rational, cost efficient and ef-
fective system that Governor Waihee laid out for Hawaii this morn-
'lhank you. I will be happy to answer any questions.

Senator RIEGLE. Thank you very much.
Mr. Johnson, let us hear from you next.

STATEMENT OF CURTIS W. JOHNSON, SENIOR ADVISOR,
HEALTH POLICY, OFFICE OF THE GOVERNOR, MINNEAPO-
LIS, MN

Mr. JOHNSON. Thank you, Mr. Chairman and members.
Senator RIEGLE. And if you could summarize as much as you

can. Thank you.
Mr. JOHNSON. All right. Two morths ago th.is week our legisla-

ture passed a law that we call HealthRight. This law sets the stage
for our State's progress in just about every area of the national de-
bate on health care.

We think it is the product of an extraordinary effort to overcome
ideology, partisanship, powerful interests, and general gridlock to
get a bill passed.

Like Washington, we have divided government, a Republican
Governor and legislature dominated by Democrats. But we had leg-
islative leaders whose vision of coalition politics rose above the
usual rules of the competition.

And we have a Governor who simply would not settle for an-
other, predictable standoff between a legislature's will and his veto.

Governor Arne Carlson snowed the political courage and leader-
ship to keep us going on this process until we produced a bill that
we could allsupport.

The story about how the bill not only survived the journey
through the legislature, but actually became a better bill is longer
than this panel permits, but it is a story of leadership that bridged
parties and the branches of government.

HealthRight extends coverage to the only citizens who are now
systematically excluded. It commits the State to an aggressive ef-
fort to reduce the growth rate in health care spending, while con-
centrating more attention on the quality of service outcomes.

It responds to rural concerns about hospital closures and short-
ages of practitioners. And it forces changes in the fairness of cov-
erage for small employment groups.

Let me just summarize very briefly about each of those empha-
ses. On the access question, we do not claim to have revolutionized
the system. We get to a form of universal coverage by concentrat-
ing on the only part of the population that the current system
leaves out.

These are the people we often call the working poor. They are not
poor enough to get Medicaid, or old enough to get Medicare, or
lucky enough to have employer-based coverage. They are usually
working, but they do not make enough to buy coverage without
help.

Our law gives them that help, through a sliding-scale of pre-
miums which reflect their ability to pay.

The program heavily oriented at children and families emphasis
on well ness and prevention, has out-patient benefits, and it in-



eludes hospital coverage. It js not a welfare program. It is not a
hand out.

Second, cost containment. The center piece of our law is the com-
mitment to cost containment. We are establishing a Minnesota
Health Care Commission of providers, employers, consumers, in-
surers, and unions, asking it to devise a strategy that reduces the
growth in health care spending while increasing the quality of care.
And we realize that is a daunting combination.

The 1993 Legislature expects a report specifying how we can re-
duce the rate of growth in health care spending by 10 percent per
year for the iiext 5 years.

I should add parenthetically that Minnesota already has average
costs 18 percent below national averages. And we are always aware
that medical enterprises are Minnesota's largest business sector.

We have over 500 medical technology companies, dozens of man-
agement headquarters, more population covered by HMO or man-
aged care arrangements than all but two other States, and, of
course, the world-renown operations of the University of Minnesota
and the Mayo Clinic.

Our law requires through the Commission that we reach a con-
clusion for Minnesota on what kind of system we believe will work.

We will have advocates who prefer to move toward that single-
payer, government-centered approach with its appealing
simplicities and promises of fairness.

Others, especially our Governor, feel strongly that the system
should rely as much as possible on private organizations in part-
nership with an increasingly assertive public role.

We will have to decide where incentives can make a more func-
tional market and where regulation is a necessary tool.

We believe we have the commitment of our health care commu-
nity to work on this challenge, and that by getting them around
the same table with some relaxation of the usual anti-trust bar-
riers, we will fin4 creative, efficient arrangements to raise quality
and control cost.

Mr. Chairman, we know that we have the attention of our pro-
viders since the access program is financed by a 2 percent tax on
their gross revenues.

Third, on small group reform, we simply want to increase the
likelihood that people working for small organizations would get
coverage through their employment.

So the law requires carriers to offer two alternative plans which
specify a more basic set of benefits than the State's usual man-
dates.

We require guaranteed issuance and renewability of these plans,
specify that participating employers must pay at least half the pre-
mium.

Gender and family medical history are eliminated as underwrit-
ing criteria. The rating bands for health status, age, and geography
are compressed significantly.

Fourth, our law reaches out to the concerns of our rural citizens.
It evaluates the fiscal status of rural hospitals. And where appro-
priate, it provides grants. It creates a community health centers
program for remote areas.



It addresses the shortage of primary care physicians and other
medical practitioners with incentive programs and training.

Most important, it sets up boards by regions to facilitate regional
conversations aimed at finding affordable arrangements for quality
health care services in sparsely populated parts of our State.

Fifth, HealthRight also commits us to collect data, data about the
quality and the comparative cost of medical services to be used for
research, for the development of practice parameters, and eventu-
ally for consumers and for purchasers to us in designing incentives
in benefit plans.

Most of Minnesota's law can be implemented within our own
structures and resources, but there are intergovernmental implica-
tions.

We will ask for the Federal health insurance credit component
of the Earned Income Tax Credit to be assigned to the State; and
for whatever flexibility required to coordinate the provisions of our
access programs with Medicaid spend-down rules; and for legisla-
tion or other action clarifying the standing of our tax as a broad-
based health care related tax.

We will want whatever approvals are needed to move Medicaid
more toward managed care. And as it has already been mentioned,
Mr. Chairman, the recent New Jersey Court decision with all the
attention that is getting, we will argue that the Federal Govern-
ment grant an exemption from the Federal preemption of State
laws relating to health care coverage under ERISA.

There is more, but let me say in conclusion that our request to
Congress and the Administration is essentially give us the flexibil-
ity to demonstrate what our State can do with this approach to
health care system reform.

We join the other States that are moving forward with bold new
policies and saying: If you cannot lead on this issue, then remove
the barriers that hold us back.

The States will demonstrate what works and what does not and
create a climate in which a new national policy can be adopted.

I will leave you, Mr. Chairman, with a technical summary of our
bill for a complete record.

Senator RIEGLE. Very good. Thank you, Mr. Johnson.
[The prepared statement of Mr. Curtis W. Johnson and the tech-

nical summary appear in the appendix.]
Senator RIEGLE. Dr. Crittenden, let me just say to you that Sen-

ator Mitchell for whom you once worked as a Policy Fellow wanted
to be here today. It is not possible for him to be here, but he want-
ed to acknowledge his desire to be here.

So we would be pleased to hear from you now.

STATEMENT OF ROBERT A. CRITTENDEN, M.D., SPECIAL AS-
SISTANT FOR HEALTH, OFFICE OF THE GOVERNOR, OLYM-
PIA, WA
Dr. CRITTENDEN. Thank you. I appreciate your comments.
Mr. Chairman and members, it is a pleasure to be here today.

I will limit my remarks. You have my written comments.
There are three types of States out there now. One type you are

going to hear a lot from today are the ones who have actually
passed legislation.



Other States are in the early processes of developing that legisla-
tion. And in between are the bruised States who have proposed
some things and have, in fact, not been entirely successful yet. The
State of Washington fits that latter category.

I think we have a lot to share. And I would ,ike to at least start
the statement by saying that while we have hai a few bruises ap-
plied, we are definitely coming to much more consensus in the
State. This is an issue that is moving ahead rapidly.

In fact, it is an issue that after the legislature left and went
home this past session, the Republican legislators did polls and
found that about 80 percent of the people thought that something
should be done.

The Republican caucus did a poll of small business. And 60 per-
cent thought the State should regulate the health industry.

A citizen's initiative has been introduced. The Governor is con-
templating a special session. This is an issue that is certainly not
done. We have a commission actively refining proposals.

I presume that we will see success. I am not sure in exactly what
form, but we will see success in the near future.

There are a number of themes that I think everybody has talked
about earlier today. And I just want to touch on them briefly.

As Senator Wellstone mentioned, we do want to have some Fed-
eral policy. We do not want to do this all by ourselves.

It is very impci ant that we have the cooperation and, in fact,
the long-run framework to make this a national system and not
just a State-by-State system.

The second issue has been well pointed out there is activity in
35 States at the present time. I mean, it is amazing how many
States have come up and are really discussing this in a serious
way.

Republican Governors, Democratic Governors, it is not a partisan
issue even though it gets discussed that way typically when you
start going head to head, but clearly the issue is beyond that and
is broader than that.

Senator RIEGLE. May I stop you. Isn't part of the reason for that
is that States quite apart from the humanitarian desire to meet
really an urgent public need, States, most of them having to bal-
ance their budgets at the end of the year, are finding that they are
being crushed under health care costs and they have got to do
something about it.

Plus, they have a pool of uninsured people out there. So they got
that side of the problem as well.

Here at the Federal level, we have the same problem, but what
happens is because the health care financing is in a sense an enti-
tlement, we in a sense balloon the budget deficit in order to pay
for it, we do not have the iron constraint coming in on us from a
cost-control point of view that the States do.

The States are literally being compelled regardless of party, re-
gardless of ideology to deal with the problem because they are
being swamped by the cost of a system that is out of control.

We are also being swamped at the Federal level, but there is this
dance going on that you sort of dance around the problem because
we are able in effect to tack it onto the deficit.



I mean, that is really what is going on here. I think in the end,
every State is going to have to respond because it has no choice.
It is being forced to do it. And we can look at the pros and cons.

And I appreciate the creativity of States that are getting out
front and doing things, but we should be following exactly the same
imperative here.

Mean, many of us are trying, but that is the dichotomy that we
are seeing. States literally cannot be machine gunned down by the
cost being out of control and have to do something about it.

Dr. CRITTENDEN. I would like to comment on that. That is a seri-
ous issue.

One of the major reasons that Governor Gardner got involved in
health care reform in a bigger way was that he was pushing edu-
cation.

We went back and looked at our budget in education. And for
every dollar that we put into health care, we carved that dollar out
of our overall budget, out of education which is 60 percent of our
State budget. That is not a very healthy situation for a State or
for the future of our country.

I will be very quick to get to the end here. One of the points that
Governor Chiles made that I think is important to reiterate and
that is that even in the long run when we are talking about future
health care reform, States will need to have a role.

There are State differences. New Jersey is different from Mon-
tana. Washington is different from Hawaii. We need to organize
systems that make more sense locally.

And also as far as managing health care costs, health care is a
local issue. You have to get nose to nose and look at how you are
going to manage resources. You cannot do that from a distance.
That means that you have to have State involvement.

Just briefly, what we proposed in the State of Washington, was
a plan that was based on the concept of promoting multiple, pri-
vate, integrated health care systems with some public oversight.

We proposed equity, accountability, and basically a competitive
system, but we also required it to live within a fiscal limits.

We proposed four components. We have a commission. We have
health insurance reform. We expanded our basic health plan which
is the same as what SHIP is in Hawaii.

We phased in a requirement for employers to provide insurance
or coverage for their employees. We figured at the end of that we
would have 96 to 97 percent of the people covered which is a great
improvement. And we would be able to control cost.

Interestingly, you asked about how long it takes to recover that
cost. We ran some numbers. If we reduce our health caie inflation
in our State overall by about 2.5 to 3 percent, it only takes us 5
years to be able to buy in all the uninsured people. Health care cost
inflation is tremendous.

A couple of barriers to mention that we ran into are important.
One is the business community does not trust the public sector to
control cost. They think we are going to roll over to the providers.

It is very important to create a structure that has the resolve to
really control cost. The private sector and business people realize
that they cannot do it all themselves. They do need public sector
action.



One of the big problems we have, too is that the second best
choice for most of the interest groups is the status quo. Health care
is the largest employer in the Northwest States, bigger than any
other big industries up there.

It is the second largest industry in the country behind agri-
culture. This is a powerful industry. Their second best choice for
each of those different groups is the status quo. And that is where
we find these interests agreeing.

Until they understand there is an inevitability of change, they
will continue to hold the status quo. It takes leadership and it
takes a lot of resolve and it takes the people really saying that
something has to be done.

Senator RIEGLE. I am going to have to stop you there for the rea-
son that I need to call on Ms. Read who is going to have to leave
shortly because she has another engagement she has got to do. I
hate to do that.

But I think in deference to Ms. Read, I have to make that move.
And let me call on you now.

STATEMENT OF LYNN READ, DIRECTOR, PRIORITIZED
HEALTH CARE SYSTEM, OREGON DEPARTMENT OF HUMAN
RESOURCES, SALEM, OR
Ms. READ. Thank you, Mr. Chairman.
The Oregon Health Plan addresses the needs of 18 percent of our

population who are without health coverage today. Many refer to
our proposal as a rationing plan.

We consider it to be a rational plan for addressing the health
care crisis. The Oregon Health Plan is one State's response to the
challenge of developing an equitable health care resource allocation
policy in an era of limits.

The plan is not, in and of itself, a final solution, but rather a po-
litical strategy which creates a process to reach consensus on the
policy objective and principles of reform and a framework in which
such reform can take place.

Oregon's success in addressing the health care realities of today
is due to two factors. First, we separated the health care debate
into four fundamental questions and used this matrix to frame our
decisionmaking process: Who is covered? What is covered? How is
it financed? How is it delivered?

Second, we developed a common policy objective and reached con-
sensus on a set of principles which have guided our reform efforts.
Our policy objective is to keep all citizens healthy, not just to guar-
antee all citizens access to health care.

To ensure the political stakeholders representing vested and
often conflicting special interests remain focused on the broad pol-
icy objective, we did not start with a completed plan, but rather
with a consensus on the following principles: universal access to a
basic level of care; a public process to determine what constitutes
a basic level of care, based on criteria that are publicly debated
that reflect a consensus of social values and consider the good of
society as a whole; eligibility for a public subsidy must be based on
financial need; and there must be a mechanism to establish clear
accountability, both for resource allocation decisions and for the
consequences of those decisions.



The Oregon Health Plan was not sold to the interest groups, but
instead emerged from them.

There are three basic components to the Plan. First, there is a
high risk pool for persons who are denied coverage due to preexist-
ing conditions.

Second, there is a mandate that requires employers to provide
coverage, or pay a payroll tax, for employees and their dependents.
This mandate on employers is tied by statute to implementation of
the expanded Medicaid program. And to help make insurance more
accessible and affordable, small group insurance market reforms
were passed.

Third is Medicaid reform and expansion slated to begin in De-
cember if Federal waivers are forthcoming this month. The ele-
ments of the Medicaid plan are quite simple: cover everyone under
the poverty level, guarantee them a benefit package which will
focus on those services having the greatest impact on their health,
deliver those benefits through managed care, and pay for those
services at reasonable rates.

The various components of the Oregon Health Plan embrace cost
containment with a benefit package based on priorities; reliance on
managed care delivery systems; formation of a health resources
commission to control use and distribution of costly medical facili-
ties, technologies, and services; and development of practice guide-
lines by the Oregon Medical Association.

In Oregon, we have designed a process for determining our bene-
fit package based on the clinical effectiveness of various procedures
in treating various conditions, and on community values expressed
in dozens of meetings held throughout the State. An independent
actuary priced the resulting list of prioritized health services.

Within the context of competing needs and available resources,
the 1991 Legislature determined what constitutes the standard
benefit package. With the priority list, the tools of implicit social
rationing have been statutorily eliminated. The legislature is now
clearly and inescapably accountable, not only for what is funded in
the health care budget, but also for what is not.

Oregonians do not consider our plan to be a substitute for a de-
finitive national solution. We will learn what works and what does
not work for Oregon. There will be lessons here for other States
and implications for the Federal Government.

Prioritization can be used in combination with other models
which must define a basic benefit package, such as a single-payer
system or other play or pay proposals.

Areas where further Congressional action is indicated will be
identified, such as streamlining the Title 19 waiver process and ad-
dressing limitations on States imposed by ERISA.

Until a national solution is enacted, the Oregon Health Plan rep-
resents a significant improvement over the status quo. It addresses
the immediate health needs of Oregonians and honestly aid openly
tackles the issue of what medical care is necessary to maintain and
promote good health. Thank you.

[The prepared statement of Ms. Lynn Read appears in the appen-
dix.]

Senator RIEGLE. Thank you very much.



Mr. Restuccia, we are pleased to have you. And we would like to
have your statement now.

STATEMENT OF ROBERT RESTUCCIA, EXECUTIVE DIRECTOR,
HEALTH CARE FOR ALL, BOSTON, MA

Mr. RESTUCCIA. Good afternoon, Mr. Chairman.
I am going to give you the perspective of another bruised State.

With the passage of chapter 23, the Universal Health Care Law,
in Massachusetts, it became the first State in the Nation to make
basic health care a right of all citizens.

The Law provides some important improvements and access to
health care, but it is not a panacea. It does not resolve all the prob-
lems of the health care system.

Some of my colleagues call it a Rue Goldborg contraption held to-
nether by the glue of State money. At the s ie time, reports of the

niversal Health Care Law's failure hav, been greatly exagger-
ated.

Contrary to most accounts, the Universal Health Care Law has
not been repealed. Important programs are in place that bring
health care coverage to thousands of Massachusetts residents.

The major access program, the play or pay provision has been de-
layed until 1995, not repealed.

The Massachusetts experience with the Universal Health Care
Law offers many important lessons for those concerned with health
care reform.

First, State reforms can really make a difference. Thirty-two
thousand people are covered by the Health Security Plan, a plan
covering unemployed people in Massachusetts.

Twenty-eight hundred are covered b, the CommonHealth Pro-
gram for disabled adults and parents of disabled children. Thirty
thousand students are covered by the Student Mandate.

We also know what does not work. State credits do not work.
And subsidized insurance for small business does not work.

The second lesson is that the play or pay approach has not failed
in Massachusetts. It has not been tried.

Since implementation of this provision has been delayed until
1995, from a policy perspective one cannot make judgments about
this approach from the Massachusetts experience.

The third lesson, improving access to care must be combined
with containing health care costs. The major problem with the Uni-
versal Health Care Law is that the Law fueled health care infla-
tion, increasing reimbursement to hospitals.

On one hand, we improved access to the health care. On the
other hand, we gave tremendous reimbursements to hospitals.

Fourth, the States need help from the Federal Government. And
this is just to reiterate what everyone else has said. We still do not
know whether the play or pay provision is a violation of ERISA.

And fifth, and perhaps most important, is that an active
consumer health movement is a key element in winning health
care reform. Health Care For All put access to health care on the
political agenda in Massachusetts.

Given the provider interests and the special interests in the
health care system, an active, involved, informed consumer health
movement is crucial.



Health Care For All will continue full implementation of the Uni-
versal Health Care Law and a more comprehensive State solution,
while working for a national solution to Lhe health care problem we
face.

Senator RIEGLE. Thank you very much.
Like so often around here, there are 10 things going on at once

that need to all be dealt with simultaneously.
Let me thank each of you. I am going to ask you if you will to

respond for the record to following question and we may have oth-
ers from other colleagues who wanted to be here this morning.

Most of the State programs discussed in this panel with the ex-
ception of Minnesota used the current employer-based system to
expand private health insurance coverage.

And I think as you all know, that is the approach that we use
in our HealthAmerica Plan drafted by some of us here in the Sen-
ate.

And I would like each of you to comment on this particular model
and the benefits that you see from your State perspectives to this
approach. And also, how important is it to have a strong cost con-
tainment program at the same time?

And if a strong cost containment program were to be put in
place, does this not have the effect of helping employers and make
the requirement on employers less financially burdensome than it
otherwise would be.

I think we had a lot of testimony earlier this morning that would
suggest that, but I %-uld appreciate having a response from each
of you to that question.

And I want to thank you again for coming and thank you for
your patience. This was a long hearing because we had questions
to address to other witnesses and we got a little late start.

So lt me thank you all again. It has been very helpful for us.
The committee stands in recess.
[Whereupon, the hearing was concluded at 1:30 p.m.]
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APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR DANIEL K AKAKA

Mr. Chairman, I commend you and the Finance Subcommittee on Health for Fam-
ilies and the Uninsured for holding this hearing on state health care reform initia-
tives. The time has come for Congress to extend health care coverage to the over
34 million Americans without health insurance. Some states have been forging
ahead in this effort, and I am proud to a:,,. that Hawaii is one such health pioneer.

Today, the Subcommittee will receive testimony from Governor John Waihee, Ha-
waii's fourth elected governor and first elected governor of Hawaiian ancestry. Gov-
ernor Waihee is currently the Chairman of the Democratic Governors Association
and serves on the Executive Committee of the National Governor's Association.

Mr. Chairman, we will hear from Governor Waihee about Hawaii's longstanding
commi'aient to make health care available to all its citizens, and how we have
reached rear universal coverage. Because of its commitment to health care, Hawaii
rark. among the healthiest states based on indicators such as low infant mortality,
low hspital utilization, and low chronic disease rates.

With over 34 million Americans lacking health insurance, the federal government
clearly is not fulfilling its responsibility of guaranteeing access to health care for all
Americans. At the same time, however, the federal government is not doing enough
to assist states like Hawaii, which have not waited for Washington to act and have
achieved universal health coverage through their own initiative.

The cornerstone of the health care system in Hawaii is the Hawaii Prepaid Health
Care Act of 1974. Nearly two decades ago, at a time when the federal government
was only beginning to wake up to the problems of our health care system, the State
of Hawaii was boldly moving forward by mandating that employers provide certain
basic health care benefits for their employees.

The Hawaii statute is tie first and only such mandate. Over the years, the state
has continued to refine and improve this system. Regrettably, the federal govern-
ment has often been the greatest obstacle to allowing Hawaii to expand its system
of universal health coverage.

Under the Employment Retirement Income Security Act (ERISA), states like Ha-
waii are precluded from imposing minimum health care requirements on employers
without a specific exemption from the act. Legislation which I introduced to provide
Hawaii such an exemption was enacted b Congress in 1983. Unfortunately, Con-
gress only permitted the state to require the specific health benefits set forth in its
1974 statue.

Consequently, this landmark law has been frozen in time. In order for the Hawaii
Prepaid Health Care Act to retain its limited exemption from ERISA, no substantive
changes can be made in the act.

Seventeen years have passed since this legislation became law, and there is an
urgent need to bring it up to date. Dependent coverage, alcohol and substance abuse
treatment and the balance of premium contributions between employers and em-
ployees are major areas need to be addressed. I have introduced a bill, S. 590, which
would exclude the Hawaii health care statute from ERISA. Such an exemption
would give Hawaii greater flexibility to improve both the qualit) and scope of health
care coverage to working men and women. It would also allow the state to address
inconsistencies in its innovative app roach to health care.

Congress and the American public recognize that the federal government has ne-
glected the health of millions of Americans. However, while we fashion and debate
comprehensive strategies to close the nation's health care gap, we must not overlook
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more modest initiatives, such as S. 590, which would allow states like Hawaii to
expand innovative health care programs that have proven themselves successful.

Mr. Chairman, Hawaii's experience has much to offer in this discussion of how
to reform health care. We hope we can answer some important questions and offer
some solutions.

PREPARED STATEMENT OF SENATOR JOHN H. CHAFEE

Thank you Mr. Chairman. Today we will hear about a critical component of our
health care reform debate-State health care reform initiatives. Such approaches
are critical to providing health care services to those without access to care. Given
the lack of consensus on the issue of comprehensive health care reform at the Fed-
eral level, these efforts may prove essential to demonstrating successful approaches
to this complex problem.

To date, most of the proposals have been employer-based. Some have proven suc-
cessful, others have had problems. I believe that States should be given the oppor-
tunity to develop innovative approaches to health care delivery in their States. To-
ward that end, I was joined by 23 of my Republican colleagues in introducing S.
1936 in November of 1991. One component of this bill would greatly encourage state
alternatives to health care reform.
S. 1936, establishes a Federal Waiver Board, made up of the Secretaries of Health

and Human Services, Labor, and Veterans Affairs. States could apply for broad fed-
eral waivers of Medicare, Medicaid, Public Health Service Programs, Veterans Ad-
ministration health care programs, and ERISA. The plan must provide that at least
95% of State residents have access to basic health care services and would assure
that quality care was provided under the program. The Board would develop and
publish three health care delivery models, from which the State could choose to es-
tablish a health care program in their state, or the State could develop an alter-
native model which the Board could determine meets the criteria outlined above.

I am hopeful that, with or without enactment of significant health care reform
legislation this year, Congress can come to an agreement on allowing States to move
forward in assuring health care services to their residents. I look forward to hearing
the testimony of our witnesses. Thank you Mr. Chairman.

PREPARED STATEMENT OF GOVERNOR LAWTON CHILES

Chairman Riegle, Senator Chafee, and members of the Subcommittee. Thank you
for inviting me here today to speak about our nation's pressing need for health care
reform, and about the early progress we've made in Florida in attempting to work
out a health care solution for our residents.

Let me begin by stressing that I share your feeling, Mr. Chairman, that national
health care reform has become an absolutely essential part of the American agen-
da-and that the longer we delay, the more difficult it will be to come up with a
solution.

As you know, I called upon Congress and the Administiation to move quickly to
enact comprehensive health reform legislation when the National Governors' Asso-
ciation met in Seattle last summer. At that time, I stated that while we would pre-
fer a national solution to our health care cost and access problems, the States can
no longer simply wait for the federal government to act.

First, I want to acknowledge that we will never-let me underscore never-re-
solve our national health care crisis without a national plan with national goals,
standards, and objectives. In the absence of national leadership and vision, we must
move ahead. For some of our citizens it is a matter of quality of life. For too many,
it is a matter of life and death.

I think it is important that Congress and the Administration recognize the signifi-
cant health care reforms being implemented by the states. These reforms dem-
onstrate our willingness to tackle the twin problems of rapidly rising costs and de-
creasing access to care.

For this reason, I strongly support the Leahy/Pryor bill, which would give ten
states the flexibility to develop different approaches to health care reform. Any com-
prehensive reform proposal passed by Congress should include a provision similar
to the Leahy/Pryor bill, to allow states pursuing comprehensive approaches to con-
tinue down that path. If a consensus cannot be reached on a national reform plan
this year, flexibihty must be given to the states that are ready to pursue their own
reforms.



59

I'd like to compliment my colleagues from Hawaii, Minnesota, Oregon, and Ver-
mont for providing national leadership in this area. As you know, Hawaii is the only
state in the country that has achieved virtually universal access to health care.
Since the mid-seventies, Hawaii has had the only employer-sponsored full access
system in the nation. Their commitment to universal coverage is reflected in their
low infant mortality rates and the above average health status of their residents.

Minnesota and Vermont have also taken the bull by the horns and moved ahead
to make sure =that all of their residents have access to health care. Minnesota has
done this through its Health-Right program, and Vermont has created a new health
care authority to develop its plan.

Finally, Oregon has proposed an innovative approach to extend Medicaid coverage
to more of its low-income, uninsured residents.

In Florida, where we have two and a half million uninsured residents, we're tak-
ing a different approach. We know that most of our uninsured residents are either
workers or their family members. We also know that most Floridians prefer a large-
ly private, employer-sponsored system of health insurance coverage. So instead of
beginning by -ommitting state government to covering all Floridians, we've issued
a challenge to the private sector to solve the problem themselves.

In March I signed into law Florida's Health Care Reform Act of 1992. This legisla-
tion includes our comprehensive health care reform proposal-the Florida Health
Plan-as well as a set of health insurance reforms targeted at the small employer
market. Our goal is to ensure that all Floridians have access to a basic health care
benefit package by December 31 1994 Ultimately, we foresee a system in which
every Floridian will have a family doctor who serves as the gatekeeper to a man-
aged care system.

Beginning July 1st and running through the end of 1994, we'll operate a vol-
untary private sector health care coverage and cost containment program. The new
Agency for Health Care Administration will develop targets to measure the pro-
gram's success.

It surely comes as no surprise to the members of the committee that the passage
of this legislation required a level of compromise and cooperation that we don't typi-
cally see. But I believe this attests to the growing sense of urgency felt by all who
are concerned with health care-which includes ust about everybody. The legisla-
tion enjoyed bipartisan support in both houses of the state legislature, with a total
of only two negative votes. It also gained the support of a wide range of provider,
employer, and consumer groups.

I have no illusions about our initial success in passing this legislation. I feel a
little bit like a boxer who has won round one-with eleven more rounds to go. There
are bound to be plenty of punches ahead.

We in government are going to be doing our part to help the voluntary program
work. We're reforming the small group insurance market, developing a Medicaid
Buy-In program, and expanding successful programs for the uninsured.

The small business insurance reforms include:

* eliminating some state benefit mandates,
" creating basic and standard benefit plans,
" requiring insurers to guarantee issuance of plans,
" prohibiting certain underwriting practices,
" implementing a 12-month limit on exclusions due to pre-existing conditions,
" eliminating denials and non-renewals on small employer plans because of

health status, claims experience, occupation, or geographic location, and
" implementing restrictions on premium increases.

We're looking at ways to expand the Florida HealthAccess Program for small busi-
ness employees and their families, by developing a strategy to decrease the current
level of premium subsidies, improve the group's negotiating and purchasing power,
and refine the use of managed care plans.

The pooled pi-chasing cooperative for public sector employers will expand its
work with private business coalitions to get the maximum benefit from each ' ealth
care dollar.

Other parts of the Florida Health Plan address additional problems in the current
system. The Florida Health Services Corps will trade state-funded scholarship as-
sistance for students in certain health professions in return for a commitment to

ractice in medically underserved areas. We will also establish a comprehensive
health promotion program to help Floridians achieve and maintain better health-
in part to promote increased personal awareness and a stronger commitment to the
role of individual responsibility for good health.

In addition, I signed the Patient Self-Referral Act this year that. according to fed-
eral guidelines, specifies the narrow conditions under which physicians can refer



their patients to facilities in which they have invested. For certain facilities, such
as diagnostic imaging centers, clinical laboratories, and physical and radiation ther-
apy facilities, patient self-referrals are banned. It is estimated that these restric-
tions will save $200 million annually.

We must do even more. Increasing health care costs pose a serious threat to fully
insuring our population and the affordability of even basic health care. I firmly be-
lieve that insuring all our citizens is the first step. By doing this, we will eliminate
the cost-shifting that is undermining our private insurance system. It will also allow
patients to get care when they need it, avoiding the higher costs associated with
treatment delays.

At the same time, however, the public and private sectors must mount an aggres-
sive campaign to curb health care cost increases. Florida will pursue a number of
strategies, including:

* establishing statewide global expenditure limits,
* instituting tighter market entry controls,
* promoting the use of managed care,
* controlling the spread of high-tech services,
• enacting additional regulatory reforms to simplify billing, reduce insurers' over-

head costs, and maximize the purchasing power of third party payers,
* implementing practice parameters to ensure the proper use of services, and
* assessing further medical malpractice reforms to reduce the insidious effects of

defensive medicine.
I'm a great believer in the free market, and in the use of incentives over man-

dates. But if we are to provide these incentives, I need your help and additional
flexibility.

We're designing a Medicaid Buy-In program for people with incomes up to 250
percent of the poverty level. To implement our buy-in program, we need Congress
to remove the restrictions that tie Medicaid to other federal programs like SSI and
AFDC. We also need federal matching funds to help cover working people with in-
comes too high to qualify under current Medicaid rules, but too low to purchase pri-
vate health insurance without some government subsidy.

We need Congress to allow us to implement several other administrative effi-
ciencies that will greatly enhance our ability to better serve Floridians and save
both federal and state dollars. These initiatives include eliminating waiver require-
ments for:

* successfully tested home and community-based services for both the devel-
opmentally disabled and the elderly,

* expanding managed care programs, and
* developing a system of accountability that avoids the nitpicking that results

from certain federal audit and documentation requirements.

With these government supports, and others we may yet develop, it is our sincere
hope that the private, voluntary phase of the Florida Health Plan will achieve the
goal of access to care for all Floridians by the end of 1994. But we are ever mindful
of the depth and complexity of the problem, and of the failure of earlier voluntary
efforts to meet the challenge. For this reason, we are also moving full-speed ahead
with planning and development activities to support a second phase of the Florida
Health Plan. This may involve a play or pay system--or perhaps a single-payer con-
cept. If such intervention is required, and I truly hope that it isn't, the program will
be ready for implementation in 1995.

Of course, to implement the play or pay mandate, we'd need an amendment to
ERISA. We understand that there are many groups, including labor and large cor-
porations, who want to avoid having to negotiate different insurance benefits in
every state. But we feel there is room for compromise so that Flcrida can mandate
certain benefits and experiment with an alternative payer system, yet exempt multi-
state employers with actuarially equivalent plans.

We clearly need the help of Congress to fully implement these reforms, but we're
moving ahead as far as we possibly can without it.

At this point I'd like to submit a copy of Florida's Flexibility Proposal and a sum-
mary of the Health Care Reform Act of 1992 for the record.

Florida, along with states such as Hawaii, Minnesota, Oregon, and Vermont, has
clearly not waited for a federal mandate to move ahead with health care reform.
But we remain ready to work with you for change at the national level. With your
help, the fourth largest state in the country is willing to try to extend the right of
affordable health care to all its residents.



There is neither an easy solution, nor a single solution, and many difficult steps
must be taken to recast our health care system into one that is effective, economical,
and available to all.

However you proceed in your efforts, I would urge Congress to avoid a top-down
approach that ignores the experience and expertise we have in state government.
Under any system states will have an important role to play in the financing and
regulation of health care services. The experience we are gaining as we move ahead
with our own reform efforts is a resource that you cannot afford to ignore.

Attachment.

The Florida Health Plan
Health Care Reform Act of 1992

Introduction
Approximately 2.5 million Floridians, 18.5 percent of the population, are uninsured; 75 percent

are workers and their dependents; and almost one-third are children. Florida has the nation's
third highest percentage of non-elderly uninsured residents. Its percentage of non-elderly unin-
sured is also higher than the 18.7 percent average of other Deep South States. Uninsurance is
highest among blacks, males, people with incomes below S25,000, and those between the ages of
18-39. Florida also has almost 2 million residents who have incomes below the federal poverty
level.

Part of Florida's high uninsurance rate can be explained by the characteristics of its business
community. Large businesses are more likely to offer health insurance as a fringe benefit than
small businesses. But 95 percent of Florida's businesses employ fewer than 25 people. Among
firms with 5 to 9 employees, 32.3 percent are uninsured. In even smaller firms (i.e., fewer than 5
employees), 60 percent are uncovered. Workers are least likely to be insured if they are self-
employed or work in agriculture, construction, retail trade, or services. However, Florida's largest
industries are services and retail trade, representing almost 49 percent of the state's 1990 work
force.
On March 24, 1992, Governor Chiles signed into law the Health Care "'-tform Act of 1992

(CS/SB 2390), legislation containing his comprehensive health care reform proposal, the Florida
Health Plan, and major small business health insurance reforms. The legislation passed the
Florida House of Representatives by a vote of 109 to 0 and the Senate by a vote of 35 to 2. For
the first time, Florida has announced as a matter of public policy that every resident of the state
will be guaranteed access to health care by December 31, 1994.

In enacting the legislation, the Florida Legislature found that:
" Health care inflation, a deteriorating health care delivery system, reduced state

revenues, changing demographics, and the erosion of private health insurance have
combined to create a crisis of reduced access for the poor and the uninsured.

" Access to health care is an increasing problem for many Floridians, especially women
and young children, part-time employees, employees of small businesses, and the un-
employed.

" The failure of Florida's health care system to be accessible to all residents is not only
unacceptable to the Legislature for humanitarian reasons, but also because it results in
inappropriate and far more costly use of health resources, a less productive work force,
and less effective educational system.

" Almost half of the uninsured in Florida are at or near poverty, requiring insurance
reforms that significantly lower costs.

" A competitive market is lacking in some areas of health care, and, therefore, an ap-
propriate level of regulation is necessary to ensure the quality, affordability, and
availability of health care services.

" The problem of health care access cannot be solved with the simple expansion of exist-
ing programs, but requires major reform of the health care delivery system.
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Health Care Reform Act of 1992
The Health Care Reform Act of 1992 is a comprehensive, multi-strategy approach to health

reform. The following are the major elements of the legislation:

Agency for Health Care Administration

Effective July 1, 1992 the Agency for Health Care Administration will be created. The director
of Health Care Administration will report to the governor. Over a two-year period, health care
financing, purchasing, planning, and health facility, professional, and cost containment regulation
functions will be consolidated in the new agency. In July 1992, responsibility for the Certificate
of Need program, the licensure and certification program, health planning, and the Health Care
Board (health facility cost regulation) will be transferred to the new agency. In July 1993,
responsibility for health professional regulation, supervision of Medicaid and State Employee
Health Insurance purchasing, and contracts with the HealthAccess Corporation and the
Healthcare Purchasing Cooperative will be transferred to the Agency for Health Care Adrministra-
tion.

The new agency will include:

" A Division of Health Quality Assurance responsible for health facility inspections and
licensure, certificate of need, health professional boards, and health professional licens-
ing.

" A Division of Health Policy and Planning responsible for the State Center for Health
Statistics, development of the Florida Health plan, and other research and analysis ac-
tivities. In 1993, the Division of Health Policy and Planning will assume responsibility
for state health care purchasing.

" A Division of Administrative Services responsible for revenue manage ment, budget,
personnel, general services, and information systems.

" An I 1-member Health Care Board appointed by the governor, including four health
care providers, three representatives of businesses and industries (one with fewer than
25 employees), one representative of the insurance industry, and three consumers. The
Health Care Board. a reconstituted Health Care Cost Containment Board, is respon-
sible for hospital and nursing home budget and expenditure regulation, other health
care pro'.ider data reporting, and special studies requested b. the governor and the
Legislature.

Voluntary Health Care Coverage and Cost Containment Program

Horida,,vill implement a unique voluntary private health insurance coverage and cost contain-
ment program. Progre,,sively increasing health insurance and cost containment targets will be set

for the period of July 1, 1992, through December, 31, 1994, encouraging employers to offer basic
health insurance to their employees and dependents. The agency is responsible for setting annual
insurance coverage targets relative to the covered employee percentages and employers offering
coverages by firm size and industry sector. A voluntary cost containment program during the same
period will use price controls, reduced administrative overhead, and volume discounting to
contain the cost of health care. If the pri ate sector fails to meet the state-established targets,
fundamental market and structural reforms, including a "play or pay" employer health insurance
mandate, may be triggered in January, 1995. To promote employer coverages, the Agency for
Health Care Administration will:

" identify and evaluate incentives, including tax credits, to encourage employers to pro-
vide coveraF.e through multiple employer trusts or a state pool that purchases a private
basic benef;, plan for employees;

" identify and evaluate potential cost containment and quality measures, such as preven-
tion, education, utilization review, and practice parameters; and

" identify and evaluate incentives to stimulate private health insurance companies to pro-
vide employers with affordable basic benefit coverage.

The agency must .stablish an advisory council of employers, providers, insurers, and consumers
to provide input in the development of programs to meet the coverage and cost containment
targets.



The Florida Health Plan

The Agency for Health Care Administration will be responsible fo- fully developing and
implementing the Florida Health Plan over the next two and one-half years (July, 1992 -
December, 1994). An interim implementation plan containing preliminary recommendations
must be submitted to the governor and the Legislature by December 31, 1992. A final implemen-
tation plan is due December 31, 1993. The Florida Health Plan will be designed to ensure private
or public health insurance coverage for all Floridians by December 31, 1994; reform the health
insurance system; limit health care cost increases to manageable levels; restructure health
regulation; and establish a comprehensive health care data base. The Florida Health Plan will be
developed consistent with the following principles and strategies:

Health Care Access

" Ensure access to affordable basic benefits for all residents of the state regardless of
health condition, age, sex, race, geographic location, employment, or economic status;

" ensure coverage of persons who are unable to obtain or afford health insurance
coverage because of chronic or acute illnesses;

" distinguish the roles state and local government and employers should assume in the
provision of health care services;

* ensure that by December 31, 1994, all employees and their dependents have coverage
for basic health care serviccs or mandate that employers provide such coverage;

" preclude employer-mandated coverages until state cost containment goals have been
met;

" reform private health insurance practices to ensure coverage for employees and their
dependents, regardless of their health status and employer size;

" provide fair reimbursement to health care providers in a timely and uncomplicated
manner;

• ensure accessible health care services in rural and other medically underserved areas;
and

* ensure that an appropriate number and distribution of health care facilities and health
professionals are available throughout the state by January 1, 1996.

Cost Containment

" Promote the accessibility of primary and preventive care and control the proliferation
of tertiary care;

" establish priorities for the use of limited resources, ensuring that higher priority is given
to those programs that have been shown to produce good outcomes, secure a good
value for their investment, and provide a healthy start for the state's youngest citizens;

* establish practice parameters;

" establish resource utilization systems;

" consolidate the administration of state-funded, state-administered, or state-sponsored
health insurance programs;

* develop a public and private health payer mechanism to simplify billing, reduce ad-
ministrative overhead costs, and maximize government and third-party purchasing
power; and

" develop a system of handling medical negligence disputes that will ensure a more effi-
cient and equitable method for determining damages and compensating injured parties.

Insurance Reforms

" Maximize employer coverage of the uninsured and ensure coverage regardless of chan-
ges in employers;

" rely on private providers for the delivery of health services;

" avoid cancellation of health insurance due to high claim costs;
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* "cquire all residents to participate in a public or private plan:
* ensure that all residents contribute, based on their ability to pay, to the financing of

their health insurance-
* provide basic health insurance benefits that promote healthier lifestyles, require people

to assume greater responsibility for their health, and provide eat v diagnosis and treat-
ment to avoid later and more costly medical interventions;

" implement managed care in public and private health insurance plans:
" require coverage of all health risks;
" redesign market entry controls to provide uniformity across all health care providers,

eliminate archaic or costly regulatory rules, limit regulation to those areas which re-
quire regulation due to limited market needs and high capitalization costs;

" provide an appropriate level of regulation in areas where market forces have been un-
successful in constraining rapidly escalating costs; and

" eliminate laws that protect providers at public expense.
Data Collection, Research, and Analysis

* Establish a comprehensive health data system for providers, facilities, and insurers; and
" publish an annual state health expenditure report.

Governmental Contractor Health Insurance Mandate

Effective July 1, 1994, all contractors and subcontractors of state agencies with contracts in
excess of $100,000 are required to ensure that their employees have access to hospitalization and
medical insurance benefits during their employment on the agency contracts. The requirements
do not apply to:

* contracts that are already in effect before July 1, 1994;
" blanket contracts designed to consolidate smaller contracts, provided that the ceiling

does not exceed S500,000; or
" contractors or subcontractors who are subject to the provisions of a collective bargain-

ing agreement that provides access to hospitalization and medical insurance benefits.

Practice Parameters

The law directs the Agency for Health Care Administration, in conjunction with the relevant
medical associations, to guide the adoption and implementation of scienTihically sound medical
practice parameters to eliminae unwarranted variations in health care delivery. While adoption
of the practice parameters by providers is voluntary, the agency is required to establish a
demonstration project to evaluate the effectiveness of practice parameters in reducing the costs
of defensive medicine and professional liability insurance.

Health Promotion Program
The law establishes a health promotion and wellness program, which will be comprehensive

and community-based. The program will be designed to reduce major behavioral risk factors
associated with chronic diseases, injuries and accidents, by improving individuals' knowledge,
skills, and motivation to develop and maintain healthy lifestyles. The program will include
conducting biennial statewide assessments of risk factors that affect residents' health: developing
community-based health promotion programs; developing and implementing statewide age-.
disease-, and community-specific health promotion and preventive care strategies, developing and
implementing models for testing statewide health promotion programs; initiating health educa-
tion programs to educate and assist the public in modifying unhealthy behaviors; and developing
policies to encourage the use of alternative community deliver' sites for health promotion and
preventive care programs.
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Florida Health Services Corps

The law creates the Florida Health Services Corps toencourage qualified medical professionals
to practice in underserved locations of the state. The program is under the direction of the State
Health Officer in the Department of Health and Rehabilitative Services (IRS). The program
includes the following elements:

" scholarships may be awarded to students studying medicine, chiropractic, nursing, or
dentistry;

" students who receive a scholarship are required to accept an assignment in a public
health care program or work in a specific community located in a medically under-
served area for a specified time upon graduation;

" voluntary membership in the corps may be extended to any licensed physician or other
health carc practitioner employed by, or under contract with, HRS who provides com-
pensated or uncompensated care to medically indigent persons; and

" corps members are protected by the state's sovereign immunity provisions while provid-
ing uncompensated services to medically indigent persons who are referred by HRS.

Small Business Health Insurance Reforms

To improve the affordability and availability of insurance plans, several small business health
insurance reforms were enacted in the Health Care Reform Act of 1992, including:

" requiring small employer carriers to offer on a guarantee-issue basis, standard and basic
health benefit plans to employers with 3 to 25 employees;

" allowing the sale of limited benefit policies to small employers who reject the standard
and basic plans;

" creating a Health Benefit Plan Commission to develop standard and basic health
benefit plans, subject to certain mandates, which must be offered by small employer car-
riers;

" requiring small employer carriers to elect to become a risk-assuming carrier or a rein-
suring carrier:

* estahlihing a reinsurance pool for risks that a carrier chooses to reinsure and estab-
lishing a premium for reinsuring risks;

" alhwing a carrier to cease guarantee-issue if the carrier meets a specified cap (as an ab-
solute cap, no carrier will he required to take oer 25 percent of the small group
market);

" cstahlikhing ,,tandards for the marketing of health hcnefit plans to small employers;

" authoriing health insurers to issue policies that provide coverage through a network of
cclusise health care providers:

" requiring health insurers to give credit under pre-existing condition limitation periods
for time covered under a previous group health police:

" requiring famil% health insurance policies to coxer dependents up to age 25 if they are
living at home or are full-time or part-time students:

" requiring, upon an employer's request, that a full-time employee include any employee
that works at least 2, hours per week;

" modifying 1991 legislation to close loopholes that permitted insurers to avoid limita-
tions on small group rating practices; and

" simplifying and improving the level of benefits that must be offered to an individual
who terminates group coverage, and limiting :he premium to 200 percent of the stand-
ard risk rate.
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Introduction
The need to fundamentally reform our nation's health care system is finally receiving

the attention it deserves. The fact that 37 million Americans lack access to a regular source
of affordable medical care can no longer be ignored. In addition, escalating costs are
causing people to question whether we are getting the best value for our health care doUars.
Although most states would prefer a national solution to the health care crisis, they cannot
wait for a consensus to develop about which strategy to pursue. If the federal government
fails to enact comprehensive reform this year, it should enact legislation that encourages
states to test alternative designs. To serve as laboratories in which to test alternatives, the
states need flexibility from certain statutory and regulatory constraints that prevent the full
implementation of comprehensive health reforms.

States that have managed to enact comprehensive health care reform legislation should
not be prevented from implementing these reforms by federal laws and rules. For example,
the Florida Legislature recently enacted the Health Care Reform Act of 1992, which
contains sweeping plans for fundamentally changing the way health care is paid for and
delivered in the state. Central to the plan is a firm deadline of December 1994 for all
Floridians to have access to basic, affordable health care.

Unique population characteristics make Florida an ideal site to test health care reform.
Florida has the highest percentage of elders in the nation with 18.4 percent of the
population aged 65 and older. It has the third largest black population and the third highest
percentage of migrants and refugees. Approximately 12 percent of the state's population is
of Hispanic origin. Florida also has almost 2 million residents who live in poverty.

The nation's health care problems are magnified in Florida. Most Floridians have
insurance, but 2.5 million residents, 18.5 percent of the population, are uninsured.
One-third of Florida's uninsured are children. Forida has the nation's third highest
percentage of non-elderly uninsured residents -- 22.9 percent. Its percentage of non-elderly
uninsured in also higher than the 18.7 percent average of other Deep South states.
Uninsurance is highest in Florida among blacks, males, people with incomes below $25,000.
and those between the ages of 18-39.

Although the federal government should support state initiatives to provide full
coverage of their citizens and operate cost-effective health care programs, it has strong
interests in ensuring that states will carry out the intent of the federal programs. Florida
suggests that the following general principles guide decisions on state flexibility:

* the state's health care reforms must be comprehensive, ensuring access to care for all

residents by a certain date:

" the state must agree to enter into an outcome-based performance contract in exchange
for being granted waivers or exemptions from federal requirements;

* benefits must include preventive and primary care in the basic plan design; and

" a state must be able to demonstrate that it has either enacted or has the support
necessary to pass its health care reforms into state law.

This paper outlines the federal statutory and regulator), changes Florida needs to
implement its comprehensive health care plan. It focuses on three main areas: Medicaid,
Medicare, and the Employee Retirement Income Security Act. Each section reviews the
issue, Florida's proposed reforms, how implementation of the proposal will help Florida
achieve its health goals, and suggested measures that could be used to ensure state
accountability in exchange for federal flexibility.
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Medicaid
State Comprehensive Health Care Reforms

Issues

Florida's uninsured are the employees of small and medium-sized businesses that either
choose not to offer coverage or cannot afford to do so because of health insurers'
underwriting practices (e.g., use of preexisting condition exclusions, cancellation of policies
because of claims experience, higher premiums because of the assumption of higher risks
for small groups). They are disabled persons who can no longer work or who have their
insurance cancelled by carriers who deem them unacceptable risks. 'hey r;e people with
low-incomes who do not work but are ineligible for Medicaid. Tragically, far too many are
children who are denied a healthy start in life because their parents can neither afford
health care nor meet eligibility requirements for publicly sponsored care.

In addition, the effects of decades of steadily rising health care costs can no longer be
ignored. The Florida Medicaid budget, which has tripled in the last six years to S4.1 billion,
accounted for 14 percent of the state's total budget in FY 1991-92. Conservative
projections anticipate that it will triple again to $13.7 billion by FY 2000-2001. And based
on the most recent four-year trend data, expenditures could conceivably reach S20 billion
by 2000. Medicaid expenditure increases are now consuming virtually all new state
revenues.

Florida has identified several problems with federal Medicaid statutes and regulations
that prevent the states from ensuring access to health care for all their citizens, operating
cost-effective programs, and implementing other comprehensive health care reforms. State
efforts to cover additional low income, unemployed or part-time workers, implement
wide-scale managed care programs, and demonstrate other cost containment measures
have been limited by Medicaid categorical and income limits, the linkage of federally
supported public and medical assistance eligibility, managed care limitations, and federal
financial participation restrictions.

Florida recently enacted the Health Care Reform Act of 1992. The legislation ensures
access to basic health care for all Floridians by December 31, 1994. A voluntary coverage
program will be initiated in July, 1992. This program will set progressively increasing
coverage targets for employers. If employers fail to substantially meet these targets by the
end of 1994, the state is prepared to implement more substantial reforms, including
employer "play or pay" mandates to ensure that all citizens are ensured of basic health care
coverage. To achieve full access public coverages must also be expanded to insure
low-income, unemployed individuals who cannot secure health benefits from employers.

Approximately 2-5 million Floridians are uninsured; 75 percent of the uninsured are
employees and their dependents; almost one-third are children. More than 600,000
uninsured person, however, are low-income unemployed individuals who are ineligible for
Medicaid. There are several federal Medicaid constraints to the full implementation of
Florida's Health Care Reform Act of 1992, including improved coverages for low-income
persons:

Most of this group cannot be enrolled in Medicaid because of currentt eligibility
restrictions. Title XIX of the Social Security Act specifies the groups that states are
required to cover in their Medicaid programs. These categorical groups include aged,
blind, or disabled people and members of families with dependent children. To be
eligible for medical assistance, persons who are categorically eligible must also meet
income, asset, and other eligibility standards for the SupplementaJ Securiry Income
(SSI) or Aid to Families with Dependent Children (AFDC) public a-istance programs.
In addition, certain pregnant women, children, and Medicare-eligible individuals whose
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income does not exceed certain federal poverty-related standards must also be covered.
For many eligibility groups, Medicaid is tied to eligibility for economic assistance
programs. Consequently, federal funding is not currently available for health care
coverages for other low-income persons who are categorically ineligible for Medicaid.
To some extent, the states can overcome this problem by increasing their AFDC income
standards, but this requires them to provide economic benefits in order to offer medical
assistance. Even then, assistance is limited to individuals who are categorically eligible.
Uke man' other states, Florida cou!d increase its AFDC income standards, thereby
increasing federal e pendirures for both economic and medical assistance. However, by
decoupling economic and medical assistance income eligibility, Florida would be able to
improve its health coverages without increasing federal expendinures for its economic
assistance programs. In the at sence of a national health plan, the federal government
should encourage the states to enact comprehensive health reforms by providing
matching funds needed to provide Medicaid coverage to persons who cannot obtain
insurance at the workplace.

Another aspect of the Health Care Reform Act of 1992 is an increased reliance on
managed care programs for persons enrolled in publicly sponsored health plans.
Although the Social Security Act permits renewable two-year freedom-of-choice waiver
programs. such as Florida's primary care case management program (MediPass),
regulations have significantly limited the expansion of Medicaid managed care plans.
To ensure quality of care, the Social Security Act requires Medicaid HMOs and other
prepzid health plans (PHPs) to maintain a 25 percent commerc:ai (non-Medicaid,
non-Medicare) enrollment. The commercial enrollment requirement, however, is a
poor prox-, for quality. Physicians and other providers treating Medicaid patients are
often located in geographic areas other than those in which higher income, commercial
enrollees lve and seek care. To require that one-fourth of Medcaid PHP enrollees be
commercially injured inhibits Medicaid PHP development. It a';o forces many
Medicaid PiP to accept high-risk ci.'nercial accounts simpl. :c satisfy the
Medicaid-commercial mix requirement, threatening the PH-P's financial ability to
deliver quality care. In addition, the Heaitl Care Financing Administration (HCFA)
requires states to contract for an outside evacuation of the cost-effectiveness of their
freedom-of-choice waiver programs every two-year renewal period. This time frame
does not provide contractors adequate time to collect sufficient data tw suppor a
meaningful assessment. In addition, it wastes state and federal funds to continue to
evaluate programs that have already proven to be cost-effective.

* In July 1992, Florida will establish the Agency for Health Care Administration, a new
agency consolidating health planning, regulation, and financing functions in a single
agency. However, Section 1902(aX5) of the Social Security Act requires the states to
designate a single state Medicaid agency to administer or supervise the administration
of the Title XIX plan. To qualify as the single state agency, the designated agency
cannot delegate certain authority to other agencies to exercise administrative discretion
in the administration or supervision of the plan or to issue policies, rules, and
regulations on program matters. If any of its rules, regulations, or decisions are subject
to review, clearance, or similar action by other state agencies, it must ensure that its
authority is not impaired. If other state or local agencies perform services for the single
state agency, they must not be able to change or disapprove any administrative decision
of the Medicaid agency with regard to the application of policies, rules, and regulations
issued by the Medicaid agency.

e Finally, Medicaid expenditures absorb a large and increasing share of state and federal
revenues. Dramatic health care cost escalation is a powerful incentive for the states and
the federal government to develop cost-effective programs. State innovations that
reduce program costs should be encouraged and rewarded by the federal government.
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Proposal

To aid Florida and other states in implementing their comprehensive health reforms,
the following modifications to federal Medicaid laws are proposed:

Medicaid eligibility requirements should be decoupled from the eligibility requirements
for other public welfare programs. Section 1902 of the Social Security Act should be
amended to make federal funding available to the states to cover a new group of
persons, who are Medicaid ineligible, with incomes up to a higher percentage (e.g.,
250-300 percent) of the federal poverty level. Safeguards will be developed to minimize
the chance of adverse selection and to initially provide these coverages to persons who
are uninsured. In addition, the eligibility determination process used for this group
should be simpler and faster than the present complex eligibility tests used for Medicaid
categorically eligible groups. Premium cost-sharing for this group should also be
allowed. Finally, the states should be permitted to develop benefit packages for this
group that are less comprehensive than the federally mandated Medicaid benefit
standard.

e Section 1903(m)(2)(A)(ii) of the Social Security Act should be amended, eliminating
the 75125 Medicaid-commercial enrollment requirement. States, however, should be
required to establish sound PHP quality assurance programs. In addition, sections
1915(c)(9)(d) and 1915(c)(9)(c)(1) of the Social Security Act should be changed,
authorizing freedom-of-choice waivers for a longer time period. Senator Moynihan has
introduced legislation (S. 2077) that would make the suggested amendments to the
Social Security Act.

The federal Medicaid law should be amended to require HCFA to establish a state
innovations program that requires the federal government to establish a method for
calculating program savings from state innovations, and to return to the states one-half
of the federal savings resulting from such innovative reimbursement, service delivery,
cost containment, or other state Medicaid reforms.

* Section 1902(a)(5) of the Social Security Act should be amended, allowing states
greater flexibility in structuring their health care-related state agencies. This will allow
a state to design organizational structures that best meet its needs based on its unique
governmental, geographic, demographic, and delivery needs.

Additional Flexibility to Aid the Implementation of Florida's
Comprehensive Health Reforms

Adoption of Florida's state flexibility proposal would allow Florida to provide ba "
health care coverage to all its citizens as mandated by the Health Care Reform Act of 1992.
It would also allow Florida and other states proposing comprehensive health reforms to
serve as laboratories to test various reforms that could serve as the basis for a future
national health plan. It will allow Florida and other states to expand their Medicaid
coverages without increasing state and federal expenditures for economic assistance. These
proposals are consistent ith the principles and strategies contained in the 1992 state
legislation, including the assurance of access to affordable basic benefits for residents of te
state regardless of health condition, age, sex, race, geographic location, employment, or
economic status; and assurance that all residents contribute, based on their ability to pay, to
the financing of their health insurance.

Medicaid managed care reforms will foster the development or expansion of Medicaid
PHPs, saving state and federal dollars. It will also expand Medicaid recipients'
opportunities to obtLin services from a PHP that offers more accessible and continuous
care than is available through the fee-for-service delivery system. This proposal ensures
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that the states will have even greater incentives to invest in innovations to contain program
expenditures. Sharing in program savings would encourage the states to pursue additional
strategies, to improve care but contain costs.

Finally. providing the states with greater organizational flexibility will allow Florida and
nther startes to desin- and develop health care agencies and delivery systems that are more
cost-effective, and more responsive to the needs of state residents. In Florida, it will also
allow the consolidation of health care-related agencies, improving the coordination of the
Medicaid program with health planning and regulatory functions (e.g., control of nursing
borne bed supplies).

State Accountability

Social Security Act amendments authorizing greater state flexibility in designing its
Medicaid program could include the following safeguards:

" require the states to continue to meet all federal service and eligibility coverage
mandates for current Medicaid eligil" .t persons;

" require the states to devote new federal Medicaid funds to provide basic health care
coverage to additional persons who are currently ineligible for Medicaid;

" mandate that the states continue to monitor HMO and PHP quality of care through
medical chart audits, patient satisfaction and voluntary disenrollee surveys, provider
credentialing, PHP quality assurance and peer review programs, provider site visits, and
other quality assurance methods;

" require the states to meet all federal Medicaid program requirements regardless of
organizational alignments;

" require the states to establish health care data bases, including a federally prescribed
minimum data set, that will collect needed information on health care coverages and
expenditures;

" require the states to demonstrate that program reforms have no, negatively affected the
quality and accessibility of Medicaid services; and

" require the states to set targets for ensuring access to basic health care for all uninsured
persons.

Improved Program Management

Issues

In addition to the changes that are necessary to implement comprehensive health
reform prOp)sals, there are other refinements that could be made to allow states to
improve the manjucment of their Medicaid programs These chances would provide the
flexibility states need to ensure access tc care, while constraining health care costs and
protecting quality of care. Congress and HCFA, in enacting federal laws and regulations,
too often micromanage state Medicaid operations. The regulatory issues mentioned below
are but a few of the examples of efforts by Congress and HCFA to dictate almost every
facet of the operation of a state's Medicaid program. Florida proposes that Congress and
HCFA generally limit their regulation to the establishment of broad parameters for state
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programs (e.g., eligibility, service coverage, federal financial participation), only requiring a
state to demonstrate that it has sufficient providers, adequate reimbursement, proper
quality of care, and other program features to ensur,, uat the state offers accessible,
adequate care to all Medicaid eligible persons. This would require a fundamental change
in federal-state relationships because HCFA would be reqt'ired to prove noncompliance
rather than a state proving compliance.

The Medicaid Program is a partnership between the states and the federal government
to pay for health care for those Americans who are least able to afford it. Each partner pays
a share of the costs and has a powerful incentive to purchase high quality care in the most
cost efficient manner. The goals of the states and the federal government to ensure access
to high quality, cost efficient health care are the same. Over time, however, the federal
government has promulgated laws and ru!.s that constrain and even compete with the
states' abilities to achieve these goals by micromanaging the Medicaid Program. What
began in 1965 as a partnership between the federal government and the states to provide
health care coverage for low-income Americans has evolved into a "tops down" approach to
management of the Medicaid program with the federal government issuing mandates and
the states forced to comply. The following examples illustrate some of the areas in which
the states need regulatory relief:

9 States can obtain waivers to certain sections of the Social Security Act to operate
cost-effective alternatives to the regular Medicaid program. In spite of recent efforts to
streamline the waiver process, however, it takes considerable time and effort to renew
regular waiver programs. Because states invest a substantial share of their own
revenues in the Medicaid program, they have strong financial incentives to make sure
that they operate cost-effectively. However, it literally requires "an act of Congress" to
extend waiver programs beyond three years. For states that are trying to revolutionize
their health systems, and incurring all the political and economic unrest associated with
such a change, this is a discouraging factor. In addition, the time frame for collecting
data to analyze vkaiver renewal requests is too short to permit a valid analysis.
Judgments are made on skimpy data. Finally, renewal evaluations are required to be
continued--technically every two years--for as long as the program continues
successfully and is renewed by the state. This wastes scarce resources.

To contain Medicaid acute and long-term care expenditures, the Boren Amendment
was enacted. requiring the states to reimburse facilities at rates that are adequate to
cover the cost of iin economically and efficic ntly operated facility. Congress intended to
create reimhur-,cmenr ceihns. However. the amendment has been interpreted by
HCFA and the courts in a manner that establishes a reimbursement floor, increasing
state Medicaid program expenditures.

9 The Social Security Act and federal regulations sometimes require the states to
implement program reforms that increase costs but do not improve care. For example,
OBRA 90 requires the states to cover any drug manufactured by a pharmaceutical firm
if the manufacturer has signed a reoatc agreement with HCFA. States should be
permitted to deny reimbursement for any manufacturer's drug if other drugs in the
same class of drugs are as effective but less costly. In addition, states are required to pay
the Medicare Part A and Part B premiums for certain Medicare beneficiaries. As a
result, the state may pay more for a beneficiary's premiums, coinsurance, and
deductibles than it would have paid for total Medicaid coverage of the individual.

States may lose valuable Medicaid matching funds for minor technical infractions which
do not affect quality of care. For example, Florida recently lost a $7 million
disallowance because certification staff signed ICF-DD certification forms from three to
nine days late, although facility inspections had been completed on time and no threat
to life or safety was found. These types of disallowances cost the state millions of
dollars, reducing available funds for meeting critical state needs.



In 1993, federal law will require that all physicians delivering services to Medicaid
eligible pregnant women and children be board certified in pediatrics, family practice,
or obstetrics; hold admitting privileges at a hospital participating in Medicaid; be
employed by a federally qualified health center (FQHC); or be a member of the
National Health Services Corps. The legislative intent is to e,-sure high qu,1lity care for
Medicaid recipients. At best, however, the requirement is impractical because it will
require a complex system for ide'ntifying and monitoring the board eligibility of
physicians delivering services to pregnant women and children. At worst, it will deny
payments to physicians and otker practitioners who are not board-certified but are
licensed by the state, further reducing recipient access to fully qualified practitioners
who have chosen not to invest the time and money in seeking board certification, or for
vhom board certification is not applicable. To ensure good outcomes for pregnant
women and their children, the states are developing complex managed care systems that
use the full array of qualified practitioners. The board certification requirement will
severely limit the range of providers who can serve Medicaid recipients. It also has the
likelihood of disrupting the states' managed care systems, and could possibly result in
poorer health outcomes.

Each April, the states are required to submit to HCFA an amendment to their Medicaid
state plans, documenting physician participation rates in the specialty areas of obstetrics
and pediatrics. The plan amendment must also document physician fees for a wide
array of procedure codes commonly ued in the delivery of pediatric and obstetrical
care. The federal requirement is intended to ensure that prenatal and child health care
services are accessible and provided in a way which will reduce infant mortality and low
birthweights and otherwise promote better health outcomes for infants and children.
Practically speaking, however, the amendment diverts staff time from importi.nt
activities that have a greater potential for achieving the desired outcomes. The
inclusion of some provider types and not others as legitimate providers of obstetric and
pediatric care has been a source of great debate.

Proposal

The Social Security Act should be amended to permit the states the flexibility to man-age
their programs in the most cost effective and efficient manner. Federal laws and
regulations that seek to provide uniformity across all states may in fact inhibit them from
managing their programs efficiently. The following technical changes would allow r'orida
to improve the administration of its Medicaid program without sacrificing high quality care
for its recipients:

Amend sections 1902(a)(13)(A), 1903(i)(13), and 1902(a)(30)(A) of the Social Security
Act to (1) clarify that federal Medicaid reimbursement principles are designed to set
upper reimbursement limits but permit the states to devt!p reimbursement methods
that further control provider payments, while ensuring accessibility !0 an' quality of
care; (2) eliminate the requirement for board certified obstetricians and pediatricians;
and (3) eliminate the physician participation documentation requirements.

" Amend the Social Security Act to permit states to demonstrate th, .1he-native pc~icies
may be more cost-effective yet provide a comparable level and quality- f care.

" Allow ,ates with successful waiver programs to convert them to optional Medicaid
programs that do not require waivers. Current waivers that could be authorized as
optional services include programs for AIDS, developmentally disabled, .and aged
recipients that prevent or delay more costly institutionalization, mandatory HMO
enrollment programs, and mandatory primary case management programs that
emphasize preventive care.



* Allow states to establish optional services twat have been successfully demonstrated in
other states.

" Enact federal legislation to prohibit federal disallowances for minor technical
noncompliance issues or infractions that do not involve any seriouN allegations of harm
to patients. S. 1240 (Chafee and Riegle) could be enacted, or other legislation that
amends sections 1102 and 1902(a)(4) of the Social Security Act, to ensure that states'
resources are used to provide greater coverages not pay the federal government for
meaningless noncompliance. This will greatly aid iriproved federal-state relationships.

Additional Flexibility to Aid the Implementation of Florida's
Comprehensive Health Care Reforms

CurTent federal requirements limit state experimentation with alternative
reimbursement methodologies, expanding or developing cost-effecive programs, or using
the most appropriate range of qualified and licensed health care professionals. The
technical changes proposed in the previous section would give the Florida Medicaid
program the ability to focus on the development of high quality, cost-effective programs
rather than complying with bureaucratic control that neither improve quality nor contain
costs Unnecessary federal administrative requirements, such as forcing states to renew
waiver programs that have already provcr :o be cost effective and providing documentation
of access to obstetric and pediatric care, distract states from concentrating on develol,",g
strategies to achieve desired patient outcomes rather than bureaucratic controls to avoid
compliance issues. To the greatest extent possible, states should be left to experiment and
develop their own innovative, cost-effective programs that meet broad federal mandates.

State Accountability

In exchange for increased flexibility in the administration of its Medicaid program,
Florida proposes that the following safeguards be included:

" require states to ensure that technical changes to their Medicaid programs will not have
a negative impact on quality of care;

" require states to demonstrate that access to care is not limited by program changes:

" require states to show that the changes are cost-effective or budget neutral over a
reasonable period of time;

" require states that convert Nvaivered services to optional ser-ices to manage these
senices in accordance with federally approved state Plan amendments;

" require states to conduct internal evaluations that focus on quality, of care and patient
outcomes rather than using reimbursement payments as a proxy" for ,hese measures:

" require states to address reimbursement levels each year to determine if rates are
adequate to support high quality, accessible care;

require states that are allov.ed to waive non-cost effective man.'ates to assure that cost
effective equivalent policies are implemented;

require states to contract with health care professionals who are qualified under state
law; and

* require the states to implement state audit programs to detect federal compliance issues
and implement timely corrective action.



Medicare

Issues

Medicare is a federally administered entitlement program that provides comprehensive
health care benefits for elders and some disabled persons. However, current Medicare
statutes only allow state administered cost control demonstrations:

e Section 402(a)(1)(A) of the Social Security Amendments of 1967 (P.L 90-248), permits
the Secretary of the Department of Health and Human Services (HHS) to experiment
with alternative methods of Medicare and Medicaid reimbursement. The amendments
specifically authorized incentive reimbursement demonstrations to determine if such
experiments would increase the efficiency and economy of the health services covered
under Medicare and Medicaid without adversely affecting the quality of services.
Under Section 402(b) of the Social Security Amendments of 1967, the Secretary has
broad discretion to waive Medicare and Medicaid reasonable cost and reasonable
charge provisions as necessary to conduct projects under Section 402(a). Section
402(a)(1)(C) authorized state rate-setting demonstration projects, permitting Medicare
and Medicaid to participate in such demonstrations and to evaluate the effectiveness of
adopting a state's method of determining hospital payment levels.

" Section 222 of the Social Security Amendments of 1972 (P.L 92-603) amended Section
402(a) of the Social Security Amendments of 1967, permitting the Secretary to waive
compliance with Medicare and Medicaid payment methodologies. The 1972
amendments authorized experiments of a broad range of payment methods, including
prospective reimbursement.

" In 1980, Section 1814(b)(3) was added to the Social Security Act to provide for a
continuation of state hospital reimbursement demonstrations first authorized under
Sections 402 and 222. However, this continuation was only pernutted if the rate of
increase in hospital costs per Medicare inpatient admission was equal to or less than the
rate of increase for Medicare admissions to hospitals generally.

* Section 1886(c) of the Soc'al Security Act, as guided by the Tax Equity and Fiscal
Responsibity Act of 1982 (as since amended), gave the Secretary the authority to AaiVe
ordinary methods of Medicare payment and permit experimental state cost control
s,,stems for hospital reimbursement. To be eligible for waivers, states had to apply their
reimbursement controls to substantially all nonfederal acute care hospitals in the state
and all payers (including federal and state programs) equitably. The system must also
not cost the Mcdlicare program more money for the same hospital ser-,ices.

" However, in a policy statement published in the Federal Reg-ster in October 1982, the
Health Care Financing Administration (HCFA) indicated that, in conne.,tion with
statewide hospital reimbursement demonstration projects, it was narrowing its field of
interest to projects that used a diagnosis-related unit of payment. Accordingly, to be
considered for approval, a demonstration project should (1) apply to all acute care
hospitals in the state, (2) result in cost savings to HCFA programs, (3) use
diagnosis-related groups as the unit of payment, (4) result in equal sharing of risks for
all participating payers, and (5) allow HMOs to negotiate reimbursement rates with
hospitals.

Under these demonstration authorities, HCFA has supported a variety of Mediczre and
Medicaid prospective reimbursement and rate-setting programs administered by s:,,eral
states. The most notable 'tperiments using these waiver authorities were the all-payer
reimbursement systems aumorized in Maryland, Massachusetts, New Jersey, and New
York. However, more recently HCFA has narrowed its demonstration interests, virtually
ignoring the Congressionally authorized waivers to further test state cost control systems.
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Titles XVIII and XIX of the Social Security Act should be amended to permit
wide-scale state administered demonstrations of alternative Medicare and Medicaid payer
systems, including single payer systems for either public programs or a.l public and private
plans; capitated and negotiated rate systems; and Medicare beneficiary managed care
programs. It is possible that HHS' existing waiver authority would permit demonstration of
a single payer system. However, additional statutory language is needed to specifically:

" authorize state administered demonstrations of single payer systems, including either
public or public-private systems, and managed care initiatives;

" set time limits for HCFA approval of state waiver applications;

" establish federal-state risk-sharing and cost savings allocation arrangements;

" only require that state demonstrations achieve budget neutrality over a multi-year
period;

" authorize longer demonstration periods (unless a national he 11th plan is adopted) with
automatic renewals for efficiently administered systems;

" permit states to consolidate Medicaid and Medicare coverages for Medicare
beneficiaries; and

permit states to offer additional Medicare benefits to contain acute and long-term care
costs.

Additional Flexibility to Aid the Implementation of
Florida's Comprehensive Health Reforms

Congress should authorize a new round of state administered Medicare demonstrations,
including state administration of Medicare benefits through a single payer system and
managed care initiatives. In enacting the Medicare and Medicaid programs, Congress
chose to establish a federally administered program for the elderly and some disabled
persons, but a state administered program of medical assistance for low-income families
and other disabled and long-term care patients. There is no inherent reason that
administration of these programs should continue in this way.

In fact, the continuation of this peculiar administration will impair implementation of
Florida's comprehensive health care reforms. In many respects, Medicaid is becoming a
supplemental insurance program for low-income or institutionalized Medicare
beneficiaries. But the states do not have the discretion to merge Medicare and Medicaid
supplemental coverages for the nation's elderly. In addition, the states are unable to
maximize the value of Medicare investments by broadening long-term care coverages to
include home and community-based services. Consequently, elder health reforms have
lagged behind innovations for families and children because of federal Medicare
administration.

Because of extraordinary increases in Medicare expenditures, state innovations in
managed care and utilization control programs, and state comprehensive health care
reform proposals, the federal government should authorize state demonstration to lear"
how to better control Medicare beneficiaries' use of services, improve the quality of needed
care, and contain per capita costs. States are more knowledgeable of their populations and
health care systems than the federal government is, but their unique ability to plan
programs for Medicare beneficiaries that provide greater levels of service at less cost is
hampered by rigid, uniform regulation.
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State Accountability

Social Security Act amendments authorizing additional Medicare cost control and
managed care demonstrations could include the following safeguards:

" require the states to demonstrate budget neutrality over a multi-year period. but
permitting higher front-end costs offset by later year savings;

* limit federal expenditures over a multi-year period to Medlcare baseline expenditures
adjusted for inflation, demographic changes, and benefit package changes; however,
because the state demonstrations will be highly experimental and risk-laden, the
financial risk of the demonstrations should be based on Congressionally-adopted
overpayment calculation formulas and equally shared by the state and the federal
government up to a prescribed !evel above which the state would be totally responsible
for cost overruns;

" prohibit state reductions of Medicare benefit levels;

" require states to share savings with the federal government;

" require states to allocate a portion of Medicare savings to enhanced benefits for
Medicare beneficiaries;

" require states to demonstrate that implementation of their health care reforms has not
negatively affected quality of and access to care.

Employee Retirement Income Security Act

Issues

Section 514 of the Employee Retirement Income Security Act of 1974 (ERISA)
preempts-state regulation of employee benefit plans, including employer self-funded health
insurance plans. Congress determined that the national interest required legislation to
protect employee benefits. It also determined, because of the growth in the size, scope,
numbers, and interstate nature of employee health benefit plans, that state regulation of
benefit plans must be preempted. Advocates for continued ERISA preemption want to
prevent four things: (1) state regulation of health and pension plans negotiated by
management and labor, (2) state interference in collective bargaining; (3) state taxation of
premiums; and (4) dilution of the pressure on Congress and the President to enact a
national health plan. However, this preemption no longer serves the nation's interest. It
will delay the further development and implementation of the states' comprehensive health
care reforms that include universal coverage, single payer systems, play or pay" employer
mandates, and mandated benefit floors for all insurers. States failing to secure ERISA
amendments may:

" implement their comprehensive health care reforms (e.g., Massachusetts), risking a
likely ERISA challenge hat could delay implementation for years; failure to modify the
ERISA law prevents states from setting minimum mandated benefits for all residents
and spreading risks equitably across all groups;

" delay implementation of health reforms, fearing litigation of more comprehensive
reforms but unwilling to implement minor incremental c changes; or

* abandon the employer-based, private insurance system that Americans seem to prefer
and implement universal coverage programs modeled on the Canadian system,
sidestepping ERISA preemptions.



Fearing employer mandates, businesses may rush to self-insure, further eroding state
regulation of health insurance and preventing the universal sharing of risk that is common
to most major health reform proposals.

Proposal

There are several legislative options that would provide the states with the flexibility
needed to implement their health reforms:

" Repeal the ERISA preemption clause, allowing the states to fully regulate health
insurance, including self-funding plans; this will permit states to regulate all insurers
equally.

* Repeal the ERISA preemption for all benefit plans, except those that are negotiated by
interstate employers or by national unions, but require employers with interstate
agreements to demonstrate actuarial equivalency to state mandated benefits.

" Repeal the ERISA preemption clause for states that implement or have adopted in
legislation a firm date for ensuring universal coverage.

" Allow the Secretary of the Department of Labor to waive statutory requirements to test
ERISA-prohibited reforms, such as employer mandates and single payer systems.

Additional Flexibility to Aid the Implementation of
Florida's Comprehensive Health Reforms

To ensure that all Floridians have adequate health care coverage by December, 1994,
the state must have the flexibility to establish a minimum benefit package that applies to all
insurance plans, commercial or self-funded, and to establish alternative payer mechanisms
that supersede employer or insurer payer arrangements. If Fltvrida is successful in securing
ERISA amendments, it will be the first large state to guarantee coverage for all its citizens,
establish a benefit floor for all plans, and implement other payer reforms essential to
controlling health care costs.

State Accountability

ERISA amendments authonzing state regulation of self-funded health benefit plans
could include the following safeguards:

• require the states to implement urversal coverage programs by a prescribed date.

" require states to establish a benefit floor within broadly defined federal limits,
permitting the states to negotiate their basic benefit plans with their citizens;

" require states to exempt employers ith -ctuarially equivalent interstate health plans
from state regulation; and

" require states to demonstrate that implementation of their health care reform, has not
negatively affected quality of or access to care.



RESPONSES OF GOVERNOR CHILES TO QUESTIONS SUBMrI-ED BY SENATOR PRYOR

Question No. 1. What are frustrations that you are faced with on a daily basis
in dealing with the federal regulations that wc set up here in dealing with some
of the areas of regulations that have really caused you some pain, and, in fact, may
have ultimately caused you to deliver fewer services to the people that you rep-
resent?

Answer. The states do need some regulatory relief. First, we need relief from the
ofter. picayune nature of federal audits and disallowances in the Medicaid progam.
These audits cost the states millions of dollars, do not involve any serious allega-
tions of harm to patients and seriously jeopardize a harmonious federal-state rela-
tionship.

Second, our ability to launch cost containment initiatives is severely impeded by
current federal "freedom of choice" and HMO requirements. There are a host of
technical issues that need remedy in the areas of demonstrations, freedom of choice
and home and community-based waivers in the Medicaid program.

Third, we need to rethink several federal Medicaid requirements visited by federal
law onto the states. One of these problems is the requirement that all drugs be cov-
ered for which there is a federal rebate agreement, without restriction, for the first
six months of market entry.

The important point is that we need to rethink this entire Medicaid statute if we
are going to let states have the flexibility to cost-effectively purchase health care
for our citizens. After all, the federal government gets a larger share of the savings
than the states. What we want to do is reinvest that savings by spending it on care
for people who are not covered.

Fourth and finally, we need to rethink federal policy in the area of the "Qualified
Medicare Beneficiary," also known as QMB. This well-intentioned federal policy,
stemming from what little is left of the Medicare Catastrophic Act of 1988, is posing
a large administrative and expenditure burden on the states. In Florida, we are re-
quired to pay premiums, co-insurance and deductibles for people who, in addition
to having the benefit of Medicare insurance, by 1994 will have incomes up to 120
percent of poverty. In 1989 and 1990 Florida spent $20 million more on Part A pre-
miums than it would have spent simply by paying for care outright.

Here are only a few stories that represent our health insurance crisis in Florida,
they bring into focus the problems we face each day.

" A 40-year-old Miami motel maid was denied surgery at a public hospital be-
cause she could not afford a $200 deposit. She made too much money to qualify
for Medicaid, too little to buy insurance, and her job did not offer an insurance
plan.

* A 14-year-old Palmetto girl committed suicide after being discharged from a cri-
sis center. Her working parents, ineligible for Medicaid, had no health insur-
ance and could not afford the private hospitalization she needed.

" An Indialantic family is on the verge of bankruptcy with $200,000 in hospital
bills for their 15-year-old daughter who has cystic fibrosis. The family's insur-
ance company stopped writing medical policies in Florida, leaving them uncov-
ered.

" A St. Petersburg couple's chronically ill 3-year-old daughter lost federal disabil-
ity benefits and state Medicaid assistance in the months when her father re-
ceived five weekly paychecks. His employer-sponsored family policy expired
after his daughter received only 18 months of care.

" A Safety Harbor mother was left with $15,000 in medical bills after the birth
her baby because her employer's self-funded insurance plan ran out of money,

even though she had paid over $1 in premiums during her maternity leave.
" A 61-year-old Boca Raton woman must pay $5,000 per year to Florida's high-

riqk pool for insurance with a $5,000 deductible. Hospitalized for months after
a car crash eight years ago, she is now considered a bad risk by insurance com-
panies, even though she is in good health and has a healthy lifestyle.

Florida's uninsured are the employees of small and medium-sized businesses that
either choose not to offer coverage, or cannot afford to do so because of health insur-
er' underwriting practices. They are people with low-incomes who do not work but
are ineligible for Medicaid. They are disabled persons who can no longer work or
who have their insurance cancelled by carriers who deem them unacceptable risks.
Tragically, far too many are our children who are denied a healthy start in life be-
cause their parents cannot afford health care nor meet eligibility requirements for
publicly sponsored care.
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Question No. 2. How many people, what resources, what manpower, or people
power are employed in keeping up with the federal regulations that the state has
to deal with?

Answer. Far too many staff are devoted to understanding and ensuring compli-
ance with federal regulations rather than contributing to universal access to high
quality health care. Most professional-level Medicaid employees must spend a sig-
nificant portion of their time keeping up with federal regulations and determining
their impact on program and fiscal operations. Some level of this activity is unavoid-
able in a combined federal-state program, but as the pace of health care reform has
I *-kened, many federal regulations have become more obstructive. The fiscal im-
pact of expanded federal Medicaid mandates is one of the primary causes of continu-
ing budget shortfalls experienced by Florida and other states.

Virtually all health policy and planning professionals working on reform projects
have been required to familiarize themselves with those aspects of Medicaid, Medi-
care and ERISA that effectively block a fast-track pathway to health care reform.
Much time is spent developing strategies to deal with federal regulatory road-
blocks--rather than designing and implementing the reform projects themselves.
Florida has proposed a "Medicaid Buy-In" development project that has been par-
tially funded by the Robert Wood Johnson Foundation. It is no exaggeration to say
that a majority of the project staffs time will be spent reviewing Medicaid regula-
tions to identify, areas where such an innovative program would be out-of-compli-
ance with existing regulations,

RESPONSES OF GOVERNOR CHILES TO QUESTIONS SUBMITTED BY SENATOR MITCHELL

Question No. 1. How will the ERISA provisions in the Leahy/Pryor bill help Flor-
ida to implement its health care reform?

Answer. To assist states in implementing their comprehensivdereforms to begin
correcting access and cost problems, the Leahy/Pryor bill. would give ten states the
flexibility to develop different approaches to health care reform. Any comprehensive
reform proposal passed by Congress should include a provision similar to the Leahy/
Pryor bill, to allow states pursuing comprehensive approaches to continue down that
path. If a consensus cannot be reached on a national refonn plan this year, flexibil-
ity must be given to the states that are ready to pursue their own reforms.

The Florida Health Care Reform Act of 1992 requires the Agency for Health Care
Administration to develop a basic benefit sta -iard that will sorve as a floor for all
public and private health insurance plans. The legislation also allows the agency to

egin planning for the implementation of a single or limited regional payer program
and an employer play or pay health insurance mandate to be implemented in Janu-
ary, 1995, if the private sector fails to achieve health care coverage and cost contain-
ment targets. However, Section 514 of ERISA preempts state relation of employee
benefit plans, including employer self-funded health insurance plans. To ensure that
all Floridians have adequate coverage by December 31, 1994, Florida must have the
flexibility to establish a minimum benefit package that applies to all health insur-
ance plans, commercial or self-funded, and to establish alternative payer mecha-
nisms that supersede employer or insurer payer arrangements.

Question No. 2. If the Florida plan were enacted, what would be the impact on
businesses-both those that had offered health care in the pest and those who had
not?

Answe,. Des pite opposition, employers and labor are at great risk under the cur-
rent system. Although most lorge employers provide comprehensive health benefits
to their employees, they are also paying, because of cost-shifting, for the employees
of businesses that don't offer insurance. Companies that provide health benefits are
At a competitive disadvantage to those that choose not to offer them. This bites into
their bottom line, eroding their profits. Businesses and labor have a major stake in
seeing that everyone pays a fair share for medical benefits. We feel ther,- is room
for compromise so that Florida can mandate certain, benefits and experiment with
an alternative payer system, yeL exempt in-state and multi-state employers with ac-
tuarially equivalent plans. Businesses already providing relatively comprehensive
benefits will not be hurt by our plan.

In Florida, we're taking a somewhat different approach from the other states pur-
suing comprehensive reforms. We know that most Floridians prefer a largely pri-
vate, employer-sponsored system of health insurance coverage. So instead of begin-
ning by committing state government to covering all Floridians, we've issued a chal-
lenge to the private sector to work with us as a partner and develop a road map
to a comprehensive solution.

We are testing this approach by creating a Voluntary Private Health Insurance
and Cost Containment Program that began in July and will run through December,
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1994. Thf state will establish health coverage and cost containment targets to meas-
ure the program's success. This critical piece of our reform effort allows the state
to join with the private sector to show that a public/private partnership can solve
the problems of -ccessibility and affordability without major government interven-
tion.

All meaningful reform must rest on a basic foundation of support for business
growth, profitable businesses, and adequately paid employees. The current erosion
of wages and jobs is clearly not acceptable. Our strong support for this partnership
rests on our confidence in the ingenuity of the private sector. We in government are
going to be doing our part to help the partnership work. We're reforming the small
Cup insurance market; developing a Medicaid Buy-In program; expanding success-
ful programs for the uninsured; developing a basic benefit standard that will become
the floor for all insurance plans in Florica; looking at ways to expand the Florida
HealthAccess Program for small business employees and their families; and the
pooled purchasing cooperative for public sector employers will extend its services to
the private sector to aid them in getting thc maximum benefit from each health care
dollar.

Although an ERISA exemption would subject employers to state regulation like
other commercial insurers, the benefits to business are often overlooked. Ultimately,
business will prosper when costs and risks are spread across the entire population.
State reforms permitted by an ERISA exemption will lead to improved coverages;
healthier, happier, and more productive workers; lower workers' compensation costs,
improved competitiveness; and greater cost control. It's not only good for the people
who are currently uninsured to get health coverage, but it also makes good business
sense.

Question No. 3. What do you think is the appropriate balance between the role
of the federal and state government in developing and administering a health care
reform plan?

Answer. Each of the major national proposals has promising elements. But the
fact that we still fall short of a broad consensus tells me that the best first step
to a national reform plan is to give states the flexibility. In a couple of years we'll
be able to return to you with a higher level of understanding about just what it will
take to implement national health care reform. This is a workable compromise thnt
offers the best way out of the health policy gridlock that seems to grip us so tightly.

I urge Congress to avoid a top-down approach that ignores the experience and ex-
pertise we have in state government. Under any system,states will have an impor-
tant role to play in the financing and regulation of health care services. The experi-
ence we are gaining as we move ahead with our own reform efforts is a resource
that you cannot afford to ignore. These reforms demonstrate our willingness to tack-
le the twin problems of rapidly rising costs and decreasing access to care. I believe
that by granting the states additional flexibility, we will get closer to the national
reforms we all want.

For more detailed information, a copy of Florida's Flexibility Proposal is attached.
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Introduction

Of the approximately 2.5 million Floridians who are uninsured, 75 percent are workers or
their dependents. Florida's uninsured are the employees of small and medium-sized
businesses that either choose not to offer coverage or cannot afford to do so because of
health insurers' underwriting practices. They are disabled persons who can no longer work
or who have had their insurance cancelled by carriers that deem them unacceptable risks.
They are people with low incomes who do not work but are ineligible for Medicaid.
Tragically, far too many are children who are denied a healthy start in life because their
parents can neither afford health care nor meet eligibility requirements for publicly
sponsored care.

The nation's health care problems are magnified in Florida. Approximately 18.5 percent of
Florida's population is uninsured. Its percentage of non-elderly uninsured (22.9 percent) is
the nation's third highest and is also higher than the 18.7 percent average of other Deep
South states. Part of Florida's high uninsurance rate can be explained by the characteristics
of its business community. Large employers are more likely to offer health insurance as a
fringe benefit, but 95 percent of Florida's businesses employ fewer than 25 people. Among
firms with 5 to 9 employees, 32.3 percent are uninsured. In the smallest firms (those with
fewer than 5 employees), 60 percent are uncovered. Workers are least likely to be insured
if they work in agriculture, construction, retail trade, or services. Florida's largest
industries, however, are services and retail trade, representing almost 49 percent of the
state's 1990 work force.

The state's uninsurance problem is compounded by the effects of decades of steadily rising
health care costs. Total costs rose from about $9.4 billion in 1980 to $31.4 billion in 1990.
During the same period, the annual premium for family coverage under the state employee
health insurance program jumped from $840 to $3,756. The Florida Medicaid budget,
which has increased by more than 446 percent in the last seven years to $5.4 billion,
accounted for 15.7 percent of the state's total budget in FY 1992-93. Conservative
projections anticipate that it will increase by another 250 percent to $13.7 billion by FY
2000-2001. And based on the most recent four-year trend data, expenditures could
conceivably reach $20 billion by 2000. Publicly financed health care expenditures are now
consuming virtually all new state revenues.

On March 24, 1992, Governor Lawton Chiles signed into law the Health Care Reform Act
of 1992 (Chapter 92-33, Laws of Florida), legislation containing his comprehensive health
care reform proposal, the Florida Health Plan, and major small business health insurance
reforms. The legislation passed the Florida House of Representatives by a vote of 109 to 0
and the Senate by a vote of 35 to 2. For the first time, Florida has announced as a matter of
public policy that every resident of the state will be guaranteed access to health care by
December 31, 1994.

Florida will implement a unique voluntary private health care coverage and cost
containment program. Progressively increasing health insurance and cost containment
targets will be set for the period of July 1, 1992, through December 31, 1994, encouraging
employers to offer basic hcnlth insurance to their employees and dependents and
promoting cost controls by employers, providers, insurers, and consumers. The state is
responsible for setting annual targets for increases in covered employees and the number of
employers offering coverage by firm size and industry sector. A voluntary cost containment
program during the same period will use price controls, reduced administrative overhead,
and volume discounting to help contain the cost of health care. If the private sector fails to
meet the state established targets, fundamental market and structural reforms, including a
play or pay employer health insurance mandate and a single or limited regional payer
system, may be triggered in January, 1995.
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Effective July 1, 1992, the legislation established the Agency for Health Care
Administration. Over a two-year period, health care financing. purchasing, planning, and
health facility, professional, and cost containment regulation functions will be consolidated
in the new agency. The Agency for Health Care Administration will be responsible for fully
developing the Florida Health Plan over the next two and one-half years. An interim
implementation plan containing preliminary recommendations must be submitted to the
governor and the Legislature by December 31, 1992. A final implementation plan is due
December 31, 1993. In addition to ensuring that all Floridians have access to basic health
care by December 31, 1994, the Florida Health Plan will be designed to reform the health
insurance system, limit health care cost increases to manageable levels, restructure health
regulation, and establish a comprehensive health care data base.

Florida's Flexibility Proposal

To aid its health reform planning, particularly the expansion and improved administration
of public coverages, Governor Chiles has been to Washington, D.C., several times to
discuss his proposal with Congress and Bush Administration officials. He is asking for
statutory and regulatory changes primarily in three areas: Medicaid, the Employee
Retirement Income Security Act (ERISA) of 1974, and Medicare. In April, 1992, the
Executive Office of the Governor sent a paper, Federal-State Health Care Issues: Florida's
Flexibiliry Proposal, to various Congressional cornminees and Bush Administration officials.
The paper detailed the federal statutory and regulatory changes Florida needs to fully
implement the comprehensive health plan contained in the Health Care Reform Act of
1092.

Medicaid

Florida has identified several problems with federal Medicaid statutes that prevent the
states from ensuring access to health care for all their residents, operating cost-effective
programs, and implementing other comprehensive health reforms. State efforts to over
additional low-income, unemployed, or part-time workers, implement wide-scale managed
care programs, demonstrate other cost containment measures, and organize its state
agencies have been limited by Medicaid categorical and income limits; amount, duration,
scope, and comparability requirements; the linkage of federally supported public and
medical assistance eligibility; managed care limitations; organizational requirements; and
federal financial participation restrictions.

ERISA

The Florida Health Care Reform Act of 1992 requires the Agency for Health Care
Administration to develop a basic benefit standard that will serve as a floor for all public
and private health insurance plans. The legislation also allows the agency to begin planning
for the implementation of a single or limited regional payer program and an employer play
or pay health insurance mandate to be implemented in January, 1995, if the private sector
fails to achieve health care coverage and cost containment targets. However, Section 514 of
ERISA preempts state regulation of employee benefit plans, including employer
self-funded health insurance plans. To ensure that all Floridians have adequate coverage
by December 31, 1994, Florida must have the flexibility to establish a minimum benefit
package that applies to all health insurance plans, commercial or self-funded, and to
establish alternative payer mechanisms that supersede employer or insurer payer
arrangements.



Medicare

Florida's Health Care Reform Act of 1992 directs the Agency for Health Care
Administration to develop a single payer or limited regiocal payer system. Florida's law
also directs the agency to develop strategies to implement managed care in public and
private health insurance plans. To plan for the development of a single or limited payer
system and expanded managed care arrangements, Florida needs a waiver of Medicare and
Medicaid administrative and reimbursement requirements.

State Leadership In Health Care Reform

In addition to the proposed Medicaid, ERISA, and Medicare statutory reforms, Florida
urges Congress to recognize the significant health reforms being implemented by the states.
Thcse rcforms demonstrate the states' willingness to tackle the twin problems of rapidly
rising costs and decreasing access to care. In the absence of the timely enactment of a
comprehensive national health plan, the Congress, as suggested by the National Governors'
Association, should authorize broad state comprehensive health care reform projects,
providing omnibus, one-stop fcderal waiver authority for state reform initiatives. Congress
could limit these demonstrations to those states that have enacted legislation to provide
universal or near-universal coverage.

Federal waiver authority should include:

" authority to streamline existing Medicaid and Mrdicare waiver processes;

" expanded waiver authority under the Social Se-urity Act to permit greater
experimentation with the Medicaid and Medicare programs; and

" authority to waive the Public Health Service Act, ERISA, the tax code, and anti-trust
statutes to test other access and cost containment strategies.

Proposed Federal Statutory Reforms

Reforms Essential to the Implementation of the Florida Health Plan

The following Medicaid, ERISA, and Medicare statutory reforms are essential to fully

implement the Florida Health Plan.

Medicaid

1992 Federal Legislation wth a 1993-1995 Phase-in Schedule

1. Amend Sections 1902, 1905, 1906, and 1916 of the Sccial Security Act, authorizing a
Medicaid Buy-In Program that includes persons currently ineligible for Medicaid
because of categorical and income limitations. This program would eliminate the
federal statutory link between Medicaid and economic assistance programs, permitting
coverage of single persons, non-disabled couples with children, couples without
children, and other persons with lower incomes who are currently ineligible for
Medicaid. For the buy-in group, states should be permitted to waive amount, duration
and scope, comparability, cost-sharing, and eligibility administration requirements.
States should also be permitted to develop alternative benefit packages and increased
cost-sharing requirements for buy-in eligible persons.
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Florida proposes that Congress amend the Social Security Act in 1992, authorizing a
phase-in of the Medicaid buy-in program according to the following schedule:

September 1, 1993 - 1(YJ percent of the federal poverty level

July 1, 1994 -- 150 percent of the federal poverty level

January 1, 1995 - 250 percent of the federal poverty level

1992 Legislation with a January 1, 1993 Effectlve Date

1. Amend Sections 15O2 1903, and 1905 of the Social Security Act, eliminating the 25
percent commerciad enrollment requirement for Medicaid-qualified prepaid health
plans and permitting the states to establish primary care case management and speci d
physician arrang,.'ment programs with expanded utilization controls.

2. Amend the Soda] Security law, adding a new section to the Medicaid statute, establishing
a state innovations program that requires the federal government to develop a method for
calculating savings from state Medicaid program innovations; and to return to the state
one-half of the federal savings resulting from innovative reimbursement, service delivery,
cost cor.tainment, and other program reforms.

3. Amend Section 1902 of the Social Security Act to permit states to locate Medicaie
program administration and eligibility determinations in separate state agencies,
providing the state with greater flexibility in structuring its health care-related stf te
agencies.

ERISA

Florida proposes that Congress amend Section 514 of ERISA, waiving the ERISA
preemption for states that have enacted comprehensive state health care reform lgislation
if it includes any or all of the following strategies:

" levying assessments to create statewide pooling arrangements;

" requiring employers to offer, at a mini mum, a r'andard benefit package (as defined by
th. state) or pay into a public program;

" developing common admin-istradve procedures, including, but not imitec, to claims

forms and billing procedures;

" establishing uniform provider reimbursement rates; and

" enacting health reforms necessary to ensure universal or near-universal coverage of the
state's population.

Congress should enact legislation in 1992 authorizing ERISA waivers in Florida effective
January 1, 1995. The federal Fovernment would only be able to waive the ERISA
precmption for Florida if the governor certifies that the goals of the Florida Health Plan.
including target set under the state's voluntary health care coverage and cost containment
program to achieve universal or near-universal coverage and substantially reduce the rate
of health care cost increases, have not been met.



Medicare

Congress should enact legislation in 1992, authorizing a new round of state-administered
Medicare demonstrations, including state administration of Medicare benefits through
single or limited regional payer systems. Sections 222, 402, 1814, and 1886 should be
amended in 1992 to permit the state administration of the Medicare program, including
operation of a single or limited regional payer systems that include administration of
Medicare benefits, effective October 1, 1994. States should only be required to achieve
budget neutrality over a multi-year period.

Other Reforms Needed to Contain Federal and State
Health Care Expenditures

Although not essential to the implementation of the Florida Health Plan, Florida is also
proposing several other Medicaid and Medicare statutory reforms that would contain costs,
improve quality of care, and increase the administrative efficiency of the Medicaid and
Medicare programs. The Y.roposed Medicaid reforms should be enacted by Congress in
1992, effective January 1, 1993. The proposed Medicare reforms should also be enacted in
1992, with an effective d ite of October 1, 1994.

Medicaid Statutory Reforms

1. Amend Section Ic 15 of the Social Security Act, authorizing states with successful, waiver
programs, such a_, those for AIDS, home and community-based services, and case
management, to establish long-term waiver programs or convert them to optional
Medicaid services that do not require waivers.

2. Amend Section 1905 of the Social Security Act, authorizing states to establish as
optional services waiver programs that have been successfully demonstrated in other
states.

3. Amend Seciion 1915(c) of the Social Security Act, eliminating the 'cold bed* factor in
the determdnation of home and community-based service eligibility slots. Instead,
federal statutes should permit home and community-based waiver slots to increase at
the same rate as a state's population covered by the waiver (e.g., age 85 + population for
nursing )ome diversion waivers).

4. Arnendl the Boren Amendment by modifying Section 1902(a)(13)(A) of the Social
Security Act to clarify that federal Medicaid reimbursement principles are designed to
set super reimbursement limits, but permit the states to develop reimbursement
methods that further control provider payments, while ensuring accessibility and quality
of cre.

5. Ar end Section 1902(a) of the Social Security Act to permit the states to exclude drugs
from its Medicaid formulary whose costs exceed a certain percentile of all drug costs in
th'e therapeutic class if they do not offer any significant therapeutic advantage to the
Fatient. In addition, the states should be permitted to reduce prices to drug retailers
and selectively contract for drugs.

6 Amend Section 1905 of the Social Security Act to permit the states, if they determine it
is cheaper than financing Medicare beneficiaries' Medicare deductibles, premiums, and
copayments, to substitute state Medicaid benefits in the same amount, duration, and
scope as Medicare benefits for Medicare beneficiaries who are Medicaid eligible.

7. Repeal Section 1903(i)(13)of the Social Security Act to eliminate the requirement that
the states limit physician services to persons under age 21 and pregnant women to those
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provided by physicians who are board certified in family practice, pediatrics, or
obstetrics.

8. Amend Section 1926 of the Social Secmuity Act to eliminate the requirement that states
annually submit obstetrical and pediatri: service payment rates to the Health Care
Financing Administration.

9. Amend Section 190O3 of the Social Security Act to prohibit federal disallowances for
minor technical noncompliance issues c( infractions that do not involve any serious
allegations of harm to patients.

10. Amend Section 11 l0 of the Social Security Act to permit wide-scale, state administered
demonstrations of alternative Medicare and Medicaid payer systems.

11. Amend the Social Security Act, adding a new Medicaid section that exempts states from
statutory or regulatory policies that states can demonstrate are cost-promoting and, for
needed policies, allows states to implement aitemativ,. policies that are more
cost-effective yet provide a comparable service level and quality of care.

Medicare Statutory Reforms

Congress should also enact legislation in 1992, amending Title 18 of the Social Security Act,
authorizing the states, effective October 1, :994, to permit state administration of the
Medicare program, including administration of Medicare managed care programs. States
should only be required to achieve budget reutrality over a multi-year period. The waiver
authority should set time limits for federal approval of state health refo,.m waiver
applications; ectablkh federal-state risk-sharing and cost saings allocation arrangements:
only require that state demonstrations achieve budget neutrality over a multi-year period;
permit states to consolidate Medicare and Medicaid coverages for Medicare beneficiaries;
and permit the states to offer additional Me dicare benefits to contain acute and long-term
care costs.

Federal and State Costs

The estimai.ed cost of the Medicaid Buy-In Program in Florida is $53-3 million in federal
fiscal year 1992-93 (S 29.3 million in federal funds) and $742.9 million in fed,-ral fiscal
1993-9: ($408.8 million in federal funds). All other proposed statutory and regulatory
reforms will enable Florida to contain fed,:ral and state health care costs. Other proposed
Medicaid, ERISA, and Medicare reforms will most likely decrease the rate of federal
increase in Medicaid and Medicare expenditures.



PILEF \RED STATEMENT OF :U)BERT CRITTENI)EN

Mr. Chairman, cwmbar ot the committee& it is a pkame to be hre today. I am Bob
Crittende Speci l Asalm for Heakh for Governor Booth Gantner. I am speakmg oc
behaf of Governr Gardnet olay. He regrets not being atble to attend this hearing, but
he wants you to kwow that he is enthusiasts about the issues bezg discussed today.

Health system reform has been the major issue for Governor Gardner both a cha c,,
the National Oovrrnon' Associauon and in our recent state initi Ave.

Many states are developing the reforms they want to implement. Some have passed
legislation and have begmt the diffwult work cf a sl reform. And. scnme ststes have put
proposal forward and have not yc- been suxetsful. The state of W-ahrigon fits this
latter category. There is something to be learned h= & of tbese statt.

Today I would hke to speak to three very =mpo:ant under"~n mtaes tht should ,ot
be overlooked, and then speak to the beriers we. are encounterng in our vefLr process.

The three uemes that I think you am aware of, but that I want to emphasize are:

&.11, states want the fed.kral government to develop a national polcy and strategy to
reform de health care srytem.

The policy of the National Governors Association adopted unanimously last tummner aid,
','4 I quote "..,t," nation needs to have a system that makes health care affordable and

avai'lable for all Anercans... "

Thet natin-a! pf f'.hy is sadly lacking because of people who think that no policy is best.
1'hy are v.t,-g. We a-e aL suiering because of this inaction.

, states are begit,.-r the reform process. We are not waiting for the federal
stalemate to b broken,

The hypothesii that rovrrnor ',ardner espoused last year was that lacking federal action.
states are comp-ULd to begn the maasuve process of restructuring the health car system.
Luckiy this is a testable hypothesis. The people speaking to you are the tip of the
kieberg of reform activty occurrng in the states.

-Thirty fiv stateA have developed or are developing strategies .a begi,

rcstruciurin.

-Morc than 1' arc . king in malssve system wide restructuring.

-Six states have legislation in place that has moved them a long way toward that

The, e are not pilots or small projects. These are system wide reform.

'a an) national ] health reform wil require some state specific solutions and It will
requtrz active management at the state level.

1This is nt a new idea, but it does need emphasizing. Many proposals by memNb'rs of
hi b.dy recopiL-c the importance of restruuring that is specific to the neoed of stateL

BEST AVAILABLE COPY
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New Jersey does not have the same financing system and health infrastructure a Maine
or Montan. Mo states have unique attitude, problems and structure that mum be
considered and dealt with if health reform is t, uccessful

National pol must be developed and it must be cognizant of these differences.

Ths national poUcy should Lncludc goals, standards of accountability and methods of
financinS that encourage and enable states to appropriately restrcture their systems.
Washington State:

This year Governor Gardner proposed a sweeping reform of our health care sysm
based on recommendations of a stakeholder and citizen commiion. His proposals are
based on the concept of promotng multiple private integrated beal systenu with public
oversight to a&&me equity, accountability and a competitive system that is required to live
within fiscal lmt There are four opponent.

A commission was proposed that would be responsible for structuring the health system
so that it is competitive and controls costs. It would determine a basc level of benefits
to which all people in Washington State should have access. It would simpHfy the
administrative burdeti now borne by the public and providers. It would structure the
market so that there would be incentives for integrating health systems and for improving
the cost effectiveness of serces, It would limit the rate of inflation of health premiums.

Health insurance would be reformed so that we move aggressively towards community
rating, guaranteed availability and renewability. Pre-ex.isting limits would be almost
eliminated.

Our Basic Health Plan wWch is a state subsidized plan for low income people would be
expanded and workirU people could buy in at full cot.

Finally, employers would be required, over a four year phase in, to cover their workers.
There would be a stop loss for small businesses so that the state would subsidize the
premiums of those firms overly impacted by this new requirement.

Bils were passed out of both houses, but due to heavy lobbying from the health care
industry, the majority in our Senate - controlled by a different party than ours - blocked a
conference by one vote.

The people and businest- felt cheated. Polls done in conservative communities by
conservative Senators strongly recorded the error of that move. The vast majority of
small busineues polled by the RepubUcan caucus of the House supported major public
intervention including regulation of the health industry.

A citizens initiative bu been filed.

Governor Gardner is contemplating a special seion and discussions are underway.

Thb is a major topic of the upcoming state election and this is an iuue that Is certainly
alive and active today.

Barriers:

There are a number of barriers that we face. I would like to outline a few.

The buineeu communy does not that the public sector. They want effective cost
control, but they are concerned that the public sector will bow to the pressures of the
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health industry. They would be Shin up control over their own hcath ui and not
control cw4ts. Th is unacceptable to them and should be a warting to our resolve.

But, public sector activity is necemary. The business community is coming to a
realization that they cannot restrucure the health market without public Interventon.
Universal and comparable health data, simplifying the aoministrative nightmare,
standards of practice, timplihd payment methods, health insurane reform, Limiting
exceu technokogy, and possibly overall budgetary limits all require an active and
steadfast pubLic sector. Evea a pure Enthoven model is based on restructuring the
medical market by the public sector so that sytems compete on cost and quality.

The second best choice for many &Mouos is the status quo. But, this is not a consensus
proceu. The industry is too big and the stakes are too high. There will be losers. The
enlightened part of the industry will be supporting effective reform and will be pan of
the debate.

Certain fcdcral laws are both 2ooltica and administrative barieri - A number of federal
laws were thrown in our faces by the nay-sayers saying "even it is passed it won't be
possible," or "it won't work without federal cooperation and you know how euy they
make it to get exceptions."

For example - and there are more:

o Medicar must be pa of any cost Continmcnt plan. It is such a larle share of
the market that its inclusion in any cost containment process is esential to
succeuful cost control.

o ERISA is j&an . We proposed a pay or play mechanism As one method of
expanding access. But, we had to compromise the policy goal to ensure we
would not violate ERISA. Even so, we would have been challenged. If states are
going to take the lead in expanding Acce, we need your he!p with ERISA

o We need to decrease the bureaucratic burden in reform - not inge.asc it. As a
method of paying for expanded access we proposed a payroll tax. Our employers
already haw one payroll tax • the Unemployment bnsurance tax. Rut, because of
federal ruls we cannot piggyback upon that system. We would have to create a
completely new and duplicative system. Gur employers are correct t is
bureaucratic waste.

These barriers are political and administrative. They are in the states and they are at the

federal level

States are part of the solution.

We are working bard to develop an accepted vision, to pass needed legislation and to put
together an administrative structure that improve& our credibility with the private sector.

States are taking on the battles and we are on the move, You can be of great Assistance
by pushing reform forward at the national level, and by helping states that are the foot
soldiers in this struggle.

o Streamline the participation of federal programs iz state based reform.

o Remove the federal administrative and statutory barriers that serve the enemies of
reform - not the people of this country.

o Pus legislation that sets the standards, goals and f&rancing of a new health system.
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o Work wth us to develop the infrumuture that is necesmy to make the medal
marketplace worL

Give us hope that the battle scarn we accumulate will result in benefits for our people.

Thank you.

RESPONSES OF MR. CRITrENDEN TO QUESTIONS SUBMITTED BY SENATOR RIEGLE

Question No. 1.
" Most of the state programs discussed on this panel, with the exception of Min-

nesota, use the current employer-based system to expand private health care
coverage.

" This is also the approach we used in HealthAmerica.
Would each of you comment on this particular model and the benefits you see

from your state perspectives of this approach? Also, how important is it to have a
a.ong cost containment program? If a strong cost containment program were to be
put in place, wouldn't this help employers and make the requirement on employers
less financially burdensome?

Answer. (a) An employer based system as a foundation to health care access is
essential in the short run. Currently, most people in this country and our state have
health coverage through their employer. It would disrupt all of those current rela-
tionships, contracts and financing to create a tax based system.

Many people in our state argue with good reason that a tax based system would
be more efficient, more equitable for employees and have less impact on small em-
ployers than an employer based system. However, it is clear from evidence in Ha-
waii and other countries that an employer based system can improve access, be eq-
uitable and allow effective cost control.

We believe that any health care reform will be the result of many well thought
out sequential steps that have the broad support of the people and interested par-
ties. Despite its simplicity and ease of being understood, a tax based system is not
well supported as a first step toward reform.

The real question is how do you build upon the employer based system. Do you
mandate coverage, do you use the tax system to strongly encourage coverage (pay
or play) or do you have a voluntary system with a large public subsidy for low in-
come people. Governor Gardner believes any of these three mechanisms will get us
there. The important thing is that we make a commitment and begin the process.

(b) The most important element in any health reform proposal is the mechanism
to control health cost inflation. Any purchaser, employers included, would be foolish
to let health inflation continue at its present rates. employers would be better off
if they could have health costs controlled, even if all uninsured were given afford-
able access to health coverage. The problem is that employers are split on the level
of government involvement in that process. At the minimum government must have
an active role in restructuring the health care market including insurance reform,
definition of a minimum level of benefits, improving the health information system,
simplifying and standardizing the complex administrative systems now in place, de-
veloping ince, tives to integrate service delivery systems and structuring payment
methods so that efficiency and qLIality are rewarded. As the current systems have
not felt compelled to compete on cost and quality, consideration must be given to
a threat of more active regulation if the systems do not become more efficient.

Question No. 2.
* You have all stated that state-based reforms aro not a substitute for a national

solution.
e The roles of the Federal and state governments were strongly considered when

we crafted HealthAmerica. We wanted to make sure there was enough flexibil-
ity at the state level to account for varying state nueds and problems.

Setting aside the current Federal barriers to individual state-based reforms, what
do ou feel the Federal role should be in a national reform program?

Awer. The Federal rode in health care reform is necessary, but limited. As in
the constitution, there are roles best done by the Federal government and there are
roles best reserved to the states and the people. The Federal government role should
be to ensure the principles of equity and freedom uf mobility, to enable low income



and elderly people access to services and to create a financing mechanism that
would be used by all states. This would include minimum standards of eligibility,
benefits and portability. This would allow fairness and equity and would provide the
uniformity that multi-state employers would like to have.

On the other hand, states must accept the responsibility to restructure their
health delivery and financing systems so that health care costs are controlled and
so that people do not face financial, geographic or other barriers to care. This will
require insurance reform, expansion of access either through the employer base or
through a tax financed system or both, and restructuring of the delivery systems
so services are available and so that they compete on cost and quality and do, in
fact, responsibly control costs.

States will need to hold the health systems accountable for the cost, quality and
availability of the product they deliver to the people of their state, and the federal
government must ensure that states meet the general principles determined at the
federal level.

Question No. 3.
" A common provision in many of the comprehensive proposals, including our bill

HealthAmerica, is a National Health Expenditure Board which would set over-
all spending goals for different health services and for the states.

" The Board would then convene negotiations between purchasers of health care,
like unions and businesses, and providers to establish fair and reasonable pay-
ment rates for services and other mechanisms to control costs. We would also
establish similar entities at the State level, so states would have the flexibility
to determine their own rates as long as they stayed within the state budget
goals established by the Board.

What role should the Federal government have in getting health care costs under
control nationwide? How effective do you believe this model would be in reducing
health care costs in the states? What is your opinion of implementing this type of
process for determining rates where the interested parties arc brought together?

Answer. This country must make a decision as to the resources it wants to put
into health care. The National Health Expenditure Board could accomplish that
goal. The convening of negotiations with the different interested parties would be
helpful in determining overall limits and in determining payment levels and utiliza-
tion controls to be used for the fee-for-service system. The incentives should be
present to move people into organized delivery systems with capitated payments.
Preferably, the need for negotiated payments will decrease over time.

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

I am very disappointed not to be able to attend this hearing on State Health Care
plans. I commend my colleague Senator Riegle for convening this hearing on a very
important subject.

lam proud that my home state of Minnesota is among those states that have ex-
ercised leadership in health reform. An impressive bipartisan coalition in the state
legislature worked closely with the Governor's office to pass HealthRight, Min-
nesota's reform bill. The Governor and his staff have made a commitment to the
implementation of this reform effort.

Would also like to recognize the efforts of former Governor Rudy Perpich and
Minnesota's Health Access Commission chaired by Louis Quam.

Governor Carlson has sent Curtis Johnson, his very able Senior Advisor for
Health Policy, to represent my state on this issue today. I am actively working with
the governor's office and the legislature to eliminate federal barriers to the new law.

Implementation of this complex, expensive, and politically sensitive legislation
with be a tremendous challenge for state government, for the providers of health
care, and for the patients that they serve.

Health care policy requires a healthy competitive marketplace. However, the fed-
eral and the state governments have crucial roles to play in health care access. We
must strive for intergovernmental cooperation, ever sensitive to key federalism prin-
ciples.

In several significant respects, the federal government stands as a roadblock to
state efforts for health access reform.

On some issues, states need to get waivers from the Health Care Financing Ad-
ministration in order to implement their reforms, particularly in the area of expan-
sion of eligibility and coordination of Medicaid with new state access programs. My
staff is working closely with the state of Minnesota to facilitate its efforts to receive
the necessary waivers from HCFA.
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There is another giant roadblock on the states' path to reform and that is the Em-
ployee Retirement Income Security Act of 1974-ERISA. In Minnesota, the capacity
of the state to finance a risk pool for the uninsured has been severely handicapped
because the state is barred by ERISA from seeking risk-pool financing from the
large self-insured benefit plans.

Instead, the state must rely solely on premium taxes imposed on private health
insurance plans sold primarily to businesses too small to self-insure and gain the
portections of ERISA. With more than 60 percent of employees covered by self-in-
sured plans, it is plain to see that the base for this tax is far too small.

In the recently enacted HealthRight access legislation, Minnesota will be relying
on a hospital surtax to partially fund the program. While in principle I do not sup-
port taxes on hospitals and patients, such taxes at least indirectly require partici-
pants in self-insured plans to bear a portion of the cost of underwriting the state's
access plan.

But even this approach to financing is seriously jeopardized by a recent U.S. Dis-
trict Court decision (United Wire, Metal & Machine Health and Welfare Fund v.
Morristown Memorial Hospital, Civ. Act. No. 90-2639, May 27, 1992). The court
struck down a New Jersey hosptial surcharge, the proceeds of which were used to
finance uncompensated hospital care. The court ruled that the surcharge interfered
with self-insured plans and union plans covered by ERISA. In fact, the opinion could
be read to preclude any hospital cost-shifting that requires a self-insured plan to
pay costs associated with a hospital's uncompensated care.

ERISA was adopted 18 years ago as remedial legislation aimed at protecting the
ension and welfare benefits provided company employees. In the subsequent years,
owever, ERISA has become a shield behind which self-insured companies can avoid

social responsibilities that other firms must bear.
ERISA should not stand in the way of legitimate state efforts to expand access

to care. In the next few weeks, I hope to introduce legislation that will allow states
to apply for federal ERISA waivers that would permit them to impose non-discrimi-
natory surcharges on self-insured plans as part of the overall health access legisla-
tion. I hope my colleagues on both sides of the aisle will join me in this legislation
so that we don't allow federal laws to impede the creative health access efforts tak-
ing place at the state level.

Ensuring that states can get waivers in order to implement health care access
bills, while important, is only a short-term fix for a more fundamental problem. We
need to return to fundamental principles of federalism. These principles can serve
as' a guide to the appropriate allocation of responsibility among the levels of govern-
ment-federal state and local-to address health care issues.

First, we must broadly define the issue-which I think should be described as
public health, medical, and long term care. Public health involves health prevention
and health promotion. Medical is defined as acute health care interventions by doc-
tors, hospitals, and other health professionals. Long term care includes disability,
chronic care, and care for the frail elderly.

Next, we must apply what we know about intergovernmental relations to deter-
mine what level of government can handle these components most effectively and
efficiently. In my view, the principal role of the national government is in financing
access to medical care for consumers; the primary role of state governments is en-
suring the public health.

Long term care must be seen as two components-the acute care side which is
a federal responsibility, and the housing and nurture of needy individuals which
should remain a state and community responsibility.

Reallocation of responsibilities along these lines involves some significant trans-
fers of responsibility among levels of government. I propose a swap by which the
states assume responsibility for public health and, in return, the national govern-
ment takes on responsibility for universal coverage of financial risk in purchasing
medical care. Long term care duties would also be distributed along the lines sug-
gested above.

As we begin this process, we must keep in mind that shifts in responsibilities
among leves of government must ensure that regulatory goals and financial ac-
countability are consonant and that the levels of government have the capacity to
assume assigned responsibilities including revenue sources, planning capabilities
and political will.

In the interim, there are significant opportunities for states to begin the reform
process. These actions include small group insurance reform, antitrust reform, elimi-
nation of barriers to managed care, exploring models of cost controls through com-
munity planning, medical liability reform, collection of data on medical outcomes,
to name just a few.



Thus, while we applaud the efforts of the states represented at this hearing, we
--in the national government must redouble our efforts to engage in necessary and

appropriate federal reform. Most importantly, we must encourage intergovernmental
communication on health care problems to begin the enormous but essential task
of reallocation of responsibility for health care in America.

PREPARED STATEMENT 01' CURTIS W. JOHNSTON

Mr. Chairman and members of the committee, I thank you for the opportunity to
share Minnesota's experience with health care system reform.

Two months ago this week our legislature passed the law we call "HealthRight."
Our law sets the stage for one state s progress in nearly every area of the national
debate on health care. It is the product of an extraordinary effort to overcome ideol-
ogy, partisanship, powerful interests, and general gridlock to get a bill passed. Like
Wahington, we have divided government, with a Republican governor and a legisla-
ture dominated by Democrats. But, we had legislative leaders whose vision of "coali-
tion politics" rose above the usual rules cf the competition; and we have a governor
who simply would not settle for another, predictable standoff between a legislature's
will and his veto. He showed the political courage and leadership to keep us going
on the process until we produced a bill we could all support. The story about how
the bill not only survived the journey through the Legislature, but actually became
a better bill, is longer that this panel permits. It is a story of leadership that
bridged parties and the branches of government.

HealthRight extends coverage to citizens who are systematically excluded from
the health care system; it commits the state to an aggressive effort to reduce the
growth rate in health cere spending, while concentrating more attention on the
quality of service outcomes; it responds to rural concerns about hospital closures
and shortages of practitioners; it forces changes in the fairness of coverage for small
employment groups.

Let me summarize briefly each of these emphases. On the "access" question, we
do not claim to have revolutionized the system. We get to a form of universal cov-
erage by concentrating on the only part of the population that the current system
leaves out. These are the people we often call "the working poor." They aren't poor
enough to get Medicaid, or old enough to get Medicare, or lucky enough to have em-
ployer-based coverage. They're usually working, but they don't make enough to buy
coverage without help. Our law gives them that help, through a sliding-scale of pre-
miums which reflect their ability topay. The program emphasizes wellness and pre-
vention in its outpatient benefits and includes limited hospitals coverage.

The centerpiece of the law is the commitment to cost containment. We are estab-
lishing the Minnesota Health Care Commission-composed of providers, employers,
consumers, insurers, and union representatives-and asking it to devise a strategy
that reduces the growth in health care spending while increasing the quality of care
(clearly a daunting combination). The 1993 Legislature expects a report specifying
how we can reduce the rate of growth in health care spending by 10 percent per
year for the next five years.

I should add, parenthetically, that Minnesota already has average costs at least
15 percent below national averages. And, we are always aware that medical enter-
prises are Minnesota's largest businesG sector. We have over 500 medical technology
companies, dozens of management headquarters; more population covered by HMO
or managed care arrangements than all but two other states, and of course, the
world renown operations of the University of Minnesota and the Mayo Clinic.

Our law requires, through the Commission, that we reach a conclusion for Min-
nesota on what kind of system we believe will work. We'll have advocates who pre-
fer to move toward the single-payor, governmeiit-centered approach with all its ap-
pealing simplicities and promises of fairness. Others, especially the Governor, feel
strongly that the system should rely as much as possible on privaLe organizations,
in partnership with an increasingly assertive public role. We'll have to decide where
incentives can make a more functional market, and where regulation is a necessary
tool.

We believe we have the commitment of our health care community to work on this
challenge, and that getting them around the same table with some relaxation of the
usual anti-trust barriers, we'll find creative and efficient arrangements to raise
quality and control costs. We know we have the attention of our providers, since the
access program is financed by a 2 percent tax on their gross revenues.

We wanted to increase the likelihood that people working for small organizations
would get coverage through their employment. The law, therefore, requires carriers
to offer two alternative plans which specify a more basic set of benefits than the
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state's usual mandates. We require guaranteed issuance and renewability of small
employer plans, and specify that participating employers must pay at least half the
premium. Gender and family medical history are eliminated as underwriting cri-
teria. The rating bands for health status, age, and geography are compressed signifi-
cantly. A 12-month pre-existing condition limitation remains.

Our law reaches out to the concerns of our rural citizens. It will evaluate the fis-
cal status of rural hospitals, and where appropriate, provide grants. It creates a
community health centers program for remote areas. It addresses the shortage of
primary care physicians and other medical practitioners with incentive programs
and training. Most important, it sets up boards by regions to facilitate "regional con-
versations" aimed at finding affordable arrangements for quality health care serv-
ices in the sparsely populated parts of our state.

HealthRight also commits us to collect data about the quality and the comparative
cost of medical services. These data will be used for research, for the development
of practice parameters, and eventually for purchasers and consumers to use in de-
signing incentives in benefit plans toward more efficient use of the system.

Most of Minnesota's law can be implemented within our own structures and re-
sources. But, there are intergovernmental implications:

We will ask for the federal health insurance credit component of the Earned In-
come Tax Credit to be assigned to the state; and for whatever flexibility required
to coordinate the provisions of our access program with Medicaid spend-down rules;
and for legislation or other action clarifying the standing of our tax as a broad-based
health care related tax. We will seek relief from the Medicare upper limits in imple-
menting our own reimbursement policies for HealthRight and for Medical Assist-
ance. We will look for the full participation of Medicare, Medicaid, veterans and
other programs with the cost containment strategy we adopt.

We will want whatever approvals are needed to move Medicaid toward managed
care. And, especially given the attention the recent New Jersey court decision is get-
ting, we will argue that the federal government should grant an exemption from the
federal preemption of state laws relating to health coverage under ERISA. Specifi-
cally, we are interested in the participation of self-insured companies in a broad sys-
tem of payroll deductions for health coverage, and we believe the public interest
suggests some extension of the state's insurance regulations to these companies.

Mr. Chairman, our request to Congress and the Administration is, essentially, to
give us the flexibility to demonstrate what our state can do with this approach to
health care system reform. We join the other states moving forward with bold new
policies in saying: If you cannot lead on this issue, then remove the barriers that
hold us back. The states will demonstrate what works and what doesn't and create
a climate in which a new national policy can be adopted. Thank you.
Attachment.

HEALTHRIGHT IN MINNESOTA, MINNESOTA DEPARTMENT OF HEALTH

1. Cost Containment
Establishes the 25-member Minnesota Health Care Commission, comprised Of

consumers and providers, employers, unions and state agencies to:
* set targets for reducing growth rate of health care costs by 10 percent per year

for 5 years beginning in 1993, adjusted for population growth;
* monitor new technology and procedures and take into consideration clinical ef-

fectiveness, cost effectiveness, and health outcomes;
* establish locally controlled regional coordinating boards to make recommenda-

tions on ways to improve affordability, accessibility, and quality of health care
in the region.

Provides antitrust protection to allow purchasers and providers to work together
on cost control and sharing of resources.

Institutes uniform claim and billing forms and uniform utilization review proce-
dures to streamline administrative efficiency and reduce costs.

Requires providers to participate in Medicaid, General Assistance Medical Care
and HealthRight as a condition for participating in any state program. This will de-
crease the need for patients to seek more costly emergency room care because of
lack of access to primary health care providers. To increase participation, reimburse-
ment rates under most programs have been increased by 25%.

Phases in mandatory Medicare assignment to prevent providers from billing sen-
iors more than the amount reimbursed (including co-pays) under the federal Medi-
care program.
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Develops and implements practice parameters to avoid unnecessary and ineffec-
tive treatment and services. Compliance with these practice parameters will be con-
sidered an absolute defense as to the standard of care in malpractice cases.

Requires the collection of data on health care spending from providers and group
purchasers to support practice parameters.

Requires the commissioner of health to conduct consumer education and wellness
programs resulting in better informed consumers and more informed health care de-
cisions.

Requires all providers to comply with Medicare anti-kickback provisions that
prohibit financial gain from referrals or recommendations of particular procedures;
grants authority to the commissioner to promulgate more restrictive rules.

Consolidates state public health programs and coordinates state health care pur-
chasing.

Recommends moving the state toward system of managed care.
Requires the state commission to seek full time participation of federal health

care programs in the state's cost containment system.
2. Insurance Reform

Small Employer Insurance Reform
Requires health carriers to offer two "small employer plans" (exempt from man-

dated benefits, and therefore less expensive), and makes general reforms to the
small employer market.

Employer Eligibility:
* employers with 2-29 employees;
* 75 percent of eligible employees must participate in the plan;
* prohibits employer from carving out high risk employees.

Requirements of health carriers:
* must offer the two small employer plans as a condition of doing business in the

small employer market;
" must guarantee issuance and renewability of small employer plans;
" must require employer contribution of at least 50 percent of the premium cov-

erage for small employer plans;
" permits a 12 month pre-existing condition limitation, but requires credit for

time-covered under prior coverage (18 month limitation 'or late entrants);
" increases the limiting age of dependents to 25 for full-time students; and
" eliminates gender and family medical history as underwriting criteria.

Required benefits for the small employers plans are:
" one plan must pay 80 percent of charges, with a deductible of $500 per person

and $1,000 per family per year;
• oneplan must pay 80 percent of covered charges, with certain copayments;
* child health supervision services and prenatal care are not subject to co-insur-

ance and deductibles. Maximum out-of-pocket costs are set at $3,000 per indi-
vidual and $6,000 per family per year, and maximum lifetime benefits at
$500,000.

Minimum benefits under both small employer plans are:
* inpatient and outpatient hospital se- vices, excluding chemical dependency and

mental illness;
* physician and nurse practitioner services;
• diagnostic x-rays and lab tests;
• ambulance services;
• home health care if services are payable under Medicare or are reimbursable

under carrier's commonly sold plan;
• private duty nursing;
* durable medical equipment other than eyeglasses or hearing aids;
* child health supervision services;
* maternity and prenatal care services;
* inpatient and outpatient services for diagnosis and treatment of certain mental

illnesses;
* 10 hours of outpatient mental health services;
* 60 hours of outpatient treatment of chemical dependency;
* 50 percent of eligible charges for prescription drugs, up to a separate maximum

out-of-pocket expense of $1,000 per individual, and 100 percent of costs above
$1,000.



Other Small Employer Reforms
(Applies to entire small employer market)
Requires carriers to guarantee issuance and renewability of small employer

products.
Eliminates gender and family medical history as underwriting criteria.
Increases the limiting age of dependents to 25 for full-time students.
Imposes the following premium restrictions:

" variations of no more than +/- 125 percent from the index rate for health sta-
tus, claims experience, industry and duration of coverage;

* variations of no more than +/- 150 percent for ages of eligible employees and
dependents;

" carriers may establish three geographic regions and separate index rates for
each, not varying by more than 20 percent between any two regions; and

" premiums may vary based on actuarially valid differences in benefit designs.

Reinsurance
Establishes the Health Coverage Reinsurance Corporation with membership con-

sisting of all health care plans covering small employers.
Authorizes corporation to assess member insurers to fund the reinsurance.
An insurer may transfer up to 90 percent of the risk above $5,000 per individual;

if charges exceed $50,000, insurers may transfer 100 percent of the risk. Insurers
ceding individuals to reinsurance shall be assessed a reinsurance premium five
times the adjusted average market price and insurers ceding entire groups to rein-
surance must pay a premium one and a half times the adjusted average market
price.

Private Employers Insurance Program
Vehicle by which private sector employers can pool their resources and employ-

ees to leverage greater health care purchasing power

Individual Insurance Reform
Guarantees renewability of coverage at premium not based on experience rating

or medical underwriting.
Eliminates gender and family medical history as underwriting criteria.
Premium rating and restrictions are the same as those for the small employer

plans.
Limits the use of pre-existing condition clauses to those in the small employer

plans.
Requires that health care plans must offer individual coverage to any individual

previously covered under a group.

3. HealthRight

ELIGIBILITY
" Uninsured low-income families with children and individuals will be eligible for

services currently available under the Children's Health Plan, phased in as fol-
lows:

" 10-1-92: low-income families of children currently enrolled in the Children's
Health Plan;

" 1--1-93: families with children up to 275 percent of poverty; and
* 1-1-94: single adults and households without children up to 275 per-cent of

poverty.
" Enrollees must have been uninsured for at least 4 months, not have had access

to employer-subsidized coverage for at least 18 months, and have resided in
Minnesota for at least 180 days with the intent to remain permanently.

" Enrollees must be eligible for a premium subsidy to participate in the
HealthRight plan; the size of the subsidy will vary according to income and fam-
ily size.

4. Rural Health
Funds two grant programs to assist rural hospitals in isolated areas or in transi-

tion.
Allow's small rural hospitals to get the value of the 2 percent tax back in grants

if the tax would force them to close.
Provides loan forgiveness programs to physicians, nurses, and midlevel

practioners who agree to serve in rural Minnesota.
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Requests the University of Minnesota to work to increase the number of grad-
uates of residency programs of the medical school who practice primary care by 20%
and to encourage these graduates to establish practices in areas of rural Minnesota.

Creates an Office of Rural Health to serve as a clearinghouse of information, co-
ordinate the state's efforts regarding rural health, assist local communities in seek-
ing federal or state funds, and act as an agent in the recruitment of providers to
rural Minnesota.

Allows Commissioner of Health to define exemptions to anti-trust law to allow
health care providers to share resources and services in rural areas when these ar-
rangements are in the best interests of the legion.
5. Financing
Funding Mechanism

" The funding mechanism is a combination of a cigarette tax and a phased-in pro-
vider tax. Hospitals are allowed to pass this directly to consumers for one year;
this funding proposal will be re-evaluated next year.

" Effective Dates:
7-1-92 to 1-1-94: 5 cent increase in cigarette tax;
1-1-93: 2 percent tax on gross patient revenues of hospitals (excludes Medical

Assistance, General Assistance Medical Care, Medicare and HealthRight);
1-1-94:. 2 percent tax on gross revenues of licensed health care providers in-

cluding doctors, dentists, chiropractors, etc.;
1-1-96: 1 percent premium tax on HMOS, Blue Cross, Delta and other non-

profit health service companies.

RESPONSES OF MR. JOHNSON TO QUESTiONS SUBiTTED-BY-SENA IIGLE

Question No. 1. Most of the state programs discussed on this panel, with the ex-
ception of Minnesota, use the current employer-based system to expand private
health care coverage. This is also the approach we used in HealthAmerica. Would
you comment on this particular model and the benefits you see from your state per-
spectives of this approach? Also, how important is it to a have strong cost contain-
ment program? If a strong cost containment program were to be put in place,
wouldn't this help employers and make sure the requirement on employers less fi-
nancially burdensome?

Answer. The current employer-based system can be an effective vehicle for ex-
panding access, but changes to that system need to be incorporated as part of a com-
prehensive strategy. Minnesota's 1992 legislation takes that approach. It focuses on
employer-based coverage as the primary source of health coverage, and features sev-
eral initiatives to expand access to employer-based coverage. We supplement those
approaches with a state-run insurance program for those who will remain without
employment-based coverage.

Minnesota's legislation requires insurers to offer small (less than 30 employees)
employers several plans that will provide a basic set of benefits, but that will not
cover many items that are otherwise mandated under state insurance law. We ex-
pect the newly created "sniall employer plans" will be less expensive than other in-
surance available to small employers, and will enable more small employers to enter
the private market.

Our 1992 legislation also promotes employer-based coverage by creating the Pri-
vate Employers Insurance Program. That program will allow small employers across
the state to buy employee coverage through a purchasing pool administered by the
state, so that small employers can enjoy the rate reductions and other advantages
that come with volume purchasing and greater market power.

However, we expect that even with those approaches, and with several other re-
forms to the market (guaranteed issue and renewal, limitations on underwriting
practices, many small employers will be unwilling or economically unable to provide
coverage to their employees. Rather than impose employer mandates that could be
extremely burdensome to small businesses, Minnesota has created a program under
which families and individuals with income below 275% of the federal poverty level
can purchase health insurance from the state, at a rate subsidized by the state. The
state program includes several features to prevent erosion from the employment-
based system, including a requirement that program eligibility is limited to those
who have been without employment-based coverage for at least 18 months.

In response to your questions about cost containment, Minnesota agrees whole-
heartedly that cost containment is a critical factor in improving access to health
care. In fact, cost containment is a central focus of Minnesota's reform effort, as I
outlined in my testimony.
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Question No. 2. You have all stated that state-based reforms are not a substitute
for a national solution. The roles of the Federal and state governments were strong-
ly considered when we utafted HealthAmarica. We wanted to make sure there was
enough flexibility at the state level to account for varying state needs and problems.
Setting aside the current Federal barriers to individual state-based reforms, what
do you feel the Federal role should be in a national reform program?

Answer. Market facilitator: The federal government can play an important role in
collecting, analyzing and disseminating data. Reliable data would assist consumers,
payors and providers in making rational, cost-effective decisions, and would thereby
promote the efficient functioning of the market. This federal role would include col -
lecting data on cost and quality, conducting outcomes research, developing and dis-
seminating practice parameters, and studying the clinical effectiveness and cost-ef-
fectiveness of different types of health care technology. The federal government can
also play a useful role by regulating entities and segments of the market that are
genuinely national (such as the pharmaceutical industry).

Payor: In its capacity as a major payor for health care services (through Medicare,
Medicaid, and other programs), the federal government can also work with the var-
ious states attempting to reform health care delivery in those states, and fully par-
ticipate in these reform efforts. Such an approach can reduce perverse incentives in
the existing system, reduce cost shifting onto the private market, and assure that
complex, systemic problems can be rationally addressed in a comprehensive manner.

Much attention has been very appropriately focused on federal barriers (such as
ERISA and the various Social Security Act provisions that prevent the use of man-
aged care in Medicaid). But an equally serious issue is that the federal government,
although a major participant in the health care market of every state, has been no-
ticeably absent from the reform efforts of many of those states. One example of the

--- Federal role en -si-n--d- wo-ufid-b-or Medicare --- cl--e-d-WiTli--th-gt6b I--
state health care budget or expenditure target system, and to thereby play its part
along with other major purchasers in the state comprehensively reforming the state
market.

Tax Law Changes: The federal government can revise the federal tax code to re-
move incentives to overconsume health care, and to reduce the disparate treatment
of employees and the self-employed.

Public Health: Public health and prevention programs have been shown to be very
cost-effective, and must be preserved and enhanced as part of any comprehensive
strategy.

One approach, advocated by Senator Durenberger, would be for the federal gov-
ernment to leave the financing and operation of many of those programs entirely
to the states, in exchange for taking over the states' responsibilities under Medicaid.
Regardless of whether the federal government follows that approach, or continues
the cxistirig state/federal division of programs, it is essential that the result be that
public halth and prevention programs remain strong. At the most simple level, that
means that programs currently funded through the Prevention Block Grant, the
MCH Block Grant, and many other federal programs, be protected to the greatest
extent possible from federal and state budget cuts.

Finally, I want to emphasize Minnesota's disagreement with a few of the more
dramatic federal roles advocated by some, that would essentially nationalize the
health care market, and direct or supervise it at the national level. It must be re-
membered that health care is produce and developed locally. Different states have
dramatically different needs, resources, and markets. Delivery and payment system
reforms that are developed and implemented at the federal level are unlikely to be
as sensitive to these differences, or as effective, as state-based approaches.

Question No. 3. A common provision in many of the comprehensive proposals, in-
cluding our bill HealthAmerica, is a National Health Expenditure Board which
would set overall spending goals for different health services and for the states. The
Board would then convene negotiations between purchasers of health care, like
unions and businesses, and providers to establish fair and reasonable payment rates
for services and other mechanisms to control costs. We would also establish similar
entities at the State level, so states would have the flexibility to determine their
own rates as long as they stayed within the state budget goals established by the
Board. What role should the Federal government have in getting health care costs
under control nationwide? How effective do you believe this model would be in re-
ducing health care costs in the states? What is your opinion of implementing this
type of process for determining rates where the interested parties are brought to-
gether?

Answer. As discussed in my answer to Question #2, a price-setting system driven
at the federal level would not be as sensitive to-the local nature of health care mar-
kets as would a more state-based system.
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We do see value in designing a delivery system that encourages providers or pro-
vider networks to compete with each other on a price basis, and to encourage pur-
chasers to be price-sensitive in their purchasing decisions. Promoting negotiations
between providers and purchasers could be an important component of such a sys-
tem.

Federally-set global budgets or expenditure targets for each state may have some
utility. Howeve- , ;.ach an approach would be unfair and counter-productive if it
were to reply )n base numbers mechanically derived from current state expendi-
tures. That ti de of system would punish states with more conservative health care
practice styk a and states that have already implemented successful cost contain-
ment measu, es, while doing less than is appropriate to check more bloated expendi-
tures in othf r states.

PREPARED STATEMENT OF SENATOR PATRICK LEAHY

Mr. Chairman, I appreciate the opportunity to come be fore this Committee to tell
you about Vermont's ambitious new law to bring health care to all Vermonters. Sen-
ator Riegle, during the development of the HealthAmerica legislation, you estab-
lished a close and productive working relationship with the National Governors As-
sociation, and I know they appreciate your sensitivity to their concerns.

Today I will also describe legislation Senator Pryor and I are developing to help
Vermont and other states put their comprehensive refon plans into action.

Our current health care system needs fundamental change. Skyrocketing costs are
hurting families, ruining businesses and leaving millions of Americans without ade-
quate care.

..._nVe onAmrcntlyapoke-with-a-woman who had worked all her life. She is
married with three children but faced losing her home and filing for bankruptcy be-
cause she has no health insurance to pay her hospital bills.

And I have heard from an engineer who lost his job-and then his unemployment
benefits. And then he almost lost his home.

Generations of proud Vermonters-those who traditionally care for their own fam-
ilies-are now finding that a single illness can wipe out years of hard work and sav-
ings.We need a comprehensive national solution to this crisis. I am working with the

Majority Leader to build consensus on a comprehensive health care reform bill we
can move this year-and he has my thanks for taking on this formidable task.

Our efforts are strengthened by the nation's governors who continue to push for
comprehensive health care reform, both on the national and state levels. Today we
will hear from two overnors-Governor Chiles of Florida and Governor Waihee of
Hawaii-who will tell us how they have been able to break the health care deadlock
and build consensus around programs that are providing affordable care to the peo-
ple of their states.

In Vermont, the momentum for health care reform has been building for a num-
ber of years. Last year, the Vermont Legislature passed the strongest small group
insurance market reform law in the country.

The law, which takes effect this July, gets insurance companies back in the busi-
ness of managing risk and health costs and makes health insurance available to
Vermonters who nave been shut out. The law bans medical underwriting and other
discriminatory rating practices, and requires the use of community rating.

This year, under the strong leadership of Governor Howard Dean-the only physi-
cian governor in the country-Vermont enacted one of the most sweeping universal
access plans yet. The law passed with overwhelming support from both houses of
the Vermont Legislature. Many statewide organizations, including the Vermont
State Medical Society, backed the plan.

The Vermont law commits the state to several key principles-global budgeting,
consolidated health care regulation and administration, and the design of a univer-
sal access system. The plan is long on Yankee common sense--it emphasizes preven-
tive and primary care so that dollars are spent wisely. And it sets a fixed, total
health care budget-right up front-so that we can control costs and end cost shift-
in r. Chairman, I ask that a summary of the low, provided by Governor Dean's

office, be made a part of the hearing record.
A newly created state health care authority will set the budget. It also will pre-

pare detailed designs for both a single-payer and a tightly regulated multi-payer
system and submit those to the Vermont Legislature next year.

Through public hearings, Vermonters will learn about and comment on the dif-
ferent payment systems before the Legislature begins its debate on which one is
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right for Vermont. When the plan is in place by the end of 1994, all Vermonters
wIll have access to affordable health care.

Vermont takes the first step toward universal access this July with a comprehen-
sive health insurance program that provides coverage for children-up to age 18-
living in families with incomes at or below 225 percent of poverty.

For many parents in Vermont, it will mean no longer having to make a choice
between feeding their children and keeping them healthy.

What makes the Vermont approach unique-and why I think it has national ap-
plication-is that it leads with cost containment. Governor De&n argued successfully
or a plan that controls costs first, before the state starts putting more and more

money into its health care system. So regardless of the payer system selected in
1994, the state will implement global budgeting, beginning with the adoption of non-
binding expenditure targets in 1993. In 1994, a binding, unified health care budget
takes effect.

There are many tough decisions ahead for Vermonters, but there is great deter-
mination in our small state to see that everyone has affordable health care by the
end of 1994.

But to succeed, Vermont and the other states courageous enough to pioneer uni-
versal health care, need federal support and involvement.

That is where the legislation I introduced last year-State Care (S. 1972)-comes
in. The idea for State Care came from a town meeting two years ago when someone
wondered why states couldn't come up with their own way for covering everyone
and controlling costs.

It made sense to me, but what I found out is that federal laws hamper these state
efforts. So the purpose of State Care is to encourage state-based comprehensive re-
forms by cutting federal red tape and giving states the waivers from federal require-
ments they need to reach their goals.

Earlier this year, my good friend David Pryor, joined me on this legislation. His
knowledge and judgmen t have been invaluable as we have worked with many
groups to refine and strengthen this legislation. I also want to recognize the con-
structive suggestions of Ciairman Bentsen and his staff, and, look forward to con-
tinuing our work together on this important initiative.

Later this summer, Senator Pryor and I will introduce new legislation that re-
flects these negotiations. The bill will allow up to ten states to serve as demonstra-
tion sites and will give them the flexibility to design the health care delivery system
that works best for them.

States will have to put together truly comprehensive plans that assure health cov-
erage to all residents and control overall health care costs. Our legislation will re-
quire states to achieve a significant reduction in their health care inflation rate.

A federal commission will approve, monitor and evaluate state reform initiatives.
Through this commission, the waiver process for Medicaid and Medicare will be
streamlined and expanded to allow greater experimentation with these programs,
States must continue to provide Medicare services to the Medicare population. And
they must continue to provide mandated Medicaid benefits to Medicaid recipients.

Our legislation also will grant a limited exemption from the ERISA preemption
that now greatly hinders most state access and cost containment strategies. Senator
Pryor and I recognize the concern any type of ERISA waiver raises, but I want to
emphasize that exemptions will only be granted to the limited number of states that
have enacted compre ensive reform initiatives.

In closing, I want to thank Senator Pryor, Governors Chiles and Waihee, and the
National Governors' Association for their hard work on this legislation.

Our goal must be overhauling the nation's health care system. The pioneering ef-
forts going on in Vermont, Florida, Hawaii, and many other states will add to the
urgency for change and will show us the way.
Attachment.
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VEIMONT HEALTH CAR2 WORM LEt'lAXION

Vermont's health care reform legislation, R. 733, passed the General Assembly on April 25. 1992, with
overwhelming support from both houses. ft. 733 was iroduc by the Speaker of the Hous and the House
leadership of both parties. Govennor Howard Dean, M. D. was the lead proponem along with a variety of
statewide organization.

H. 733 commts the state of Vermont to several key principles suia asglobal budgeting, centalized health
planning, and the design of a univesal accem health care system. The newly created Vermont Health Care
Authority (VHCA) wiU prepare detailed designs for both single and multi-payer systems and submit those to
the Legislature by November 1. 1993. This will be followed by extensive public educaion on the two
proposals prior to tbc Legistsure's deliberations beginning in January 1994. The goal is to implement
universal access by October 1, 1994.

H. 733 drunaticALly reorders the system health care planning, oversight and regulaion in Vermont and ses
the stmge for implementaton of more comprehensive reforms which will provide universal access to heltk
c re )r all Vennonters and cost containen within two and a half years.

KEY ELEMENTS OF TI-E LEGISLATION:

Vermont Health Care Authority
(19 V.S.A. Secdans 9403 and 9404, pages ,-6)

Creates a three person full-ime health-care authority appointed by the Governor. Tbe VHCA is responsible
for centralized health planning. regulation, daim collection, and budgeting. The VHCA's primary task during
its first sixtuen months in existen= is to develop two universal access designs based upon a single payer and
regulated multiple payer model. The VHCA will serve as the umbrella agency over the xisting Hospital
Daa Council, (which reviews hospital budgets) and the Health Policy Council (a broadly represematve 26-
member body which develops the state's health plan). The VHCA must fbim a Technical Review Panel
coosising of media, legal, and economic experts plus two public members to review all technical
components of the universal acos designs.

UniversalArcess Designs
(Section 2, pages 16-19)

Two plans must be submitted to the Legtrlature by November 1, 1993. Both designs must include the
following componeus: oversight by one state agency, global budgeting for all health care expenditure, a
uniform see of health care benefits regardless of income or employment status, centralized resource planing
which controls capital expenditures and is consistent with the global budget, aid portability of benefits. "Tbe
bill defines the key charactersutcs of the single payer system, an also defines the miniuma ejenIts of the
regulated multiple payer system.

Global Budget
(IS V.S.a. Section 9406, pages 6-9)

Regardless of the payer system selected in 1994, the state will implement global budgeting on an incremenrAl
basts beginning with the adoption of non-binding expenditue targets on July 1, 1993, followed by te

adoption of a binding Unified Health Care Budget on July 1. 1994. The targets, and ulrimaely the budget,
will consist of the total amount of money to be spent for all services provided by health care facilities and
providers.

Provider NegotiaLiom
(1 V.S.A. Section 9409, pages 10-11)

All provider groups, including physicians, are gm an exemption under the Sherman Ansi-mw Act
allowing providers to join together for the purposes of collective bargaining. Under H. 733, providers may
join brganing groups to: (1) discuss the expenditure targets with the VHCA before adoptio n July 1993;
(2) negotiate with the Vermont health care purchasing pool (authorized under Section 9413); and, cg)anwgoe
with the VHCA on the Unified Health Care budget in 1994 and annually thereafter. Nothing in H. 733
diminishes the ability of providers or facilities to negotie conuaws with insurers to the extent that it is
mrentiy pernmited under law.

Health Resource M ageamnu Plan (HMP)
(1 V.SA. Section 9405, page 6, Section 22, pages 31-32)

Every thee years the Health Policy CounA (a 26 member adviuy group to the VHCA) reomme s a
health resoure mana emea plan for adoption by the VHCA. te {RMP will be developed based upoa
guidelines esLished by the VHCA. -he VHCA &=s 6 d w or more public heargs prior to adoptj)n.
The plan shall allocae resources and establish priorities f a. halth services'in the saw It wil iavtntroy
the wrrem supply of faciLie providers, services, and tuhnologies. The plan will determine the ap prrt
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supply of resota€ and w deemine mechanisms for integraton of health services ut te local or regional
level i addition the plan will include a health promotion and disease preve-tin camponewt prepared by the
health deparenea

IMuAe Reform
(IF V.SA. Section 9407 and 9408. pages 9-10; Sectioa 41 and 42, pages 49-53)

Prior to eoamwm of universal acce in 1994, insurers will be required to foster cost containment andacess
by meeaig the following requireaentu (I) use common claims forms and uniform procedures as adopted by
rule by the Commislioner of Banking, Inmnrance,and Securities in consultation with the VHCA effemve
January 15. 1993; (2) subm Health Insurw Cost Management Plans to the VHCA no Lat than January 15,
1993, which shall include plans for implementing "imegrd systems for health care delivery'; and (3) the
noa-group insurance market must met community ran and guaranteed acceptance provisins as of July 1,
1993 (similar to the provisions applicable to the small group insurwa market effective in July 1992).
Mandatory minimum loz raco are also applied to the non-group insurance market. In response to the
concern the communy ring provisions could remlt in oss of irance coverage due to rate increases or
departure of insurance companies from the state, the 'safety net" provisions of the bill were established which
require that Blue Cros Blue Shield of' Vermont provide insurance coverage to those who lose coverage at the
same price and with the same coverage as the pesoan who would otherwise receive. Other insurers, including
HMOs, may participate in the safety net program if authored by the state's Secretary of Adminisraion.

Daa Base
(18 V.S.A. Section 9410, pages 11-12)

The VHCA shall design a Unified Health Care Data Base, which will provide centralized statewide da= on
resources, health care needs, outcomes, and costs. Data shall be submitted by providers, insurers, facilities.
and governmental bodies as requir*i by the VHCA. This section makes it clear that physician-patien
confidentiAlity will be protected and that the dama will be used in an ethical manner.

Pracuce Guidelinte
(IS V.S.a. Section 9411(6) page 13, and 8 V.S.A. Section 7005(b) page 59)

The first policy goal listed in the legtslarion is to *maintain and improve the quality of health care services
offered :o Vermon s.' A theme throughout the bill is the establishment of "itegrated systems of cale*
which is defined, in part, as systems which incJude 'contiouoxs quality improvement processes to ensure
quality of cue, patient satisfaction and efficiency." The bill utilizes practce guidelines as a standard of care
in medical malpractice claims under the mandawory arbiraion provisions in Section 46 of the bill. H. 733
aLo authorizes the VHCA to designate one or more organizwions to make recommendations of standards of
care and practice guidelines.

Primary Care and Prevation
(V.S.A. 18 Section 941 l(a)(1), page 12; Section 8, page 22)

Throughout the bill reference are made to strengthening Vermont's primary care network particularly in
rural areas along with an emphasis upon includwg preventive cae in a universal access design. Specifically,
the VUCA is mthorized to provide assis o local communities, providers, or institutions to develop
"organizer' pr nary health care systems." In addition, he University of Vermont's College of Medicine is
enlisted u. lt recommendations for submission to the legislanire and the VHCA in 1993 concerning
Initiatives to cnhac the training of primary care physicians and to encourage them to locate in rural
Vermont.

Certificate of Need
(Section 24-39. pages 33-47)

The CON program which regulats capital experdtures in the Vermon health care system and which is
curretody administeed by the Health Department will now be administered by the Health Policy Council wth
final decisions made by the VHCA. The CON approval process must be consistent with the expenditure
argeer and Unified Heath Care Budget, as well as with the Health Resource Mtagcment Plan.

Malrmae Reform
(Secons 46-51, pages 5"2)

Upon the effective date of universal access, all medical malpractice claims must be reviewed by an arbitraxion
pane. The pand shall consit of a judicial referee (chair), a layperson, and a professional. The pael's
decision is binding if both parties agree, or if 30 days pass after she panel's decision is issued and the case is
not appealed to Superior Court. The arbitration process is to take no more tam 10 months. If appealed, the
panel's decision and its findings shall be admissible in the otherwise de novo appeal. The appeal may be
beard by a jury. Practice guidelines may be used as the standard of care. The VHCA is instructed to
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prepare a medical malpractic study due to the Ltgislanae three years after the mandatory arbitration
provisions become effective. The tudy shal Include recoren d changes to the mandatory arbitration
process. In addtio, if uzuversa] cost containment measures affect or place limits on clinical dee;;ion-
making then the VHCA shall recommend limkaons on the liability of providers who follow practice
guidelines. The VHCA mus form an advisor group to advise on the study.

Vowsont Health Care Purchasing Pool
(I& V.S.A. Setioan 9413. pages 14-16)

Effecuve upon passage, H. 733 requires the Secreary of Administrnon to esablish the Vermont Health Care
purchasingg Pool for %be purpose of coordinating ad enhancing the purchasing power of the state employees.
UVM, Vermont State Colleges. municipalities, and ca-.alia poruoas of the Medicaid population. On or astar
October I, 1993, the pool way be expanded to other employer groups such as pnvae employers,
assocaataos, or r-rm. The Secretary may enter into contracts with providers, facilities, or insurers.
Providers who have joinld a bargaining group may negotiate such omacts with the pool as a group.

Dr. Dynassaur
(Section 54(b), page 64)

Tbe existing Dr. Dynasaur program which serves children up to 7 years of age living in households with
comes at 225% of poverty level (or below) is expanded to serve children up to the age of 1 using a
$750,000 appropriaion for FY 93.

Log-Tam Care
(Section 5, pages 20-21)

The VHCA's report due to the Legislantre on November 1, 1993. shall include recommendations for
inclusion of log-tecm care services winh its universl access plan. The VHCA shall enimar the coas
associated with inclusion of these services and may suggest independent finmcing mchisms for long-erm
care se irde. The report must include an estimate of the cos to the state over he next 20 years assuming
that the current method of long-term care delivery does not change.

Appropriations and Staffing
(Section 6. pages 21-22; Section 53, pages 62-64; Section 54. page 64)

In addition to the Dr. Dynasaur Program funding. $9S3,000 is appropriate to the VHCA. The human
resources dedicated to the VECA i-lude three Bard members, one Executive Director, and 14 otter
professional and clerical suff. The VHCA may also conrc for consulting and other professional services.

PREPARED STATEMENT OF JOHN C. LEWIN

INTRODUCTION

The 50th of the United States recently has become a focus of attention in national
health care reform debates. In bi-ef, the point of this paper is that Hawaii's experi-
ence is real, relevant and readily transportable. The state's approach to health care
reform provides a successful implementation model that could be replicated nation-
wide in an appropriately modified fashion.

The paper is organized into four sections. The first describes Hawai'i's approach
involving three tiers (beside Medicare)-a comprehensive Medicaid program dating
from 1966, a unique mandatory employer insurance program established in 1974,
and a relatively new state-subsidized insurance program that extends coverage to
almost all of those outside the others. The second section documents the successes
of this approach in terms of access, cost and quality. It has extended health insur-
ance coverage almost universally, contained growth in costs to rates below national
averages, and provided primary care and other system reforms that yielded im-
proved health outcomes. The third sect ion considers whether there may be unique
conditions in Hawai'i that account for this success; it concludes that factors such as
life-style, demographics and economic structure, while sometimes different in Ha-
wai'i, do not make the state's experience an exception rather than a model. The
fourth section extracts the more general lessons for the nation with respect to the
design and implementation of national reforms.

The key to Hawai'is success is both simple and at the same time profound: Ha-
wai'i has committed itself to ensuring that quality health care is a right of all our
people. Despite the fear of yet higher costs that this commitment strikes in the
minds of some national policy maker., Hawai'i demonstrates that universal access
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is a prerequisite to effective cost control. No other message delivered in this paper
L as significant as this: the nation, learning from Hawai'i's example, must make
a commitment to quality health care as a right of all citizens before it will be able
to make such care affordable!

HAWAJ'I'S APPROACH TO UNIVERSAL ACCESS

Hawai'i is unique among the 50 states in that it has implemented a comprehen-
sive set of public and private programs to ensure nearly universal access. The cen-
terpiece of the system is the Prepaid Health Care Act of 1974, which requires that
a!l employers provide health insurance to employees working more than 19 hours
per week. The triad of this employer mandate program, Medicaid, and the subse-
quent (1989) State Health Insurance Prog-am (SHIP), has allowed Hawai'i to
achieve near universal access.

Hawai'i's Medicaid Program
HawaiTs Medicaid program, established in 1966, is one of the nation's most ex-

pansive. It accepts people with incomes up to 62.5 percent of the federal poverty
level, compared with the average state eligibility threshold of about 45 percent of
the poverty line. The state maximizes OBRA options, including pregnant women
and infants to 185 percent of the poverty line, children under age 6 to 133 percent,
and the elderly and disabled to 100 percent of the poverty line. Medicaid also pro-
vides coverage to general assistance recipients ineligible for federal matching
funds.'

In total, about 89,000 people, or approximately 8 percent of HawaiTs population,
are enrolled in the Medicaid program. Medicaid beneficiaries are offered a very com-
prehensive benefit package, which is more expensive in per capita terms than any
private health insurance offered in the state. The covered services include physician
and hospital care, ]ong term institutional care, mental health, dental, vision, pre-
scription drugs, home health, rehabilitation, AIDS services, and medical equipment
and supplies, statewide, more than 90 percent of all nursing home residents are cov-
ered by Medikaid.

Although the program, managed by the Department of Human Services, has re-
ceived HCFA a,'ards for administrative efficiency, concerns about outcomes and
costs ire stimulating major new partnership initiatives with the private insurance
providers and the State Department of Health. These efforts will be incorporated
in the overall Hawai'i health care reform agenda and be focused on managed care,
utilization review, primary care and prevention incentives, and, hopefully much
greater flexibility from federal requirements which disadvantage the system.

The Prepaid Health Care Act--One of a Kind
Hawai'i is the only state with a law mandating employers to provide health insur-

ance. It is not a "play or pay" model; rather, it is an "everybody plays" approach.
This is an important distinction. The law allowed Hawai'i to bring all employees
into one system at one time, creating a level playing field for all businesses in a
;Imodified" private health insurance marketplace. There is no separate government-
run program for those opting to "pay" because this option does not exist. Govern-
ment's only role is to guarantee that businesses comply. Thus, the Department of
Labor and Industrial Relations, the-state agency which enforces the law, operates
without an extensive bureaucracy. The law also contains no provisions for govern-
mental rate-setting and leaves payment levels for services to be determined by com-
petition in the industry.

Hawai'i is also the only state to have an "ERISA exemption," which enables the
law to exist. The federal Employee Retirement Income Security Act (ERISA) pre-
empts states from mandating ealth insurance coverage. Hawaii's law was enacted
just before Congress passed ERISA in 1974. However, the Prepaid Health Care Act
was challenged in court by the Standard oil Company in 1976. A federal appellate
court determined that the law violated ERISA; that decision was challenged, but in
1981 the Supreme Court upheld the appellate court's decision. However, in 1°33,
Congress reauthorized the Prepaid Health Care Act by allowing Hawai'i an exemp-
tion to ERISA. Unfortunately, the Prepaid Health Care Act, still the nation's only
such ERISA exemption, has its provisions "frozen" according to what was specified
in the 1974 law.

The Prepaid Health Care Act created a Premium Supplementation Fund for small
businesses that can demonstrate hardship in meeting the required insurance costs
for employees. This was added to allay the fears of small businesses that some could
not suvive with such a mandate. Ironically, the fund has been tapped only five
times in 18 years for a total of $85,000. Apparently, the law has not been as difficult
for business as was initially feared.
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The law also created an advisory committee to assist with approval of employer
health plans, and allowed for administrative penalties and judicial recourse, al-
though rarely needed, for businesses which failed to comply. Government employees
were excluded by the Act, because they already had comprehensive plans. Also ex-
cluded were a proved seasonal agricultural employees, owners of small businesses,
persons paid by commission, and part-time employees of less than 19 hours per
week.

The standard benefit plan is extensive and includes 120 days of hospitalization,
surgical and anesthesia services, comprehensive outpatient, medical and emergency
coverage, maternity and well child coverage, and laboratory and radiology services.
Employers in this plan are not mandated to cover dependents of employees, but, at
the employee's option and with an unspecified cost-split, must extend coverage to
dependents who elect coverage. There is another optional plan which employers may
choose which requires a more limited yet adequate state-approved benefit package,
but which requires employers to pay at least half the cost of dependent coverage.
The vast majority of employers have chosan the first option, but then elected to
cover dependents anyway, splitting costs with their employees. Of further interest
is that 90 percent of large and small businesses have elected to add additional bene-
fits, some of questionable value, but often including valuable benefits like dental
and drug coverage.

The Act specifies how the employer-employee cost sharing occurs. The employee
may be required to pay a maximum of 1.5 percent of gross monthly wages toward
his or her premium, and the employer makes up the rest. The employer may not
pay less than 50 percent of the employee's premium cost. Since dependents are op-
tional under the standard plan, the cost sharing for dependents varies from business
to busines.3. Most employers give the dependents the same cost share as they extend
to the employee. The average statewide cost split is estimated to be about 60 per-
cent by employers and 40 percent by employees. As h' alth costs increase faster than
wages, employers fear that their share will grow to 80 percent unless the 1.5 per-
cent of wages employee cost ceiling is increased by modifying the ERISA exemption.

Th- Ilawai'i Department of Health estimates that about 87 percent of the under-
65 population are covered by the employer mandate program. The majority of those

, ered through this Act are insured by one of two companies: the local Blue Cross/
1V w Shield provider known as Hawai'i Medical Services Association (HMSA); and
K iiser-Ptrmanente, the state's largest Health Maintenance Organization (HMO).
, sraged-care programs are growing and cover nearly one-third of the population
but th- standard fee-for-service approach is still in high demand.

A reijor factor in Hawai'i's success in mandating employee benefits is a voluntary
system of community rating by health insurers. Experiential rating, which domi-
Vatos the industry elsewhere in the nation, is not a typical practice in Hawai'i.
Thois, small businesses can better predict year-to-year costs of health insurance and
be guaranteed they will be able to insure their employees, even if chronically ill,
Because risk and costs are pooled statewide. The law prohibits insurers from refus-
ing an employed person-in other words, medical underwriting is prohibited. While
the voluntary system of community rating is "modified," and does allow insurers to
charge slightly higher rates for employers who make no effort to discourage over-
utilization, the coinmunity rating system has spread costs relatively evenly. As a re-
sult, Ilawai'i's insurance rates for small businesses are among the lowest in the na-
tion. For example, in 1990 the comprehensive small business plan cost $94 per
nonth for an individual and $340 per month for a family similarplans in California

and Massachusetts cost, respectively, $141 and $217 for individual coverage, and
$503 and $508 for family coverage.

2

Hawai's two dominant insurers voluntarily established the modified community
rating system. It app-ars that four factors permitted HMSA and Kaiser to maintain
a modified community rating system which has, elsewhere in the nation, been aban-
doned in the face of' experiential rating by the commercial insurers. First, HMSA
and Wiiser write together the major portion of health insurance coverage in Hawai'i.
With HMSA in particular, this significant market share has enabled the Blue Cross/
Blue Shield insurer to negotiate effectively for efficient provider rates. Commercial
competitors, with a much smaller base, are less able to negotiate similar arrange-
ments with providers Second, the strong head-to-head competition between HMSA
and Kaiser has kept rates low. Combined ¢ith large market share, this has limited
the number of small businesses for whom experiential rating would result in more
attractive rates. Third, both HMSA and Kaiser have low operating expenses, which
alqo makes them more competitive than commercial insurers. Fourth, neither

ISA nor Kaiser pay commissions to agents. By doing marketing in-house, they
cuntrol a significant cost it-im which must be borne by commercial insurers.
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These factors combine to constrain significantly the competition from commercial
insurers by limiting the population of businesses for whom experience-rating is fi-
nancially more beneficial than contracting with "the big guys." since the small busi-
ness market is risky, and not a particularly attractive market for health insurers
in the first place, the major insurers have effectively competed for even this limited
market by keeping costs and prices down with limited provider payments, operating
efficiencies and in-house marketing a ets

The Prepaid Health Care Act facitted this situation by assuring that all em-
ployees must be in the system and preventing healthy people from opting out. Insur-
ers who attempted to continue to rate experientially were out-competed in the long
run, leaving the two major private insurers controlling the lion's share of the em-
ployer market.

This version of community rating is an essential component of Hawai's employer
mandate. It is necessary to guarantee reasonable rates for small businesses and to
prevent the exclusion ofpeople with health risks which otherwise render them "un-
insurable" or too expensive to employ.

The State .Health Insurance Program
In 1989, research conducted by the State Department of Health suggested that

despite the tremendous reduction in Hawai'i's uninsured population accomplished
through the Prepaid Health Care Act and Medicaid programs, about 50,000 people
or 5 percent of the. population lacked health insurance. The Department further esti-
mated that less than 35,000 of these uninsured lacked the resources to finance their
health care needs. State officials then set out to cover these individuals in order to
achieve the goal of universal access.

As in other states, the uninsured or a "gap" group in Hawai'i was not completely
lacking in access to health care. These individuals often received ambulatory care
in emergency rooms and publicly-funded clinics. They received inpatient care if they
needed it and appeared as "uncompensated care" in hospital ledgers. Their emer-
gency room and inpatient care was funded largely through cost shifting. Rather
than absorb the costs of such uncompensated care, hospitals factor these costs into
charge' which are paid by private insurance. This process finances most of the
heaiah care received by the gap group across the nation: either the privately insured
pay through hospital and emergency room rates adjusted for these uncovered costs,
or the patients are shunted to public facilities, where all citizens pay through taxes.
People "in the gap," however do not get primary care and preventive services. Yet,
these are the services they most need, and those which would most significantly re-
duce the total cost of their care in the long run. For all of these reasons, the State
decided to develop and implement the State Health Insurance Program (SHIP). This
program was designed to emphasize primary and preventive care for people in the
gap, while trying to avoid paying a second time for services which were already fi-
nanced by private insurance through cost shifting.

SHIP is a public and private partnership. It is financed by state general funds
with some contributions from the beneficiaries; eligibility is based on ability to pay;
administration is contracted by the state to private insurance companies. There is
no direct cost to business.

Since it is a "g,p" program, eligibility for SHIP is restricted to those with incomes
above the Medicaid threshold of 62.5 percent of the federal poverty line who are also
ineligible for Prepaid Health Care. Who are they? They are either unemployed, the
owners of small family businesses, part-time employed at one or more jobs, working
on a contract or commission basis, or etudents. They also must be without insurance
for three months prior to application, unless this provision is waived on the basis
of medical hardship. This provision was included to avoid giving employers or em-
ployees an incentive to exclude dependents from optional coverage under Prepaid
Health Care.

Further, persons whose incomes exceed 300 percent of the federal poverty thresh-
old are not eligible, on grounds that they can afford private insurance. Members
with incomes between 100 percent and 300 percent of the poverty line pay a sliding-
scale share of the monthly premium; the state pays the entire premium for people
with incomes below the poverty threshold. Most SHIP enrollees (86 percent of cur-
rent members) have incomes below 150 percent of the poverty line. The average
monthly premium contribution required of beneficiaries is less than $20 for adults
and $10 for children.

The SHIP benefit package differs greatly from the employer mandate program
and from Medicaid. There is coverage for prenatal and well child care, including im-
munizations, and age and sex-appropriate well person health appraisals, including
diagnostic tests. In addition, SHIP covers 12 annual visits to physicians for sympto-
matic or disease-related care, again including lab and x-ray services. Emergency
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room care is covered as needed, but with a $25 copayment. Other benefits include
family planning services, outpatient surgery, chemotherapy and radiation therapy,
antibiotics for children, and some limited mental health and substance abuse care.
Hospital care is limited to five days per year, and no other catastrophic care is cov-
ered. However, patients are not actually denied necessary hospital care; instead,
this care becomes either Medicaid-eligible or reverts to "uncompensated" care which,
as previously mentioned, is already financed by existing hospital and insurance
rates. In fact, relatively few admissions have exceeded five days, and for these most
patients are expected to "spend down" to Medicaid eligibility.

SHIP members pay a $5 copayment for outpatient visits, except for preventive
care, and a $25 copayment for emergency room visits. SHIP began with discounted
physician payments to save money, but found that the feared cost overruns for the
program did not occur, and payment levels now are set to equal private insurance
rates.

The eligibility paperwork for SHIP is simple, without the asset requirements of
Medicaid. Applications are accepted statewide at Department of Health offices and
at private facilities. Claims forms are the same as for private insurance. Insurance
is offered to eligibles by both HMSA and Kaiser-Permanente. In addition, special
contract arrangements are being developed between SHIP and various community
health centers to deal with special populations which are difficult to insure because
of homelessness, mental illness, substance abuse, or cultural barriers.

SHIP was approved by the Legislature in 1989 and began enrolling clients in mid-
1990. In 1992 enrollment has reached 17,000, with an average annual cost of about
$600 per beneficiary. Most of the beneficiaries are young, working parents and their
children; fully 83 percent are less than 44 years old and 43 percent are under age
18.

A final important point to make about SHIP is that it was judged affordable by
the citizens and legislators of Hawai'i because it was preceded by the employer man-
date. That is, the gap group remaining to be covered by SHIP was smaller than in
other states because most of the previously uninsured had already benefited from
the 1974 Prepaid Health Care Act. Estimates are that the employer mandate re-
duced the share of the population remaining uninsured from about 17 percent in
1974 3 to 5 percent in 1989.4 It was only this smaller group that SHIP must finance.

States without an employer mandate will find it much more difficult fiscally to
move directly to a tax-financed program for the uninsured. Washington State's
"Basic Health" program illustrates this point. This highly-regarded program is simi-
lar to SHIP in that it focuses on insuring the state's gap groups but it appears that
Washington can afford to reach only about 10 percent of the large, mostly-employed
group of eligibles. This access problem will not be solved exclusively with state
funds; employers will also have to be obliged to pay a share.

SHIP, then, joins the Prepaid Health Act and Medicaid to complete Hawaiis uni-
versal access triad. Its immediate future is positive. But questions arise about
SHIP's long-term future. Should it merge with Medicaid into a partnerSHIP? Will
SHIP continue to be necessary if the health care reforms plans of Hawai'i are real-
ized?

The answers to such questions depend heavily on the federal government's even-
tual approach to health care reform. 'But it is important to recognize that, regardless
of these concerns for the future, SHIP is an irreversible step in the right direction.
The recipients are people who previously lacked access to primary and preventive
health care services, which they now receive. No well-conceived future plan could
take such services away from these individuals. Rather, as health care reform takes
shape nationally, HawaiTs leaders hope that SHIP will expand and blend into a
seamless system off consistent, coordinated and universal access.

HOW WELL DOES HAWAI'I'S SYSTEM WORK?

National health policy experts visiting Hawai'i might expect local euphoria about
the health care system. Instead, they discover that most residents are unaware of
their relative good fortune; they find that physicians and hospitals are outraged by
low reimbursements and increasing paperwork associated with Medicare and Medic-
aid; they hear small businesses bemoaning government's mandating of employee
coverage as unfair and financially' strapping. While these observations are not uni-
versal, such comments are too often mistaken by outside analysts and observers as
evidence that no real progress has been made in Hawai'i.

Let's face it insurers, physicians, legislators, hospitals, public health leaders,
businesses, and the mushrooming numbers of those claiming to be Hawai'i "experts"
do not share consistent views of the strengths and weaknesses off the system. Nor
do they agree on which factors and/or parties are responsible for either the successes
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in access or the recent experience with rising costs. Rather, like their counterparts
elsewhere each off these groups has a "vantage point" with which a significant
amount ofr proprietary vesting is involved.

Nonetheless, it is possible to construct a general, if less than crystal clear, picture
off how HawaiTs system is actually working. There are four points of general con-
sensus. First, Hawai'i has the best overall access to care in the nation. Second, the
quality off health care in Hawai'i is high. Third, Hawai'i has health care costs which
are significantly lower than in other states, which is remarkable in view off Ha-
wai'i's generally high costs off living, the presence off significant social ills and at-
risk populations, and its access achievements. Finally, Hawai'i is the healthiest
state in terms of longevity, infant mortality, and premature morbidity and mortality
rates for heart disease, cancer, and emphysema.

Access to Care
In terms of access to care, Hawai'i is as close to being universally insured as any

state is likely to come. Nearly every citizen under age 65 is eligible for insurance
under Prepaid Health Care, Medicaid or SHIP. (The VA and CHAMPUS provide ad-
ditional coverage for some residents.) Senior citizens enjoy Medicare benefits and
have either a retirement-related policy extending employment benefits or Medicaid
to supplement shortfalls in Medicare coverage.

The few remaining uninsured fall into two groups: those who have not or will not
present themselves for coverage; and those who are affluent enough to purchase cov-
erage, but choose instead to pay cash for services and risk their assets to the poten-
tial off a catastrophic illness.

The first remaining group of uninsured are eligible for Medicaid or SHIP, but are
"diffficult-to-insure" because they are home less, mentally ill, chronic substance-
abusers, illegal immigrants, or face cultural barriers to care. The number off such
people is estimated by the Department off Health to be less than 20,000. They most
often receive episodic care from community health centers or public clinics. They are
not denied hospital care when they need it. There will always be such a residual
population which requires special outreach and coverage in any version of health
care reform developed; and many of these individuals will also require c .imunity-
based social services that will best be provided outside of the traditional health de-
livery system through a public health network of coordinated care.

The relatively affluent people who have elected not to purchase insurance are esti-
mated to comprise about 1 or 2 percent of the population. Most are young, self-em-
ployed, or even newly graduated physicians and attorneys. These people may feel
immortal at this point in their lives, but will eventually choose to purchase insur-
ance after marriage, having children, acquiring sufficient assets to fear losing, or
experiencing the costs off care with an episodic illness or injury. In any case, these
people should not be considered as lacking access.

Probably the most significant lesson from HawaiTs experience is that an employer
mandate is an effective tool for achieving universal access. The "everybody plays"
approach is superior to the "play or pay' approach. The "play or pay" model will
directly or indirectly shift control to government and thereby discourage innovation
in the delivery system, as well as reduce consumer choice and provider satisfaction.
In contrast, the "everybody plays" approach provides a "level playing field" for all
businesses, while ensuring a strong package off benefits for all. Most significantly,
it accomplishes this without government rate setting or other financial controls. Em-
ployers must provide specified coverage, but they are allowed flexibility to determine
how it is provided. Under this system, business does what business does best-it
finds the most cost effective way to provide health care--or at least it tries to do
so.

Perhaps the greatest long-term impact on access is that employers have been pre-
vented from dropping employees as rates have increased. When the law was passed
in 1974, insurance costs were relatively low. Average health insurance -rates in-
creased six-fold nationally from 1975 to 1990. 6 At the same time, medical care as
a percentage of disposable income for individuals nationally rose from 8.5 percent
to 13.6 percent.

6

If not for the mandatory coverage, many people in Hawai'i would have been
dropped as cost pressures increased for employers. This would have increased un-
compensated care and--due to cost-shifting-insurance costs for large businesses.
The Hawai'i Healthcare association reports that Hawai'i's relatively modest hospital
cost-shifting relates mainly to Medicaid and Medicare, and is at modest rates com-
pred to the rest of the nation. They attribute this difference to advantages of the
paid Health Care Act. 7

Finally, the employer mandate has improved and maintained access through its
required standard off benefits. Employees were guaranteed good coverage, and in-
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surers had to compete fairly. Many mainland commercial plans are marginal, or
contain high co-payments and deductibles, which, in essence, discourage access, es-
pecially to primary care and preventive services. In contrast, commercial companies
competing in Hawai'i must increase their benefits at least to the Jaw's standards.
In addition, HMSA and Kaiser do not screen out people on the basis of medical his-
tory. This has become such standard practice, by virtue of market competition and
public expectation that, for all practical purposes, the law has eliminated these ad-
verse practices.

Quality and the Emphasis on Primary Care
In terms of quality, Hawai'i's health care system is excellent. The state's high

standards are reflected in JCAHO accreditation of facilities; in excellent Medicare
comparative evaluations; in generous amounts of high-tech medical technologies and
related tertiary care services; and, except in a few rural areas, in high levels of
consumer and provider satisfaction. With respect to premature morbidity and mor-
tality, Hawai'i performs exceptionally well. With respect to Hawai'i has the greatest
longevity of any state, with females living to nearly 84, and males to nearly 80
years. These numbers are higher than Japan's. Hawai'i usually ranks the lowest
(best) in cardiovascular disease, cancer, emphysema and pulmonary disease. Its in-
fant mortality rates were with Vermont, the lowest in the nation in 1990. The
Northwest Life Insurance Company 1991 rankings for states place Hawai'i as the
healthiest state overall.

However, Hawai'i shares with the rest off the nation the quality concern that too
much medical care is provided to too many patients, too oinm. Stated differently,
Hawai'i and the rest of America have considerable room for improvement in the effi-
cient allocation of expensive medical technology. While Hawai'i is more efficient
than some regions of the country, it could reduce inpatient costs even further, par
ticularly through the reduction of unnecessary diagnostic testing, medication, sur-
gery and defensive actions based on physician fears of malpractice litigation. It also
could make further progress in the quest to eliminate the use of an emergency room
as a primary care "medical home" in rural areas lacking sufficient providers.

In this latter area, Hawai'i's system of universal access has extended outpatient
care in a "medical home" setting to almost all the population. People do not choose
expensive emergency settings if they have good primary care options, and soon near-
ly everyone, even in remote areas, will have that choice in the Aloha State.

Hawai'i's low rates of premature morbidity and mortality, and its low overall costs
arguably are attributable to the greater access to pre-hospital and primary care,
compared to other parts of the nation. This point may be debated, but significant
evidence supports it. If primary care is more available and better utilized, then Ha-
waii's per capita hospital spending should be comparatively low and a larger share
off personal health spending should be apportioned to physicians. In fact, that is the
case. In 1988, while Massachusetts spent $959 per capita on hospital care and the
U.S. average was $688, Hawaiis figure was $506. Hawai'i, with better overall
health outcomes, spent 27 percent less than America's average per capita hospital
costs, and 47 percent less than Massachusetts.8 On the other hand, Hawai' spends
more of its health care dollar on physician services than any other state, with over
30 percent of personal health spending going to physicians. In contrast, the nation
averaged 21 percent and Massachusetts about 15 percent for physician services. 9

Despite the state's emphasis on primary care, significant barriers to primary and
preventive services exist in Hawaii for people covered by Medicare and Medicaid.
As elsewhere, both of these federal programs have lower payment levels and present
other difficulties for providers, some of whom limit or refuse to accept these pa-
tients. Medicaid clients, in particular, tend more often to lack a "medical home," and
more frequently use emergency rooms, change physicians, and receive uncoordinated
care. While Medicaid is a federal-state partnership, and the state shares responsibil-
ity to improve the efficiency and user-friendliness off services, obtaining flexibility
to do so from the federal Health Care Financing Administration is cumbersome.
Similarly, the less-affluent patients enrolled in Medicare are often disadvantaged in
accessing primary care services by Medicare's significantly lower primary-care pro-
vider payments, and by high deductibles for such care.

Dramatic Cost Savings
Hawai'i's health care expenditures equalled about 8.1 percent of the gross state

product in 1988, or under $1,700 per capita. 10 According to Department of Health
estimates, the average per capita figure has probably increased to slightly over
$2,000 in 1992. Yet Hawai'i's costs remain approximately one-third less than the na-
tion's. Hawai'is percentage of Gross Domestic Product for health care is lower than
that of the United States, Canada, the Netherlands, Sweden, and Germany.1 1
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Hawai'i's cost advantages are related directly to the following factors: Hospital
days per capita are less than one-third the national average; hospital beds per cap-
ita are one-half the national average; long-term care beds per capita are the lowest
in nation; emergency room use per capita is one-third less than the national average
(see Table 1).12

Some physicians and hospitals allege that Hawai'i's low costs are due primarily
to lower provider payment rates imposed by the relatively oligopolistic insurance in-
dustry. However, this is not a major factor. Medicare payment levels and physician
and nursing salaries while not the highest in the nation, approximate norms for
the western states. Although the 35-40 percent higher cost off living in Hawai'i sug-
gests incomes ought to be higher, the lower purchasing power is the price all state
residents pay for living in such pleasant surroundings.

Table 1.-UTIL!ZATION OF HEALTH SERVICES, 1989
[Per one-thousand population]

Hawaii) United States

Em ergency room visits ......................................................................................................... 233.0 304.3
H osp itaJ b eds ........................................................................................................................ 2 .5 3 .8
P a tie n t d a ys .......................................................................................................................... 7 6 8 9 10
S u rg ica l proce dures 56........................................................................................................ 58 86

Source: Universal HealthCare Almanac (Phoenix, Silver and Cherner, Ltd 1990).

Further research into the nature of Hawai'i's health expenditures and outcomes
would be appropriate and enlightening. Nonetheless, it is already clear that Hawai'i
has set a level playing field for the insurance industry and business, by requiring
that all workers receive a standard benefit package and by establishing coverage for
virtually all residents. While the system is multitiered and has opportunity for fur-
ther cost-containment, it works; it is real and not hypothetical; it exists in an Amer-
ican marketplace with a mi.:,mum off governmental meddling; and, remarkably, it
provides generally one high-quality level off care in a mostly fee for-service environ-
ment.

IS HAWAI'I A MODEL OR AN EXCEPTION?

It appears from the preceding information that Hawai'i, rather than Canada or
some other nation, should serve as a-point of departure, if not a model, for America's
health care reform discussions. Hawai'i has achieved nearly universal access to high
quality care at costs which, by American standards, are desirable.

Despite these facts, doubts about Hawai'i's relevance and the transportability of
its model abound. It is an anachronism to many. The weather is pleasant year-
round, and Hawaiians are rumored to live an idyllic lifestyle. The demographics are
definitely different, and there is suspicion that Hawaiians are infused with genetic
advantages. The economy also is seen as different, and the health care system is
suspected to be different. Suffice it to say, something is unsettling for a significant
segment of the health policy elite when it comes to Hawai'i's health care statistics.
Thus, it is important to examine these concerns in greater depth.
Hawai'i's Economy

The economy off Hawai'i is American. It is home to the usual array of American
corporations and businesses. The large to small business ratio is similar to most off
the United States, with about 94 percent off Hawai'i's workers employed in firms
with less than 50 employees, and 86 percent in businesses off less than 20.3 The
largest industry is tourism, but construction, merchandising, the military, and high-
technology industries are each significant. Agriculture is highly visible, but rel-
atively and increasingly less important economically. Manufacturing is not signifi-
cant. Health care is the third-largest industry!

Unemployment rates recently have been low-less than 3 percent-but they var-
ied considerably during the 18 years of the employer mandate and run higher on
the islands other than Oahu (where Honolulu is located). Because Hawai'i has in-
creased trade and investment from Asia and the Pacific, the recent national reces-
sion has not been felt as acutely as on the mainland. Bank loans and practices, in-
terest rated and mortgage rates parallel the mainland. Labor unions are well devel-
oped and strong in Hawai'i, and recently have become intensely concerned about in-
creasing health costs, particularly in the declining sugar and pineapple industries.

Hawai'i's cost of living is relatively high. The average family in Hawai'i spent
nearly half of their income on mortgage or rent in 1991, ranking the state the high-
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est in the nation for costs of housing. Nearly every family has more than one person
working full time to help pay for housing and the 30-40 percent above national av-
erage costs for food, gas, electricity, clothing, and household goods.1 4 While multiple
earners pushed median family income slightly above the national figure,' 5 the aver-
age individual's wage was slightly lower.1 6 The stress on the family is great and is
likely to increase.

Hawai'i's Lifestyle
Many observers believe that HawaiTs favorable health outcomes and low health-

care costs can be attributed to a population that is intrinsically healthier and to the
choice of healthier lifestyles. Neither of these assumptions satisfactorily explain the
exceptional performance of the state's health-care system.

Hawai'i does have wonderful weather, but so do many other places lacking Ha-
wai's good health statistics. Although HawaiTs climate and "Aloha Spirit" are con-
ducive to regular exercise and relaxation, most residents do not actually get more.
While Hawaii ranks better than many states, it is lower than Utah, Vermont, New
Hampshire, Idaho, Minnesota, Wisconsin, and other states in various life-style fac-
tors (see Table 2). Hawaiians are increasingly sedentary, eat too much fat and cho-
lesterol, have a propensity to hypertension, drink too much alcohol, have high rates
of HIV, hepatitis B, tuberculosis, and diabetes. Even though Hawai'i is better off
in life style choices than most states, it is not superlative enough to explain the ex-
ceptional outcomes and costs on that basis.

Hawai'i's Unique Demographics
Hawaiians are, on the average, a little younger than other Americans. The me-

dian age is 30.9, versus the national average of 31.7; but the state is aging rapidly
and will catch up in a few years.

Table 2.-HEALTH RISK BEHAVIORS IN HAWAI'I AND 45 STATES, 1990
[Percentage of population)

Risk benavor Hawai'i 45 states rnediai Range

No leisure activity ........................... 31.6% 28.7% 18,0-51.9%
Sedentary ife style ..... ....................... ........................... 62.4 585 44.5-73.3
Sm king ................ ......................................................... 2 1.1 22 .7 16 .8- 29.1
O verw eight ........................................................................ 17 .7 22 .7 16.3-2 7.4
Binge alcohol ................................................................... 19.4 15.2 5.5-26.8
D rink and drive ................................................................ 3.9 2.9 0.7-5.9
N o seat-belt ...................................................................... 4.9 25.9 4 .9- 59 .6

Source: P. Siege et a., '8ehaworal Risk Factor Surveillance, 1986-90" MMR, Vol, 55-4, pp. 1-23

Everyone is a minority in Hawai'i. Caucasians and Japanese Americans are the
largest groups, accounting for about one quarter of the population each (see Table
3). Next most numerous are native Hawaiians and part Hawaiians at about 20 per-
cent. Filipinos, Chinese, Pacific Islanders and many other nationalities are well rep-
resented. Many people are of mixed ethnicities, and more than half the marriages
are multi-ethnic. This is one of the wonderful features off Hawai'i, but it also leads
to many erroneous conclusions about health status. Federal agencies report minority
health statistics using extrapolations based on black and Hispanic data; these ex-
trapolations do not work well for Hawaiian minorities, who are mostly Asian and
indigenous Pacific peoples.

Table 3.-HAWAIl POPULATION BY ETHNICITY

Eonicity Populabon Percentage of
total

Caucasian ................................................................................................ . . . . . . ...... 249,586 23.7%
Ja p ane se ............................................................................................................................ 2 28 ,56 7 2 1.8
C hine se ....................................................................................................................... .... ... 48 ,4 76 4 .6
F ilip in o ....... ............. ......................... .................................................. ................................ 12 6 ,2 00 12 .0
H a w a ia n .......................................................................... ..................................................... 9 ,4 1 7 0 .8
Mixed

H aw aiian ........................................................................................................................... 2 0 7 ,146 19 .8
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Table 3.-HAWAI'I POPULATION BY ETHNICITY-Continued

Ethnacity PopulabOn Percentage of
total

O th e r ................................................................................................................................ 1 2 4 , 4 1 1 1 .8

Totai .......................................................................................................... . . ...... 1,048 ,702 100.0%

Source: Data Sook. Stale of Hawaji 1991, Oeartment of Plannng and Economc Deve opment, Stale off HawaJi, Honolulu. 1991.

A commort myth about Hawai'i is that its favorable outcomes and low costs can
be attributed to the presence off Asian Americans. while the first generation of Chi-
nese and J )anese who came to Hawai'i were a healthy lot, their third and fourth
generation Zscendants are developing the same chronic diseases as other Ameri-
cans. Japamnse and Chinese Americans in Hawai'i, while healthier than Hawaiians,
evidence increasing rates off cancer and heart disease due to their American life
styles. Recent Department off Health data assessing "years off productive life lost"
(YPLLs) due to premature morbidity and mortality suggest that Japanese and Chi-
nese in Hawai'i have more rapidly increasing YPLLs (not a good thing) than Cauca-
sians. Until national health statistics are calculated for minorities other than blacks
and Hispanics with greater specificity than at present, groups in Hawai'i may con-
tinue to be characterized-as healthier than they actually are.

The population group at greatest risk is the Hawaiian people themselves. Native
and part-Hawaiians have health status indices lower than black or Hispanic Ameri-
cans and than most native American nations. The many Pacific Islanders who have
made Hawai'i their home are at similar risk. While the vast majority of native Ha-
waiians and Pacific Islanders have health insurance, their health problems relate
to diet and life styie, poverty, cultural barriers to accessing western medicine, and
native healing practices. New initiatives planned and implemented by and for these
people are being developed to address better their serious problems.

Hawai'i's Medical Care Industry
hawaiTs health care industry is typical off the nation. Despite talk about preven-

tion andpublic health, increasing resources go to treating pre-existing diseases with
more and more technology and specialization. For a state with less than 1.2 millionpeople, Hawai'i has an impressive array of tertiary care and technology. The univer-
sity off Hawai'i has well established schools off medicine, nursing, and public health.
Hawai'i also has over 3,000 physicians, more per capita than even Israel, and fully
80 percent are specialists.

There is a long-standing commitment to primary care, dating to the sugar and
pineapple plantation practice off providing on-site medical care for agricultural
workers. This grew into a system of county and then state run rural hospitals and
clinics throughout the islands, which provided health care where private facilities
and practitioners were not available. The State Department of Health, the oldest
in America and second-oldest in the world, still operates 12 hospitals and clinics on
each island. The state is moving gradually out of the delivery business, h3weverl
and turning it over-as practicable-to the private sector.

The Prepaid Health Care Act has eliminated the need for typical charity hos-
pitals. All off Hawai'i's hospitals accept both rich and poor patients and, at this
point, get paid through insurance, public or private, for nearly all of them. There
remains a need, however, for publicly subsidized clinics and community health
canters to meet the primary care needs of isolated areas and special populations in-
cluding the homeless, people with mental illness and/or substance abuse problems,
and native Hawaiians.

As previously noted, the Hawaiian insurance market is dominated by two compa-
nies. Their domination contributes to lower rates because they have a strengthened
position in negotiating rates with providers. The biggest insl~er, HMSA, has about
64 percent off the private market. HMSA has an 10 plan, but its main business is
a statewide modified fee-for-service plan. HMSA is also the fical intermediary for
Medicare, and provides most of the Medicaid coverage. Kaiser--t'manente, which
came to Hawaii in 1960, has about 18 percent of the statewide private market.
' bree smaller HMO and man-aged-care providers have another 7 percent of the
market. The remaining 11 percent of the private market is in the hands of commer-
cial insurers. About 82 percent of the population is in the fully "private" market.
Medicare accounts for 10 percent and Medicaid for 8 percent of the population, al-
though supplemental private coverage overlaps with Medicare for many of Hawai'is
seniors.

Finally, Hawai'i still has a Certificate of Need (CON) process and a State Health
Planning and Development Agency. Many believe that the CON process nevcr sig-
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nificantly reduced costs, and physicians and hospitals view CONs as expensive, urn-
necessary and onerous. Hawai'i nonetheless has an active and dynamic State Health
Planning and Development Agency (SHPDA) with an effective community-based
planning system, which it intends to keep and include in its health care reforms.

LESSONS FOR IMPLEMENTING NATIONAL REFORMS

The previous section has argued that nothing unique about the Hawaiian econ-
omy, people, climate or medical industry explains its favorable cost and health sta.-
tus outcomes; instead, its unique combination of Medicaid, employer mandates and
SHIP are probably the dominant factor. But this leads to another policy problem-
HawaiTs financing system is unique because it depends on an ERISA exemption
that is probably not replicable. Congress is at present so reluctant to discuss ERISA
exemptions that Hawai'i has been unable to obtain permission to make even minor
adjustments in its 18-year-old law.

Consequently, national reform is not likely to follow a path of Congress letting
states design their own systems. This creates new issues for Hawai'i. Before this
year, Hawai'i had anticipated embarking alone on further health care reform pri-
marily through state actions. To do so would have required the federal government
to amend the ERISA exemption, and to grant flexibility for better integration of
Medicaid services within the overall state system. Hawai'i also was planning strong-
er cost-containment measures, new incentives for primary care, and a bolder com-
mitment to consumer education and information sharing. State leaders sought to
develop in essence, a "seamless system of universal access" in which the benefits,
claims forms, payment mechanisms, links between private and public insurance,
and between health care and public health, are integrated into one network. While
government would set the context of guaranteed access, quality standards, and in-
surance conditions, a private-sector mediated marketplace would establish prices
through managed competition, incentives for efficiency and consumer education.

Hawai'i's reform strategy is changing in the face of recent indications of imminent
national action. A new national program, which will likely represent a wonderful
improvement for most states, may ironically be a serious set-back for Hawai'i. A na-
tional single-payor system like that of Canada, a system based on a "play or pay"
employer mandate, or a system based on an "individual insurance mandate" as sug-
gested by the Administration or the Heritage Foundation, would undermine some
of Hawai'i's accomplishments.

Ironically, the model for HawaiTs employer mandate came from President Rich-
ard Nixon's similar proposal to Congress in 1974. Proponents of the law in the Ha-
wai'i Legislature argued that the State should pass its own version of the mandate
before Nixon's slightly different proposal became national law, but 18 years later
Congress still has not acted. Of course, health insurance costs were much lower
then, and passage of a similar law today would face stiffer opposition than pro-
ponents faced in 1974.

When Hawai'i passed its law, the concerns of influential stakeholders had to be
carefully addressed. The health industry and consumer groups were included from
the beginning to provide input into specifics of the law and into design of the re-
quired benefit package. The State supplementation Fund, intended to subsidize the
premium costs for hard-hit small businesses, was added to allay small business op-
position, even though subsequent use of the fund has been rare.

Small businesses are still concerned about increasing rates; the need for cost-con-
tainment remains their top priority. One of the biggest remaining gripes of small
and large businesses is the tendency of the Legislature to mandate new benefits for
insurers, which translates to increased premiums. Recently, mental health, sub-
stance abuse, and in-vitro fertilization benefits have been mandated by the Legisla-
ture, in addition to the required benefits of the Prepaid Health Care Act. (This in-
volved changing state insurance statutes rathrcr than the Prepaid Health Care Act,
which cannot be modified under the ERISA exemption.) Small businesses also see
the need to amend the Prepaid Health Care Act to adjust the cost-share of employ-
ees, since employers now pay as much as 80 percent of premium costs for their low-
est income workers. The employee's share is progressive, however, and employees
earning over $50,000 annually pay half of the premium costs. Some small busi-
nesses also want to make the voluntary community rating system used by insurers
part of the law; they fear that, unless this practice is made mandatory, insurers will
revert to experience rating as health care costs increase. Other small businesses are
fearful of any government action whatsoever.

Major concessions also were made to the unions and to big business in the origi-
nal design of the program. One was that the law had to apply to all workers, ex-
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empting no businesses, no matter how small. This proved to be valuable in creating
the environment needed for community rating and for minimizing cost-shifting.

The major concern of the private sector reflected in the Pre-paid Health Care Act
was that government have no rate-setting or overt control over health care expendi-
tures. This decision has created a competitive marketplace in which payment rates
for physicians, hospitals, and medical and pharmaceutical providers and suppliers
are not government regulated. As the competition among insurers to community
rate eliminated most of the commercial insurers who insisted on underwriting, the
two dominant insurers have been able to drive hard bargains with physicians and
hospitals. Along with the presence of an active Certificate of Need process for new
facilities and equipment, the dominance of two major insurers has enabled aggres-
sive utilization-review and prior-approval processes to keep costs in line.

These conditions may sound austere to providers elsewhere, but they are not so
bad. Both major insurers include physicians in practice in their management and
advisory boards; several smaller but viable health insurers in the marketplace also
play a role in offering providers choices and leverage against the big insurers. The
competition is healthy; the controls are generally reasonable; government does not
need to be involved; and, despite the concerns that the leading insurers are too pow-
erful, there is a balanced and fair means of establishing payment levels in our state.
However, the vital dimension lacking and needed to add further cost-containment
to this marketplace is to require sharing of health care industry costs and outcomes
information with consumers, businesses, and labor unions. Access to this so-called
"proprietary information", to allow consumers to make more informed choices of in-
surance pack, -qeq -.nd providers of care, is a necessary future step.

Although one-third of the medical care in Hawai'i is provided in managed care or
HMO settings, the other two-thirds is traditional fee-for-service. Physicians and hos-
pitals function pretty much in the same relationships to insurers and each other as
elsewhere in the nation. Because fee-for-service medicine has many weaknesses
which contribute to cost increases, the State seeks to encourage more managed care
options. Implementing more managed and coordinated care requires, however, the
development of trust by physicians that the doctor-patient relationship and quality
of care will not be sacrificed in the process.

Establishing the SHIP in 1989 again required addressing the concerns of major
stakeholders before attempting to proceed. With the committed support of Governor
John Waihee, the Department of Health proposed the general concept to the Hawai'i
Legislature with a required one year developmental process involving providers, in-
surers, consumers, business, labor, and government. Benefits, financing, eligibility,
delivery sy. terris, and cooi-dination with Medicaid and the Prepaid Health Care Act
were analyzed )y a vigorous advisory group, with the help of actuaries and health
policy consultants.

The rcsult was a program which, when finally approved by the Legislature, had
a broad consensus of support and understanding by major stakeholders. The idea
finally was accepted by the Legislature because the promoters projected that costs
to the state for subsidizing an insurance program for the target population would
be cheaper and better than continuing to try to meet their basic health needs
through fragmented state services and public clinics.

Hawaii's island culture, and alleged greater affinity for the notion that health
care constitutes a merit-good rather than a private-good, may have played a non-
transportable role in establishing both the Prepaid Health Care Act and SHIP. But
before the nation and other states dismiss a similar process as unachievable, Ha-
wai'i reminds observers that the consensus needed to create and implement our
unique laws was by no means easily achieved. Strong committed leadership must
create sufficient momentum to overcome the suspicions and biases of powerful self-
interests among insurers and providers. Likewise, leadership must overcome the le-
gitimate fears of small businesses and consumers of adverse selection. The lack of
the national leadership necessary to move through this often painful process is per-
haps the greatest obstacle to meaningful health care reform.

The Hawai'i political process yielded the Prepaid Health Care Act after a critical
mass of constituents, responding to the challenge of key leaders, embraced the con-
cept of universal access-the belief that basic health care is a right or a merit-good.
Two factors which allowed this consensus to develop in 1974 in Hawai'i have rel-
evance to the national politics of health care reform today. First, it was-and still
is-important to many citizens that government not have a big role in running any
mandatory health program. The recent federal policies regarding abortion and the
"gag rule" for health providers working in federally-funded clinics underscore the
contemporary nature of this concern. Second, the belief in an approach to cost-con-
tainment which emphasizes consumer-choice was-and still is--very important.



117

HawaiTs employer mandate law addressed these concerns. In contrast, a tax-sup-

orted "singlepayor" approach tilts power to the collector of those taxes; it would
ead to center pliy development and to th bureaucratic financial controis and

regulatiois typical of many government programs. Although some health policy
gurus" argue that such centralization is essential to administrative cost reductions

and efficiency, Hawaiians felt strongly that it. would lead to higher costs, unhappy
consumers and providers, less innovation, and perhaps to mediocrity in quality of
care. Proponents of " single-pyor" solutions almo argue that an employer manda e
takes money away from low income employees wages, effectively financing care in
a regressive manner. This is a valid concern, but is not the necessary outcome of
an employer mandate. In Hawai'i, the employees' premium costs are progressive:
the employees pay a greater percentage ofthe cost as their income increases.

Forcing all employers to provide health insurance to their employees no doubt did
cause the price of a hamburger and the cost of dry-cleaning a shirt, for example,
to go up a few cents in Hawai'i, but taxes collected for the same health benefits
would have increased as much or movie for the same employers and employees if

government. administered the program. The hamburger's price increase could easily
be more if a federal tax financed the short-order cook's health insurance. Moreover,
getting those tax dollars back from the government in a desirable and efficient man-
ner can be quite difficult. The basic point is that goawai's private insurance system
is more popular with consumers and providers than are federal programs.

To succeed, an employer-mandate must avoid the pitfalls of costshifting, provider-
greed, administrative inefficiency, and lack of the social conscience to cover the uri-
employed in some parallel way. Any serious national reform strategy, seeking to
take advantage of Flawaia o s experience, should be accompanied by insurance reform,
including the elimination of underwriting through community rating; by a required
comprehensive standard benefits package; and by the requirement that dependents
of the employed be covered. Further, recognizing the goal must include both univer-
sal access and cost containment, a successful employer-mandate will require a par-
allel program to guarantee coverage to whatever "gap" group remains of unem-
ployed, part-time employed, and se l-employed people.

Regardless of which approach to national hea th care reform is selected, other
choices of a serious and confounding nature mist be made. There are limits to what
the nation can afford; careful and deliberate decisions should be reached regarding
what benefits will be offered to whou.

Dr. Everett Koop, former Surgeon General, and Robert Laszewski, an insurance
executive, recently stated this problem succinctly: "Americans have three basic ex-

ectations for health care: immediate access, limited costs, and high-tech medicine.
thas not been too difficult to deliver any two of these, but it may be impossible
to have all three unless we understand the limits, of medicine." 17

The limits of medicine" term points to the need to educate consumers that the
medical care they demand, usually without knowing how much it costs or who is
paying, cannot be viewed as an entitlement, instantly available to cure the ills of
an aberrant life sLyle. Similarly, health care providers require help to understand
the need for realistic and humane application of the powerful and expensive techi-
nologies sometimes wielded in response to the naive and unchecked expectations of
their patients. In brief, consumer and provider education are critical to implement-
ing an acceptable program.

Rather than approach education about the limits of medicine as an "exclusive"
discussion about rationing, Hawai'i has viewed this topic as "inclusive." Officials ask
what benefits, standards and conditions constitute the health care rights of all citi-
zens. Of course, with rights come responsibilities; government's responsibility must
be balanced with personal and family responsibility for health, and with business'
responsibility for employees. But, some benefits were not included in our programs,
and those limits are worthy of examination as the nation considers various reform
strategies.

Both the Prepaid Health Care Act and SHIP exclude benefits for dental care,
mental health, substance abuse services, and pharmaceutical coverage. AIDS-relat-
ed care has been evolving as part of the system, but community and home care serv-
ices for these patients, once they are unemployed, has been funded mostly from
other sources. Long-term care services also are excluded; and this is the biggest fu-
ture cost concern for Hawai'i and the nation. Any serious attempt to address effec-
tively health-care cost inflation wili need to consider each of these.

Mental health and substance abuse cost billions nationally in preventable morbid-
ity and mortality, and more in related social and judicial costs. While the chronic
aspects of mental illness and substance abuse require behavioral and community-
based care rather than traditional medical care, the need for accurate diagnosis and
treatment of acute aspects of these problems does require excellent medical and psy-
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chiatric services. Hawai'i has developed both a primary care and acute hospital care
system for mental illness and substance abuse care, which is included in standard
health insurance benefits for all employed persons and in Medicaid. There is a
strong utilization review process to prevent inappropriate utilization. Chronic prob-
lems are treated by the state-supported "safety net" only after clients have been de-
termined to have received appropriate benefit from acute care services. In this ap-
proach, the factor determining what constitutes a necessary benefit for health insur-
ance coverage relates to the acuity of the condition, not the income level of the pa-
tient. A chronic schizophrenic, for example, does not typically benefit in the long
term from prolonged psychotherapy and acute psychiatric care. Although medical
services will be needed to adjust medications or deal with crises from time to time,
most appropriate care for these individuals will be community-based case-manage-
ment and related psycho-social rehabilitation services. These chronic care services
for poor and rich clients will be funded from state resources, but not from employer-
based insurance.

With respect to dental care, approximately 85 percent of Hawai'i's population has
non-mandated dental insurance through employers; in contrast, less than 50 percent
of all Americans have such coverage. Prepaid Health Care and SHIP do not cover
dental care, but they should. children's dental care and preventive dentistry for
adults logically would be covered in any cost-effective program. Not to cover preven-
tion, particularly for children, will cost more in the long run. The limits of coverage
should be based on differentiating preventive Cervices from chronic, corrective and
reconstructive services.

Long-term care is the single-most costly and most difficult aspect of setting the
limits of medicine. As the population ages and the "baby boomers" approach retire-
ment, the cost. of long term care will become out of reach not only for individuals
and families, but also for government. Long-term care is entwined with Medicare,
retirement health insurance packages, and, for the less affluent elderly, with Medic-
aid. The Ion g-term care portion of Medicaid is the program's most inflationary ele-
ment and will soon outstrip in cost services to indigent women and children. How-
ever, many long-term care services are not health-care services, but are community
services needed to maintain independence and support activities of daily living. This
subject is too complicated to discuss adequately here; suffice it to say that access
to and costs of long term care service must be either included in a national health-
care reform, or addressed through a parallel government-sponsored financing sys-
tem.

Hawai'i is seriously considering a mandatory universal state-sponsored long-term
insurance program with necessary cost-containment and utilization controls. Be-
cause of the links to Medicare and Medicaid, this requires a partnership with the
federal government; the lengthy deliberations have already begun. With the costs
of institutional long-term care approaching $45,000 annually in many states and
projected at over $100,000 by the year 2000, no one can afford to wait long on this
issue. Efforts should be focused on preventing institutionalization through a well-
orchestrated system of home and community based care for those at risk.

Finally, in response to the limits to medicine and the necessary limits to re-
sources, citizens must learn to be healthier by choice, by incentive, by design. The
HCFA estimates that nationally health care expenditures in 1992 will be nearly
$3,000 per capita, of which about 42 percent wi H be federal spending on Medicare
and Medicaid. Yet, the main vehicle for prevention and health education funding to
states, the Prevention Block Grant, is funded at less than 60 cents per capita! Pre-
vention and education are not genuine priorities. More funding, perhaps an ear-
marked percentage of federal expenditures, should be allocated to such initiatives.

The perceived and real limits to achieving universal access to care at affordable
costs will vary depending on the philosophical and strategic policy choices made in
the critical months and years ahead. A new system of guaranteed benefits can be
determined on the basis of what is excluded in terms of high-tech care, or what is
included in terms of primary care and prevention. Hawai'i has learned that overt
rationing is unnecessary, due to a reduced per capita need for of the most expensive
services, significantly based on early decisions made in designing the system.

In view of the reality of limits of resources, limits of medicine, and limits of imagi-
nation and experience about what is possible, it is advisable that the designers and
implementors of impending health care reforms consider a few key issues, which
otherwise are likely to be under-emphasized. The first is the need for an awareness
of the parallel importance of strengthening public health, health education and pro-
motion, and prevention for both consumers' and providers' benefit. Second is the im-
portance of building whatever system is selected on a strong and definite foundation
of primary care services, incentives, and networks. And, finally, is the opportunity
to build on what already works best, and in the Spirit of the new federalism, de-
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velop an affordable universal system which is not administered and dominated by
the federal government.
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PREPARED STATEMENT OF ALICIA PELRINE

STATE-BASED HEALTH REFORM INITIATIVES-A STATE/FEDERAL PARTNERSHIP

Good mornin g,Mr. Chairman, members of the subcommittee. I am Alicia Pelrine,
group director for human resources for the National Governors' Association. I appre-
ciate the opportunity to talk with you today, on behalf of the nation's Governors
about state-based health reform initiatives and the need for a state and federal
partnership as states attempt to implement comprehensive health care reform.

No one questions anymore that America is facing a health care crisis and needs
a system that makes health care affordable and available to all Americans. A com-
prehensive national solution must be found, and the Governors believe that they
must play a central role, now and in the future, in resolving the crisis. They also
believe, however, that in the absence of the timely enactment of a comprehensive
national solution, states must be given the opportunity to work cooperatively with
the federal government and the private sector to find their own solutions to the
health care crisis. These state initiatives must not substitute for national reform;
however, if there is no national consensus, the conclusions drawn from state initia-
tives will help develop one.

States have a critical interest in finding solutions to our health care crisis. States
are major funders of health care for the poor and unemployed. They are among the
largest employers within their states, and they must confront this health care di-
lemma with shrinking economies and balanced budget requirements. Because of
these financial pressures, states cannot wait for a national solution. Several have
already made significant advances toward comprehensive and available health care.

However, states cannot effect change alone. Effective health reform, even incre-
mental state-based change, requires a relationship among states, the federal govern-
ment and the private sector-a relationship that moves beyond affrmations of co-
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operation to strategies for change. Each member of the partnership must be willing
to re-assess perspectives and take risks toward achieving lasting reform.

How can state-based health reform contribute to national solutions?
The expression is worn but still true that states are the "laboratories of democ-

racy." States have a history of generating effective solutions through experimen-
tation. In the last several years, states have taken the public policy and political
risks necessary to try new health care strategies. Most notably, they have led the
way in strategies to address infant mortality-strategies that have contributed to
a reduction in the infant mortality rate across the nation.

There are those who believe that state-based reform initiatives will delay or ulti-
mately defeat the chances of national health reform. The Governors believe the op-

osite. State experimentation will lead to more meaningful and enduring national
ealth policy. Most states, like the nation as a whole, have urban and rural regions,

unevenly distributed socioeconomic conditions, as well as geographic diversity,
which makes them perfect laboratories to test the efficacy of different approaches
to reform.

But states cannot implement reform alone. Our current health care system has
evolved into a complex labyrinth of payors and providers of health care. The system,
is supported and regulated through an equally complex maze of state and federal
statutes and regulations. Meaningful health reform, even at the state level, can
occur only when this Gordian Knot is broken. States are capable and willing to
change their statutes and regulations. However, to successfully implement state-
based health reform, they need changes in federal statutes and regulations that will
allow certain strategies to be tested. Moreover, they also need a process by which
reform initiatives can be reviewed, approved, and evaluated.

What state and regulatory changes do states need?
(1) The existing waiver process under the Social Security Act must to be

streamlined. The existing waiver 'uthority for experimentation is so burdened by
administrative complexity that it effectively eliminates the possibility for change.
What could be done?

" The Health Care Financing Agency (HCFA) could greatly simplify the applica-
tion process. The level of documentary evidence required to support waivers has
become onerous.

" Waiver authority should be restructured so that waiver requests are deemed ap-
proved unless HCFA demonstrated, in a reasonable time frame, that the state
failed to meet redefined criteria.

" HCFA could greatly simplify renewal and integration of waiver projects by pro-
viding that a waiver would become a regular part of the Medicaid state plan
after receiving only one renewal.

(2) Waiver authority under tie Social Security Act must be expanded to
permit greater experimero-utin with Medicaid and Medicare. The current
Medicaid and Medicare syst,;; ioes not allow states sufficient flexibility for experi-
mentation. States should ,'permitted to test different delivery systems to provide
Medicaid services to Medicaid clients.

" Medicare statutes could be amended so that the existing authority states have
to test different reimbursement plans that include Medicare reimbursement
could do so for five rather than the current three years.

" Section 1115(a) of the Social Security Act could be amended so that states could
test demonstrations for five years without annual renewal.

" Establish authority under Medicaid that as part of a comprehensive state-based
reform initiative, states could receive federal financial participation for individ-
uals who would not otherwise have qualified for coverage under the program.

" Once a particular approach to the more efficient use of Medicaid resources has
been tested in several states, it could automatically become an option for all
other states without requiring them to submit waiver applications.

(3) Waiver authority is needed under federal programs that currently
have no such authority-the Employee Retirement Income Security Act
(ERISA), tax code, anti-trust statutes. Several important access and cost con-
tainment strategies cannot be implemented as a part of state experiments without
federal statutory changes.

ERISA. Except for specific statutory exemptions for certain aspects of Hawaii's
health care program, no vehicle exists for states to receive an exemption or waiver
of the ERISA pre-emption for self-insured plans. States are interested in testing
new strategies that would include:

BEST AVAILABLE COPY
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" levying assessments to create statewide pooling arrangements;
" requiring employers to either offer a standard benefits package as defined by

the state or pay into a public program;
" developing common administrative procedures that might include uniform

claims forms and billing procedures; and
" establishing uniform provider reimbursement rates.

Whil,3 Governors would like more flexibility under ERISA, they do not want to im-
pose additional insurance mandates on businesses. In fact, most states are develop-
ing small, standard packages that would appeal to small businesses. These packages
would constitute the minimum requirement for al! businesses that choose to pay
rather than play in a "pay-or-play" strategy.

The tax code. Some states are planning to establish tax-deferred savings accounts
for families and individuals to pay for health care. Establishing these accounts
would require changes to the tax code;

Anti-trust. States that are considering the development of a statewide, negotiated,
rate-setting system would need protection for themselves and their providers from
anti-trust legislation. Similarly, protection from anti-trust legislation is necessary to
develop a single claim form for use by all insurers in the state.

How can the federal government facilitate and oversee state reform initiative?
Even if Congress and the administration make all of the statutory and regulatory

modifications to existing waiver authority that the states would like, and even if
they establish waiver authority in statutes where none currently exists, implement-
ing state-based reform initiatives still would be next to impossible. The federal gov-
ernment must establish a process to facilitate development and implementation of
state initiatives. That process must have three characteristics.

* There must be a person or an entity with the authority to grant all waivers nec-
essary to move forward with a health care reform plan;

* there must be a timely approval process; and
• it must be possible for states to receive advice and conditional approval of ini-

tiatives as they are developed at the state level.

What is the states' commitment to this partnership?
What do states bring to the table as part of the partnership? At a minimum,

states would be expected to ensure that a viable reform initiative is proposed for
consideration by federal authorities. All initiatives for state health reform would be
enacted by the state's legislature and signed by the Governor. This would ensure
that all relevant stakeholders have participated in the proposal's design. Moreover,
states will ensure that Medicare services will continue to be provided to the Medi-
care population, irrespective of the initiative arid federally mandated Medicaid serv-
ices provided to federally mandated Medicaid recipients. Finally, the Governors are
committed to a fair and impartial evaluation of their initiatives. Only with such
public and impartial scrutiny can these initiatives be seen as models for national
reform.

What about financing?
The Governors believe that a viable financing strategy is an essential component

of any initiative. Both the federal and state governments as well as the private sec-
tor have a strong interest in controlling costs in the health care system. However,
expanding access to care will cost money, and the annual cost-neutrality precepts
develo ed for waivers under the Social Security Act must be reconsidered in light
of the breadth and scope of proposals that would be considered under this partner-
ship model. States will propose broad-based restructuring of health care systems. To
do so they expand access control costs. Therefore, the following principles should
guide concerns about the costs of reform initiatives:

* The federal and state governments must be willing to share both the financial
risk and the ultimate cost savings.

* Reform initiatives should not be expected to be budget-neutral on an annual
basis. Although cost-neutrality of health initiatives would be ideal for both
states and the federal government, it should not be the sole determining factor
in the approval of state waiver requests. However, initiatives can be expected
to be cost-effective and efficient over the life of the project.

" The states will assume responsibility for their share of the increased costs 61
expanded access. The federal government should do the same. In addition, thf
federal government should provide some resources to help states develop theiz
initiatives.
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* The states will work with the federal government to develop a "stop-loss" pro-
posal to limit federal liability for potential project cost overruns.

By virtue of their presence, state-based health reform initiatives are an important
component of the debate for national health reform and will contribute to national
solutions. This has been recognized by Sen. Mitchell's HealthAmerica plan and the
President's health reform proposal, both will permit limited state experimentation.
In direct support of state initiatives, Sen. Leahy and Sen. Pryor are developing a
bill that also permits limited state experimentation. We are very encouraged by
their work and look forward to their final product. They are confronting the most
critical issues that must be resolved if state- based initiatives are to succeed.

Mr. Chairman, this morning I have described a framework by which states and
the federal government can work together to address one of the most important
problems facing our nation today. As you heard in testimony before you today, sev-
eral Governors have taken the necessary political and public policy risks that lead-
ers must take to effect meaningful change in this nation. More Governors have
plans under development and are taking those risks now. They hope that you will
join them in this partnership-a partnership that will contribute to changing our
nation's health care system.

Thank you again for allowing me to appear before this subcommittee. The Gov-
ernors and their staffs look forward to working with you as we work to provide af-
fordable health care for all Americans.

RESPONSES OF ALICIA PELHINE TO QUESTIONS SUBMITTED BY SENATOR RIEGLE

Question 1. Would you please discuss what the Governors' see as essential prin-
ciples to reform the nation s health care system?

Answer. The Governors believe that the nation must have a system that makes
health care affordable and available to all Americans. The system must have suffi-
cient controls in place to ensure the cost-effective delivery of care. They also believe
that the system should include a continuum of services that begins with education
and prevention, including cost-effective community-based interventions that focuses
on the early and routine provision of primary care, provides appropriate acute care
services, and accommodates rehabilitative and long term institutional care. Entry
into the system should occur at the most appropriate level for each individual and
the services should effectively and efficiently address his or her needs.

Question 2. What type of activities are planned for the Governors to continue to
work on building a consensus on a specific national health care reform plan?

Answer. The Governors plan to consider national health reform strategies at their
next meeting in January 1993. It is expected that they will discuss and develop
strategies for the implementation of some form of managed competition approach
that gives states the flexibility to assure that the needs of their residents will be
met.

PREPARED STATEMENT OF SENATOR DAVID PRYOR

Mr. Chairman, I would like to take this opportunity to commend you for holding,
and Chairman Bentsen for scheduling, today's hearing on state-based health care
reform initiatives. Our states have frequently been the breeding ground for new and
innovative ideas, and there is no reason to believe that this will not be the case with
regard to health reform.

No one now disputes that our health care system is experiencing a melt-down.
The escalating and unprecedented costs, the ever-increasing numbers of uninsured,
and the numerous personal tragedies that result from these problems serve as mov-
ing and unrebuttable testimony to this fact.

Mr. ChairMan, my constituents appreciate that the President and the Congress
are now finally acknowledging that we are in the middle of a health care crisis. Un-
derstandably, however, they are increasingly frustrated that we are offering little
other than talk for solutions. Quite simply, they are tired of us "addressing issues,"
and are long-past ready for us to start solving problems.

One place we should look for answers to our overwhelming health care problem
is at the state level. State Governments, which are obviously closer to the problem
than we are, find themselves being forced into responding. More than 15 states are
working on massive system-wide restructuring. At least four states have actually
passed legislation that begins to implement massive overhauls of their health care
systems.

Unlike the Federal Government, these states have sought and, to the extent pog-
sible, achieved consensus within their own borders. These achievements were not
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accomplished without coftrovb-r-y. They were also not achieved without political
risk, leadership, and courage. Most importantly, though, they were achieved.

This morning we will hear and learn from a number of representatives from
states at the forefront of the health care reform movement. We will hear that dif-
ferent states have different health care approaches and priorities. We will learn
that, whatever we do at the Federal level, we must leave room and flexibility to the
states to respond to the unique needs and desires of their own populations.

Mr. Chairman, as the Chairman of this Subcommittee, you have been particularly
sensitive to the needs and potential of states. Over the years, you have built a close
and productive working relationship with the Governors and their representatives.
Your support, along with that of the Majority Leader, Senator Rockefeller and Sen-
ator Kennedy, of the state opt-out provision in "HealthAmerica," illustrates your
commitment in this area.

One other great friend and ally to the states is my good friend and colleague, Sen-
ator Patrick Leahy. He has long recognized that states have, and will continue to
have, a vital role to play in the restructuring of our ailing health care system. This
understanding was well illustrated with his introduction of S. 1972, "State Care."

Earlier this year, Senator Leahy and I decided to team up and work together on
a bill that builds on S. 1972's important foundation. Like S. 1972, our bill is aimed
at cutting through Federal bureaucracy and red tape, and assisting states develop
their own unique approaches to comprehensive heath care reform for their citizens.

Our bill will be designed to provide narrowly crafted, but important and necessary
waivers from Medicare, Medicaid, and the Employment Retirement Income and Se-
curity Act. These waivers should provide important and needed flexibility to states
which are committed to overhauling their health care delivery systems. We hope
and expect to introduce the bill this summer.

Speaking for myself, and I know for you Mr. Chairman, I have not given up on
a nation-wide, comprehensive health care reform solution. I believe we must do ev-
erything possible to develop a comprehensive reform package that provides relief
and assistance for every American. However, as we attempt to meet this challenge,
I am convinced we must preserve and protect a state and local role in order to as-
sure the best possible and most responsive health care system for our citizens.

Mr. Chairman, I have long felt that we, as representatives of the Federal Govern-
ment, are all too frequently negative and overly paternalistic to state-born reform
initiatives on almost any issue. Sometimes it seems that if the idea isn't ours, we
always find a way to show that it somehow isn't good enough. Well, when it comes
to health care reform, at least to date, we have not come up with anything better
than what many of the states are offering. To the contrary, we are still talking
about reform; they are actually doing it.

Today, Senator Leahy, our dear friend and former colleague Lawton Chiles, Gov-
ernor Waihee, the National Governors' Association, and representatives from Massa-
chusetts, Minnesota, Oregon and Washington will tell us about where the health
care reform action has already taken place-the states. I hope we all will take this
opportunity to learn from the leadership showed by these another states.

Look forward to continuing my close and productive working relationship with
Senator Leahy, the National Governors' Association, Governor Chiles, Chairman
Bentsen, and many others in our efforts to secure and enhance an important place
for the states at the health care reform table. It is my belief that we ignore and
roadblock the states' reform efforts at our own, and more importantly or constitu-
ent's, peril.

Mr. Chairman, thank you again for holding this important hearing. You have as-
sembled an impressive array of witnesses, and I look forward to their testimony.

PREPARED STATEMENT OF LYNN READ

INTRODUCTION

Mr. Chairman and members of the subcommittee, I appreciate the opportunity to
discuss Oregon's health plan with you today. It is our comprehensive proposal for
addressing critical issues relating to health in Oregon. Often people have not under-
stood the various components of our plan.

The Oregon Health Plan addresses the problems of 450,000 Oregonians (about
18% of our population) who are without health care coverage and another 230,000
who are underinsured. The plan is based on a set of three laws which guarantee
health care coverage for the uninsured.-It clearly outlines the responsibilities of gov-
ernment, employers, employees and insurers in addressing the needs of the unin-
sured.
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Many refer to our proposal as a "rationing" plan. We consider it to be a rational
plan to address the health care crisis as it exists today. The Oregon Health Plan
is one state's response to the challenge of developing an equitable health care re-
source allocation policy in an era of limits. The plan is not, in and of itself, a final
solution but rather a political strategy which creates a process to reach consensus
on the policy objective and principles of reform and a framework in which such re-
form can take place.

BACKGROUND

You are well aware that the percentage of dollars going to health care has stead-
ily increased. Although we spend more than any other country in the world, our
health outcomes don't reflect that standing. Despite the amount of money spent on
health care, there are millions of Americans who have no health coverage.

There are dozens of health care proposals today to address these health care reali-
ties, but most proposals have the same fundamental flaw: they start with a com-
pleted plan and then try to sell it. The problem itself and the objectives and prin-
ciples of reform have never been clearly defined and agreed upon by the general
public or by the diverse political stakeholders who influence the legislative process.
When such plans move from generalities to specifics, the legislative process is para-
lyzed by those representing the short-term economic interests of consumers, payers,
providers and insurers.

You recognize that reform is not easily achieved. The foundation for meaningful
and lasting reform must begin with a consensus on the objective of that reform and
the underlying principles that should guide the incremental steps necessary to
achieve it. Without such a consensus, reform efforts are fragmented into the kind
of patchwork, shortsighted system we are trying to fix.

The challenge is to bring diverse interest groups together around a common objec-
tive which forces participants to be accountable for the long-term solution.

Any successful effort to address reform must address two issues: a recognition of
fiscal limits and the need for clear accountability in health care resource allocation
decisions. There is a limit to the level of taxation thepublic will tolerate and thus
there is ultimately a finite budget from which to fund all the activities of govern-
ment. State governments are not allowed to operate with deficits and, thus, must
balance their budgets. Health care for the poor is a governmental responsibility, but
not the only one. As health care costs increase, states must 6icher raise taxes or
cut other programs, such as education, housing and corrections, services which may
have a direct impact on health. If we accept the fact that the health care budget
is ultimately finite, then an explicit decision to fund certain services means an im-
plicit decision has also been made not to fund other services.

In Oregon, issues related to health resource allocation and fiscal limits were intro-
duced to the general public and special interest groups in the mid-1980s. A grass
roots organization, Oregon Health Decisions, was founded to bring these issues out
into the public domain, to educate to determine values important to the community,
and to build consensus in town after town through a town-hall meeting forum. The
debate expanded in 1987 when the state discontinued funding for most transplants
in order to allocate funds to services 4.hich would provide a greater benefit to a larg-
er number of people. A Governor's Commission on Health Care was established in
1988 to recommend ways to improve access to health care. A trial attempt to de-
velop a process for setting health care priorities was completed in early 1989. This
was the foundation on which the 1989 legislature began its deliberation on health
care reform.

OREGON'S SUCCESS IN ADDRESSING HEALTH CARE REALITIES

Oregon's success in addressing the health care realities of today is due to two fac-
tors. First, we separated the health care debate into four fundamental questions and
used this matrix to frame our decision-making process. Who is covered? What is cov-
ered? How is it financed? How is it delivered?

Second, we developed a common policy objective and reached consensus on a set
of principles which have guided our reform efforts. Our policy objective is to keep
all citizens healthy, not just to guarantee all citizens access to health care. Our s
is a health policy, not simply a health care policy. It is an integrated approach
where resource allocations for health care are balanced with allocations in related
areas which affect health. To ensure that political stakeholders, representing vested
and often conflicting interests, remained focused on the broad policy objective, we
did not start with a completed plan but rather with a consensus on the following
principles which would guide our reform effort:

e All citizens should have universal access to a basic level of care.
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* There must be a public process to determine what constitutes a basic level of
care.

" This process must be based on criteria that are publicly debated, reflect a con-
sensus of social values, and consider the good of society as a whole.

" Eligibility for a public subsidy must be based on financial need.
" There must be a mechanism to establish clear accountability both for resource

allocation decisions and for their consequences.
The Oregon Health Plan was not "sold" to the interest groups, but instead

emerged from them as decision-making occurred within a framework based on
agreed upon objectives and principles.

OREGON HEALTH PLAN COMPONENTS

The Oregon Health Plan consists of three major components passed as law in
1989 and enhanced in 1991, not dissimilar to many proposals before the U.S. Con-
press. First, there is a high risk pool for persons who are denied coverage due to
preexisting conditions.

Second, there is a mandate that requires employers to provide coverage, or pay
a payroll tax to provide coverage, for employees and their dependents. Currently
this is a voluntary program (with declining tax credits) for small employers. Assum-
ing a target enrollment on a voluntary bsis is not reached, work-based coverage
becomes a mandate on all employers in 1995. However, the mandate on employers
is tied by statute to implementation of the expanded Medicaid program. To help
make insurance more accessible and affordable, small group insurance market re-
forms were enacted in 1991: guaranteed issue and renewal, limits on preexisting
condition exclusions, modified community rating and limitations on rate increases.

Third is Medicaid reform and expansion slated to begin in December if federal ap-
proval of waivers is forthcoming this month. The elements of the Medicaid plan are
quite simple:

" Cover everyone under 100% of the federal poverty level, no matter what their
age, sex or family status.

" Guarantee them a benefit package which will focus on those services having the
greatest impact on their health.

" Deliver those benefits through managed care, a system which will assure ac-
cess, quality care and cost containment.

" Pay for those services at reasonable rates, reducing or eliminating the cost-shift
and increasing provider participation.

The various components of the Oregon Health Plan embrace cost containment
with a benefit package, based on priorities, which promotes health through preven-
tion, early intervention and primary care; reliance on managed care delivery sys-
tems; formation of a health resources commission to control use and distribution of
costly medical facilities, technologies and services based on health outcomes; and de-
velopment of practice guidelines by the Oregon Medical Association to reduce the
incidence of inappropriate care due to the wide variation in the way Jhysicians prac-
tice medicine.

STANDARD BENEFIT PACKAGE

Virtually every congressional health reform proposal calls for the provision of
"basic health care benefits" without specifically identifying covered benefits or defin-
ing a process to determine what constitutes a "basic health care benefit." In Oregon,
we have designed a process for determining our benefit package based on the clini-
cal effectiveness of various procedures in treating various conditions, and on commu-
nity values expressed in dozens of meetings held throughout the state. A health
services commission consisting of physicians, other health professionals, and con-
sumers used these factors to rank, in priority order, all health services offered by
modem medicine. The work of the Commission and those who participated in its
process is an example of citizen involvement at its best. The 25,000 hours of volun-
teer time invested by Oregcnians in the prioritization project has produced a highly
credible result.

An independent actuary priced the list and, within the context of competing needs
and available resources, the 1991 Legislature determined what constitutes the
Standard Benefit Package. The Legislature was prohibited from altering the list; so,
starting at the top of the list, the Joint W9ys & Means Committee determined how
much could be funded from available revenues and what additional revenues would
be needed to fund an acceptable basic package. The benefit level is directly linked
to fiscal limits.

61-397 0 - 93 - 5
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The old traditional Medicaid options of cutting provider reimbursement to levels
below cost or eliminating entire categories of "optional" services or changing eligi-
bility levels were not available to the 1991 Legislature. The state could no longer
arbitrarily ration people for reasons of budgetary expediency. Everyone retained cov-
erage; the debate centered on the level of that coverage-what we as a society are
willing to fund, and thus guarantee, to our citizens.

Because the Committee had limited resources, it was clear that increases in the
health care budget must come at the expense of other programs. This allowed the
Legislature to develop an overall health policy which recognizes that health can be
maintained only if resources in a number of related areas are responsibly balanced.

With the priority list, the tools of implicit social rationing have been statutorily
eliminated. Because it is now clear exactly what services would be included by incre-
mental increases in funding and what se-vices would not be included, the Legisla-
ture is also clearly and inescapably accountable not only for what is funded in the
health care budget, but also for what is not.

As a result, the 1991 Legislature appropriated an additional $33 million to the
Medicaid demonstration and funded all services through Line 587 on a list of 709.
The resulting benefit package is eminently defensible. It covers virtually all current
Medicaid mandates including all preventive, maternity and screening services. It
also covers a number of important services not required by Medicaid, such as dental
services, hospice care, prescription drugs and most transplants.

The Standard Benefit Package will be available to the Medicaid population this
year and a substantially similar package must be offered to all employers in the
small group insurance market. It will also serve as the basic benefit package for the
work-basedemployer mandate in 1995. A future legislative session will explore re-
plac..ng Oregon s current insurance mandates with the Standard Benefit Package.

CONCLUSION

In order to implement this program as a "demonstration," we need waivers of
Title XIX of the Social Security Act.

Oregonians don't consider our plan to be a substitute for a definitive national so-
lution. However, the Oregon Health Plan is reasonable, equitable, affordable, and
practical. Ve will learn what works and what doesn't work for Oregon. There will
be lessons here for other states and implications for the federal government.
Prioritization can be used in combination with other models which must define a
basic benefit package, such as a single payer system or other play or pay proposals.
Areas where further congressional action is indicated will be identified, such as
streamlining the Title XIX waiver process and addressing limitations on states im-
posed by ERISA, the Employee Retirement Income Security Act of 1974.

Until a national solution is enacted, the Oregon Health Plan represents a signifi-
cant improvement over the status quo which categorically denies health care cov-
erage to millions' of people simply because they cannot pay for it. It addresses the
immediate health needs of Oregonians and honestly and openly tackles the issue of
what medical care is necessary to maintain and promote good health.

But perhaps the greatest contribution in developing our plan is the debate it has
forced on issues which we as a nation must address if we are to succeed: the courage
to be truthful in facing the issues of limits; accountability for the human con-
sequences of our decisions; and the need for a defensible public policy, guided by
principle and conviction, not by politics and expediency. We have clearly dem-
onstrated that diverse political stakeholders can be brought together in common
cause.

The Oregon Plan is a model of leadership. And it is leadership which will deter-
mine whether we as a nation take the problems we have inherited and resolve them
in order to ensure our children's future.

RESPONSES OF Ms. READ TO QUESTIONS SUBMITTED BY SENATOR RIEGLE

Question No. 1. Most of the state programs discussed on the panel, with the ex-
ception of Minnesota, use the current employer-based system to expand private
health care coverage. This is also the approach we used in HealthAmerica. Would
each of you comment on this particular model and the benefits you see from your
state perspectives of this approach? Also, how important is it to have a strong cost
containment program? If a strong cost containment program were to be put in place,
wouldn't this help employers and make the requirement on employers less finan-
cially burdensome?

Answer. Expansion of private health care coverage using the current employer-
based system has several benefits. First, both the strengths and weaknesses of the
current system are known and can be addressed in design of the expanded coverage
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system. Second, health care financing built on a public-private partnership is con-
sistent with the American form of government. And last, to effect meaningful and
lasting reform, a diverse group of political stakeholders must reach consensus on the
objective of reform and the underlying principles that should guide the incremental
steps necessary to achieve reform. We are more likely to reach such a consensus
if we build from oar current system of health care financing.

A strong cost containment program is an essential component of reforming our
health cere system. Our resources are limited and our health care demands are po-
tentially limitless. We need to ensure the health care system to which we expand
access can be sustained in future years. A health care system with strong cost con-
tainment measures will certainly be more affordable for employers than one without
such controls.

Question No. 2. You have all stated that state-based reforms are not a substitute
for a national solution. The roles of the Federal and state governments were strong-
ly considered when we crafted HealthAmerica. We wanted to make sure there was
enough flexibility at the state level to account for varying state needs and problems.
Setting aside the current Federal barriers to individual state-based reforms, what
do you feel the Federal role should be in a national reform program?

Answer. The Federal role should be one of leadership in reaching a consensus on
reform efforts that holds decision-makers accountable for the consequences of those
decisions. The Federal government needs to take on additional financial responsibil-
ity for health care financing in the public program. The Federal government should
not cost-shift to state government. The Federal government needs to define a basic
benefit package based on effectiveness of treatments which will apply as a minimum
standard to both public and employer-based coverage (e.g., any requirement related
to EPSDT in the public program would also apply to children in employer-based
plans). The Federal government needs to allow states flexibility in their manage-
ment of the public program (e.g., allow states to mandate beneficiary enrollment in
cost effective, quality managed care programs). The Federal government should con-
tinue to allow states to experiment, with waivers granted by HCFA, on innovations
to health care financing and delivery.

Question No. 3. A common provision in many of the comprehensive proposals, in-
cluding our bill HealthAmerica, is a National Health Expenditure Board which
would set overall spending goals for different health services and for the states. The
Board would then convene negotiations between purchasers of health care, like
unions and businesses, and providers to establish fair and reasonable payment rates
for services and other mechanisms to control costs. We would also establish similar
entities at the state level, so states would have the flexibility to determine their own
rates as long 85 they stayed within the state budget goals established by the Board.
What role should the Federal government have in getting health care costs under
control nationwide? How effective do you believe this model would be in reducing
health care costs in the states? What is your opinion of implementing this type of
process for determining rates where the interested parties are brought together?

Answer. A process for determining rates where the interested parties are brought
together is valuable as long as government has the authority to set the rates if ne-
gotiations fail. If states are to be bound to a budget "goal" (is this a target or a
limit?) set by the Board, then states need to have flexibility to not only address
rates but also utilization controls. States should not be bound by federal regulations
which require cost inflationary reimbursement for special interest groups such as
federally qualified health centers. States also need the flexibility to require partici-
pation in managed care plans which are cost effective.

PREPARED STATEMENT OF ROBERT RESTUCCIA

With the passage of Chapter 23, the Universal Health Care Law, in 1988 Massa-
chusetts became the first state in the nation to make basic health care a right of
every citizen. The passage of the Law set in motion a four year plan to improve ac-
cess to health care for the uninsured and the underinsured. Chapter 23 was the
product of political compromise. The access provisions of the law were tied to gener-
ous hospital reimbursement formulas and a reduction in the business contribution
to uncompensated care.

An objective assessment of this Law is difficult to find. The Law does provide very
important improvements ir access to care for the people of the state. But it is not
pancea-it does not resolve all of the problems in the state's health care system.
At the same time reports of the Universal Health Care Law's failure have been
greatly exaggerated.
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Contrary to many accounts, the Universal Health Care Law has not been re-
pealed. Important programs are in place that bring health care coverage to thou-
sands of people. The major access program, "the play or pay' provision which re-
quires all businesses with six or mcre employees provide health insurance or pay
a surcharge into a health care fund, has been delayed until 1995, not repealed. Poll-
ing data in the state shows that the Law continues to have strong public support.

The Massachusetts experience with the Universal Health Care Law offers many
important lessons for those concerned with health care reform:

LESSON 1: STATE REFORMS CAN HAVE A SIGNIFICANT IMPACT ON ACCESS TO CARE

The Universal Health Care Law's original intent was to expand access through
the gradual implementation of a series of programs and initiatives. While some of
these initiatives have been repealed or lapsed, many unique innovative programs
are in effect including:

* CommonHealth. This was the earliest Universal Health Care program. For al-
most four years this program has been providing medical coverage to disabled
adults wanting to return to work, and disabled children. There are currently
2,800 people on the program. In order to qualify for the disability programs one
must meet the SSI definition of disability. Premium contributions from recipi-
ents are required on a sliding fee basis. For people with disabilities the coverage
includes Medicaid level benefits including services that are not part of the usual
private insurance benefit package.

* The Student Mandate. Bennig in September of 1989 all colleges were re-

quired to ensure that all full time studerncs would have basic health coverage.
* The Hospital Uncompensated Care Pool. The pool began operating under

new regulations in October of 1989 to ensure expanded access to hospital serv-
ices for low and middle income underinsured and uninsured residents.

" CenterCare. Beginning in May of 1989 this program has provided managed
care for low income residents through independently licensed community health
centers. There are over 7000 patients currently in Centercare.

" The Health Security Plan. Begining in July of 1990 this program has pro-
vided health benefits to people collecting unemployment insurance. Despite the
current Governor's lack of support, there are currently over 32,000 Massachu-
setts residents covered by the Health Security Plan.

LESSON 2: THE "PLAY OR PAY" APPROACH HAS NOT FAILED IN MASSACHUSETTS. IT HAS
NOT YET BEEN TRIED

Since the implementation of this provision has been delayed until 1995, from a
Zolicy perspective one cannot make any judgements about this approach from the

assachusetts experience. On the other hand, from a political perspective, the Mas-
sachusetts experience shows the difficulty of sustaining a coalition on health care
reform until full implementation. The political environment in the state has
changed radically since the Law's enactment. Perhaps the most significant change
is that we now have a Governor who is hostile to the Law. The coalition that origi-
nally supported the Universal Health Care Law is fragmented. This has provided
an opportunity for the critics of the Law to delay or repeal it. Whether the "play
or pay" provision is implemented in 1995 remains an open question-hinging par-
ticularly on who is elected Governor in 1994.

LESSON 3: IMPROVING ACCESS TO CARE MUST BE COMBINED WITH CONTAINING HEALTH
CARE COSTS

The major problem with the Universal Health Care Law has nothing to do with
its access program. It is that the Law fueled health care inflation by increasing re-
imbursement to Massachusetts hospitals. The earliest versions of the Universal
Health Care Law were not as generous to the hospitals as the final Law. The tre-
mendous political strength of the hospitals changed this. In September of 1987 the
Massachusetts Hospital Association brought 10,000 hospital employees to the steps
of the State House holding banners that "cost containment has gone far enough."

For most of the 1980's the people of Massachusetts were protected from the high
cost of health care by the economic boom. Now, the region is still in a serious reces-
sion and the true impact of our health care problems is being felt as costs skyrocket.
Massachusetts has one of the highest per capita health care costs in the country.
Massachusetts hospital costs are 40% higher than the national av,,rage. Without
controlling the cost of health care we cannot significantly improve access to health
care. We are just putting our finger in the dike of a relentless tide.
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The generous hospital reimbursement formula of the Universal Health Care Law
has contributed to large increases in health insurance premiums, futher straining
an already overburdened system. Reducing health care inflation is key to making
access programs affordable.

LESSON 4: STATES NEED THE HELP OF THE FEDERAL GOVERNMENT TO TRULY REFORM
THE SYSTEM

States are significantly hampered in their efforts to reform the health care system
by ERISA, federal tax laws, and Medicare and Medicaid regulations which make it
difficult to merge these programs into a universal state system. For example, four
years after passage we are unsure whether the Universal Health Care Law will be
determined to be a violation of ERISA. While state will always play an important
role in health policy, a national solution is the best approach.

LESSON 5: ACTIVE CONSUMER HEALTH MOVEMENT IS A KEY ELEMENT IN WINNING
HEALTH CARE REFORM

Consumer participation in the health care debate was key to making access an
important part of the political agenda in Massachusetts. In Massachusetts, Health
Care For All has taken a leadership position in developing a coalition for broader
health care reform that addresses both state and national issues. Given the power
and resources of the entrenched interests at both state and national levels, health
care consumers will need to be well- formed and well-organized if they are to influ-
ence health policy and make the system respond to their needs. Health care reform
will come about because the people of this country will demand it as the system fails
more and more people.

The full implementation of the Universal Health Care Law will not cure our ailing
health care system in Massachusetts. But it is a significant step forward. For the
first time the issue of access to health care was placed high on a states' agenda.

The challenge for Health Care For All in Massachusetts will be to fend off opposi-
tion to the Law while building a coalition that will support efforts to improve access
and contain health care costs. But the long range solution must have a national
component. At the same time political support for national efforts will be bolstered
by state successes. Health Care For All will continue to fight for improvements in
the Universal Health Care Law and a more comprehensive state program of reform
while working for national solution.

RESPONSES OF MR. RESTUCCIA TO QUESTIONS SUBMITTED BY SENATOR RIEGLE

Question No. I(A). What are the benefits of an employer based approach to ex-
panding access?

Answer. The primary benefit of using an employer based approach is that it in-
volves less disruption of current health coverage arrangements than would a transi-
tion to a single payer plan. It is worth noting that although the percentage of our
population covered by health insurance is declining, it is still much higher than in
any country at the time they enacted a single national plan.

There are two main drawbacks to the employer approach. First, there is a risk
of developing a two tier system, with those in the public plan receiving fewer and
lower quality services than those covered in the private system. (This problem can
be addressed by requiring uniform benefits as has been done in Germany). The sec-
ond problem is that cost containment efforts are more complex and difficult with
multiple payers than with only one.

Question No. 1(B). How important is a strong cost containment program? Would
such a program make an employer mandate less burdensome?

Answer. Cost containment is a critical element of any universal access plan. It is
a missing piece of the Massachusetts program. Without strong cost containment,
spending increases will undermine all attempts to expand access. With respect to
the employer burden, I believe that this problem is overstated by employers reluc-
tant to contribute their fair share. Currently some employers are enjoying a com-
petitive advantage by not offering health insurance. If all employers participate in
a national program, there is no disadvantage to any employer.

Employers will pass most of the cost of an insurance mandate onto either their
employees or their customers Ultimately, however the financing system is orga-
nized, the cost of our health care is born by the American people. The critical ques-
tion is how can that cost be most fairly distributed, and how can we maximize the
benefit from the dollars we are spending.



130

When looked at from this perspective, I believe that the answer is that best fi-
nancing system would be a progressive income tax used to pay for a universal pro-
gram that provided uniform benefits and paid providers based on uniform fees.

Question No. 2. What should the federal role be in a national reform program?
Answer. I believe that optimally, the role of the federal government should be to

collect revenue to finance the health care system, to establish an overall budget for
the system, and to establish minimum benefits. It is important that with respect
to benefits we not fall into the same trap as Medicaid and allow enormous variation
in eligibility or covered services. Assuming that the federal program is employer
based, states should have the flexibility to establish single payer systems which
means requires flexibility in Medicare and Medicaid (or Americare) payments, and
ERISA exemptions provided states are guaranteeing access and containing costs. In
addition, the federal government must play a lead role in reorienting our medical
education system to increase the number of primary care practitioners, particularly
those working in medically underserved areas.

Question No. 3. What should the federal role be in getting health care costs under
control nationwide and how effective would a national expenditure board be in con-
taining costs?

Answer. A mechanism similar to national and state expenditure boards as de-
scribed in HealthAmerica has been an effective device in moderating cost increases
in other countries. It is critical that those paying the bills be involved in setting the
rates (unlike most current rate setting systems in the U.S.). An expenditure board
should control capital as well as operating costs. The advantage of public financing
is that it provides additional downward pressure on costs by requiring Congress to
actually vote for a tax increase in order to raise "premium" rates.

Reliance on an expenditure board alone will not be sufficient to ensure the deliv-
ery of quality cost effective care for all Americans. In addition we must change the
financial incentives which currently encourage health providers to perform unneces-
sary medical procedures and also change our system of medical education and the
rewards we give' to specialists to encourage more physicians to focus on primary
care.

PREPARED STATEMENT OF SENATOR DONALD W. RIEGLE, JR.

Today's hearing will focus on innovative programs states are developing to control
health care costs and expand coverage to their uninsured citizen. 1 State experience
is an important part of the national debate on health care reform. At the same time,
the states cannot alone solve the health care crisis in our nation. This hearing com-
plements hearings Chairman Bentsen is holding to examine proposals to reform our

ealth care system.
Our health care system is in crisis. We spend more than $800 billion on health

care annually, or about $2.2 billion a day. A decade ago, a family's out-of-pocket
costs were $1700 in 1980 and rose to $4300 in 1991. At the same time, more than
35 million Americans have no health care coverage. Skyrocketing health care costs
and the growing number of Americans with no health insurance are signs that our
health care system must be reformed.

State officials see the crisis first hand and have direct experience in this area.
States are major purchasers of health care, primarily through the Medicaid pro-
gram, but they also regulate insurance, license health care professionals and institu-
tions, allocate capital rpsnurces, and deliver services.

In 1990, state and local government spending accounted for 13% of total national
health care spending. Total real spending on Medicaid alone has increased from
$27.4 billion in 1975 to almost $65 billion in .990. Medicaid is accounting for a ris-
ing percent of state budgets in the 1990's and is now in the double-digits. At the
same time, the percentage of uninsured people varies widely among states from 8
percent to as high as 26 percent in other states. The need to respond to high health
care costs and these human needs coupled with limited state budgets are a force
for reform in States.

Recent developments in many of our states illustrate that reform can be done. So
far this year, Florida, Minnesota, and Vermont have passed comprehensive pro-
grams and more States are considering proposals. Hawaii has had a comprehensive
program in place since 1974. I am very pleased that the Governors, Senators, and
representatives of these states are here today to testify about their programs. We
also have experts from Washington, Massachusetts andOregon to testify about ac-
tivities in their states.

The lessons we learn from state experience will be critical to helping us develop
a consensus on national health care reform. In this hearing, we will find out how
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states' proposals were developed, the difficulties states face in implementing plans,
and how the plans affect access, cost and quality of care.

State and Federal governments clearly need to work together on reforming our
nation's health care system, both now and in the future, as Congress moves forward
on reaching a consensus on national reform. But more immediately, states face Fed-
eral barriers to implementing innovative plans and we want to work with you on
this. But I think we all agree that these state initiatives are not a substitute for
national reform. Ultimately, the federal government must be involved to ensure that
skyrocketing costs are controlled and basic coverage is guaranteed for every Amer-
ican.

PREPARED STATEMENT OF HON. JOHN WAIHEE

Thank you for the opportunity to contribute to national health policy development by
outlining Hawaii's innovations and ideas for national health care reform. We appreciate the
opportunity and recognition you have given by inviting us here today.

Hawaii is often thought of as a tropical paradise. What isn't known is the fact that we have
one of the best basic health systems in the nation. Our system delivers high-quality cam for low
cost, despite our high cost of living. While we emphasize early intervention and outpatient
treatment, Hawaii enjoys high-tech tertiary care programs as advanced as any state or nation. The
key to our success, I would hold, is our state's longstanding commitment to ensuring that basic
health care is available to all our people -- we have 100% access and 98% coverage. Another
cornerstone is Hawaii's innovative health care community which experimented with short hospital
stays, outpatient surgery, and preventive health programs some time before they became the norm
on the mainland United States.

Our state has a mandated employer benefits program, the only one of its kind in the nation,
a Medicaid program which reflects our people's high commitment to those in need, and coverage to
those left in the gap between these other programs through our new, subsidized State Health
Insurance Program (SHIP). We don't offer these programs as panaceas for the national crisis of
the uninsured. But, they = applicable to the national debate on health care, and we are glad to
offer our contribution at this forum and together we can contribute to national policy in health care.

HAWAII PREPAID HEALTH CARE ACT

Let's start by exploring a few basics about the Hawaii system. The Prepaid Health Care
Act was adopted in 1974 to provide health insurance and medical protection insurance for virtually
all employees in the State. The Act is administered by the State's Department of Labor and
Industrial Relations. This measure was passed after six years of study and policy development, in
a time of moderate unemployment.

The Prepaid Health Care Law is the nation's first and only state mandated benefits plan.
Employers are required to provide health insurance to their employees. Dependent coverage is
optionA. Costs are shared. The employee may pay up to 1.5% of monthly wages, up to half the
premium cost. The employer pays the balance. Under the law, employers may provide benefits
through self-insurance as long as those basic services are provided. There are coverage
alternatives, a fee-for-service plan and a health maintenance plan. The fee-for-servie plan -- most
used in Hawaii -- provides a good package of diagnostic and treatment services, using co-
payments to reduce over utilization. The HMO provides a generous package of benefits.

Any employee who works over 20 hours a week and makes a minimum per month is
eligible for Prepaid Health Care. Because the program is administered in conjunction with
temporary disability and workers' compensation insurance, no large state bureaucracy was created
to administer Prepaid Health Care. A Premium Supplementation Fund assists small employers
who cannot, because of economic limitations, provide the insurance, and helps employees whose
employers have gone out of business or who have not provided for the insurance. This fund has
had minimal use over the 17 years of the program. Administrative and legal sanctions are available
for use when employers do not provide the mandated coverage.

Excluded from the provisions of the Act are government employees (who have their own
plan), seasonal agricultural workers, real estate and insurance agents working on commission,
individual proprietorship members in small family business, and government assistance program
recipients.
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Prepaid Health Care has been very successful in bringing about coverage without
negatively affecting business. Effects on unemployment have been negligible. As can be
noted (Chart I) after an unemployment rate averaging about 7% during the 1970s,
unemployment has dropped significantly in the 1980s. Thus, while enacted during a
period of high unemployment, the measure does not appear to have had a negative effect
upon employment--a frequent fear of small business. In fact, over the last 16 years our
unemployment rate has fallen to the lowest in the nation (I make no claims about a cause-
effect relationship in this regard, but this seems to at least cast some doubt on assertions
that such mandates will cause unemployment).

In addition the Act does not appear to have an adverse effect on "start up" of new
businesses. As Chart 2 shows, the State has shown a consistent growth in overall
businesses since 1970. Looking at a more refined measure, the start-up and termination of
unemployment insurance accounts by businesses (Chart 3), it should be noted that there is
no discernable downward trend related to Prepaid Health Care. We can thus see no effect
on the growth of businesses as a result of Prepaid Health Care. These figures are
particularly striking for Hawaii, a small business state. About 97% of our businesses
employ less than 100 and 94% have 50 or fewer employees. As you can see, our employer
mandate has not had an overall negative effect on small business in Hawaii.

Effects on Access:

Fhe effects of Prepaid Health Care is evident on access. In 1971, a survey showed
that those without hospital insurance were almost 12% of our population and those without
physician insurance were more than 17% of the population. Implementation of Prepaid
Health Care dramatically dropped those figures. Estimates of those enfranchised with
health insurance range to more than 46,000. Other people were provided better coverage.
The Department of Health estimates that those figures grew with the shrinking of Medicaid
during the 1980s to approximately 5% in 1987-1988.

ERISA AND PREPAID HEALTH CARE

The Prepaid Health Care Act was passed just months before the Federal government passed
the Employee Retirement Income Security Act (ERISA), which among its detailed provisions
preempted state employer mandates. After long court challenges, special Federal legislation was
passed in 1983 which allowed the Hawaii mandate to continue. The exemption, however, used as
*ts base the 1974 law. Since that time, Hawaii's health care environment has changed but the state
lacks the ability under the exemption to amend the Act to rflect these changes.

While the 1974 Act still serves us well, we would benefit from the ability to change
elements of the system which need updating. Such areas as coverage of dependents of workers,
cost-share change between employer and employees (especially with respect to higher income
employees) and benefits have been mentioned by various interest groups as possibilities for
amending the Act.

COMMUNITY RATING FOR HEALTH INSURANCE

Because our Prepaid Health Care program requires that virtually all employers must
provide insurance, Hawaii's major health care insurers (HMSA and Kaiser) can maintain health
insurance rates for small employers which are comparable to those enjoyed by large employers.
This has happened because the two major health insurers in Hawaii (both non-profit) voluntarily
use modified community rating for small businesses. By pooling the entire small business market
in this way, rates for comparable coverage are kept well below rates for small business elsewhere
in the country (see Table I). Our community rating spreads risk across the entire small business
community and does not focus on practices prevalent throughout the rest of the United States
which try to find and sell insurance to "low risk" people, leaving the "high risks", or those without
the ability to pay high rates, without insurance.

The results have been extremely positive. Small business can purchase insurance at
reasonable rates. Employees are covered with health insurance. Insurance companies cut
administrative costs and can market to a large pool of businesses. Prepaid Health Care has
provided a uniformly level field for competition in which responsible small businesses who
provide health insurance are not at a competitive disadvantage relative to those who do not.
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MEDICAID~

Hawaii's Medicaid Program services over 89,000 persons with a budget of about $360
million in FY 1992. It provides for coverage of persons up to 62.5% of the Federal poverty level.
Benefit coverage in our Medicaid program is generous, entailing most of the optional services
allowed under Title XIX. The program is administered by the State's Department of Human
Services.

Hawaii provides Medicaid to both categorically needy and medically needy people. The
elderly and disabled with income up to 100% of the poverty level, and children under age 6 whose
family income is up to 133% of the poverty level, are covered. We opted to provide coverage for
pregnant women and infants with income up to the maximum allowed by statute (185% of
poverty). We also implemented the "presumptive eligibility" provision for pregnant women to
encourage early prenatal care. The State also provides a General Assistance Medicaid prograrn for
indigent persons who do not otherwise quality for Federal assistance. This program is identical in
benefits to the Federally matched program.

We are concerned with recent cost increases in the Medicaid program, similar to those in
other states, and are currently developing means whereby we can still provide the needed high-
quality services at lower costs.

STATE HEALTH INSURANCE PROGRAM

'[he State Health Insurance Program (SHIP) was implemented to meet the needs of the
small gap group remaining between Prepaid Health Care coverage and Medicaid. This group did
not consist of the entire uninsured population, but largely of persons with low incomes and no
alternate coverage. This group was estimated to number about 30,000-35,000 persons. There
were: 1) Dependents of low-income workers, particularly children; 2) Part-time workers (less than
19 hours); 3) the unemployed; 4) some seasonal workers; and 5) Low-income commissioned sales
persons. SHIP provides access to basic health care services to these persons by building upon
Hawaii's Prepaid Health Care Act and Medicaid.

SHIP is a partnership between government, individuals and families, and the private
sector. Government subsidizes insurance premiums for those unable to pay. Insurance companies
provide the coverage and the already existing health care providers deliver direct care. This is
essentially the model adopted by the State of Washington in its pilot Basic Health program.

Benefits

Benefits of SIP are heavily weighted toward preventive and primary care, with
health appraisals and related tests, well baby and well child coverage and accident coverage
fully covered. Twelve physician visits are allowed with a $5 co-payment during the course
of the year. An individual's hospitalization, however, has been limited to 5 days. Two
days is tilowed for maternity care. Elective surgery, and high-cost tertiary care have been
excluded. The program assumes that most members of the gap group will qualify for
Medicaid after exercising "spend down" for these costly procedures.

Costs

The insured's share is based on a sliding fee scale where individuals pay a portion
of the cost on a monthly basis and are billed directly by the insurance company. This fee
scale is based upon ability to pay. Persons below the poverty level pay no fee and the
monthly charges for those above poverty increase with income level. Co-payment at the
time of a non-prevention visit is $5 and is required for all subscribers.

SHIP Carriers

SHIP insurance is delivered through contracts with the State's two largest insurers --
Hawaii Medical Services Association (HMSA), which has about 60% of all health
insurance in Hawaii and Kaiser Permanente, which has about 17%. Both have cooperated
enthusiastically with us in this program.

The Hawaii Medical Service Association contract covers the bulk of SHIP's
subscribers with a statewide fee-for-service plan, although we do propose HMO coverage
be developed. Almost one-half (about !,200 physicians) have signed on to participate in
SHIP through HMSA. Only 20% of SHIPs funds can be used for in-patient
hospitalization. The philosophy that we've adopted is that hospitals provide for care for
this group already -- much of this is uncompensated. The additional funding, even if it
does not cover the whole cost of care, will assist the hospitals in providing for their needs.
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The Kaiser contract is limited to 3,500 subscribers on the island of Oahu. Kaiser
subsidizes a portion of the costs of the coverage for their full health maintenance coverage
for these people.

Program Imnlementation

SHIP was launched statewide on April 16, 1990. Frori the beginning, its objective
has been to eliminate the barriers and red tape which often dett:r the genuinely needy from
getting government services.

Our major task has been to bring people into SHIP, to target what would be in any
state perhaps the most difficult to reach, those people who are outside of the system. We
have emphasized the non-traditional, with shorter application forms, iristan access for
special groups (pregnant women), and special outreach efforts to hard-to-reach groups
such as immigrants.

This effort has resulted in coverage for many. As of May 1, 1992, we have an
enrollment level of about 13,300 members aboard HMSA-SHIP and 3,500 in Kaiser-
SHIP. As expected, SHIP members are, in general, young (43% are under age 18 and
86% under 45). Outreach in rural areas appears to have been successful -- almost 48% of
SHIP clientele is from the generally rural neighbor islands. Sixty-five percent (65%) of
SHIP membership has family income below the Federal poverty level, with almost 85% of
the membership below 150% of the poverty level. Our SHIP population mirrors the
population of uninsured found in the Robert Wood Johnson demonstration project and in
Washington State's Basic Health Plan. It is young, healthy and a good risk for insurance.
Program utilization, given our shoic experience, appears to be good.

HAWAII'S EXPERIENCE AND NATIONAL HEALTH POLICY

We believe our experience has real relevance to the nation's efforts to bring access to all of
its people, at affordable costs. In brief, these are:

#1. Mandated employer coverage can be an effective tool for universal access -- without
negative impact on business.

Hawaii's employer mandate brings large numbers of our people under the umbrella
of health care coverage. While this approach is sometimes criticized as being "anti-
business," it actually is in accord whh America's faith in the free enterprise system to find
cost-effective solutions to complex problems. Through an employer mandate, government
defines the extent of coverage and uses the competitive marketplace to provide that
coverage cost effectively and efficiently. By requiring employers to cover their employees,
an employer mandate avoids complex governmental bureaucracies and allows business to
get the job done well.

Data and experience shows that, contrary to small business fears, our mandate has
not brought about a bad business climate in Hawaii. Business growth and employment
have not been impacted in negative ways, despite concerns expressed prior to our
mandate's passage which mirror the same arguments we find against a national employer
mandate. These fears did not, in fact, prove to be substantiated then and we do not believe
they are substantiated now. Our employer mandate has leveled the playing field for all
employers and has ensured a strong package of health care benefits for all.

#2. We have also earned that insurance reform is vital to the success and ,-Quity of an employer
Mandate. What is-also quite clear is that an employer mandate helps to ensure that
insurance reforms are successful.

It is only fair that a mandate be accompanied by affordable insurance rates, which
are possible in Hawaii through community rating, and the appropriate prohibition of such
practices as exclusions and non-renewability. Our community rating is voluntary, a likely
product of the important role of our two large non-profit insurance providers in Hawaii's
market. This voluntary modified community rating system works to keep our rates the
lowest in the nation -- essential in a state with a preponderance of small business that could
hot afford ratings based on the same factors that govern coverage in most other
jurisdictions. The insurers have been able to maintain this system without a specific
legislative mandate because all employers must purchase coverage. Because all employers
are in the risk pool, community rates are affordable. Because the insurance companies
must compete, the market, not governmental control, keeps the rates competitive. Thus,
insurance reforms are necessary to the success of ai employer mandate but the mandate is
also likely to assist in making the insurance reforms viable for insurance companies.
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#3. rimar, health care works, not only to resolve health needs. but to contain health care

Historically, Hawaii's doctors emphasized outpatient care instead of hospitalization.
Today's modern practice patterns reflect this orientation. Our Prepaid Health Care Act
makes it possible for most people living in Hawaii to finance this care. Today, our health
indicators show the results of primary care. We have low infant mortality and low rates of
premature death due to chronic disease such as heart disease and cancer (see Table 2). We
use hospitals less (see Table 3) and use less expensive outpatient cam, more. As you can
see, early detection of potentially life threatening conditions results in low premature
mortality and low hospitalization. Emergency rooms are u".d less because people have
ready access to a doctor. Our people are healthier not because of unique genetics, healthy
climate or high tech medicine, but because they have access to primary care.

Bringing basic health services to all of Americans will not only help to improve
their health status but should work to reduce health car. costs. Far from adding to the costs
of the system, it will actually make the system less expensive.

This is suggested by our systems experience. Recent analysis of Hawaii's health
care costs suggests that our costs for health care as a share of Domestic Product are closer
to those of Canada, Germany, France and Japan than to that of the rest of the United
States. Despite Hawaii's high cost of living, health care in our State is less expensive. I
have attached this article (Attachment 1) for your committee's review.

#4. Using an employer mandate to cover a lage number of the _ersons who would be
otherwise uninsured, government can create affordable. responsive public coverage
systems for the remainder.

Because Hawaii's gap group was reduced to 5% by Prepaid Health Care and
Medicaid, we were able to initiate a State Health Insurance Program (SHIP) to provide
subsidized insurance for the uninsured without breaking the State treasury. In SHIP, the
individual shares in the cost of coverage. Our experience shows that people want the
security of insurance and will help pay for their health care coverage. It also shows that
people will invest in and use insurance which focuses on prevention and primary care and
that such insurance can be cost-effectively provided in cooperation with the private sector.

#5. Hawaii shows that states are important actors in affectiag.htlicahcare reform.

Thanks to its ERISA waiver, Hawaii, though a small state, has demonstrated that
an employer mandate can be successful in reducing the numbers of uninsured. Even the
small number remaining has now been reached through our SHIP. Further, the voluntary
efforts of Hawaii's two major insurers have produced health care coverage at costs well
below other areas of America.

SUGGESTIONS FQIL NATIONAL REFORM:

It is quite obvious from what I have said already that we do feel our system works well for
Hawaii, providing universal access to high-quality services at costs which, while still high, are
somewhat !ower than the rest of the nation.

I also believe tHawaii has much to off, the national debate: important lessons from
seventeen years of employer-mandated expcn,.nce, from twenty-six years of administering
Medicaid, and from recent implementation of a state subsidized insurance program for the
remaining gap group.

Nationally, there have been many studies, reports and recommendations on how to deal
with America's crisis in health care. These recommendations have focused on two basic
strategies: preserving the status quo or radically centralizing Amenca's health care system.

"The first continues the trend of more costly care for fewer people -- a recipe for disaster.

The second centralizes decision-making, discouraging competition, incentives, and irovation.

Hawaii's experience supports a third strategy: a partnership with the private sector.

In this partnership, government establishes and enforces reasonable hea;., care coverage
standards, but encourages the compctiu,,e marketplace to achieve those standards in the most
affordable manner.
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This new public/private paradigm would join the community focus of public health with a
new private health care system v hich would emphasize the importance of prevention and primary
care. By guaranteeing universal access while retaining the best features of a private market place,
America can provide top quality health care at reasonable costs to all our people.

Based on our experience, we believe a national plan should have the following 10
ingredients:

I A National Mandated Basic Benefits Package

Americans must have early and effective access to all the health services needed to
maintain good health. A basic benefits package containing needed services from prevention
and primary care to hospital and catastrophic care, is the most basic requirement of a
national plan.

2. A National Health Insurance Employer Mandate

An employer mandate is the best way for America to cover most of the currently
uninsured. We would suggt:st that Congress consider re-looking at a simple "everybody
plays" inandaLe, such as ours. This mandate should involve all employers and cover all
employees working more than a set number of hours per week and their dependents. Such
a mandate would ensure fair cost-sharing between employer and employee, and a minimum
of "red tape."

3. National Insurance Refrn

An employer mandate requires the availability of reasonably priced insurance. At a
minimum, fair access to reasonably priced insurance should be guaranteed by community
rating of the basic benefit package for small business and the prohibition of exclusionary
insurance practices.

4. A Cost.Containment Oriented Tax Incentive

We need to restructure our federal tax policy to provide incentives to insurers and
employers to offer and purchase cost-effective plans. For example, the federal health care
deduction should reflect the cost of basic coverage, not unlimited coverage as currently
structured and the self employed should be able to deduct the full cost of basic benefits. I
suggest the tax revenues generated from coverage above the basic threshold go to funding
system reforms.

5. Standardized Claims and Encounter Form

We are all well aware that administrative costs needlessly burn up health care
resources. Standardizing the insurance package and all the forms involved in processing
claims will reduce health care costs and enhance competition in the market place. With
standardized information, providers and consumers will be better able to make cost-
eftective ch-r

6. Consumer Education and hiifouji n-rShafing

The true engin- of cost control is a well informed health care con~mnec. Such
purchasers need current and pertinent information on prices, outcomes, and consumer
satisfaction. Thus, an open information system is a basic requirement of a national plan.

7. Cost Containment Commissions

I believe that organizing and empowering consumers is an effective cost
containment strategy. I father suggest that we develop cost containment commissions
with fair representation from all sectors of the community including business and labor to
monitor and study health care outcomes and costs, consumer and provider satisfaction and
regulate, if necessary, prices and budgets.
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8. Tort and Medical Standards Reform

The complexities and subtleties of establishing "FAULT" or liability in our modern
legal system is incompatible with the risks inherent in the practice of healing. As a society,
we must come to grips with the policy question of how much risk we are going to allow or
even encourage in the medical treatment of human beings. The present ambiguous state of
affairs causes substantial direct and hidden costs. Therefore, any national health care
reform must address both practice standards-of-care and the tort system.

9. Coordination Between Public and Private Resources

Presently public financing of health care is fragmented into many different
programs for a wide variety of specific target groups.

I propose, instead, that public financing be reserved for safety net services for the
medically indigent, including case management of difficult cases for those who are unable
to use private sector resources effectively.

Furthermore, to end cost-shifting practices, reimbursement levels must be
comparable to actual costs. This simplified system should be administered by the
individual states.

1). A National Mandate for Public Health and Prevention

Prevention and public health measures, both of which have the potential to improve
community health at low cost, are all too often ignored when funding is awarded -- eclipsed
by specific programs for high visibility target populations. Our plans would set aside a
portion of federal health expenditures to ensure that these efforts are adequately funded.

Finally, in addition to these 10 points, it is clear that unless we comprehensively address
long-term care financing, we will be unable to provide access to our elderly and curb the cost of
rising dependence on Medicaid.

In Hawaii, our Executive Office on Aging has taken the lead in developing the Hawaii
Family Hope Program, designed to cover 80 percent of the cost of institutional, home and
community-based, long-term care.

We are cun'endy seeking federal authorization and demonstration dollars to implement this
program and will be seeking waivers in the near future. There is a compelling need as Hawaii's
elderly population is growing nearly three times as fast as the rest of the nation. Our initiative is
driven by our need, and may well set an example for what is possible for the rest of the nation.

In closing, Hawaii's experience shows that health reform can be accomplished, while still
maintaining the basic strengths of America's health care system. Regardless of the approach we
take, ultimately, reforms must be rooted on these three principles:

1. Public health and prevention must be a priority to foster a healthier and more responsive
society. Unless each one of us adopts responsible health practices, our health care needs
will increase, wiping out the fruits of any cost containment efforts we may adopt;

2. Primary care., focussing on a community-based medical home for each citizen, must be the
firs* priority and foundation of access efforts. Primary care is effective in lowering the
need for more expensive care. It is vital that each of us has such a regular source of care,
which will best be able to guide us through the complexities of the health care system.

3. Government doesn't need to run a health care system. Its presence in delivery of care,
setting of reimbursements, or payments serves mostly to stifle the innate creativity which
has made American health care the best in the world. Government does need to set and
enforce rules by which a fair and equitable market place can operate.

I believe that awareness of and commitment to these principles will assure ultimate success
to OL- health care reform endeavors. In any case, we all must move forward at both state and
federal levels to achieve health care reform for America. Hawaii joins enthusiastically in this
effort.

Thank you and ALOHA.

Attachments



COMPARATIVE HEALTH INSURANCE PREMIUMS
SMALL BUSINESS GROUP INSURANCE RATES* 1990

Hawaii

New York

Kansas

Delaware

Georgia

94

360

564

240

140

141

139

217

California

Iowa

Massachusetts

263

360

564

516

340

503

313

508

* Benefits among these plans vary, although they all represent comparable
health plar. Please note that no two plans are exactly the same, and plan benefits
should be considered before king any direct comparisions. For example,
small business plans of the Contlinentai US. tend to use other factors as part of their
rating critieria, such as age, sex, ocojpation, and location.

TABLE I
JM
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TABLE 2

YEARS OF PRODUCTIVE LIFE LOST PER 100,000

DUE TO PREMATURE MORTALITY, AGE ADJUSTED

1990, CDC

TABLE 3

UTILIZATION OF COMMUNITY HOSPITALS
1990

HAWAII % OF NATION NATION

Beds/1,000 Population 2.6 70% 3.7

Patient Days/1,000 809 89% 909
Population ........

Surgery/l,000 55.6 63% 8M.1
Population

Emergency 200.2 57.5% 348.6
Room/l,000
Population .

Source: Uiversal Health Care Almanac, Table 2.7.1, Silver and Cherner, Phoenix.
1991.

. RI,. _



CHART

UNEMPLOYMENT PERCENTAGES FOR THE U.SJHAWAII
U.S. HAWAII

1970 4.8 4_ _

1971 58 ""-6.9 .Effective Date, PPHC
1972 5.5 7.91972 5,5 .7

1 0 ---------- .......... ....................1973 ~4.8 7.21

1975 8.S .83
1976 7.6 9.8,, -- -- - - - ---- ---. --- .. . .. . .... ,, ,,, ,,._

1977 6,9 77

1979 . 5.8 6.3
1980 7 4.9
1981 7 .4
1982 - -9. 5- 6.7 :3 - - - - --
1983 /-9.5 __6__ ...._

1984 74 5.6
1985 7.1 5.6
1986 6.9 4.8 0o I I II11 1 1 1 1 i

1987 6.1 3.8 b- 4 d *,

1988 5.4 3.2
1989 5.2 2.6 I--= US. C----Hwaii

1990 '5.4 2.8
1991 6.6 2.8_ _ _



GROWTH IN EMPLOYERS
HAWAII 1970-1991

Yer Ttlployers

142S

-1647:

21739
Ky-81 2207

.'i; <{ i . 2293

198. iu 2329

198$ 2508
_____ 25758

__26267

Effective Date, PPHCX X ------ -----
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CHART3

NEW EMPLOYER ACCOUNTS & TERMINATIONS
HAWAII INCOME SECURITY LAW

1970-1991 (Effective Date PF1O

1969 2579 4000 .............

3- I - --

-i.-2 m ,M 3 O000 , -------------------- ............. ......................
195~2610 2379

"4 ! 2690 , 26 2 . .......................................................
_______ 2M3 2N96

3206so 2000 , - - - - - - - - - - - - - - - - - - - - - - - - - - -

-V6- -"

___ ___ ~ 314B ___ __
.:.-- ..-.a .- 29a 32 100 ----------- ----------- ----------- ----------- ----------

3 0 M s'm:m !;~ : S o o --- ------.- ---[ - ------------- -- --.- - --- ---- ---- ----- ----_ _ 3299- 323W
193 32W 3235 0 . .i . .. ... ..

15W S 3633
19 au 3M, ~- New Accounts 0-Terminations

*New Accounts - An Employer Newly Liable under the Hawaii Employment Security Law
"Terminations - Employers who are no longer liable up -r the Hawaii Employment Security Law
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Comparison of health expenditures in
U.S. and Hawaii economies
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COMPARISON (COAu8Aird/F018pole j'1

me~ nthe U.S. and Hawaii Te sore 0' nforimioni am
ci sung published data. Plflyi Lt Hawaii Depatunen of
Business. Economic Developea A Tourism's (DEED)
annal Data Bo'ok and t Health Insuranice Amsoiation of
Americas (HIAA) annua Sowet Boal of HealhA Mnurwe
Da"a.

The HIAA data ame produced largely from the federal
Health Care Financial Adtinisaittns (HCFA) tabulation
Of pe-4nal Hea"t Care Eileaditures (PHCE). whereas the
Slate's DEED reports use t metodology of dhe U.S. Com-
merce Department's Personal Consumption Expenditures
(PCE) - hied"ca Care compoomm. as reported in National
income and Product Aceoiiit (NIPA). The are minor difler-
aima in accouinting mesieologi used by HCFA and Com.-
merce. As a resut. the COMOe=c NIPA and related DBED
figure have been somewhat lowu reAjtem theO HCFA lab-
looms. (HCFA and Zommeice am working to resolve this
problem in te next 2 years) If this difference in medioclolo-

TABLE I

IM8 HEALTH EXPENOI7 AE. BY TYPE (Mthoria)

Ty"e of Eipefndile U.S. H8Wai

Personal Heakh Cater" $470.000 $1652
P1091 m Mdmmnlrao " N9t
Coat of Prvae Hah bnmW~cw 2.000 as
Goveenment Pubi Hah AidiVd 17.000 St

Total Services anid SupLW s W2.000 1.658

Resaardi a" Constrchon 19.000 64

Total Heath Expant~ra 554.000 I5.7M

The Hoam 69Pe have bea POrWparson raind Wr an equi-
mate amnuisan winh fabwaii wu. as noW V t we ~-
coo" daaussai

- Pawwinei~aa Cue '-epeeaea war avinebcspevb
fr o* heelpi and Nmeimi ~W"C 10 Wicual I. wheier

wiaffl or Fet TV,* "if rIn amt s Noa as hos"i. eve.
wig teo WmW hom As&M 0. PuYaICIS. ftR06. and COWa
"oeswwvers - W "q ~a sewd leaedwiv bies. viam-m~ and co arA OMAmbas aa wd are, ~i

seabed WWuI and meW40"S. Ihbehad Suppies and a"e
awns i wwwre by ~11

TABLE 2

iPS gsus, AND HAwAni HEALTH EXPENDITURES (Wmslin)
AS A PERCENT OF GRC SS PROQUOP

U.S. Heath ExpeNduvraS L54.000

Goss Nalonal Product 54.681.000

Hawai Heath Experidhw" V 752

Gniss State P md-d 62,38111

gee is left unadjusted. the Hawaii data appears even Owe
favorable (ow) than phveated in thIs pgpe.

Thie fcaowmtg data and papis competMM f0r this but-in
WKSenrstan by raising ORFI) reponed Hawaii qiures by
the Same '11t1o Of the difference between NIPA and HCFA
medical caut cOnsuJmptJon aceommis for each of the Years cited
(egthaweffect for 931 was to increase Hawai's percent 0
GSP for medical care from 7.5% to g. I1b). These nlerpola.
Writs are based On the U.S. Depaimnt of Commerce-s PC,.
joral COAuvAIPWio EzWendiner Methodoloty Poprs. Us
Natio"o inme &nd Prodiit AtcCaONAU June 1990. W4 t~ie
of t U.S. Depenmvetsi of Commerce's period"ca Surwy ofy
Ca' IsriAtsi Whre minor data eleinenu for Haji ame
unavailable, ie. net cost of health insir,-Ce. public health
AWtivties reaWch and cncaon I'mn ',irid total less Itha
12S Of total "e.11 expenditures), tneY *', introIlad at
nnaonal norms for toose yeams

A comparison between U.S. Ad Hawaii hel epends

ness ndicates 11msepercet CHawaii's GSP consumed by
medjca goods and svioc was at 8.1% in 194'. versus te
U.S. eitpenence of 11. 1% of GNP (Table 1. Table?,. and
Graph 4). A review Of data from prior Years indicates this
divergnce bega in 1913 and Mas inicresed since thent (Graph
5). Graph 6 (peor capital anual healdh expetdilttres In curNui
doJlas for both Hawamn and te U.S.) demontstrates tat the
ratio favorable to FHawail is nor Simply an aberration o~ft
rap iy e2swndin local economy (OM GSP deoiminator in fte
ratio), but is due to a generally lower and $,ower rate of

VOwtlt Of the health cam expenditures in Hawaii.

SH40RT-STAY HOSPITAL BEDp SUpply 1192,n

Cowr-OW- Wfa9.lMa Aboteru t We 14.
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Whn ompered to othe ina uzd cowwies wMs pM*
ponoiy esempley am~om1 heah propins. Hawaii's heIMoh
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JMaW% Getmany. Sweden. the Netherland Hwi. Hawai
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Dhseviin
rKh speric cause of this enviable cost of health carm

record in Hawaii have never teen delinew&d Many sheom
have bees advanced to explain our favorable healh & as
(piea loolevity in dhe UI) and lowas boqisa uwtilsss
The varwo faciora menelowd include fhe mild climase, he
malsi-culwural populatuca. asoligopolisti health imustwan
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well as she role of sh Stat HeaLh PlMI and Devekipm
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CoMMuNICArONS

ASTHO STATEMENT ON
HEALTH CARE REFORM

The statistics describing the health system problems in the United States are compelling. The
health care portion of our nation's GNP is on a rapid rise, projected to reach as much as 14
percent this year. In 1990 it was estimated that health care took 25 percent of American business
profits. Per capita health spending in the United States is the highest in the world. Despite these
expenditures, however, too few people are covered by basic health insurance. Of our tremendous
expenditures for sickness care, too little is spent on prevention and early detection of disease and
illness. C rrently an estimated 34 million Americans are without health care insurance coverage
either t rc igh private insurance, Medicaid or Medicare. In addition, approximately 20 million
more Americans under age 65 reportedly do not possess adequate health insurance protection.

High medical expenditures have not consistently translated into improved quality of life or greater
life expectancy. We know that health promotion and disease prevention efforts not only save
lives, but also improve the quality of life. Yet currents, only an estimated 3 percent of our
federal health spending goes to prevention activities. T.)ata show that with improved efforts in
the areas of prevention and primary care, this Nation can save lives and valuable health care
resources. For example, the lifetime cost of caring for an infant struck with rubella is $200,000;
for every SI spent on immunization, $10 is saved. Teenage pregnancies cost the government
more than $20 billion a year, yet a $1 investment in family planning services saves more than
$4 in health and welfare costs. It costs $50,000, on average, before a low-birth-weight baby can
leave the hospital but it costs only $4,800 for comprehensive prenatal and delivery care. It costs
$15,000 a year to educate a child born addicted to drugs or alcohol but it only costs $3,000 per
year to educate a healthy child. Prevention, primary care and comprehensive health education
from kindergarten through grade twelve must be available to al! individuals if we are to improve
the health of our nation. Truly, an ounce of prevention is worth a pound of cure.

ASTHO POSITION

An effective resolution of the crisis in health care delivery will only occur with the development
of a system of universal access providing a continuum of comprehensive public health and health
care services, intended to assure the optimal health of all individuals throughout their lives.

ASTHO r, "intains that any health reform proposal must address prevention at its most basic level
by ensuring , that public health measures such as health promotion; disease prevention, including
screenings, early detection, early care and treatment; epidemiologic services; and environmentally
safe air, water and food supplies for all communities are included. ASTHO believes that the
following areas must be the centerpieces of any effective health care reform package:
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* Community-wide preventive health services
* Universal access to basic health services
* A guaranteed minimum benefits package with a strong emphasis on preventive health

services, including health education
* Financial reform
* Strong cost-containment measures
* Quality assurance

ASTHO's policy also recognizes that reform or the health care system can best be achieved through a partnership
of federal, state and local public health agencies, community-based organizations and the private sector to assure
access to comprehensive community and individual health services.

ROLE OF PUBLIC HEALTH AGENCIES

Public health agencies contribute to the health care system at three levels: local, state and federal.

At the local level, public health's primary role is one of health prom..ion and disease prevention and may include
direct care. The guiding principle is the provision of community-wide preventive services and promotion of
health enhancing activities. This includes building networks with other providers such as private practitioners,
home health care agencies, community health centers and city and county governments to see that community
ne, is are being met. Activities also include community needs assessment based on local data and local policy
de elopment. Local public health agencies are concerned with community level issues such as access to
appropriate providers, immunization goals and maintenance of a healthy environment.

ASTHO's policy is that health care reform must build on these core public health
functions and develop the capacity of local health departments to assure access to primary
care services and where appropriate, to provide the services.

Public health services benefit everyone but often target high risk populations and low income disadvantaged
groups. Even with universal health care coverage, there will still be families and groups, because of cultural,
linguistic, geographic or other barriers, that will not have ready access to health services. Public health agencies
are in a position to assist these disadvantaged groups in gaining access to the system.

ASTHO's position is that the entire public health infrastructure, including local health
departments, must be adequately funded in any health care reform to fulfill these revised
and expanded public health responsibilities.

On the state level, public health agencies organize resources and coordinate public health services. State health
agencies are responsible for the assessment, policy development and assurance functions for the health of the
state's citizens. State health agencies maintain statewide data systems to track health status and outcomes of
interventions. Plans for health care reform must incorporate the critical role of state health agencies in assuring
thp effectiveness of interventions to address the most pressing public health problems. Population-based
pr". ention activities that extend beyond the boundaries of individual providers and facilities are nece. icy. For
example, lead poisoning, vaccine preventable diseases, tuberculosis and infant mortality require ccmmt i.dty-wide
public health services including outreach, screening, linkage to care, monitoring and education. State health
agencies, working with all available public and private resources, perform these linkage activities and,
additionally, often serve as service providers of last resort. Fundamental public health services both for
individuals and communities must be available to the entire population.
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I ASTHO's position is that these important resource development, capacity building,
linkage activities and. where needed, service delivery unctons must be an itegral pat
of" any "new' health care system.

The federal role in public health is to provide national leadership for health promotion and disease prevention,
to assist with financial resources. gTants-in-aid and technical assistance, to provide regulatory direction and to also
act as a research arm The federal government also supports health professional training and placement programs
in an effort to ensure an adequate number and distribution of primary and preventive care professionals.

i ASTHO's Position is that the continuance and expansion of public health service and
training programs by the federal government, through all appropriate fe, 'ral agencies,
remain crucial parts of a healthy America.

ASTHO recognizes the unque responsibility of public heaJth agencies to place reform activities in the broader
context of the health -C the public and of communities as Aell as individuals. Their focus on the communiry and
their emphasis on education fer healthy behavior should place public health agenc:es in a position to assist in
nhac,rg tre policy direction of health care reform,

L.'TVERSAL ACCESS TO BASIC IEALTI! SERVICES

ASTHO's position is that a nationwide sNstem of health care must provide a continuum
of services which are comprehensive and universally available. An essential set of
services must address the continuum of care which h represent all stages of health needs
These include disease pre,.ention and health promCton, clinical preventive services.
primary care and c:ute care.

In order to prove truly "universal access,* health reform must address not only financial issues but issues such
as availability of providers, gogr~phic barriers to care and development of ethnically, culturally and linguistically
appropriate health systems. True reform must also address the huge burden of inappropriate and unnecessary
medical procedures, which have created a major drain on health care spending, and must re-focus financing on
preventive and pru nary health care services. Although not discussed here, ASTHO recognizes another stage of
health care needs, long-term care, which must also be addressed in health care reform.

DISEASE PREVENTION AND HEALTH PROMOTION

The first stage, disease prevention and health promotion, including health education, represents the traditional
role of public health prc:essionals Envirorunental and behavioral improvements have caused our most dramatic
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gains in overall health in the last 100 years. Health promotion and protection services are the most humane and
cost effective services the health system can provide. The target audience for disease prevention and health
promotion is the general population. However, health promotion and disease prevention efforts have been
inadequately funded and reimbursed, and worse, overlooked as essential components of effective health systems.
This is in spite of the fact that it is often failure to address prevention issues that results in the need fot higher
cost therapeutic health care services.

CLINICAL PREVENTIVE SERVICES/PRINARY CARE

The second stage of health needs, clinical preventive services and primary care, bridges the gap between public
health activities of health promotion and protection and acute care treatment of illness. Clinical preventive
services include prevention services targeted to individuals as well as early identification of disease processes.
Comprehensive primary caze is the cornerstone for the development of effective and efficient systems of personal
health care. Primary care should be the hub from which other health services, including specialty referrals, acute
hospitalization, long-term care 3n. in-home care are coordinated. Clinical preventive services are viewed as an
integral part of comprehensive )r iary care. Access to clinical preventive and primary care services is critical
to meet health needs at this stage.

ACUTE CARE

IndividuaJs must be guaranteed access to acute care. which includes traditional inpatient and outpatient hospital
services as well as hospice services.

An important factor for each of these stages is access to continuous medical therapies and services. This includes
the ability of ltMdividuals to receive necessary long-term preventive and rehabilitative interventions such as
pharmaceuticals, health care devices and therapy services which will allow individuals to conunue with, or return
to, productive and healthy lives.

,UN WMNR.. BENEFITS PACKAGE

ASTHO's position is that all health benefit packages should address all stages of health
care needs with the goal of assuring the optimal health of each individual and the
community. These include disease prevention and health promotion services, clinical
preventive services and acute care services.

DISEASE PREVENTION AND HEALTH PROMOTION

Assuring disease prevention and health promotion services is a responsibility of both public programs and private
insurance. Disease prevention and health promotion services include assessment of community-level health status
to identify problems and priority, s, education services, including outreach efforts, and ,ommunity level
interventions such as implementation of public health programs. To the extent possible, these interventions should
be provided in linguistically and culturally appropriate contexts. Providers of these services include not only
physicians but other health care professionals including social workers, nurses, dental health professionals,
nutritionists and physician assistants. Reimbursement for health disease prevention and health promotion care
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services must be redirected to not only recognize physicians as providers of care but to support the practice of
a variety of other providers, including certified nurse midwives, nurse practitioners, physician assistants and
others, isa teams and individuallT, as appropriate. ASTHO recognizes that organized health delivery systems such
as mar,.iged care can be utilized to provide comprehensive care while increasing flexibility in reimbursement and
reallocating resources to clinical preventive services.

Individual health promotion and disease prevention services should be reimbursable
services under individual health insurance benefits packages. The public health
infrastructure must be supported by federal, state and local funds to continue outreach to
underserved communities and to fill gaps in providing community-wide health promotion
and disease prevention information and services.

CLINICAL PREVENTIVE SERVICES

Clinical preventive services benefits should include primary preventive services aimed at preventing occurrence
of disease and disability and secondary preventive services aimed at early detection and intervention. The basic
set of services should include those recommended by the U.S. Preventive Services Task Force in the G
Clinical Preventive Services. The Task Force recotmended appropriate clinical preventive services for all
members of any given age/sex group and other targeted services based on risk factors of an
individual/subpopulation.

Specific services must include at a minimum:

* childhood immunizations 0 cholesterol screening
* prenatal and maternity care 0 colon screening
* family planning 0 adult/elderly vaccinations
* mammograms 0 limited dental health care
* pap smears 9 adult and child preventive

health visits

ACUTE CARE SERVICES

Acute care services must include treatment requiring attention, either outpatient or inpatient, from appropriate
health care professionals.

Covered procedures should be deemed to be medically necessary by the individual's
primary care provider based on a set of commonly accepted standards for medically
effective services and must discourage excessive use of hi, i cost services. Access to
advanced levels of care should be based on a process of priritization.
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A comprehensive set of data on health services outcomes and population health status must be required tr evaluate
experiences and to set priorities for future health care investments. Services provided through managed care
programs, which link clients to primary care providers and promote appropriate use of services, should be
encouraged.

FINANCIAL REFORM/MEDICAID

As long as Medicaid is the major health funding source for low income and many disabled people, reform of this
system is critical. Health care reform may change the current Medicaid system or replace i: with a new program.

SRegardless of the system, it is ASTHO's policy that new provisions and changes
must provide states with the flexibility to confront the most pressing issues facing
the state's population without being constrained by federal mandates.

Eligibility for Medicaid, or any other public program, should be based solely on income and assets, without
categorical restrictions. This income eligibility should be disconnected from AFDC and SSI so that states can
cover persons who may need financial assistance only with medical cost. Reasonable cost saving mechanisms.
such as managed care, should be encouraged under Medicaid or any other public system.

In the absence of universal coverage, reforms should emphasize giving states the option ,f adding or modifying
services and categories to better meet the needs in each state. States should also have the flexibility of offering
a smaller benefit package for 'new" groups of eligible persons as long as core services provided are consistent
with the minimum benefits package.

State flexibility through programs like the Medicaid waiver process should be simplified and expedited, with
emphasis on health outcomes rather than process. An activity approved under a waiver for one state and proven
to be cost effective should be approved expeditiously in additional states.

The minimum basic benefits guaranteed by private insurance under a reform plan must also be the minimum
guaranteed by the public system.

Payments to public and private providers should reflect the true cost of effectively providing services. Any public
or private provider delivering services should be eligible for equitable reimbursement as long as services are
provided in an efficient and cost-effective manner.

Federal law should be amended to permit state Medicaid agencies to report state-reportable diseases to the official
public health agencies.

Finally, health system reform needs to ensure that federal requirements for state financing of medical and long-
term care de -ot hamper a state's ability to adequately provide universal access to basic preventive and primary
care services.
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FINANCIAL REFORM/INSURANCX

Insurance market reform is another necessary part of universal access and cost containment. The Federal
government should take the lead in implementing insurance market reforms that encourage insurers to provide
policies which are concentrated on cost effective provider arrangements and care management.

ASTHO's position is that specific reforms should be impler'ented to 1) eliminate
cancellations or nonrenewals of coverage, 2) cap annual rate increases, 3) encourage
coverage of lower cost alternatives to inpatient services such as home health care and
outpatient services, 4) eliminate administrative waste by creating a uniform claims and
billing system and 5) provide for portability of benefits between jobs. ASTHO also
supports the elimination of health status and preexisting conditions as a determinant of
insurance eligibility and establishment of community ratings, if universal access to health
insurance is implemented.

Effective reform must also include provisions which encourage consumer responsibility. These provisions must
not hamper an individual's ability to receive needed care. In the absence of national reform, modifications of
ERISA are essential to allow states the capacity to undertake reforms, including the flexibility to impose employer
mandates as part of state health reform efforts.

COST CONTAINMENT

Cost containment is one of the most critical areas to be addressed in health care reform. The centerpieces of
universal access to care, a guaranteed minimum benefits package with a strong emphasis on prevention,
recognition of each of the stages of the continuum of care, changes in the public system, insurance reform and
consumer responsibility are all fundamental parts of cost-containment.

Systems of capitation, in combination with coordinated care, can reduce inappropriate use of emergency rooms.
hospitalizations and other institutionalized care and can support the reallocation of resources into the strengthening
of primary care.

Also important to cost containment are the development of policies to moderate the rate of growth in acute and
tertiary care services and to promote growth in primary care and prevention programs. Strategies to reduce the
rate of capital investment in duplicative services, technologies and facilities within defined geographic areas are
needed. ASTHO supports federal policies which direct a larger share of health professional training resources,
including a substantial redirection of Medicare Graduate Medical Education expenditures, to train primary care
and preventive health service providers rather than specialty care providers. ASTHO also promotes development
of policies that encourage and support those primary care providers willing to practice in underserved areas.
Finally, ASTHO recommends adoption of policies to translate the benefits of modem technologies, practice
efficiencies and outcomes research into lower con.uimer prices.

Cost containment efforts must be clearly linked to careful monitoring of health outcomes in order to assure
continued high quality health care.
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Critical Elements to Cost Containment

" Universal access to care
* Systems of capitation
* Moderation of the rate of growth in acute and tertiary care
* Growth in primary care and preventive services
" Reduction in the rate of capital investment in duplicative services, technologies and

facilities
* Re-focus of heath professions training from specialty training to primary and

preventive health service providers
* Translation of modern technology and practices into lower consumer prices

QUALITY OF CARE

ASTHO supports efforts to measure and improve patient outcomes as a goal in h. Ilt. care reform. ASTHO
supports funding for research to define parameters to measure quality of care, including the quality of public
health interventions. Monitoring must assure that all individuals, regardless of source of payment, receive quality
services at a uniform leve: consistent with the minimum benefits package.

State and local public health agencies are responsible for assuring the health of all citizens
through monitoring of health status, access and outcome data; the role of public health
agencies in monitoring and assuring quality care must be supported in all health reform
proposals.

ASTHO believes that it is critical for each of the above areas to be addressed in any health care reform proposal.
Without inclusion of these recommendations, America will continue to struggle for its health. ASTHO's
Staterne,t on Health Care Reform was adopted at the Association's annual meeting, May 20, 1992.
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