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BETTER ACCESS TO AFFORDABLE
HEALTH CARE
THURSDAY, FEBRUARY 20, 1992
U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:04 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.
Also present: Senators Moynihan, Baucus, Bradley, Mitchell, Riegle, Rockefeller, Daschle, Breaux, Packwood, Danforth, Chafee,
Durenberger, Symms, Grassley, and Hatch.
[The press release announcing the hearing follows:]
[Prew Relee

No. H--5, Feb. 4, 19921

HEARING PLANNED ON BENTSEN ACCESS To HEALTH CARE BILL, CHAIRMAN WANTS
MORE AFFORDABLE INSURANCE FOR AMERICANS
WASHINGTON, DC-Senator Lloyd Bentsen Chairman of the Senate Finance Committee, Tuesday announced a hearing on tle Better Access to Affordable Health
Care Act, his bill to make it easier for Americans to get and keep health insurance.
The bearing will be at 10 a.m. Thursday, February20, 1991 in Room SD-215 of
the Dirksen Senate Office Building.
"Americans who work hard all day shouldn't have to worry about how they are
going to pay the bills if they or a loved one gets sick. Sadly, though, more than 34
million Americans have no health insurance and must live with the nagging fea
that comes from knowing they need insurance that is out of their reach. About four
out of every five of these persons have jobs but most work for small businessescompanies with fewer than 50 employees-which are facing an insurance squeeze
of their own," Bentsen said.
"I have introduced S. 1872 to make it easier for Americans to have health insur.
ance. It would prohibit insurers from 'cherry picking' by denying coverage to workers and dependents who need insurance most, combat 'joblock' and make it easier
for employees with health conditions to get a better job without losing family coverage and help make less expensive health policies available to small businesses
by reiaxinq restrictions on the kind of benefits insurance companies must offer,"
Bentsen said.
"I'm calling this hearing to solicit views on how this legislation would help ease
these problems and give Americans the assurance that they can have access to
health insurance when they need it," Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. If you will cease conversation, this hearing will
get under way.
The dual problem of rapidly rising health care costs, going into
double digits every year, and the decreasing availability of health
insurance is one of the major problems facing this country today.

It is a big question in the Presidential and Congressional debates. Today there are over 35 million Americans without health
insurance; almost unanimous agreement that the status quo cannot
continue.
There is no shortage of proposed solutions, but, also, there is no
agreement thus far either in Washington or amongst the American
people on what direction should be aken.
The debate over reform of the health care system has begun, but
it is going to take some time to get it accomplished. Last fall, I
joined ith Senator Durenberger, Senator Mitchell, Senator Rockefeller and others in introducing S. 1872, the Better Access to Affordable Health are Act.
We focused on some problems in our health care system for
which there is the greatest consensus now for action. We intend to
move forward as quickly as possible to address some of the more
egregious problems in those areas now while this important debate
over comprehensive health care reform proceeds; not as a substitute for such, but an interim step.
Let me summarize briefly the most significant provisions of the
Better Access bill. It would attack the problem of job lock by limiting the extent to which workers and their dependents would be excluded from coverage because of pre-existing conditions as they
changed jobs and insurers.
There are so many instances where a man or a woman cannot
change jobs because they have a spouse or they, themselves, have
some pre-existing condition.
The other thing we address is the cherry-picking by some insurance companies, where they will come into a small employer who
might have 25 employees and they say we will cover the 24, but
we will not cover this one that has the heart condition, and that
is the one that needs it the most. Or that the next time that premium comes up, they jack it up to an extent where it forces the
employer to drop the insurance.
Whe Better Access bill would also create an ongoing Health Care
Cost Commission to advise the Congress and the President on
strategies for reducing health care costs. Members would be drawn

from health care consumers, providers, insurers, and employers.
Affordability for small business would be addressed through

flexible benefit packages; a grant program to assist States in devel-

oping group purchasing programs for small businesses; and an increase in the tax deduction for the self-employed from 25 percent
to 100 percent. That employer now has that for his employees, but
he has a limitation on himself of 25 percent.
Finally, S. 1872 would expand Medicare benefits to cover cancer
screening and other preventive services. Prevention is a critical, yet
often overlooked element in our health care system.
The Congressional Budget Office estimates that over 13 million
Medicare enrollees would benefit from these services. As of this
morning t we have 24 Senators co-sponsoring this piece of legislation. It has bipartisan support, including Senators who have also
co-sponsored various comprehensive reform proposals.
The health care reform plan announced by the President earlier
this month included provisions for limits on pre-existing condition
exclusions and small group insurance reform that are, according to

the administration's spokesman, identical to those in this piece of
legislation.
It is my hope that we can move on S. 1872 soon-very soon-and
that this hearing will allow our committee to benefit from comments on the bill from a wide range of perspectives. I look forward
to receiving guidance from the witnesses.
I now defer to the Ranking Member on the committee, Senator
Packwood.
OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON
Senator PACKWOOD. Mr. Chairman, your assessment is correct,
both as to the problem, and, I think, as to the consensus. There is
obviously a significant difference of opinion among members of
Congress on what overall health reform should be, but I do not find
much difference on insurance reform dealing with access and affordability for small business.
It is in the bill that I have introduced; it is in your bill; it is in
the bill of almost everybody else that has put in a health reform
bill in Congress.
I have one concern, and I hope we can address this, regarding
flexibility to States, like Oregon, who want to experiment and are
attempting to innovate in health care reforms. Any small business
health care reform bill should give discretion to the States to design their own basic benefit packages and insurance standards to
meet the needs of those States.
And the reason I emphasize that, Mr. Chairman-and you are
aware of what Oregon wants to attempt in the delivery of health
services--is no other States have indicated they are willing to try
it yet. I hope we can accommodate Oregon's wishes in this legislation.
The CHAIRMAN. Thank you. I call now on the Majority Leader for
any comments that he might make.
OPENING STATEMENT OF HON. GEORGE J. MITCHEILL, A U.S.
SENATOR FROM MAINE
Senator MITCHELL. Well, Mr. Chairman, thank you very much
for holding this hearing. I commend you for introducing the legislation, the Better Access to Health Care Act.
It will make reforms in the small group insurance market and
gives small businesses certain tax advantages in an effort to encourage more employers to provide health insurance to their employees.
Our health care system is in crisis. Nearly 37 million Americans
do not have health insurance, yet the cost of health care to our society continues to soar.
It is not enough that we find a way to add those who are uninsured to the existing system; we must make fundamental reforms
in that system, including, and, most especially, effective cost control, as well as the insurance market reform being proposed here.
This bill, of which I am a co-sponsor, is a first step toward addressing the problems facing millions of working Americans who do
not have health insurance. And I am pleased, Mr. Chairman, that
you have indicated you regard it as that--an interim measure.

The legislation will begin to eliminate some of the most serious
problems facing small businesses and their employees in the purchase of health insurance. While it is a first step, it is a welcome
one. I also believe that beyond this legislation, we must do more.
Over the last decade, a variety of cost containment strategies
have been attempted by both the government and the private sectors. They have had mixed results, but, overall, there appears to
have been little impact in the growth in total health care spending.
In our effort to contain health care costs, which must be our
highest priority, we must have better information about what we
as a society want to pay for. We must assure that each dollar spent
provides the best return.
I believe we can get more value for the hundreds of billions of
dollars we are spending as a society than we are now getting. It
is estimated that between 10-30 percent of treatment for illnesses
provided by physicians is either unnecessary or ineffective.
The Outcomes Research initiatives being conducted through the
Agency for Health Care Policy and Researcii will improve the quality of care, while reducing unnecessary or ineffective treatment.
I am pleased that Senator Bentsen's legislation includes an expanded effort for outcomes research and the development of practice guidelines similar to provisions contained in S. 1227, comprehensive legislation which I, and other Senators introduced earlier this year.
I repeat that I think that this is a good first step, but that I believe more comprehensive reform is needed this year, and I will
press for enactment of comprehensive legislation during this Congress.
Access to care and the soaring costs of care must be addressed.
The loss of health insurance does not only affect the poor and the
unemployed; an increasing number of middle-income working
Americans and their children have no health insurance, or are just
theirthings
healthtoinsurance.
a pink
And slip
one away
of thefrom
mostlosing
striking
me, Mr. Chairman, as I
have gone all around the country to hear testimony on this subject,
is the extent to which people who have insurance are suffering
from fear and anxiety.
We make a serious error if we regard the health care crisis solely
or even primarily one of dealing with persons who do not have
health insurance.
It is a crisis for the millions who have health insurance but who
are worried that they will not be able to afford it in the future, or
that the coverage that they have will not take care of whatever illness or disease they or their children may confront.
I think the real issue overall is peace of mind-peace of mind for
those Americans who do not have insurance and need it; peace of
mind for those Americans who do have insurance, but are afraid
of
losing it. And I think that covers just about everybody in our society.
Mr. Chairman, I look forward to working with you and the other
members of the committee to enact this bill and to enact comprehensive legislation reforming our health care system in this
Congress.
The CHAmMAN. Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM Nhi YORK
Senator MOYNIHAN. Mr. Chairman, I am a co-sponsor of your bill,
and would wish to be so known.
But I had thought that possibly in this cycle we might raise the
subject which seems to me to be the most significant problem of
health care in our country-I mean the most visible problem, which
is the mentally ill homeless.
I mean if we were to ask what our Nation is known for around
the world, it is for homelessness. And if you ask where it comes
from, however, you get this muffle.
And I happen to think that this is--and no one is going to hear
me on this subject because we are all into insurance-a government-created problem.
I was present when it happened, as we moved towards de-institutionalization in the early 1960's, following a Congressional commission in the 1950's. We overestimated the power of the tranquilizers;
we overestimated the capacity of community mental health centers
to help people, and then we forgot what we even started. And the
next thing, you look up, and we have the problem of the homeless
and people are beginning to find it as a problem of housing. I wonder if I could not ask my friend, Senator Packwood; you have a
problem of homelessness in Portland, do you not?
Senator PACKWOOD. Everybody does.
Senator MOYNIHAN. Everybody does, because of the schizophrenics. Everybody has schizophrenics. It is not rent control, it is
not this or that. Schizophrenia has a common incidence in all populations, and we emptied out those mental hospitals.
We took the advice of doctors who were perfectly good people,
who overestimated their sights. And then we reduced the institutional care by 80 percent.
And a generation later, these people turn up with shopping bags
and are living on grates, which is what they had done in the time
before we created mental institutions.
And we do not know how to say what a mistake we made. The
psychiatric profession is very mufed on this; very muffled. There
is a measure of malpractice by the government here. I would hope
we might find a way to address it. I mentioned to Secretary Sullivan the other day that it was not in his address, and not in any
previous address.
Probably we are not going to do this, but I think we might think
of doing it, because I think this is what most visibly and tangibly
needs to be done.
These people are sick and they are sleeping on streets. And they
used to be sleeping in beds. It is not like we have moved forward;
we have regressed. And, with that screen, sir, I want to record myself as your co-sponsor.
The CHAIRMAN. Thank you very much. Senator Durenberger,
your comments.
OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA
Senator DUREN ERGER. Mr. Chairman, thank you very much.
Two weeks ago I said I thought that the President's health speech

and his plan was the end of the beginning of health reform, and
now that we had heard from every quarter, it was time to finish
the air war and start the ground war of health reform.
So, I am here to thank you, Mr. Chairman, for beginning the action phase of this process by initiating this hearing on insurance
reform, and your commitment to mark up a bill soon.
There are three very good reasons why this committee should immediately report out S. 1872 and push it through the Senate floor
without delay.
First, what health reform needs now is not more emotion but
more motion. We have a system which has a host of difficult and
interrelated problems that are showing up in the pain and uncertainty that every member has felt from millions of American families and businesses.
We do not have a lot of financial resources or political capital to
put against those problems, so that means we have got 5 or 10
years of hard work to do to turn the whole thing around, including
the problem that our colleague from New York talked about.
So, the question simply is, why delay the effort any further? We
could either try to pacify people with gimmicks, or we can take
genuine steps to solve their problems.
This bill is a genuine step toward greater access by more fair
coverage and lower costs without compromising quality of care, and
we ought to take that step.
The Majority Leader has already pointed to the political problem
for people who are up for re-election this year: it is not just the uninsured; it is the insured, and the fact that insured all over America are paying radically different prices for the very same product
and they do not understand why. And this is an effort to rationalize that system.
The second reason we ought to move is because the America people benefit far more from a bill that passages than from a package
that sells. We have all the packages on the table now. We have
Mitchell, Kennedy, Rockefeller, Riegle, Chafee, Dole, the President's, Senator Packwood's; a variety of them. What major reform
do they all have in common? Small group insurance reform. And
that should be the end of the argument.
But there are some on both sides who argue that we cannot pass
any of the parts, we need to hold out for our whole package.
In practical terms, that means we will probably end up with
stalemate rather than with action because, short of capitulation,
there is no hope for a partisan package.
This bill is a bipartisan package. It will do good for people; it wili
point the system in the right direction; and it will build momentum
for the next step.
The third point, and the last one, is simply, we are going to have
to choose between politics and progress. And, Mr. Chairman, you
have made that choice.
There is simply no way we can hope to take on a problem of this
magitude with one hand tied behind our backs. There is no Republican plan that is going to solve it; there is no Democratic plan
that is going to solve it. Neither the Congress, nor the President
alone is going to make a dent in this problem.

From April of 1989 to March of 1990, five members of this committee, eventually led by our colleague from West Virginia, Jay
Rockefeller, and six members of the House of Representatives-the
best political health minds on Capitol Hill-spent a whole year trying to find out what was politically feasible in terms of system reform.
And, by an eight to seven vote at the end of that process in
March, we found out that there was not, as of then, a poltical consensus on what was politically feasible.
But in this call for action-which is the message to all the rest
of the politicians, including ourselves-that came out from the Pepper Commission, there was the beginning of solutions, both to the
political and the real problems.
Insurance reform would get to 75 percent of the coverage issue.
It will not do it all, but it will begin to get us there. And that is
the reason that, as soon as we finished our work in March of 1990,
people on my staff-particularly Kathy Means, who is now at
HCFA, and Dave Gustafson, who was then on loan from PBGC and
is now back at PBGC-went to work with a lot of these staff people
on trying to design appropriate insurance reform, because we
thought we could get 75 percent of the way to the charge of the
Perper
Commission.
introduced
the first product of their work in S. 3260 in October
of 1990. The refined product was S. 700 in 1991. And today it is
incorporated into the Chairman's bill, S. 1872; it is included in my
Republican colleagues' bill, led by John Chafee, S. 1936; and it is
in a lot of bills around here.
I just conclude, Mr. Chairman, by saying let us walk before we
run, and let us have Republicans and Democrats in the walk, and
let us have the President in on the walk.
We agree on the need for insurance reform and the value of this
bill to meet that need. So, let us put our emotions, and our packages, and our politics aside and do something helpful for the people
of this country.
[The prepared statement of Senator Durenberger appears in the
appendix.]
The CHAIRMAN. Thank you. Well done. Senator Breaux.
OPENING STATEMENT OF HON. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA
Senator BREAUX. Thank you very much, Mr. Chairman. I am
pleased to join with many others who have co-sponsored your legislation as a major start in the right direction.
I think it is important, as we hear our witnesses this morning,
to remember that, of the 39 million or so Americans that have no
insurance, these are not just the indigent people who do not have
jobs whom we see on the street.
The statistics show that approximately 80 percent of those who
do not have insurance in America are working people; people who
work every day in order to take care of their families and find out
that they cannot even provide for some of the very basic needs that
any family in our country, and that is to take care of their health
needs.

That surely is an unacceptable standard for Americans in the
1990's, and that is not even to mention the large numbers of people
who are underinsured with less than adequate insurance to take
care of their very basic needs.
I think it is important to note that most of these people are in
small businesses, and this legislation directly addresses that particular problem.
It is also, I think, very disturbing to note, Mr. Chairman, the
trend that we see happening in this country in large companies
where they are now moving towards hiring more and more parttime people.
I mean, everybody works for 35 hours these days when you are
working for large stores so that the stores and companies that are
large businesses do not have to provide insurance because their
employers are all part-time workers.
We are finding companies now are 100 percent part-time workers
so that the company gets out of the obligation-maybe because
they cannot afford it, or maybe because they do not want to do it,-of providing for some of the very basic needs of their employees.
That, I would also argue and submit, is unacceptable for America
in the 1990's.
A final point. My own State has the third-highest percentage of
uninsured workers of all the States. Over a million people in Louisiana have no health insurance, which is unacceptable.
And many of those people-25 percent of them-are children in
my State, which is double the national average; children who have
no place to go as far as health insurance is concerned.
It is interesting also, I think, that the statistics show us about
40 percent of all children live in families that do not have employer-based health insurance. That is 40 percent of all the children in America--again, something that is unacceptable.
The challenge is there, the need is there, and I think the Chairman's bill is a major step towards helping to solve this very serious
national problem. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Rockefeller.
OPENING STATEMENT OF HON. JOHN D. ROCKEFELER, A U.S.
SENATOR FROM WEST VIRGINIA
Senator ROCKEFELLER. Mr. Chairman, I would submit my statement for the record, which is the most welcome statement I can
make, I know, as far as the Chairman is concerned.
But this is important. I agree with David Durenberger that it is
time to put differences and politics aside. I am proud to be a cosponsor of this legislation.
There are a lot of things in this legislation that are very important, and there are some things that do not happen. But I think,
as Senator Mitchell said, it is a very important place to start.
I think it is necessary for people to understand that guaranteed
issue guaranteed renewability and especially the rating reforms,
are very, very important. Obviously some of these reforms will actually increase the cost of health insurance for pome small businesses, particularly the young and the healthy.

I think that the insurance industry, as a whole, does understand
that the government has to be a part of this now in terms of changing the rules to make the playing field level.
I have introduced, with Senator Mitchell and others, insurance
reform that comes out of the same Pepper Commission that Senator Durenberger referred to, and I think we just somehow have
to make this work as best as we possibly can, and as soon as we
possibly can. Thank you, Mr. Chairman.
[The prepared statement of Senator Rockefeller appears in the
appendix.]
The CHAIRMAN. Thank you. Senator Daschle.
OPENING STATEMENT OF HON. TOM DASCHIE, A U.S.

SENATOR FROM SOUTH DAKOTA
Senator DASCHLE. Thank you, Mr. Chairman. I want to commend
ou for your leadership in calling this hearing and for drafting the
legislation of which I, too, am a sponsor.
I think there is a difference between comprehensive reform and
a comprehensive list of incremental changes which are designed to
bring about incremental reform.
And I believe that this is probably at the top of the list with regard to that comprehensive list of incremental changes; it is a very
important function of reform.
What the President proposed two weeks ago, in my view, was a
comprehensive list of incremental changes, all of which will bring
about some measure of reform.
But the bottom line is that we are going to be judged by how well
we do in addressing five very specific health care problems. The
first is access: can we provide universal coverage?
The second is cost: can we stop the proheration of cost in health
care? The third is allocation. Right now in every society, health
care is very much like a pyramid where you provide the basic primary care-the preventive care-at the base of that pyramid.
And, as you work your way up, you become more sophisticated
until you get to the very top of the pyramid with bone marrow
transplants and heart transplants.
Every other society provides care at the base of the pyramid and
they work their way up until the money runs out. And then you
either wait or you do not get care at the top of the pyramid.
The United States does just the opposite. We work from the top
down. We provide toip-of-the-pyramid care and work down until the
money runs out. And that is one of the reasons why our health care
system is so expensive.
The other is the allocation of dollars to paper work. We have a
gas guzzler health care system. That is really what it is. It is a gas
guzzler system.
It does not get us very far down the health care road to provide
the kind of care it is supposed to. We spend 20 percent of our costs
in health on paper work. It should not be that high; it should be
half that, at most. Every other system has been able to do that. So,
a gas guzzler system is one of the things we have got to address.
I think the fourth problem is unnecessary care. There are a lot
of reasons wh unnecessary care is provided, but, as the Majority
Leader said, ifwe are providing 30 percent of our care today which

is unnecessary, we are talking about $240 billion this year in care
that ought not be provided.
Part of that is because of defensive medicine; part of it is because
of technology; part of it is because of fee-for-service; part of it is because we have proprietary interest in equipment and clinics; and
part of it, as well, is the fact that people do not ask questions.
They will ask more questions about buying an automobile than
they will about getting health care to be provided.
And the fifth problem is hassle. It is the frustration level that
people are experiencing today. If we cannot bring down their frustration level, that of providers, as well as patients, then I think we
will have failed as well.
I think this bill takes us down the road in dealing with those five
issues. It is an incremental change. It is an important incremental
change, but it gets us started.
And, in the spirit of Senator Durenberger's and Senator Rockefeller's comments about bipartisanship, I think the sooner we get
at it, the better. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA
Senator BAUCUS. Thank you, Mr. Chairman. I think we all agree
that this is an excellent first step and I commend you for it. I think
that S. 1872 is a bill that makes good sense.
I might just anecdotally relate the degree to which I think it
helps. When I was home in Montane last week, I spent a day workig in a hospital.
Then I talked with several small companies and asked them
about their insurance programs and how they handled insurance,
and so forth.
One company's representative told me that their premiums went
up 50 percent last year; just in 1 year's time. The owner of the
company explained to me-it is a small contracting firm; they have
about 10-12 employees-how he wants to provide insurance for his
people and his employees' dependents, andhow so many of his colleagues in the industry just cannot and do not because it is so expensive, but he is going extra lengths to be sure that he does.
His premiums are $40,000 for 10 employees. He has got to pay
that. And another insurance company contacted him and said that
that premium would not go up 50 percent if he, the employer, let
go 2 of his employees that have pre-existing conditions. He would
not do that. He would not let his employees go. But his premiums
would not go up 50 percent if he would do so.
And that is very representative, at least in my State. Twenty
percent of the people in my State of Montana do not have insurance at all. And, in addition to that, over half of the employers in
my State are small businesses of four or fewer people.
And so, the legislation that you are presenting to us today goes
a long way in addressing the problem that so many people in my
State-I am sure Texas is very similar because it has a lot of small
businesses, too-is, indeed, coverage, and better coverage. I mean,
the cherry picking that goes on is unconscionable.

And, as others have said, this legislation is not going to solve the
whole problem, but it is going to begin to solve a lot of the problem,
and I commend you for it, and I hope we can pass it quickly this
year. Thank you.
The CHAIRMAN. Thank you. Senator Hatch.
OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH
Senator HATCH. Thank you, Mr. Chairman. It is a privilege to be
here, and I appreciate you holding this hearing.
I have to tell you that unless we do something about Medicaid
reform, Medicare reform, medical liability reform, anti-trust reform, and insurance reform, we are not going to get to any real effective solutions in the field of health care.
With regard to Medicaid, if it were me, I would quit saddling the
States with 50 percent of the payments and I would make it a total
Federal responsibility and give the States some other obligations
that they have a whole responsibility on. But I think the current
system is in chaos.
If you do not do something about medical liability reform and dc
fensive medicine that is driving this whole system, you are not
going to make any real inroads on trying to resolve costs, or quality, or even affordability.
So, I think that is important. This bill does a great deal about
insurance reform and is a good start, as far as I am concerned, in
trying to at least resolve some narrow areas of our health care
needs.
I also think we have got to emphasize-which this bill partly
does--basically health promotion and disease prevention, and all
kinds of testing that needs to be done in order to foretell and catch
health problems before you go too far.
I agree with Senator Durenberger, Senator Daschle, Senator
Rockefeller, and others who say we should respect each other's
views and values, and, for the good of the American people, do our
best to reach an acceptable solution that takes these values into
consideration.
So, in that spirit, Mr. Chairman I think there is much to say in
favor of your bill, particularly in the area of small market reform.
There is great similarity between S. 1872 and many other health
reform proposals.
The President's proposal also encourages small market reform,
and, although not 100 percent identical in detail and, in fact,
broader in scope, the plan of the Senate Republican Health Care
Task Force is consistent with the spirit of your bill with S. 1872,
as far as your bill goes, Mr. Chairman.
Now, a major concern that I have with your bill after we iron out
the nitty gritty details is whether it goes far enough.
And do not get me wrong, Mr. Chairman, I commend you for putting this piece of legislation on the table, and I recognize that,
riven the difficulties of election year politics, even this piece of legislation may prove too much for us.
But let me just say, Mr. Chairman, that I support the intent of
your legislation and I am committed to working closely with you
and other members of this committee, as well as others, to fashion

our best efforts into a truly bipartisan solution to what seems to

be an intractable problem to our society.
Not to support these types of reform would be a mistake, but to
support only these reforms would also be a mistake, because these
are not going to solve our health care problems, or the five or six
goals that Senator Daschle mentioned, not to mention some others.
Now, to fix the health care system more completely, other corrective measures have to occur, and they are needed. These range
from community health centers and reforming the medical liability
system, to the question of how to ensure that the proper incentives
are included in our health care financing system.
Now, we have got to start this job somewhere, and I want to go
on record as stating that S. 1872 is a much more promising avenue
than the so-called Health America bill.
And I am afraid that the Health America bill would not only
worsen our already threatened economy, but would also tear at the
fabric of our society by pitting small businesses against large;
young against old; and the well against the sick. And I have no
doubt about that.
Mr. Chairman, I commend you for your efforts to address the serious problems in our health care system and I look forward to
working with you in this effort and to hearing from other witnesses
today. And I would ask unanimous consent that my full written remarks will be placed in the record.
[The prepared statement of Senator Hatch appears in the appendix.J
The CHAIRMAN. That will be done, Senator.

We had previously scheduled Senator Bumpers at this time, but
be is tied up in another committee and we will take his statement
for the record.
[The prepared statement of Senator Bumpers appears in the appendix. I
The CHAIRMAN. But we are very pleased to have Senator Bond

here, a U.S. Senator from the State of Missouri.

STATEMENT OF HON. CHRISTOPHER S. BOND, A U.S. SENATOR
FROM MISSOURI

Senator BOND. Thank you very much, Mr. Chairman. I a preciate the opportunity to come and present my ideas to you ans the
committee today.
I believe it is quite obvious from what has already been said that
health care reform is a vital priority, one on which we must move
forward very quickly.
And I believe that reform on the small insurance market is an
area which you have properly identified as one which can develop
bipartisan support and move quickly, and I particularly commend
you, Mr. Chairman, Senator Durenberger, and other members of
the committee, for bringing forward this measure you are considering today.
There is, as has already been mentioned, a wide variety of issues,
challenges, and problems in the health care system. But I am here
today to suggest to you one approach dealing with what you described as the egregious problems in insurance and the health insurance market, andI have several co-sponsors of the measure. We

are completing the redrafting of it at legislative counsel, and I expect to introduce it Friday or Monday.
But I believe this fits in very closely with the philosophy of your
bill. I would hope that you would be able to consider it in marking
up this bill. It deals with two aspects of health insurance: an opportunity, and a problem.
The opportunity is to reduce administrative costs, as has been
said several times today. The New England Journal of Medicine
says that administrative costs in health care consumes $96-120 billion a year.
There is a blizzard of paper work. It is a nightmare for patients,
for hospitals, for doctors, and for insurance companies.
It just so happens that I have a little sample here of the forms
completed by one of my staff members who had a knee injury last
year.
This is what she had to fill out. The hospitals the doctors had
to handle it, the insurance companies had to go through it. This is
just for one patient, for 1 year for one knee problem.
The CHAMRMAN. I hope you are not asking us to put that in the
record. [Laughter.]
Senator BOND. No, sir. As a matter of fact, she asked for it back,
because if she has to go back and check, she needs to keep up with
it. But, there is, as Senator Daschle described, no question that
this is a hassle for the insured.
I think that there is a solution for it. It is one that has been
mentioned by everybody else: it is a simple card like the ATM card
that we use at banks. According to the estimates from the New
England Journal of Medicine, I think perhaps $50-$80 billion a
year could be saved on paper work and the system significantly
simplified.
N'w, I propose we use some of those savings to deal with the
reai problems that have already been referred to today, and that
is the lack of consumer protection in the health insurance system.
I held hearings all over the State of Missouri last week and some
of the stories that I was told were almost unbelievable. We met in
St. Louis with parents of a child who was born with hydrocephalus,
a swelling of the brain. The son is now 14 years old. Nine years
ago, the family went bankrupt because they could not keep health
insurance and they had to use up all of their assets to pay their
son's bill.
Another couple in St. Louis had a terrible problem when, the
wife was expecting and the husband was laid off. He got another
job, but pre-existing conditions excluded that birth from coverage.
Unfortunately, the son was born with a defective heart valve, and
they have just run out of the COBRA health insurance protection.
They are not going to be covered.
In my home town, a good friend of mine had been getting health
insurance through his wife's plan for $172 a month. Last year, he
developed cancer. The cancer was treated.and seems to be in remission-but then he got his December premium.
They put him in a new tier. Instead of $172 a month, he was
going to be paying $930 a month in health insurance premiums. It
appears to me that there are companies who think that insurance
is to avoid risk rather than to spread it.

Under the qualified plan legislation I will propose, you would
have to have electronic billing for the consumers, and I would not
limit this to workers small businesses.
I would propose that we guarantee acceptance into a plan; we
guarantee renewability; we limit the variation in premiums so you
cannot jack it up when somebody gets sick; eliminate the pre-existing condition if you move from one qualified plan to another and
limit out-of-pocket costs.
Now, I would propose we create an independent Health Insurance Standards Commission to oversee implementation of the
Qualified plans make recommendations to the Secretary for additional standards so you do not get into the UB-82 problem where
the government proposed a simplified form, everybody developed
their own gewgaws, whistles, and bells, and it became the same
blizzard of paper work all over again.
How to get the insurers to do this? This is where I propose to
use the stick that has already been developed, and that is a 25 percent excise tax on gross premiums of any insurance plans which do
not meet the Consumer Protection standards and do not participate
in electronic billing to reduce administrati ve costs.
Both of these goals-cutting down on paper work and providing
consumer protection-I believe are achievable this year, and they
would fit whether you go with a pay-or-play proposal or a market
based proposal. I think these are some very real problems that can
be fixed right now.
Mr. Chairman, I very much appreciate the opportunity to come
before you. I can tell you, having talked with health care providers,
insurers, consumers, and employers across my State, they may not
agree on aspects of health insurance reform, but they do feel that
we can limit paper work, get rid of much unneeded expenses, and
provide vitally needed consumer protections.
Believe it or not, I have an even longer statement and I would
like permission to submit it for the record.
The CHAmRMAN. We will take that in the record.
[The prepared statement of Senator Bond appears in the appendix.]
The CHAIRMAN. Thank you very much, Senator. Our first witness
will beSenator RiEGLE. Mr. Chairman, would you mind if I just pose
one question to Senator Bond before he goes?
The CHAIRMAN. Yes, of course. Go ahead.
Senator RIEGLE. I appreciate it. I was late in arriving, so I was
not able to make opening comments.
But I find your suggestions very interesting, and I particularly
was struck by the illustrations of case examples of people that you
have cited, and think that we have all had that happen.
I have certainly encountered that in Michigan where we have
people in every circumstance who need health care, are not getting
it, cannot afford insurance, lose their insurance, or get jacked up
to a higher rate.
Should I draw from your testimony that you also feel that we
ought to move now on a comprehensive national insurance plan of
some sort that covers everybody?

Senator BOND. I think that we need to have universal access. I

do not know whether we would agree on the precise type of approach.
Personally, I think we need to do a lot more just on the access
side to make sure that we get health care available in all areas.
I am a member of the Rural Health Task Force, you and I have
talked about other areas of coverage.
Senator RIEGLE. Right.
Senator BOND. I note, particularly, Senator Moynihan, who stat-

ed early on, that we caused the homeless problem when we shut
down mental hospitals and found that the system was not adequate. There are many additional problems.
I personally favor using the market-based approach to the greatest extent we can, but whatever way.you go, Ithink that the computerized universal filing can save significant dollars, and, to the
extent that we have private health insurance involved, as I believe
we must, in my view, whether it is pay-or-play, or anything else,
that you need these consumer protections.
Senator RIEGLE. Well, I am with you on that. I just want to understand whether you support--because you have spent a lot of
time thinking about it-universal access, where everybody gets covered one way or another so it is not just the case of the lucky person on the block who has the cancer-no one is lucky with cancer,
but the person has the insurance-and the next-door-neighbor has
cancer and has no insurance. So, you are with us on universal access, I take it.
Senator BOND. We provide access, we provide payments through
Medicaid and others. There may be wealthy people who do not
need health insurance, they want to pay it out of their pocket.
Senator RIEG;LE. Yes. But I am talking about access that gives
coverage. I think everybody in the country ought to have access
and coverage with health insurance.
Senator BOND. This would guarantee acceptance. If you wanted
health insurance, you could not be denied because you were sick.

Senator RIEGLE. Well, but you could be denied because you didn't
have the money to pay for it.
Senator BOND. No. The President has submitted proposals for tax
credits and assistance for low income persons who are not on Medicaid. I think that ultimately some kind of system like that would
be a better way to go. But that is beside the point.
If you require everybody to have insurance, as some small business groups have suggested; or if you require all employers to have
insurance; whatever way you go, these proposals, I think, would fit
with the measure that you are considering today.
Senator RIEGLE. Well, I do not want to take any more time except to say I think there are two things that we have to agree on,
and I think if we are going to get anything done, we are going to
need your help. One is, you have got to cover everybody. I mean,
we have got to have a plan that covers everybody in the country,
and not with gimmicks.
I mean, it is one thing to say people get tax credits; but they may
not have the money to buy the insurance in the first instance. Unless the government is going to give them a check, they are not
going to be able to have it.

And the other is cost controls. If we do not have a system of really containing the growth in cost along with the coverage, we are,
I am afraid, spinning our wheels. And I would hope that on those
two issues if we could agree on those principles, then I think we
can work out the details. Can you sign on for those, too?
Senator BOND. Will you sign on medical malpractice reform and
all those things?
Senator RIEGLE. Yes. Yes. Absolutely.

Senator BOND. I believe that we will come to agreements on the
broader plans. What I am saying today is I believe the Chairman
wants to move on some very, very important reforms that will have
an impact today as we work on the broader problem. I would hope
that we could include these consumer protections. We will discuss
at length the broader and very diverse questions in health care coyera ge.
The CHAIRMAN. Thank you, gentlemen.
Senator RIEmiE. I hope that means yes.
The CHAIMAN. Thank you, gentlemen.

Our next witness will be Mr. Earl Pomeroy, who is Commissioner
of Insurance for the State of North Dakota, and he will be appearing on behalf of the National Association of Insurance Commissioners. We are very pleased to have you.
STATEMENT OF EARL IL POMEROY, COMMISSIONER OF INSURANCE, STATE OF NORTH DAKOTA, BISMARCK, ND, ON
BEHALF OF THE NATIONAL ASSOCIATION OF INSURANCE
COMMISSIONERS
Mr. POMEROY. Thank you., Mr. Chairman. My name is Earl
Pomeroy, Commissioner of Insurance for North Dakota. I am testifying this morning, on behalf of the National Association of Insurance Commissioners. With me is Gary Claxton, of our Washington
office.
The soaring costs of medical services are presently threatening
the very viability of our private insurance system. At its root, the
concept of insurance depends upon the premiums of the many to
pay the claims of the few. In light of unrelenting increases in both
the cost and utilization of medical services, the premiums now reqtured to cover claims are becoming unaffordable to much of the
market.
In the small employer market, insurers responded to the affordability crisis by engaging in practices designed to limit the claims
costs to be spread across all of their insurers.
These practices included screening out individuals and groups
more likely to have medical claims and premium rating schemes,
which focused high costs on particular groups. These practices have
accelerated as cost increases continue to threaten basic affordability.
The result is a small group health insurance market which no
longer assures coverage for those who need it, or any reasonable
remium stability for employers struggling to keep an employee
enefit package in place.
Reforms are needed, and needed now to prohibit the unrestrained fragmentation of the small employer group market. We
need to reimpose on the insurance industry the fundamental con-

cept of insurance itself-broad-based risk pooling-in order to improve stability of this most volatile segment of the health insurance
market.
As an organization of State Insurance Commissioners, we have
developed a recommended package of small group health insurance
reforms for States to enact. Our reforms closely parallel many of
the provisions of S. 1872. Clearly, we see this situation similarly.
The goals of our reforms have been to guarantee access to coverage, regardless of the health status of a goup's employees; severely restrict an insurance company's ability to cancel or nonrenew coverage; address the sorry phenomenon of job-lock by eliminating pre-existing condition limitations and guaranteeing access
to group coverage for persons switching jobs; prohibit abusive rating practices by limiting an insurer's ability to use experience,
health status, and duration of coverage as factors determining
rates and rate increases; and, finally, require actuarial pricing and
im roved disclosure of rating schemes to purchasers.
caution this committee to keep in mind that the effect
of reforms like those contained in the NAIC package, or those contained in S. 1872, will drive up costs for a significant part of the
market. Insurers will be prevented from avoiding poor risks, and
will be restricted from isolating the additional claims for the groups
responsible.
Fairness and sound public policy require that these steps be
taken, but the results will cause premium hikes for many small
employers who benefit from current practices. The more stringent
the reforms enacted, the tougher the resulting premium shock will
be to the market.
In developing our reforms, we established broader risk-pooling,
while attempting to minimize market disruption. The rate bands
we allow are not magical and will be monitored as to their effectiveness. I am inclined to see them as a first step to further reforms which will be phased in over time.
There are many concepts in the bill before you that we can support. Perhaps most fundamentally, however, the bill enlists the expertise and resources of State Insurance Regulators in designing
and implementing the reforms. We believe that preserving a significant State role is crucial to achieving a program with maximum
effectiveness.
We look forward to working with this committee as we mutually
address this issue of critical public concern.
Mr. Chairman, I would be happy to answer any questions you or
the other members may have.
[The prepared statement of Mr. Pomeroy appears in the appen-

would

dix.]

The CHmRMA. Mr. Pomeroy, this is obviously an extremely complex subject.
Commissioner POMEROY. Yes.
The CHAIRMAN. And one of the things that concerns me is the
impact of community rating. I have sympathy with the concept of
community rating. And that is especially true with respect to the
difference in rates between men and women.
I have concerns about the impact of community rating on the
price of insurance for those small employers who benefit from the

current practices of insurers, such as those with younger employers. You have commented on it, and some of the others have.
There are members here that would prefer that I go much further than I have in this respect, but I have concern about not having enough good information about the impact of the subsidies
under community rating on premiums for some of the smaller employers. What can you give me on that? I would like to have you
further develop that.
Mr. POMEROY. Mr. Chairman, our own information is somewhat
sketchy as well. States have only recently begun enacting the limitations I have already spoken of, however, we do have some estimates. The guaranteed access component of our reforms, we estimate, will add between 5 to 10 percent to the cost of premiums
spread over the entire small employer group market insuring with
private carriers.
The range of impact also depends on the group; the healthier
groups that get the benefit of current rating practices may have additional premium increases of 5 to 20 percent.
Younger, healthier groups; receive the most advantage of lower
rates under the present rating schemes and will experience the
most dramatic impact from the reforms.
We estimate an additional rating impact even higher than 20
percent could be experienced under a full community rating plan.
Premium rate shock of up to 100 percent, in my opinion, would not
be uncommon, depending on the employer group involved.
The CHAIRMAN. Senator Packwood.

Senator PACKWOOD. I have no questions, Mr. Chairman.
The CHAIRMAN. Are there other questions for Mr. Pomeroy?
Senator BREAUX. Mr. Chairman.
The CHAIRMAN. Senator Breaux.

Senator BREAUX. I just have one question. Apparently it seems
that NAIC has no position on the Federal role in the health insurance plans or the reform effort.
I am just trying to figure out, what you think. I mean, do we do
it on a piecemeal basis, each of the 50 States move in the direction
of adopting a model law that they would see fit, or what is your
feeling is an appropriate and proper Federal role for establishing
some kind of a national framework?
Mr. POMEIROY. Well, Senator Breaux, we certainly recognize that
problems in the health insurance market generally, in the small
employer market particularly, are now of a level of pressing national concern.
Our organization has yet to take a formal position on any of the
Federal proposals, and so I am without authority, speaking on behalf of the association, to advance support for an explicit Federal
role. But we do recognize there is a national interest involved.
Senator BREAUX. Thank you.

The CHAIRMAN. Other questions?
Senator ROCKEFELLER. Mr. Chairman.
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Mr. Chairman, in fact, I think you want

us to proceed, so I will not ask a question. I want to be able,
though, to send, and put Mr. Pomeroy on notice, a number of ques-
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tions, particularly with this whole question of the NAIC rating reforms and the bands and geographics; that kind of thing.
Mr. POMEROY. We would be happy to provide such further information as we might.
Senator ROCKEFELLER. Thank you.
[The questions appear in the appendix.]
The CHAIRMAN. Senator Baucus.

Senator BAUCUS. Thank you, Mr. Chairman. Mr. Pomeroy, I am
just a little bit concerned about the resources the States do or do
not have to adequately protect consumers with the regulated insurance industry. I know, at least in my State of Montana, the Insurance Commissioner's office is being cut back, there are fewer employees; resources are diminishing.
Just give me a general sense of the degree to which you think
States have the resources and/or the power to implement the
changes that we are all talking about in a meaningful way.
Mr. POMEROY. Senator Baucus, the trend nationally is to increase staffing of State insurance departments, even in a time of
tough budgets. This has been done by special assessments to the
industry itself to pay for more of a regulatory overlay.
The step taken by Montana in actually reducing its staffing in
the department is out of sync with the norm in that regard.
I think that States, particularly in the manner described within
the Bentsen bill, do have a capacity to participate in a very meaningful way, and, in fact, have hands-on resources, expertise, and
daily involvement with the market that really compels our involvement in any reform effort.
We are limited more as a result of limits on our jurisdiction
however, particularly in the health insurance marketplace. We wili
have full regulatory authority over the private insurance market;
none over the self-insurance market.
Unfortunately, employers and employees really do not understand the difference. They do not understand when they are getting
jacked around on a claim that we can help one group; we cannot
help the other group at all. Accordingly, I think the ERISA exemption created an inequity of recourse to the consumer with a health
insurance problem.
Senator BREAUX. And how much will this bill address that?
Mr. POMEROY. The bill does not address it in a comprehensive
form. It does impose the provision of the job-lock component-the
pre-existing condition prohibition-on insured groups and ERISA
plans alike.
Senator BREAUX. Thank you.

The CHAIRMAN. Senator Hatch.
Senator HATCH. Thank you, Mr. Chairman. Mr. Pomeroy, S. 1872
assigns certain responsibilities to the National Association of Insurance Commissioners, among which include the development of specific standards for the implementation of the requirements of Part
B of Title II. Now, what aspects of these responsibilities do you find
most troublesome?
Mr. POMEROY. Senator Hatch, we can undertake the responsibilities allocated in the bill. The most troubling feature of the bill, in
my opinion, is imposing a uniform type of benefit package all over
the country. The markets across the States differ dramatically.
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I think the NAIC approach is one which recognizes greater flexibility between States and gives States more authority to address
their own unique marketplaces as they see fit. That is, perhaps,
our biggest point of reservation about the bill before you.
Senator HATCH. All right. Is the timetable realistic for the NAIC
to accomplish the responsibilities proposed for the NAIC in this legislation?
Mr. POMEROY. Senator Hatch, much of the task which would be
assigned we have already undertaken on our own. That is a realistic timetable.
Senator HATCH. So it is realistic. All right. Thank you, Mr.
Chairman.
The CHAIRMAN. Senator Bradley.

Senator BRADLEY. Thank you very much, Mr. Chairman. Given
the rating bands in the bill, what would be the maximum difference between the highest and lowest cost premiums an insurance company could offer a small business?
Mr. POMEROY. Under the NAIC proposal, we allow rates to differ
as much as 200 percent. The highest rate can be virtually double
that of the new business rate, the lowest rate offered.
Under Senator Bentsen's bill, or S. 1872, initially the rate cap is
1.8, and, after 3 years, 1.62. Therefore, as opposed to 200 percent
allowed by the NAIC model, 162 percent would be the maximum
spread. And so, it is a tighter rate band.
Senator BRADLEY. Yes.

Mr. POMEROY. Again, we do not find anything magical about the
bands that we have constructed. The tighter you make the band,
the more cross-subsidy you enforce.
Senator BRADLEY. What do you see as advantages or disadvantages of a pure community rating?
Mr. POMEROY. Well, the advantages, Senator Bradley, are that
everyone pays the same; you have maximum cross support for the
claims; you have got maximum cross subsidy occurring within the
insurance program.
The disadvantage is what I call premium shock: dramatic rate
hits to those that are presenting benefitting from existing rating
schemes. The marketplace generally has moved away from community rating many years ago, and it would be rather tough medicine,
I think, to go back without a transition period.
Senator BRADLEY. And who would be hit the hardest?
Mr. POMEROY. The groups that would be hit the hardest are the
groups that presently benefit from experience rating plans, particularly groups with younger, healthier workers, and better claims experience.
Senator BRADLEY. So, they would pay more, and the older would
pay less.
Mr. POMEROY. They would pay much more. And those that are
particularly surcharged or isolated for claims payments would pay
ess.
Senator BRADLEY. Overall costs?

Mr. POMEROY. Overall, I believe most of the market would pay
more and a smaller portion of the market would pay less.
Senator BRADLEY. So, total costs would go up?

Mr. PoMptoY. No, the total cost would be effectively the same,
it is just hw you are shifting them around. Another component of
both the bill before you and the NAIC proposal is the increased access feature. Now, that brings into the system people that are excluded presently, and that does add an additional cost of estimated
between 5 and 10 percent.
The CHAIRMAN. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I am an original cosponsor of this legislation of Senator Bentsen's, and it certainly
moves in a constructive direction.
I want to draw attention to the first paragraph of your statement
here today after you identify yourself in your prepared statement.
This is what you say: "Perhaps the most important public policy
issue for State and Federal officials is the tragic fact that over 34
million men, women, and children have no health insurance-have
no health insurance-and, therefore, have severely limited access
to health care itself."
And then you say, 'The core problem underlying this tragedy is
the seemingly intractible issue of soaring health care casts.
The rapid, unrelenting increases in health care costs are placing
a tremendous strain on health care financing and delivery systems
in this country, both public and private.
Now, you are here representing all of the State insurance officials across the country, so you are here representing not just your
State, but, in effect, 50 States.
And, in the first policy words out of your mouth today in your

statement, you are saying we have got 34 million people with no
coverage, and you have got costs out of control in the system-soaring, to use your words-which are, in effect, beginning to cripple
the whole system.
Do we not have to solve those two issues? I mean, if we do not
solve the coverage and the access issue so that everybody is covered
in America, and, at the same time, have a meaningful cost control
I mean, we are not really dealing with our
system and strategy,
problems, are we?
Mr. POMEROY. Senator Riegle, that is correct. We agree with
that. I think that insurance regulators, although it goes beyond
their jurisdiction, believe that it is not acceptable for this country
to have 34 million uninsured.
And we believe that the system has been brought to the point of
crisis because of its inability to contain medical cost inflation. And
without significant emphasis, particularly on cost inflation, any
measures such as the bill before you will only be an interim step.
The system will break apart and require much further work.
Senator RIEGLE. Thank you, Mr. Chairman.
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Mr. Chairman, I was trying to set a pattern of not asking questions, and I failed. [Laughter.]
Senator ROCKEFELLER. So, I have to, plus the fact that I think
Mr. Pomeroy misspoke on something in response to Senator Bradley, which needs to be on the record.
When you were referring to the rating bonds and the adjustments in responding to Senator Bradley, I think you said 1.62, you

22
were only referring, however, to health status, were you not? You
were not referring to age or sex.
Mr. POMEROY. Correct. Correct.
Senator ROCKEFELLER. Well, you should have said that.

Mr. POMEROY. I beg your pardon. I stand corrected, and I certainly did not mean to mislead the Senator. We were talking about
bands imposed on experience rating. I was not addressing the traditionally-imposed demographic rating characteristics.
Senator ROCKEFELLER. And then, Mr. Chairman, with your for-

bearance. Mr. Pomeroy, under the NAIC rating reforms there are
no limits on adjustments that could be made for demographics,
such as age or sex. Am I correct?
Mr. POMEROY. Senator, that is not quite correct. We do require
that they be actuarial based, based upon sound actuarial principles. So that gender-based rating factors have to be borne out by
claims experience.
Senator ROCKEFELLER. All right. I need to get an answer on a
small business situation. The Congressional Research Service has
found a very prominent commercial carrier here in the D.C. area
whose age and sex rate adjustments range from .58 to 1.81, which
is a ratio of about 3:1. Do those adjustments seems plausible?
Mr. POMEROY. Senator Rockefeller, they seem very disturbingly

high to me, but I am not an actuary and do not know the basis
for that distinction.
Senator ROCKEFELLER. Yes. If we use the CRS example the law
of averages tells us that these adjustments probably will not matter a great deal to large industries because they are going to have
older, younger, healthier, less healthy-they are going to have an
average demographic group.
A small employer, though, especially one with fewer than ten in
the group, is most likely to have a skewed demographic range, at
least it makes sense. Let us say that if it was a group of four, there
might be three 55-year-olds. You understand the question I am
making.

Mr. POMEROY. Yes.
Senator ROCKEFELLER. Now, under that CRS example, again, the
older group in a small setting would pay three times more than the
younger group just based on age and on gender. My question is,
how do you expect, with the proposal that you are putting forward,
small business to be able to handle this financially?
Mr. POMEROY. Senator Rockefeller, we believe that our rating
bands are an interim step. Conceptually we do not take issue with
the equity basis for pure community rating, including demographics.
But, under the example you suggest, moving quickly to pure community rating would impact a small employer group filled with
younger workers 300 percent.
And we believe that would have an extremely disruptive impact
on the market, potentially making the uninsured situation worse
rather than better.
Senator ROCKEFELLER. So that in either event it is going to be
disruptive. The question is, one is disruptive in the temporary and
the other would be disruptive in the getting to it, but not disruptive after settled into.
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Mr. POMEROY. Senator Rockefeller, I think less disruptive if
phased in gradually. You let business budgets adjust and business
planning move forward. To hit the market in one fell swoop with
something like this, I believe, would cause a very adverse public reaction.
[Clarification of testimony follows:]
CLARIFICATION OF TESTIMONY

In response to a question from Senator Rockefeller regarding differences in premium attributable to adjustments for age and gender, I indicated that a ratio of 3:1
for such adjustments seemed "disturbingly high.t In fact, as we have informed the
Committee since the hearing, age variations in this range are not uncommon. Adjustments for age and gender can produce variations of more than 3:1, and the premium rates charged for employees between ages 60 and 65 often vary from the premium rates charged for employees below age 30 by 4:1 or 5:1.
I hope that this statement will correct my earlier misstatement. I regret any confusion I inadvertently may have caused and thank Senator Rockefeller for helping
to set the record straight.

Senator ROCKEFELLER. Yes. Thank you, Mr. Chairman. Thank
you, Mr. Pomeroy.
Senator DURENBERGER. Mr. Chairman.

The CHAIRMAN. Yes, Senator Durenberger.
Senator DURENBERGER. I think we are all taking a little more
time with Mr. Pomeroy today because he has been here before and
we have dealt with these issues, and he represents at least the regulatory part of the problem.
In just listening to my colleagues' questions, it really is important to point out to everybody in this room, I think, that everyone
here says that the costs are the big problem in health care, and everybody agrees on that. And the origin of the cost problem really
starts with insurance.
I mean, insurance became an insulator between buyers and sellers in this great market of ours. All you had to do was send your
bill to the insurance company; whether you are the doctor or you
are the consumer, just send the bill to the insurance company.
That is why we have an $821 billion problem in America today.
Now, what has State regulation given us? They have given us
the opportunity to experience rate, move away from community
rating, move away from everybody paying approximately the same
price for the same product in the same community to go to e~perience rating , where you could go to the healthy, you could go to the
young, and you could cut the price in half, and you could ruin the
function of insurance in this whole marketplace.
Now, I am not against State regulation of insurance. My particular proposal said we ought to go farther than the one I am now the
chief co-sponsor on.
But we have to deal with the reality that this is one Nation with
a big problem and the Federal role in regulating what is not just
insurance-it is a whole lot more than insurance that we are talking about here today--becomes critical.
Now, the questions that you were asked relative to community
rating are very important questions because the first backlash-and I am sure we are going to get it, Mr. Chairman, within a
week-is going to be from all of the fire and casualty and homeowners people who do not want to get out of health insurance be-

cause they are in and out of this system every year making money
on it.
They do not want to get out of this business. They do not like
the notion that some of us are standing up here saying, 1,500 companies is too many; we ought to get it down to 50, or something
like that. Then we might get something realistic without having to
go to Canada, or without having to go to State sponsors, or something like that.
So, the backlash from half the people in this room after this
hearing is going to be, all the rates are going up, all the young are
going to pay more.
Now, the reality is, I presume, if you have 200,000 employees in
a group, you are very close to community rating. If you are buying
your product from somebody who can spread their risks over five
million participants in the program, the young are paying for the
old, and the healthy are paying for the sick in those large groups
already.
So, of course, in this small market where it has been experiencerated for 25 years, the healthy are going to pay more if you move
in this direction.
And I am laying this out not as a fiat, but as part of a premise
of a question to ask you, because the difficult problem with which
we are going to be challenged here in the next week or so is, what
are we going to do about re-insurance, risk-pooling; those kinds of
issues.
In my State, or in many of the States here, in order to do a fair
job on insurance reform, someone is going to have to bring the socalled self-insureds in all of our States somehow, somewhere, into
the insurance reform game.
And, traditionally, big businesses and the self-insureds have opposed the changes in ERISA preemption. I have opposed changes
in the ERISA preemption, but I know what is going on in my State.
When my State passed the small group insurance reform, they
are also going to try to pass a provider tax; put a tax on all the
hospital bills, all the doctor bills; all that sort of thing, and then
put that into insurance reform just to get at the self-insureds. That
does not make a lot of sense to me, to recycle that money.
So, I am really concerned about how you view, from the State
Commissioner's perspective, the problem of how do we build re-insurance in here; how do we build in the risk-pooling now that we
have said guaranteed issue, guaranteed renewability, limiting preexisting condition; how are we going to deal with those particular
problems?
Mr. POMEROY. Senator Durenberger, you raise a very important
point. The ability of State Insurance Regulators to comprehensively
address the small group market has been limited by the ERISA
pre-emption. We can only impose costs through the regulatory
mechanism on the privately insured groups.
The most costs we impose-for example, the cost of guaranteed
access-fall on those employers that privately insure, not those
that self-insure.
The result, therefore, of health reforms has fallen disproportionately on small employers not able to enjoy the ERISA
preemption through self-insurance.
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I believe that the reforms the NAIC has advanced which place
costs on the private sector are probably not going to break the private sector. We have been measured in the reforms we have move
forward to date.
I look, though, at this committee's approach, and would encourage you to assess those costs over the marketplace just as broadly
as you possibly can.
Senator DURENBERGER. All right. Thank you.
The CHARMAN. Thank you. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Mr. Pomeroy, I have
legislation S. 1936 which 22 members of the Senate Republican
Task Force have signed dealing with insurance market reform and
small group insurers. That applies to businesses with between two
and 50 employees. The Chairman's bill is very similar to mine.
But then we wonder whether that is the right number, and that
is what you have talked about. Should it be one to 100, or is two
to 50 enough? Do you have any thoughts on that?
Mr. POMEROY. Senator Chafee, our own proposals go two to 25,
and so we draw the number for small group where it has traditionally been placed, at about the 25 lives, and do not go up to 50.
Aqain, there is nothing magical in our cut off point. The small
employer market represented in the 25 to 50 lives, I believe, has
functioned much better than the small end of the segment.
I believe the insurance community would tell you that you are
risking imposing substantial disruption into a component of the
market that is working relatively well and would prefer, therefore,
limiting these reforms to the 26 lives and under.
Senator CHAFE. You think-just take the 50. Do you think businesses with above 50 employees can bargain successfully with the
insurance companies?
Mr. POMEROY. Many of the dynamics that plague, in particular,

the small employer group begin to fade as you get over 50.
Senator CHAFEE. So, you would suggest sticking at the 50, certainly since you only go to 26.
Mr. PoMEROY. The answer to that, Senator Chafee, is yes. The
membership that I represent this morning actually has drawn the
line at 26.
Senator CHAFEE. Let me ask you another question, and this gets
back to the question the Chairman asked previously about the community rating.
And it seems to me that, as you have heard from this group up
here today, one of our great concerns is controlling the costs. And
unless we can control these costs, we cannot get to first base.
Under community rating, you would give no break, as it were, for
those companies who made an extra effort to keep their people
healthy. And it does not necessarily mean you have to be young.
For example, in my State, some companies have gone to a nonsmoking polcy. And if they have got an inveterate smoker in the
company, they send him to hypnotists and everything else. I do not
know whether they have achieved a 100 percent elimination of
smoking, but they have come very close to it.
Now, presumably, one of the rewards--and that is not the reason
they are doing it-might well be that they would have lower insur-

26

ance rates. Yet, on the community rating, that would not be permitted. Is that good?
Mr. POMEROY. Senator Chafee, no. I think employers should have
an incentive to work on healthy lifestyles of their employees for
purposes of improving claims experience.
On the other hand, the experience rating hitting small employers
today really does not have any relation to an employer's ability to
move forward risk containment measures.
In other words, I think that employers should have an incentive
to encourage wellness in their work force, but I do not think that
there is an actuarial justification to have particularly significant
rate differentials based upon claims experience.
Senator CHAFEE. Well, all through these various measures that
have been presented there is a thrust toward preventive medicine,
i.e., keeping the public healthier.
Yet, under the way you envision it, certainly with the community
rating, and, indeed, what we have got, that would not be rewarded,
apparently, for the small employers.
Mr. POMEROY. Well, Senator Chafee, the Insurance Regulators'

bill does not go toward community rating. Certainly there is tolerance within our rate bands to recognize an employer's incentive
program to encourage wellness.
Senator CHAEE. All right. Fine. Thank you. Thank you, Mr.
Chairman.
The CHARMAN. Thank you. There are no further questions.
Thank you very much, Mr. Commissioner.
Our next panel will consist of: Kay Johnson, the Senior Policy
Advisor for the March of Dimes; Mildred McCauley, a Member of
the Board of Directors of the American Association of Retired Persons from Myrtle Creek, Oregon; Judy Waxman, Director of Government Affairs, for Families USA; Washington, D.C.; Dr. Bryant
Welch, Executive Director, Practice Directorate of the American
Psychological Association in Washington, D.C. We are pleased to
have you.
Ms. Johnson, if you would proceed, please.
STATEMENT OF KAY A. JOHNSON, SENIOR POLICY ADVISOR,

MARCH OF DIMES, WASHINGTON, DC
Ms. JoHNsoN. Chairman Bentsen and members of the committee,
on behalf of the March of Dimes Birth Defects Foundation, I would
like to thank you for the opportunity to appear before you today.
I would also like to commend you for your continued interest in the
pressing problems of health care financing.
The March of Dimes shares the concerns of other organizations
about the growing cost of health care and about the number of uninsured Americans. Our mission is to improve the health of babies
by preventing birth defects and infant mortality. Thus, we have a
special interest in the barriers that are faced by millions of families
who want to have healthy babies.
We have submitted written remarks for the record, and, in the
interest of time, I would like to just summarize my statement.
The CHAIRMAN. That will be fine.

Ms. JOHNSON. As the number of uninsured Americans has grown

in recent years, women of childbearing age and children have felt
a disproportionate impact.
We look at several facts that are clear indicators of that problem.
We know that in 1990 there were an estimated 443,000 pregnant
women who had no health insurance; that over 8.4 million women
of childbearing age who had no health insurance, and six million
of those were working women; that the majority of the uninsured
live in two-parent, working families with children; and that the
typical woman who is like to have a baby today is in her 20's,
is married, has a family income of just under $20,000 a year, at
least a high school education, and either works or lives with a husband who works full- or part-time. Such a family is struggling with
the cost of having a baby.
We also know that in small businesses, those with employees of
25 of fewer, only 20 percent of women workers have employerbased health insurance as compared to 60 percent of those in large
firms.
We know that the concept of insurance is eroding, that many of
the sickest populations have been left behind, and that preventive
medicine is not a part of plans.
An estimated five million women of childbearing age who have
prvate health insurance do not have coverage for maternity care.
This means that every year thousands of women have no coverage
for prenatal care, even though they might like to seek it, and that
infants who are born with a birth defect or some other condition
may be excluded from their families' coverage.
We know the Nation cannot continue on this course. We cannot
afford to spend 13 percent or more of our GNP on health care; and
we cannot afford the loss of these children.
The debate on health care reform is gaining momentum and it
will clearly show the strengths and weaknesses of various approaches as we move ahead.
But we are trying to push ahead and encourage you in your debate by supporting five principles. First: any health care reform
proposal should ensure that all children and pregnant women have
coverage.
Second: insurance reform is a start, but it is not going to solve
the problems of the distribution, the content,- or the appropriateness of services.
Third: a plan should have comprehensive benefits with emphasis
on prevention.
Fourth: cost containment must be a priority, and strategies to
better manage costs include emphasis on preventive services and
prevention research.
And, fifth: a health care reform plan must not only focus on medical care; health research is critical to the development of improved
outcomes.
We urge enactment of significant health care reform this year. In
an incremental approach, such as that taken in S. 1872, we support the following: standard or comprehensive benefits that emphasize prevention, specifically benefit packages that include comprehensive maternity benefits and comprehensive well-child care.
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We support mechanisms to ensure the quality of managed care
plans. The certification of plans and other quality assurance mechanisms are essential to the protection of consumers in managed
care, and we urge you to act in that area.
We also support efforts to eliminate pre-existing condition exclusions. Pregnant women should not be subject to job lock for fear
they will be unable to transfer their matermity coverage, and infants born with birth defects and other special health care needs
should be covered. The insurance industry should not be permitted
to skim the top for the cream of our Nation's crop of children.
We support funding for prevention and outcomes research.
Health services research to identify possible new treatments in determining the effectiveness of preventive interventions are essential to cost management in today's market.
And, finally, we support reforms to increase health care coverage
among workers in small businesses. We know that today employment in small business translates into inadequate insurance for
families and children, most often for pregnant women.
Moreover, protecting the health of pregnant women is a societal
responsibility. Therefore we urge the committee to avoid any rating approach that would isolate pregnant women away from families in the broader system.
We urge you to act thoughtfully and expeditiously to ensure access to care for all Americans. And, as you move forward, we hope
you will put pregnant women and children into the lifeboat first.
Thank you.
[The prepared statement of Ms. Johnson appears in the appendix.]
The CHAIRMAN. Thank you very much, Ms. Johnson. I must say,
you have an in-house lobbyist in my home with my son on your national board. [Laughter.]
Ms. JOHNSON. We appreciate all the work he does for us as a volunteer.
The CHAIRMAN. And my wife is also involves with the March of
Dimes. So, I am overwhelmed by your argument. [Laughter.]
The CHAIRMAN. Ms. McCauley, we are pleased to have you. Ms.
McCauley is a member of the board of directors of the American
Association of Retired Persons.
STATEMENT OF MILDRED McCAULEY, MEMBER, BOARD OF DIRECTORS, AMERICAN ASSOCIATION OF RETIED PERSONS,
MYRTLE CREEK, OR
Ms. MCCAULEY. Thank you, Mr. Chairman. I am Mildred
McCauley, of Myrtle Creek, OR, and I am a member of the board
of directors for the American Association of Retired Persons.
Thank you for the opportunity to testify on some of the immediate steps that the committee is considering to begin to address
the very thorny topic of reforraing our health care system.
While my testimony today fbcuses on the need for expanded Medicare coverage of preventive care, I want to preface it by saying
that AARP believes firmly that comprehensive reform of our Nation's health care system is our number one priority.
The Medicare expansions and the insurance market reforms included in your bill are steps in the right direction. But each of
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these steps must be a part of a larger strategy to reduce the growth
in health care costs and provide access to health and long-term
care for individuals of all ages.
Further, AARP believes that any incremental steps, such as the
insurance reforms included in your bill, must provide real benefits
to consumers. We also believe that insurance market reforms
should include provisions to protect purchasers of long-term care
insurance.
My written statement explores this particular issue further.
AARP would be pleased to work with the committee on an insurance reform package that complements broader health care reform.
I will turn now to the issue of preventive health care. As a survivor of breast cancer, I know first-hand that preventive health care
not only saves the expense of more costly treatment, it also saves
lives.
Unfortunately, early detection is often not an option for millions
of older Americans. Medicare's coverage of preventive care is minimal at best, and the high cost of health care has created an even
greater barrier to these services.
Medicare coverage of additional preventive care service would
make these services more affordable, help to avoid greater costs
that occur when the early warning system of preventive care is not
available, and saves lives.
S. 1872 takes major steps in this direction by expanding Medicare to include coverage of annual mammograms, colo-rectal cancer
screening, flu vaccines, and well-child care for children suffering
from end-stage renal disease who are Medicare beneficiaries. It
also establishes demonstration projects that could lead the way to
Medicare coverage of additional preventive benefits, including comprehensive assessments for older beneficiaries, which AARP views
as the foundation for maintaining good health.
S. 1872 proposes no method of financing the new and expanded
preventive benefits. Considering the current budget rules, this
raises some concerns.
AARP views the traditional financing of Part B, which spreads
the program's cost across the entire population, as the most appropriate financing structure for new Medicare benefits.
In conclusion, let me say that AARP applauds your efforts to
close some of the existing gaps in the Medicare program by expanding coverage for preventive health care. This is an important incremental step towards broadening access.
AARP maintains, however, that each incremental step should
move us closer to the overall goal of comprehensive health care reform.
We recognize that broad public consensus will be key to achieving a health care system that provides access to both medical and
long-term care for all individuals.
The public needs to understand that there are choices and tradeoffs associated with reforming the health care system. That is why
continued public education is essential.
Clearly, the association cannot build a broad public consensus on
its own. It is incumbent upon the administration and bipartisan
Congress, as well as AARP and other groups, to lay the ground
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work that will focus public attention on the tough choices that
must be a part of the solution.
The 1992 elections will offer an important opportunity to help inform the public about the choices and the costs of reforming our
health care system.
AARP, through the efforts of our volunteer leaders around the
country, is working to ensure that the 1992 elections are a forum
for national debate on health care reform.
Mr. Chairman, thank you for the opportunity to testify today.
AARP looks forward to working with you and this committee to
make health care reform a reality.
The CHAIRMAN. Thank you, Ms. McCauley.
[The prepared statement of Ms. McCauley appears in the appendix.]
The CHAIRMAN. Our next witness will be Judy Waxman, director
of government affairs, Families USA.
STATEMENT OF JUDY WAXMAN, DIRECTOR OF GOVERNMENT
AFFAIRS, FAMILIES USA, WASHINGTON, DC

Ms. WAXMAN. Thank you very much, Mr. Chairman, for asking
me to testify today.
I appreciate the acknowledgement from you, the other members
of the committee, and other people on my panel, that there is the
need for comprehensive reform. Only when we have control of the
costs in our system system-wide and everyone has insurance will
the problem be solved.
A second caution I have is on the small group insurance market
reform. It may be that some of the people we are trying to help will
not be helped by this legislation.
In particular, as was already mentioned, some of the reforms,
such as including everyone in the plans--everyone that has a preexisting condition, which, of course, we think is a wonderful
change-will, indeed, add some costs to the system.
That is another reason to support control of the entire system
that is underlying health care inflation. Rising costs is the real
problem. It puts insurance out of reach for many small businesses.
On the continuity and availability of coverage, we do think that
these changes are extremely important and worthwhile.
And, therefore, in addition to the groups that you cover in the
bill, we think that these protections should be extended to the most
vulnerable group in the health insurance market: those who have
individual coverage.
It is not really reasonable or fair for an individual who leaves a
group plan and goes into the individual market to then be subject
to new waiting periods, even when they were, indeed, continuously
covered.
On the rating practices, increasingly it is true that hiring decisions must take into account the gender, age, and health status of
potential employees and their families because of the way that insurance rating premiums are designed today.
Your bill does propose some limitations for groups of two to 50and, I might add, President Bush's plan actually covers groups of
one to 100 on this issue-and does leave unlimited rate adjustments for age and gender composition of the group.
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We think these limits are simply too broad. The proposed rate
bands will leave small employers with significant financial incentives to avoid hiring women, older workers, and disabled people.
As to the sticker shock that was mentioned earlier, even under
our current practices, it is true that a young, healthy group today
does get older and sicker every year. And, in fact, moving towards
community rates may benefit that very group, as well as the other
groups.
On benefits, we support the standard benefit package that is in
S. 1872, and, I might add, with the addition of some crucial services: prescription drugs, family planning services, and some smaller
cost-sharing requirements.
Many of you may be aware that last spring we issued a report
called "Barebones Coverage Insurance That Does Not Insure." We
concluded that bare bones coverage-that is, very limited benefit
packages that some States are now designing-provides inadequate
coverage, and, indeed, it is not attractive to many employers. I
think that the basic benefit plan in S. 1872 could be called bare
bones.
What many of these limited benefit packages actually do is reduce premiums by raising the cost sharing, which really does not
save money to the individual, it only shifts health costs from premium payments into the out-of-pocket payment category.
On the issue of deductibility for individuals, we think that full
deductibility for individual policyholders does establish equity between the subsidy received by businesses and individuals.
But, as a caution, I might add that because the pre-existing condition limits do not apply to this population, nor the rating requirements under this bill it may mean that the insurance is still
unaffordable for those individual buyers.
Lastly, on the Medicare improvements, yes, the preventive services proposed for Medicare beneficiaries are an extremely welcome
addition. But I feel compelled to point out, again, what seniors
really want and need is long-term care.
Given the severe limitations of Medicare and covering long-term
care and the lack of private insurance coverage in this area, it is
important that long-term care coverage, including reform of the insurance market for long-term care policies, be included in your deliberations.
In conclusion, comprehensive reform, including systematic cost
containment is the only alternative to solving our health care crisis. Small steps cannot guarantee that insurance will be more accessible to small businesses.
Positive improvements in this bill would include extending the
continuity of coverage protections to the individual market, eliminating discriminatory practices in setting premium rates, a comprehensive benefits package, and addressing the issue of long-term
care. Thank you.
The CHAIRMAN. Thank you.

[The prepared statement of Ms. Waxman appears in the appendix.J
The CHAIRMAN. Dr. Welch.
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STATEMENT OF BRYANT L. WELCH, Ph.D., J.D., EXECUTIVE DIRECTOR, PRACTICE DIRECTORATE, AMERICAN PSYCHO.
LOGICAL ASSOCIATION, WASHINGTON, DC

Dr. WELCH. Thank you, Mr. Chairman and members of the committee. Good morning. I am Dr. Bryant Welch, executive director
for professional practice of the American Psychological Association.
I am a board certified Clinical Psychologist and licensed attorney.
Mr. Chairman, I have a one-page executive summary of our written testimony, which I would like to submit for the record, if I may.
The CHAIRMAN. That will be fine.
[The prepared statement of Dr. Welch appears in the appendix.]
Dr. WELCH. The American health care system, as we all know,
is plagued by a three-fold crisis. Costs have skyrocketed to the
point that 14 percent of our GNP is now spent on health care.
Access to care is diminished to the point that 37 million Americans are with no health insurance at all, and an estimated 100 million Americans are considered to have inadequate health coverage.
Quality of care has suffered greatly at the hands of managed
care programs which are given financial incentives to under-treat.
Today you have already heard from consumer groups who poignantly document the enormous life-and-death need for better health
coverage.
Shortly, you will be hearing equally sincere lamentations from
representatives of small business struggling to survive in a severe
economic recession, facing what many feel is unfair foreign competition, and who do not particularly want to take on financial responsibility for a hemorrhaging health care system.
So what can we do? It seems to us that the only hopeful resolution to this dilemma is to acknowledge that we can no longer afford
to simply pay lip service to the principles of preventive health care.
If we can keep people healthier longer, we have eased the pressure
on the health care dollar.
From a Psychologist's perspective, Mr. Chairman, there are
ample affordable ways to do just that, if we will just readjust our
thinking away from an exclusive preoccupation with late-stage
physical diseases and focus on early-stage problems which lead to
those diseases.
One major, but oftentimes unrecognized reason for the ever-increasing cost of health care in this country are the untreated and
inappropriately treated mental health problems of our country.
Estimates are that 60 percent of all visits to general physicians
are for psychological problems for which there is no organic pathology.
In fact, people with psychological problems make twice as many
visits to their primary care physicians as do people without mental
health problems.
Since physicians generally receive only cursory mental health
training, these problems often go undetected, and, instead, a myriad of expensive tests and procedures are used with no benefit to
the patient, but at enormous expense to the health care system.
Study after study documents that when these patients do receive
appropriate mental health care, their medical utilization drops signfiantly.

But it is not just that people waste time and money; a second
and related cost of untreated mental disorders is that they often
lead to illness-producing behaviors, again, with enormous cost for
the health care system.
Incredibly, seven of the ten leading causes of death and disability
are psychologically induced behavioral problems, as are all five of
the top reported health problems confronting American business.
Alcohol and drug abuse, eating disorders, smoking, obsessive/compulsive behavior, self-inflicted injuries, accidents, child and spouse
abuse, and suicide are frequent behavioral concomitants of untreated mental disorders.
These behavioral problems radiate far into the fabric of our society in their vast waste of our Nation's resources. Alcohol and drug
abuse alone cost society $143 billion in 1988.
In addition, however, psychological problems are also the direct
precipitants of many of these major physical illnesses for which our
general medical system also pays a heavy cost.
Indeed, mental health services have been found effective not only
in treating, but also in inhibiting stress and anxiety from developing into more expensive physical illnesses, such as ulcers, heart
disease, respiratory ailments, and even immune disorders and cancer.
It is important to note that these preventive mental health services are provided almost exclusively in an out-patient setting with
minimal financial outlays.
Fourth, and finally, the untreated medical disorders in their own
right can reach devastating proportion if not treated at an early
stage.
APA believes that the only cost-effective and humane way to re-,
solve the current crisis is through the appropriate use of appropriate preventive mental health care which can reduce the overall
demand for services.
The proposed Better Access to Affordable Health Care Act introduced by Senator Bentsen recognizes this principle of prevention
through its provision for prenatal and well-baby care.
Its basic plan, however, fails to provide the most far-reaching
preventive care currently available in our health care system: mental health services.
A minimal benefit is provided in the standard plan. It is very important to note, Mr. Chairman, that without the minimal coverage
in both plans, not only will those who receive coverage under the
basic plan be denied access to mental health care, but the problem
of adverse selection, which has always plagued mental health coverage, will also drive the cost up.
Of equal concern is the fact that millions of American workers
who live in States with mandated mental health benefits, under
this plan, will lose the protection of those State laws so the net result will be that millions of American workers will wind up with
less mental health care than they have at the present time.
We thank you for this opportunity to testify. We hope that you
will amend the bill so that you will have minimal mental health
coverage in both your basic and standard plan.
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The CHAIRMAN. Doctor I have demonstrated time and time again
my concern for mental health services in legislation in the past,
and I still share that concern.
I appreciate your understanding that when the Better Access Bill
requires States to develop a basic benefits package, the goal is not
to exclude mental health services, but simply to find a package of
benefits that is both affordable to small employers and valuable to
their employees. So, we need some creative thinking from insurers
about how to strike that balance. And I know that is tough.
Now, they have done something recently in Texas, one approach perhaps you are familiar with it-to provide limited mental health care benefits.
They require that health insurance coverage for State and local
government employees include coverage for a specific list of the
most severe mental illnesses, such as manic depressive disease and
schizophrenia. What is your reaction to that kind of an approach?
Dr. WEiLCH. Well, we certainly support good coverage for the serious mental illnesses. The insurance problem is just the tip of the
iceberg of their problems, and what have you.
But tbe point I am trying to emphasize, Mr. Chairman, is it is
not only the serious mental illnesses that are causing health care
cost increases; they are the common, everyday kind of disorders
which are extremely disabling: anxiety disorders, depressive illness. Recent -t'Ai4
have indicated that those are every bit as debilitating as chronic pulmonary problems, as cardiovascular problems, So, the cost of these disorders throughout the health care system is overwhelming.
The CHAIRMAN. the problem is the question of cost, and the more
benefits we put in-and everybody wants all of them in-the higher the cost. If we are talking about a basic benefit plan, where
would you put your priorities in your field of expertise?
Dr. WELCH. Here is what we would do. We have commissioned
several studies, which we would be happy to share with you and
your staff. The estimates are that it would cost about 2 percent of
health care premiums to add an out-patient mental health benefit
such as you have in your Atandard plan. It would cost an additional
four percent to have in-patient services.
If we consider that many of these bare bones policies incur about
a 40 percent administrative cost, it seems to us that it is awfully
hard to justify in that context eliminating the mental health care
for all Americans; not just those who are afflicted with certain very
serious mental illness, but people whose problems we can interrupt
so that it does not lead to long-term health care cost consequences
for our system. So, we believe that the research does show that
where you structure your benefit appropriately and do not encourage people to use expensive in-patient care, that mental health coverage is very affordable.
The CHAIRMAN. All right, Doctor. Let me get to Ms. Waxman.
You talk about community ratings
Ms. WAxmAN. Yes.
The CHARMAN.-and how that would obviously lower the cost for
some of the high-risk groups. But it would also, obviously, as has
been stated time and time again, increase the premium costs very
substantially for the younger, healthier workers.
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Are you not concerned that some of the employers then would
drop that coverage, thus increasing the number of uninsured? How
would you respond to that?
Ms. WAXMAN. I would say this, Senator. Under current practices
now, a group that gets insurance for the first time may be a young,
healthy group, as you define it. Over the next few years, their premiums go up dramatically anyway. They do get older; they do get
sicker. One sick baby in a group such as that makes their insurance totally unaffordable.
So, moving towards community rating can be phased in, I think,
as long as that is where we are ultimately going, to subdue some
of that so-called sticker shock.
But, also, community rating is a protection for that young,
healthy group as well-a protection from anybody getting very sick
in the group, and protection for a few years out.
The CHAIRMAN. When you talk to some of the young about a few

years out, unfortunately, very often, their eyes glaze over.
Ms. WAXMAN. Well, insurance companies now use durational rating practices where insurance companies decide in advance how
much the rates will go up over the next 3 to 5 years--I am not
talking about 20 years-this practice currently causes dramatic increases, so that the sticker shock caused by community rating cannot really be judged by looking at 1 year. The increases must be
looked at over time.
The CHAIRMAN. Ms. McCauley, when we were talking about the

additional prevention benefits, as I read and understood your statement, you are talking about spreading the cost over the entire
Medicare population the traditional way and holding-the premium
share to 25 percent of costs, I take it.
In this day and time, with the constraints of the budget and the
problems, do you think they would go for, say, $1.10 per month for
these additional benefits if we cannot find the money elsewhere, or
do you think we should cut back on these additional benefits?
Ms. MCCAULEY. Well, I think that we need to educate people
about the possibility of premium increases, because most of the
older people who have Medicare, of course, are fairly satisfied with
their health care. Perhaps with continued education and with our
efforts to reach out to our members we could show them the importance of that kind of an increase, if necessary.
Half of our membership is between 50 and 65, and they do not
have M1-- icare.
We 'LxJ. forward to having private health insurance market refor.', but it should be part of comprehensive health care reform.
The CIA!RJWV/.. Thank you. I see my time has expired. Senator
Durenberger.
Senator DUR 3NBERGER. Yes. Just one question, Mr. Chairman. It
begins on the same premise that I started my question to Commissioner Pomeroy, and that is that whenever we sort of standardized
insurance as an approach to buying health care, we recognized that
expenditures particularly for medical services were expenditures
we made on the margin, because we did not have to do it every
day.
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We had to buy food, and shelter, and clothing, and that sort of
thing out of the first dollars we earned, but our medical expenditures were, as you say, on the margin.
And so, we have come to understand that in health insurance,
because the purchase is on the margin, as the costs go up and the
services become more available, we should put as much of that sort
of thing into a health plan as possible.
So, I think I understand where each of you is coming from when
you talk about putting in preventive care and mental health, and
all that sort of thing, because that simply is what we have gotten
used to. It is very difficult now to deal with 900-I think that is
the latest number-provider mandates in 50 sets of State laws.
My State I always think is the most egregious, because it includes hair loss for people like me, and facial reconstruction, and
a whole bunch of things like that, all of which we have because
people have what they characterize as medical needs or health
needs, and they cannot pay for them with their food dollars and
their shelter dollars, and that sort of thing.
One of the things we have all struggled for for a long time that
is included in this bill is what we commonly call catastrophic or
stop-loss.
And I wonder if each of you-or whoever cares to-would make
a comment about the significance of building into health insurance-into Medicare; into all of these coverage plans-a requirement that we do not put anything on the market unless it has
some kind of a stop-loss provision in it so that people can be assured that they have access to medically-necessary services, but,
after a certain point in time-I think in this bill it is $3,000; I
know that was in my original bill-the expenses are being picked
up.
I have not heard anybody express themselves on that yet, and I
wonder if you would not comment on it.
Dr. WELCH. Yes. One of the principles that we have discussed in
our association, Senator Durenberger, is that when we put in a
stop-loss provision like that, there are two principles:
One is that it ought to maintain a principle that the consumer
pays some part of what they are consuming, so you always have
a financial interest of the consumer involved.
How do you reconcile that then with your goal of making sure
they get all their care? It seems to us the solution is to insert that
in the context of a graduated copayment based upon people's ability
to pay so that you could have a progressive copayment system, if
you will, where individuals who are on limited income would pay
a lower copayment, but so that the provision you are talking about
would kick in earlier; but people who are more able to afford to pay
would still go up a little further and have some vested interest in
watching their health care consumption.
Senator DURENBERGER. Thank you. Judy?

Ms. WAxAN1. Yes. I would support that, also. I wanted to comment on the State-mandated benefits. As our report of last spring
pointed out, there really are not 900. To be fair; there are only
about 25 that keep getting repeated in various States.
Senator DURENBERGER. They get to 900 because that is times 50,
or something like that.

Ms. WAXMAN. Yes. Exactly.
Senator DURENBERGER. Yes. That is what I meant.
Ms. WAXMAN. And what we found, though, was in States that actually eliminated those benefits, many of the policies that were offered still had the mandated benefits in them, but they raised the
cost-sharing dramatically.
That directly gets to the second part of your comment. Many employers found that their employees just did not want those plans;
We are actually doing an update on our 1991 report.
But, at least initially in the first 12 States that put those provisions into effect, we found that "barebones plans' just were not
being bought because employees realized the plans dramatically
point out the inadequacy of under-insurance. We certainly would
support some kind of stop-loss, such as the one that you mentioned.
Senator DURENBERGER. Thank you.
Ms. JOHNSON. And I would also like to say that here on the Federal level we are not opposed to eliminating State mandates, as
long as what is put in place is a basic comprehensive package.
I would follow up on that, Senator Durenberger, by saying that
we, too, are not opposed to the elimination of State mandates as
long as we are looking at an opportunity at the Federal level to assure some minimum benefit package for Americans.
If we are looking at an opportunity to replace State mandates
where you do your multiplication and come up with 900 and get
into a situation where we have every State deciding on what benefits are essential; and we have perhaps more than 900 lobbyists
coming in to influence those decisions on a State-by-State basis, we
would have dramatic concerns.

Senator

DURENBERGER.

All right. Thank you.

The CHAIRMAN. Are there other questions? Senator Riegle.
Senator RIEGLJE. Just one very brief question. Am I correct in assuming that all of you would feel that it is time to sort out the options and make the decisions and craft a national health strategy
that accomplishes two goals in addition to those that you have
mentioned.
One is universal access and coverage so that every last person
in the country receives the health insurance protection that they
need, and, number two, that we put in place some sensible system
of cost control so that we capture and b ring under some restraint
this spiral in health care costs.
Am I correct in thinking that all of you would support those two
goals as ones that we should set out to seek now?
Ms. WAXMAN. Yes, absolutely, Senator. And I would go a little
further to say that I am not really even sure that man of the goals
of this particular legislation are very laudable and we support
them; I am not sure that doing that without cost control, for example, will even work. So, I think we really should do the comprehensive plan right now.

Senator

RIEGLE.

Ms. McCauley.

Ms. MCCAUiEY. AARP certainly would want to have long-term
care insurance included with that, too, for all and across-the-board,
all generations.
Senator RIEGLE. So, you would agree with the first two, plus
long-term care.
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Ms. MCCAUI,EY. Yes.
Senator RIEGLE. Yes. Dr. Welch.
Dr. WELCH. Yes, Senator. I would certainly agree with the first,
and I would give a qualified agreement to the second. I think that
we clearly need cost 6xintrols in the health care system and managed care has a role to play.
I would also like to emphasize, though, that we feel that the
mariagement--the managed care entities themselves need to be
regulated to protect the consumer, because what we have really
done is turn the system from one with incentives to over-treat to
one with incentives to under-treat, and there has got to be a protective watch dog mechanism there to protect consumers.
Senator RIEGLE. Ms. Johnson.
Ms. JOHNSON. Certainly we do support the movement, and we
think it is very urgent that we work on both universal access and
cost containment. I think the other big priority for us, and we are
concerned about some of these issues--although they might fall
lower on the list--really is thinking about the distribution and
availability of providers. For the populations that we are concerned
with, those are absolutely critical issues.
Senator RI.Ew. Right.
Ms. JOHNSON. We have no doubt that by making health care
more affordable by providing health insurance coverage is a critical
first step, but that we know that many people will have a health
insurance card with no provider to take it to.
Senator RIEG,. Right.
Senator GRASSLEY. Mr. Chafee.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman. Ms. Waxman, in
your last words in your statement, you recommend system-wide
cost containment. And I have been brooding, as we all have up
here, over the ways to guarantee the stabilization, or, hopefully, reduction of cost in health care.
And it seems to me there are only two ways to do this, and if
you have got another way, I would be interested. One is to limit
what is going to be paid for health services. In other words, put a
cap, as they do in Canada, either Federally or regionally. We are
going to spend X billion dollars altogether, and that is it.
Ms. WAXMAN. Right.
Senator CHAFEE. Or, to control what is going to be paid for the
individual services; you are going to pay the doctors this much, you
are going to pay the hospitals this much, and that is it. Am I missing something? Is there another way to meet your goal and our
goal, too, but you used the specific words, system-wide cost containment.
Ms. WAXMAN. Right. No. You are correct in stating that those are
ways to control costs that we would certainly support.
I do specifically say in the testimony that Congressman Rostenkowski has a comparable bill to S. 1872, and, in that bill, he
says, why not do what you would call your second approach and
that is, set up Medicare-type rate for providers and let all employers come fort and ask for that rate.
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And, in that way, you would stabilize all of the reimbursement
system-wide and could accomplish your goal. So, we would support
that provision in his bill.
Senator CHAFEE. So, what you have is every doctor in the United
States-or regional differences, perhaps-would be paid X amount,
the hospitals paid Y amount per day.
Ms. WAxmAN.Yes. It would be based on the principles that have

already been enacted in Medicare. I think there would have to be
adjustments if you were talking about all providers. You could not
use exactly the Medicare rates now, but you couldSenator CHAFEE. Well, we had testimony the other day, indeed,
from a hospital administrator from Texas, and he indicated that
the hospitals that are caring for Medicare patients are losing rather substantial amounts per patient, as opposed to what their overall costs are. In other words, others were bearing the costs.
So, I can only assume from that if all his patients were under
a Medicare payment type of system, that either the hospital would
go broke or the payments would have to be substantially increased.
Ms. WAXMAN. Yes. I am not supporting the Medicare payment
levels themselves, I am supporting the principles that they put into
place.
Indeed, in Maryland, there is what they call an "all payor system" for hospitals in that State, and they do negotiate with the
government on how they are going to set the rates for the hospitals, and all hospitals get the same amount for all the patients
that they see.
It has worked very well; it has controlled health care costs overall, and they are thinking about extending that to other providers
in the system. And that is the kind of system I am recommending.
Senator CHAFEE. Dr. Welch, just briefly, you talked about
deductibles. And I have given some thought to trying to get the individual more involved, that is, the patient. And somehow I do not
think deductibles do the trick, because once you have crossed the
deductible ceiling you are on your own.
I mean, the sky is the limit; you lose your incentive. Whereas,
co-payments, it seems to me, are much more of an incentive. Do
you agree with that?
Dr. WEcH. Yes, I do, Senator Chafee. And if I said just
deductibles, I should have said deductiblesSenator CHAFEE. Well, I am not putting words in your mouth.
Dr. WELCH. No. I know. I know.
Senator CHAFEE. But it just seemed to me that deductibles really
do not do an awful lot. They deter you from going to the hospital
in the first place or using their service, but once you go through
that ceiling, as I have said before, your incentives are greatly reduced, are they not?
Dr. WELCH. Yes, absolutely. That was relevant to my comment
to Senator Durenberger that the problem is if you can establish a
co-payment that is related to the patient's income, then you have
optimized your equity cost control mechanism.
Senator CHAFEE. Yes. Now, finally, Ms. Johnson, in the legislation I have submitted, and in the Democratic leadership bill, and,
indeed, the administration's health care plan, there is increased
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funding for the community health centers. I would just like to say
a word.
They are located, as individuals know, in medically under-served

areas. Forty-four percent of the patients served by these clinics are

children under 18; 30 percent are women of childbearing age; nearly one in ten are pregnant women. And under my legislation we
provide for a grant to significantly expand the number of community health centers.
And we have two co-sponsors in this with Senators Daschle and
Danforth. I know my time is up, but could you briefly say a word
about your views on community health centers?
Ms. JOHNSON. The March of Dimes has for a number of years
supported expansion of community health centers, particularly
since the Congress, in its wisdom, decided that the Nation should
have an infant mortality initiative focused in those centers that ensured greater quality care for prenatal care and for the babies born
to women who are served in those centers.
We know that we have seen an impact: better outcomes for those
babies; women getting into care earlier in those centers where that
Congressional investment has been made. We do support the expansion of health centers for precisely the reasons that you have
raised.
Senator CHAFEE. That was an excellent answer. Thank you.
[Laughter.]
The CHAIRMAN. Well, with that, we have two more panels, and
I see it is noon. Thank you very much for your presentations.
Our next panel today is Mr. John Motley, the vice president for
Federal Government relations, National Federation of Independent
Business; Mr. Mark Gorman, the senior director of governmental
affairs of the National Restaurant Association; Mr. Robert LeMond,
who is the chairman of the Texas Society of Architects Trust, on
behalf of the American Institute of Architects; Ms. Ree Sailors, the
president and chief executive of Florida Health Access Corp.
Mr. Gorman, if you would proceed, please.
STATEMENT OF MARK S. GORMAN, SENIOR DIRECTOR, GOVERNMENTAL AFFAIRS, NATIONAL RESTAURANT ASSOCIATION, WASHINGTON, DC, ON BEHALF OF THE HEALTHCARE
EQUITY ACTION LEAGUE
Mr. GORMAN. Thank you, Mr. Chairman. It is certainly an honor
to be here, especially since for 6 years earlier in my career I had
a job of sitting behind Senator Chafee up there.
The CHAIRMAN. Maybe that is why he asked to have you testify
first. [Laughter.]
Mr. GORMAN. My name is Mark Gorman, and I direct the government affairs activities of the National Restaurant Association.
Today I am testifying on behalf of the Healthcare Equity Action
League, which is better known as the HEAL coalition, whose members
over one million businesses in this country, including 35represent
million employees.
We are big businesses, small businesses, manufacturers, service
industries, insurers, health care providers; it is a very diverse coalition which uuites around a central concern-that concern being
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that the status quo is no longer acceptable to the business community in the health care area.
Costs must be brought under control, and controlling costs really
is the only way of improving access to better quality health care
for more people.
The coalition has come together around a set of principles that
we believe will help return free market incentives to the health
care system and remove anti-competitive pressures that have been
imposed in the past by legislation and litigation.
Mr. Chairman, HEAL and its members were enormously encouraged by your introduction of S. 1872, because it incorporates most
of the fundamental proposals endorsed by HEAL, and it also draws
on a number of provisions that Republicans and Democrats alike
have already embraced.
And, in our view, S. 1872 could serve as the basis for enacting
legislation during this Congress if Congress, in fact, is committed
to passing a bill this year.
Let me outline HEAL's seven principles in relation to your bill,
if I may. First, the coalition endorses the full preemption of State
health insurance mandates.
Your bill, Mr. Chairman, takes the important first step of preempting State mandates for small employers, as long as they provide a basic health care plan.
HEAL encourages you to take your legislation one step further
and provide relief from State mandates to all purchasers of health
insurance, large and small.
And it is only by taking measures such as this to reduce costs
that we can successfully broaden access to health care.
Secondly, HEAL would like to see the elimination of State laws
that restrict managed care. We applaud S. 1872 for recognizing
that managed care plans are key to slowing the growth of health
care costs.
These programs are providing many cost-cutting innovations in
health care delivery, but, unfortunately, there are too many State
laws that limit our ability to take advantage of them.
Third, the HEAL coalition is in favor of reforming the insurance
market for smaller businesses. Smaller businesses today face an insurance market that is unpredictable, arbitrary, and, in our view,
unaccountable to its customers.
In the food service industry that I represent, we hear story after
story of insurance companies that cancel or refuse to renew policies
after expensive claims are filed; of businesses that experience double-digit or triple-digit annual premium increases, and, of course,
of workers with pre-existing conditions that often cannot find coverage at any price.
S. 1872 appears to be fully consistent with HEAL's principles in
the area of small market reform, and we encourage you to move
ahead as quickly as you can on those.
Fourth: S. 1872 would immediately raise the deduction for owners of unincorporated businesses to 100 percent, that is, the tax deduction for health care costs. HEAL wholeheartedly supports this
move.
Fifth: the coalition endorses getting better information to consumers about how to purchase health care and about which treat-
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ments are most effective. S. 1872 would authorize money for additional outcomes research, which we believe is an important component of restoring market forces to health care purchasing.
Sixth: HEAL supports cost containment rather than strict controls. Your legislation proposes establishing a commission to study
these issues, and HEAL recommends giving this commission tight
parameters for its mission to ensure objectivity, as well as a strict
deadline for reporting back to Congress.
And, finally, we note that S. 1872 makes no attempt to reform
medical malpractice laws, and we would encourage you to add such
provisions to legislation that Congress might pass in the future,
possibly such as the provisions that Senator Chafee has in his legislation.
The health care crisis is a crisis for employers as well as employees. HEAL believes that enacting legislation like your bill, Mr.
Chairman, is the most immediate and most effective way to achieve
cost containment and broader access to health insurance in the private sector.
And we thank you for allowing us to work with you and for allowing us to appear here at this hearing. Thank you.
[The prepared statement of Mr. Gorman appears in the appendix.J
The CHAIRMAN. Mr. Motley, if you would proceed.
STATEMENT OF JOHN J. MOTLEY, II, VICE PRESIDENT FOR

FEDERAL GOVERNMENTAL RELATIONS, NATIONAL FED.
ERATION OF INDEPENDENT BUSINESS, WASHINGTON, D.C.
Mr. MOTLEY. Thank you, Mr. Chairman. I am delighted to be
here today on behalf of NFIB's more than 500,000 members across
the country, particularly, it is the second time within a week we
have had the pleasure of testifying on a major initiative.
I am also delighted to be here because we strongly support your
legislation, S. 1872. We have testified before this committee and
others on small business problems with health care many times in
the past, and we have shared our studies with you.
What I would really like to do today is focus as much as I possibly can on S. 1872. Let me first of all agree with my good fiend
and colleague here, Mark Gorman, and say that the status quo is
no longer acceptable within the American business community,
particularly within the American small business community.
S. 1872, we believe, recognizes that and moves, or attempts to
move quickly to begin to address health care problems in small
business. Health care concerns, particularly the concerns over the
rapidly rising cost of health insurance first showed up in NFIB's
surveying in 1986. In a survey called "Problems and Priorities," we
give our members 75 choices and we ask them to rank it.
We were very surprised at that time when the cost and availability of health insurance came out as our member's number one concern. And everything else was in there that you could possibly
imagine, from Federal taxes to garbage collection.
This year, this quarter, we will publish the 1992 issue of "Problems of Priorities," in conjunction with American Express, and I am
sorry to say that the cost and availability of health insurance is
still number one. However, today it is double the critical mass of
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the number two problem, which you will probably not be surprised
to hear, is Federal taxation of business income.
In late 1990, we did another survey which I believe sort of catapulted NFIB into this debate called "Small Business and Health
Care," in which we surveyed some 18,000 members on their actual
practices; whether they were providing insurance, how they were
doing it, how they were sharing costs, et cetera.
One of the disturbing things that we found in that survey was
that 91 percent of them in late 1990 said that health insurance was
becoming prohibitively expensive and that they were considering
dropping health insurance as an alternative if the costs continued
to rise. And, of course, we know that in the last 2 years the costs
have continued to rise dramatically.
Really, you can describe the small business problem in this area
in one word, and that word is cost. Health insurance is being
priced beyond the ability of most small employers in the United
States to purchase it, and we are very, very worried what that is
going to do in the future.
Attempts to control costs on the part of small business owners
have not been very successful. Those who have been able to have
gone to managed care. Even large employers have not been very
successful in that area. They have tried cost sharing of various
types.
What I believe has happened during the last 5 or 6 years of trying to adjust to what is happening to the marketplace has led to
tremendous middle-class fear over what is going to happen with
health insurance in the future.
And I think that is what you saw in Pennsylvania in the last
election. I think NFIB members are very, very typical of that type
of fear.
Many NFIB members, like the one who came here and- testified
before-Don Summers, from Austin, Texas--have actually had to
give up their health insurance and then have had tragedies strike
them afterwards because of it.
Senator RIEGLE. Would you mind if I just posed one question
here, Mr. Chairman?
The CHAIRMAN. Yes. All right.
Senator RiEGLE. I have a list in front of me of what the rates and
premium growth have been for private health insurance just in the
lst few years, and I want to read them into the record, because
they underscore your point.
In 1988, up 16.9 percent. These are annual increases. 1989, 20
percent increase. 1990, a 17 percent increase. 1991, a 13 percent
increase. 1992, a 12 percent increase. There is a certain
compounding that is buried in this that makes it even worse than
it sounds here.
But, because your members now are coming back and listing the
costs and availability of health care in an amount in the survey of
the 75 different items or so that they have responded to, that one
is more than twice as large as the number two item, which is Federal taxation-Mr. MOTLEY. Yes.

Senator RIEGLE.-would it be fair to conclude that the health
care issue is threatening the economic viability of more and more
of our companies?
In other words, it is an economic issue, as well as just a question
of wanting to protect one's employees and help one's employees,
and so forth, and most small business people have that very strong
desire, because most attempt to offer health insurance.
But the sense I am getting is it has actually become a clear and
present danger to the survival of more and more companies because the cost is just something they cannot handle. Is that right?
The CHAIRMAN. Could I interrupt? And I appreciate the statement, but I have to make a comment to the caucus in just a few
minutes. And I would like to hear the other witnesses, and then
respond to this, if we may.
Senator RiEGLE. Very good.

The CHAIRMAN. Later, please. Thank you. Now, let me see.
Where were we? Had you finished, Mr. Motley?
Mr. MOTLEY. No, I had not, Senator. I can sum it up pretty
quickly in simply saying we support S. 1872 so strongly because we
believe that the one thing that it will do will be to stabilize the
small business health insurance marketplace.
In addition, it will offer affordable insurance choices to those
marginal small firms who cannot afford to purchase it today, and
it will provide real incentives to purchase health insurance to the
largest single class of small employers in the country, and that is
the self-employed. We believe that it recognizes the fact that the
status quo is no longer acceptable and that we must begin this
process now.
And I emphasize the word, now. I do not believe that the small
business community of this country can afford to wait until after
the political debate surrounding health care is finished. We would
very much like to see you move forward; we would very much like
to see you sit down with the administration and other employers
in this game, because many of the elements in your bill, many of
the elements in the President's package are very similar.
And we are sure that an agreement can be reached and that a
piece of legislation can move through the process and hopefully be
signed into law before the November election. Thank you, Mr.
Chairman.
[The prepared statement of Mr. Motley appears in the appendix.]
The CHAIRMAN. Mr. LeMond.
STATEMENT OF ROBERT LeMOND, FAIA, CHAIRMAN, TEXAS
SOCIETY OF ARCHITECTS TRUST, FORT WORTH, TX, ON BEHALF OF TIRE AMERICAN INSTITUTE OF ARCHITECTS
,Mr. LEMOND. Thank you, Mr. Chairman. My name is Bob
LeMond. I am a self-employed architect from Fort Worth, TX. Let
me express to you, sir, what an honor it is for me to be here today,
not only personally, but to represent the American Institute of Architects.
On behalf of our 56,000 members in the AIA, let me also commend you on your leadership in bringing accessible, affordable
health care to the American people.

Your legislation embraces the incremental approach to health
care reform advocated by our organization and avoids immediate
restructuring of the entire system, to the detriment of quality, technology, and research.
Known by all, Mr. Chairman, is the enormity of the comprehensive task ahead of you all. With the health, and ultimately
the lives of the people at stake, and trillions of dollars of the Nation's wealth, there are created colossal questions.
I prefer problems like we have back home, little problems that
we deal with across a fence, or across a table, or across the hood
of a pick-up truck. That seems to be the only way my mind will
work, and Ideal with these enormous questions by reducing them,
translating them into a managed, modest term.
The problem here I think, would reduce itself to a three-legged
stool, and I will call the stool 'ability: affordability, accessibility,
and portability. Each leg must be dealt with and kept under scrutiny or we willall take a tumble.
The AIA endorses the concepts of your legislation and I wish to
examine just a few of those here today, keeping that stool very
level.
First, affordability. The permanent increase in the tax deductible
insurance cost of a self-employed individual-the norm in architectural practice-is a must. Architectural firms are in a strange situation in regard to deducting the cost of health insurance.
In most States, architects may not incorporate by State law.
Three-quarters of the 17,000 firms of AlA members are not incorporated, and, under existing law, may only deduct the 25 percent
allowable.
This is particularly onerous, since a third of the 17,000 are sole
proprietorships, and most of the rest are partnerships.
Two-thirds of the AIA members' 17,000 firms consist of four employees or less. We are truly small business people. And only a
third of our individual practitioner firms provide insurance; a dramatic decrease with the economy in the last few years compared
to 99 percent of firms with 20 or more employees, or larger firm
normally in a corporate mode.
That is the reason we seek this easily obtainable 100 percent deductible for the self-employed: to gain parity with the corporations.
It is patently inequitable that small businesses are treated differently than corporations. If time permits, I could deal with some
of the other aspects of cost containment in a moment.
The second leg of the stool is accessibility. I just attended a very
timely meeting in California with our new insurance carrier. The
new insurance carrier just for our Texas Trust offers 5,600 rating
categories. 6,600 rating categories is several times more than the
people we have insured in Texas.
I guess the computer has brought us to this age, Mr. Chairman,
but I long for those thrilling days of yesteryear when a group was
a group was a group. And that you could take a group and spread
the risk over the entirety of that group, rather than having individual pay-as-you-go profit centers for insurance carriers.
The third leg of the stool, obviously, for small business people,
is portability. Your legislation deals with this problem very well.
Architect employees change jobs frequently by changing firms, by
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seeking areas of the country where there is a possibility of construction, and portability is a must.
Thank you again, Mr. Chairman. I want to thank each member
of the committee for their hard work. I will offer you the resources
of the American Institute of Architects and its membership in seeing that this type of health care legislation is enacted, implemented, and the hard road begun.
We are gratified, again, by this opportunity. We wish you Godspeed, abundant wisdom, and Herculean courage for the job ahead.
[The prepared statement of Mr. LeMond appears in the appendix.J
The CHAIRMAN. Well, I have a hunch, Mr. LeMond, you could
bargain rather well over the hood of a pick-up truck. [Laughter.J
Ms. Sailors, we are pleased to have you.
STATEMENT OF REE SAILORS, PRESIDENT AND CHIEF EXECU.
TIVE OFFICER, FLORIDA HEALTH ACCESS CORPORATION,
TALLAHASSEE, FL

Ms. SAILORS. Good morning, Mr. Chairman, and Senator Riegle.
Thank you for the opportunity to talk to you. I am Ree Sailors. I
am the president and CEO of the Florida Health Access Corporation, which is a strange critter created by legislation in Florida
that calls for a private, non-profit corporation whose sole mission
is to try and find ways to bring affordable health coverage to uninsured small businesses.
I have come to talk specifically about what we do and also about
the provisions in your bill for grants made to the States in order
to help this type of organization proliferate, I hope, in the future,
not only throughout Florida, but throughout other parts of the
country as well.
One of the things that we do is that we come together and pull
small employers together for the sole purpose of insurance. We do
not pretend to exist for anything else. We bring them together, all
different kinds; from Kramer's Worm Ranch to a couple of small
farms owned by families, to appliance repair shops, to Insty-Prints,
to yogurt shops, to glass plate cutting businesses, to packaging
businesses. You name it, we have got it.
We have over 2,400 small businesses, all of whom were previously uninsured and unable to provide benefits to their employees. We have over 10,000 employees and dependents enrolled in the
program now.
It started as a joint venture between the State of Florida, the
Robert Wood Johnson Foundation, and one of our counties,
Hillborough County, in the Tam pa area of the State.
We decided to tackle the problem by, one: bringing small businesses together for the purpose of the aggregate pool risk, which
the insurance people look at as desirable.
Two: to try and perform what appeared to be the expensive frontend administration which tends to drive up the costs in a small
group market rather than what I would affectionately call the rearend administration, which is the claims processing side.
It is the marketing, and billing, premium collection, and so forth
that is difficult when you have many, many tiny, tiny businesses.

47
So, we decided that we would take on that and that the State
of Florida, through appropriation, would actually support the expense of that administration and allow it not to be passed into the
premium of these small businesses.
Likewise, the strategy was to, amass the clout of a group of buyers, with the State of Florida supporting an administrative infrastructure on a regional and local basis-which is what the health
care market is about-so that it could leverage; so that it could negotiate; so that it could bargain; and so that it could marshall the
resources of the small business community together with State government.
What we have done is sort of put a hoop around money that the
small employer had but was not enough to break into the market;
money that the employees in small business had but was not
enough to break into the market; and money that the State had
but was not enough to cover the population at risk, too.
We brought them all together, turned them into a coordinated
buying power and began negotiating in the markets for health coverage. We think our program is very successful and we are very
proud of it.
Two-thirds of the people enrolled in it are dependents and children, which we know are a population that often does not get covered because of the prohibitive cost of dependent coverage for workers.
The small businesses that we deal with are the size that I call
the real micro business. I think we actually coined the term "micro
business," in this discussion. Our average enrolled business has
three employees.
I bring this to your attention because I think oftentimes we get
lost in the conversation of small business. We think 100 is gigantic
by our standards; 50 looks incredible.
In Florida we have over 310,000 small business in the State,
however, 70 percent of those businesses have four or fewer employees.
And often, as we try and create solutions for the small business/
small group market, I think we tend to glop it into the 10-andabove, which is a whole different set of problems from what we
deal with when we see the three-and-under size and the four-andunder size business that we specialize in.
I think also what we have tried to do is we listen to the employees and the employers in these small businesses and asked them
what they wanted, and they did not ask us for stripped down,
dune-buggy packages.
What they said was, we do not understand why the size of the
business is going to make a difference between whether or not my
kid has coverage, and they want to be like regular people and have
regular coverage. And so, we went after that. However, what we
tried to do was to provide our technical assistance and buy smart.
We began buying managed care, full comprehensive packages
where basically the principle that we are trying to take to our
membership is, if we keep buying it the way we have been buying
it, if we all stay healthy, they all go broke.
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If we start buying it this way, it might be better if they got
wealthy if we stayed healthy, so we are going to hunt for those
kind of providers to do business with.
What we are basically trying to do is change the rules of the
game-change the rules upon which we, as collective small business, and we, as one of the three-legged stool, if you wish, of three
major buyers--government, large business, and small business-want to change the rules and say these are the conditions upon
which we will release dollars to you for health care.
And we want to change even the fundamental basic unit of exchange, if you wish. We are no longer willing to buy it one nut and
bolt, and tire and hub cap at a time. We want to buy it by the
package, and we want to buy it from people who have organized
themselves to offer that.
And if insurers want to make money off the cash flow of our premium payments, then they are going to have to interject themselves into the health care delivery system and start managing it.
The CHAIRMAN. Good statement.

[The prepared statement of Ms. Sailors appears in the appendix.]
Senator RIEGLE. Let me thank you all, and indicate that what is
transpiring in another location right now is a major meeting today
on the whole question of constructing an economic recovery strategy, both near-term and long-term, for the country, which the
Chairman, who just left, has to participate in and make a presentation on.
And others of us will have to do that, too, so we are going to finish up here shortly. We have another panel left to go.
Senator Durenberger.
Senator DURENBERGER. Mr. Chairman, thank you very much.
Needless to say, I am not included in this meeting.
Senator RIEGLE. I will take any ideas you have. [Laughter.]
Senator DURENBERGER. I will leave you to conjure up who is
going to solve the economic woes of America.
But I want to apologize to those of you whose full statements I
did not hear, and to tell you, Mr. LeMond, that I appreciated your
statement very much, because it illustrates not a very unique professional concern that a lot of people have.
And, John, thank you, in particular, for your leadership in small
business on a lot of issues, but particularly on this issue.
I thought that the statement that I did hear at the end-and I
guess I got the front part of Tom's and Ms. Sailor's-is most impressive because you got kind of to the heart of the point, which
is let us stop buying the tires and the hub caps and all that sort
of stuff separately and start buying cars in this country.
And, as I was listening to one of my colleagues earlier ask a
question about what is the best way to contain costs, they said, it
is either to regulate prices or go to a budget. There is a third answer, and you just gave us the third answer.
Ms. SAILORS. That is right.
Senator DURENBERGER. And that is, buy health, buy a package,

buy the whole package, buy the whole car. If you do not want to
buy a $50,000 car, stop paying $50,000 for a $20,000 car. It is not
that complicated. What is complicated is figuring out what is the
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$20,000 car. But unless somebody gets started, as you have, it is
not going to happen.
And one of the important reasons, obviously, that we are doing
this kind of reform is that we all need help in making those decisions: who are the most efficient providers of health care; how
much do we really need and who should we buy it from. That is
what we need, We do not need bill paying services anymore, such
as represented by so much of history in this field. We do not need
that anymore.
We need what, as individual buyers, we cannot get when we are
just one at a time, four at a time, three at a time, we cannot do
it. That is the kind of help we need from what is called the insurance industry, or the health plan industry in this country.
One of the questions that keeps coming up is about the individual person. One of the great things about this bill, of course, as we
all know, is we finally got 100 percent deductibility for the self-employed after struggling on this committee for a long time to do it.
Now we have got 25 percent. This bill would give us 100 percent
deductibility. But the other key question is on the insurance side.
My original bill went from one to 50. This bill is two to 50, and
we are advised by the industry that you cannot get into this individual market. Can somebody tell me why it is impossible to get
into that market? John?
Mr. MOTLEY. Well, maybe I can take a shot at it, if you will let

me say in the beginning that I am not really a technical expert in
the area.
But what they tell us is the problems of adverse selection would
be very significant and that you would basically have businesses or
individuals who did not want to purchase insurance hanging back
to the point where they would need it, and then, in effect, asking
for insurance with a pre-existing condition, which would be very
expensive.
And that would cause very serious problems of adverse selection.
They do not want to slow down or muddle up the move toward
what they consider to be small market reform by adding that at
this time.
I think you will notice in our statement that we say it really has
to be dealt with somewhere, and, for the sake of moving something
quickly because the insurance market in this country has to be stabilized, it really has to, or else we are going to have a constituent
revolt across the United States.
For the sake of quickly moving on, I think we are all willing to
say that that maybe a problem we can deal with a little bit later
on. I do not have the'answer. It does have to be dealt with, and
100 percent deductibility is a partial answer, but it is not the complete answer.
Senator DURENBERGER. Ms. Sailors.
Ms. SAILORS. Senator, I am a lay person in all of this, but, to me,

I have heard those justifications before too, and it does not make
a whole lot of sense to me if you think about what else is in the

bill, which is basically an abandoning or an outlawing of underwriting so that risk selection is no longer in their control.
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They have to provide insurance to anyone, all comers, irrespective of their health status, and they do still have the pre-condition
situation available to them.
It seems to me that the sole, single person, the individual-the
main barrier remaining for that individual is affordability. And one
of the things that we do is we, likewise, administer a subsidy to
these groups, and I think that still remains an issue.
But I think on the side of the legislation, that you have begun
to remove the barriers for the one and remove the argument of adverse selection because you have opened adverse selection up entirely. And you do still allow at least one pre-existing.
Senator DURENBFIRGER. The other thing I would hope you could
help us think about in the next week at the most, probably, is how
to persuade the bigger companies who have been using Federal
preemption to think a little bit differently about some modifications
on Federal preemption.
Because we really are not going to be able to do fully what we
would like to do for individuals or small businesses unless we can
find some way to take care of the medically uninsurable and some
of the more serious cases on a State-by-State basis, out of some
kind of pooling or reinsurance arrangements, and we need everybody who is providing health care for employees to be part of that.
And I know we need to protect them against the artificial mandates of the so-called 900 benefits, or the 25 benefits, or whatever.
But if there is some way to persuade those big companies and
those self-insureds that some modification of preemption would
help, I think now is the time for those who represent the majority
of employed people in America -to help us come up with an answer
to that.
Senator RIELE. Mr. Motley, let me ask you to answer a question
I posed earlier, and that is, I take it that the reason t at the
health care costs and access is at the top of the list of your members is, in addition to the concern that small business owners have
in human terms, I take it this is a very compelling economic issue
and this is really threatening just the economic survival of a lot of
companies. Am I fair in assuming that, or not?
Mr. MOTLEY. I think you are more than fair in assuming that.
You cited some statistics on increases in rates before and you can
probably take those and double them and triple them for most
small businesses.
I do not think you will find anybody who knows anything about
the field that will tell you that a small business' rate increase was
anywhere near those that you cited.
Senator RIEGLE. Right.

Mr. MOTLEY. Those were averages across the country.
Senator RIEGLE. Yes. A very good point. So, I think this element
of the discussion has been under-developed, if you will, and that is
that there is an enormous economic imperative here that has to be
dealt with from the point of view of the health, and well-being, and
strength, and growth of small business.
I mean, one of the things I am so struck by as I look across the
country, so much of our job base comes from small business, and
it can be very small firms of one, two, three, four people, but ranging up from there.

As we watch the big companies in America announcing all of
these permanent jobs reductions--General Motors, 74,000; United
Technologies, 14,000, and go right down the list: IBM, AT&T, it is
the who's who of business firms in America-if we have got an economic factor that is, in part, crushing small business, and small
business viability and small business growth in the jobs and economic strength created there, I view that as a real threat to the
economic well-being of the country.
I think it is an economic issue that poses a real danger to us,
and it has to be dealt with because we cannot afford to have any
more damage done to small business in this country.
Mr. MOTLEY. Unfortunately, Senator, there is a safety valve for
the business community here, and that is that health insurance is
a fringe benefit.
And I think it is remarkable that you do not see more firms jettisoning their health insurance. They are trying everything short of
that to keep it such as trying various -types of cost-sharing mechanisms. But, the ultimate answer is, like Don Summers, who appeared before this committee before-Senator RiEGLE. Right.

Mr. MOTLEY.Is basically to gather his employees together and
say, I cannot afford this. I will give you each a check, or I will increase your salary for what it costs me now. But future increases,
you are going to have to take care of yourself.
And I do not think mandating it on all employers is good for the
economy. The job destruction that will take place because of that
is going to be phenomenal. And I do not think you want to lock
those kind of rigidities into the American economy.
Some of the European models that are out there have tremendous, heavy, government subsidies and high taxes to pay because
those rigidities are built into the economies and into the employer/
employee relationship.
Senator RIw;I,. Let me read to you a letter, and just take a
minute and do this, and then we have got to go to our last panel.
I headed a health care hearing recently out in Michigan, and a
very large number of people came; many of them small business
people. And, in fact, some testified, and others left statements.
One of the women who came to testify is self-employed, as you
will hear from this letter. Her name is Janet Regan. She lives in
Warren, Michigan. She has her business card and her husband's
business card here.
She attached a copy of her Blue Cross/Blue Shield billing payment that she had received, and she left it, as you will see here,
because she was at a point where they were having to discontinue
it.
Had they been able to pay their premium for that premium period, it would have expired today. So, it is significant that the date
through which they would have had coverage was actually today's
date.
But listen to what she said, because she, in effect, and others
like her, I think, fall into the category that you all are speaking
for.
She said this: "Attached please find a copy of my Blue Cross/Blue
Shield bill for a three-month period for my family of three. You can

52
have it, because I cannot pay it. I am self-employed as a realtor
and have been in the business for 7 years. My husband is a selfemployed contractor as well.
We get no help with insurance because we have no regular income to deduct it from. My mother is dying of breast cancer that
has spread to the bone. My sister-in-law died August 16 1991 of
breast cancer at 49 years old, leaving two sons, one stili in high
school.
Fortunately, my mother is a widow of a Chrysler executive and
has Blue Cross/Blue Shield and Medicare. My father died of cancer
at 54 years old, after 30 years on the job.
Please consider at this point my chances of getting the disease
myself and my need for mammographies and careful preventive
care.
My husband's mother died of cancer in October 1988. His sister
died of cancer last August, as noted on the front of this statement.
She worked, she got sick she had a breast removed and recovered.
She thought she would try to return to work. Her job was gone;
she had been replaced. Now her health insurance was gone as well.
By the time she was able to get through the red tape to be eligible for Medicaid, her cancer had spread-spread so far that she
could not recover. She was arrested for driving to her chemo treatment in a car with no car insurance.
In the end, she was taken to Harper Hospital, where she received excellent care, but it was too late. She had rotted inside, her
organs so full of cancer, she developed gangrene in her bowels and
intestines.
Many thousands of dollars were spent helping her in intensive
care for three weeks, to no avail. Obviously, no help when she
needed it." You wonder how many people are out there right now
with these ticking time bombs in them, men and women.
She concludes, 'e are angry and scared. What about us?" She
says, 'Touhave health insurance, don't you," which I take to be addressed to all of us in government, and the answer to that is res.
If we did not, by the way-if the health insurance for all of us
in the government disappeared today, I think we would probably
have a workable plan within hours to put it back in place.
All of these excuses and arguments about how it cannot be done,
and this, that, and the other; and it's too difficult, and all of the
bobbing and weaving would all end if the government insurance
disappeared and it took a national program to put it back in place.
And we would have one within hours.
The thing that bothers me when I hear stories such as you have
related or the one right here, I think of an architect who may be
a single proprietor, or have two or three people with him, if he is
finding some business to do, or the kinds of small firms, Ms. Sailors, that you have been working with in Florida, you know, the
struggle and the wealth that is created in this country by entrepreneurs who are willing to go out and make an effort to try to
make something happen in this country; employ themselves and
provide employment to somebody else, te fact that they have got
to live with this kind of anxiety and lack of health care coverage
on things as fundamental as being able just to stay alive is really
outrageous.

I mean, that we should find ourselves in 1992 in here, not just
today, but in the other hearings, and we chew these issues over,
and we chew them over, and so forth, and so on.
I think we have got to have some answers here. I think we have
ot to get some coverage out there that is affordable and in place
r people before it is too late.
And we do not just end up, after somebody is full of cancer, providing intensive care for three weeks when it is really too late to
really do anything about it, and probably at costs that it would
shock us to hear.
I mean, we probably could have spent, in some of these cases, at
least, a fraction of the costs with preventive care and so forth, earlier on, and prevented these kinds of tenibly sad outcomes.
But I think it is not only a human decency issue and an issue
of humaneness and how we ought to think about our basic human
needs, I think it is threatening the economic system.
I had one of the to business people that I know in Michigan,
who has been one of the great innovators in his field, tell me about
6 months ago that he had to discontinue health insurance for all
of his employees, and he felt wretched about it--including himself
because he is trying to save his business in this lousy economic climate.
And he does not have the money to pay the health insurance premiums and he is laying awake nights tossing and turning because
he wan'.s to be able to provide that benefit for his workers which
he has done before, and for himself, and he cannot afford it. And
he cannot afford it because the system is not working properly, and
there is just no excuse for it.
The fact that we say we cannot get it fixed is nonsense. We fixed
it for ourselves. Insurance is in place today for everybody in the
Federal Government, from the President right on down.
So, if we can get it fixed there, we ought to be able to get it fixed
for everybody else, especially for the business people out in this
country that are trying to make this system go.
Thank you very much for your testimony.
Mr. MOTLEY. Thank you, Senator.
Mr. LEMOND. Thank you, Senator.
Senator RIEGLE. Let me now call our last panel. Bruce Butler,
who is the president of the Managed Care and Employee Benefits
for Small Business, The Travelers, from Hartford, CT, and Mr.
Richard Niemiec, who is the senior vice president of underwriting,
actuarial, and legal; Blue Cross/Blue! Shield Association of Minnesota, from St. Paul, MN, on behalf of the Blue Cross/Blue Shield
Association.
We are delighted to have you. And Senator Durenberger, I know,
particularly, will be interested in what you have to say and will be
ack in the room, momentarily.
Mr. Butler, we would be pleased to hear from you now.
STATEMENT OF BRUCE BUTLER, FSA, PRESIDENT, MANAGED
CARE AND EMPLOYEE BENEFITS FOR SMALL BUSINESS, THE
TRAVELERS, HARTFORD, CT

Mr. BUTLER. Thank you very much, and good afternoon. My
name is Bruce Butler. I am president of The Travelers' Managed

Care and Employee Benefits operation for small business. With me
are Helen Barakauskas from our Hartford office, and Carole Roberts, of our Washington office.
Travelers is one of the largest commercial insurance carriers in
the small group market. Small group cases include businesses with
two to 50 employees, and we insure nearly 800,000 employees and
dependents in 40,000 businesses.
One-third of the lives covered are covered through associations
such as Chambers of Commerce and State manufacturing associations.
Travelers has been, and is very committed to the small group
market. It is our objective over the next 5 years to double the number of lives that we have covered in the small group market.
The small group market needs to be reformed. The problems in
this market have developed over the last 5 to 10 years. They are
well-known to the committee, and I would be happy to address
them in the question and answer period.
Travelers is pledged to reform of the small group market. We are
very aware of the practices of the industry that are not conducive
to the widest coverage of employees in this market.
Over the last 3 years, we have supported legislative reform. We
have been successful in passing small group reform legislation in
Connecticut, and have and are supporting the efforts of the Health
Insurance Association of America to bring about small case reform
in 15 targeted States.
We are pleased that small case reform has, in fact, been adopted
in several States: Connecticut, Massachusetts, and North Carolina.
The key points to small group reform which Travelers supports,
and which are supported generally by the Health Insurance Association of America, include the following: guaranteed issue without
regard to health status; guaranteed renewal of insurance without
regard to health status or claims paid; continuity of coverage-that
is, limitations on pre-existing conditions exclusions; rating restrictions and rating bands which limit the rate increases that may be
requested; and a reinsurance mechanism to take care of the highrisk individuals or groups.
More broadly, The Travelers also supports (1) Medicaid expansion, or expansion of public resources to cover the poor and near
poor. We think this is an example of our belief in the public/private
partnership; (2) managed care, which involves overriding State
laws which are frustrating the expansion of managed care programs; (3) low-cost policies, including overriding State laws which
impose mandates on employers or insurance companies; and (4) finally, medical malpractice reform.
I will talk for a moment about community rating. First of all, let
me define it. Under community rating, each camer would charge
the same rate for each business. There would be no distinctions
based on health status, age, sex, or industry. In effect, one person;
one rate.
We note that community rating is riot in the Bentsen bill, and
we commend the Chair of the committee for not including community rating. We believe that the rating band approach is the approach to follow.

Community rating has a ring of fairness and reasonableness'. It
sounds attractive. But, in fact, we believe that community rating
drives up the average cost over time.
The reason for this is that rates go up immediately for the lower
cost groups-perhaps as much as 60 percent of the employers-based on our own book of business, and these employers will not
understand this.
In turn, these lower cost groups, usually those with younger employees, will opt out, since they have low utilization of claims and
would object to the increases in their premiums.
Further, with community rating there are no incentives for
healthy practices on the part of employees; no incentives for employers to contain costs or to be conscious of costs; and, finally,
community rating is contrary to managed care which provides cost
differentials based on the e orts that the employer and the carrier
make to contain these costs.
Let me turn now to the Bentsen bill. We prefer State-level reforms, however, the Chairman's bill, by featuring market-based reform, is far more desirable than employer mandates or play-or-pay.
We support many aspects in principle, and some in detail. We
have three concerns: the rating bands are too tight; the size of the
group is too large-it should be 25 employees and under-and the
managed care standards are too detailed and would limit innovation.
Let me summarize then as follows: we need industry reforms to
eliminate the extreme industry practices and to hold down the
costs to the higher cost groups.
This, then, allows the industry to focus its attention on driving
down the average costs through the use of managed care, the
economies of scale, and the use of automation to drive down administrative costs.
We appreciate very much the opportunity to be here today and
to have our views be heard. Thank you very much.
[The prepared statement of Mr. Butler appears in the appendix.]
Senator DUREN3ERGER. Thank you very much. Mr. Niemiec.

STATEMENT OF RICHARD M. NIEMIEC, SENIOR VICE PRESIDENT OF UNDERWRITING, ACTUARIAL, AND LEGAL, BLUE
CROSS AND BLUE SHIELD ASSOCIATION OF MINNESOTA, ST.
PAUL, MN, ON BEHALF OF THE BLUE CROSS AND BLUE
SHIELD ASSOCIATION

Mr. NIEMIEC. Senator Durenberger, as you know, I am Dick
Niemiec, senior vice president of Blue Cross and Blue Shield of
Minnesota. I welcome the opportunity on behalf of Blue Cross and
Blue Shield to present our views on 5. 1872.
The Blue Cross and Blue Shield system believes that reform is
needed in the small group insurance markets to ensure that all
small employers can purchase coverage, regardless of their health
status or past claims experience, and to stabilize premiums
charged to small employers.
In January of last year, the board of directors of the Blue Cross
and Blue Shield Association ado pted a small group insurance reform proposal based on many of the same principles found in S.
1872.
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We congratulate Senator Bentsen for recognizing the problems of
this market that are addressed in his bill. Blue Cross and Blue
Shield of Minnesota has been pleased to work with you, Senator
Durenberger, on the elements of small group reform as we see
them working in Minnesota.
We support many of your bill's provisions, including the need for
State flexibility in ensuring availability of private insurance coverage for small employers.
In addition, we support your recognition of the importance of
managed care programs. In Minnesota, managed care programs
have long been a central part of our cost management strategy.
The effectiveness of managed care is confirmed by a survey conducted by A. Foster Higgins, which reported that Minnesota businesses paid premiums 18 percent less than the national average.
This difference was not there in the past.
Much of the reason for these lower costs can be explained by the
prevalence of managed care coverage in Minnesota. Approximately
60 percent of residents are covered in managed care arrangements.
Our key concern with S. 1872 is that the rating limits in the bill
are too restrictive and result in substantial rate increases for many
small employers. For this reason, we are opposing rating restrictions that are tighter than recommended by NAIC.
In a voluntary environment where there is no employer mandate,
restrictive rating requirements such as community rating provisions would result in significant rate increases for many small employers.
As a result, many of these employers would drop coverage rather
than pay the higher cost. Actual data from six Blue Cross and Blue
Shield plans shows that over half of the small employers would receive rate increases under community rating proposals. Some small
employers would see their rates increase by over 100 percent.
Other factors wotdd also increase rates for small employers, including health care cost inflation, as well as the added costs of
guaranteed availability requirements.
As a result of these additional factors, small employers would receive a 50 percent rate increase as a result of community rating,
and could, in fact, receive a total rate increase of nearly 100 percent.
The rating provisions in S. 1872, with the modifications we suggested, would benefit small employers significantly. Premium rates
would be much more stable and predictable, and the use of a small
employer's own claim experience or health status in setting its rate
would be limited.
We believe that the small employer market could tolerate the
rate increases resulting from these changes without encouraging
more small employers to drop their current coverage.
We also believe that States need additional flexibility to modify
the NAIC standards established under the bill. None of the NAIC
model approaches have been proven, and they are not mature
enough to be frozen into Federallaw.
States that have already enacted the NAIC model laws have
found it necessary to make substantial changes in the models prior
to enactment.

In addition, we believe the provisions in the bill should be restricted to the three to 25 market, where most of the problems with
availability of insurance arise.
We would not object to application of the guaranteed availability,
guaranteed renewal, and continuation of coverage requirements to
employers over size 25, so long as carriers were required to manage
the full risk of these groups.
We do, however, oppose applying the rating requirements to
these larger groups. While pooling the costs of Iarger and smaller
groups would lower the rates somewhat for smaller groups, it
would increase the rates for larger groups.
On the lower end, we recommend against including group sizes
one and two in small group reform proposals because groups of this
size are especially likely to purchase coverage only when it is needed.
Inclusion of these high-risk, higher cost individuals would increase overall costs in the small group market. This is especially
true in the voluntary market where healthy small groups and individuals can choose to remain without coverage.
With respect to the scope of the bill, we are concerned that the
bill may exclude certain self-funded insurance plans from its requirements, including MEWAs.
Any insurance market reform must include all entities providing
or financing coverage to small employers, whether insured or selffunded. If not, imbalances in the market would result and incentives would arise to move towards unregulated entities, therefore
undermining the very purpose of the reforms.
Relative to the small employer purchasing groups, we do not oppose the start-up grants provided in S. 1872, however, we do object
to the preferred tax treatment and the exemption from State insurance laws provided to these groups under some proposals.
Finally, another concern we have is the idea of extending Medicare payment arrangements to all payors. We are concerned that
this ould stifle innovative managed care arrangements.
For example, Blue Cross and Blue Shield of Minnesota pays Csections at the same rate as normal deliveries. This is an example
of incentives where we have to strike a deal with the providers.
In conclusion, we understand that reforming the small employer marketplace will not solve the health care access on its own. However, these reforms will provide necessary protections for small employers, and we believe they are a good first step. Thank you.
[The prepared statement of Mr. Niemiec appears in the appendix.]
Senator DURENBERGER. Thank you, both. Let me ask some questions of both of you, and if you both want to respond, fine. Otherwise, I will leave it up toyou.
The first question is a general one, and that relates to defining
what an insurance plan is and where do the-in other words, the
product we are talking about is called insurance, and it has a price
on it called a premium.
And that price seems to vary all over the lot for the same product. And my question is a crudely crafted question to try to find
out in the market today what is in that product and what we are
paying for it.
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I assume that part of the product pays doctor bills, hospital bills,
and other provider services. I assume part of the price of the product pays marketing, sales, commissions.
I assume part of the product pays the expenses of claims administration on the part of the provider, on the part of the consumer,
et cetera. I assume part of the product is reserves; part of it is profit, and so forth.
Can one of you give me a general idea in America today for however many folks that are out there selling this thing called health
insurance how that usually breaks down, or if it does not have a
usual breakdown, give me some idea of where the variances are?
Mr. NIEMIEC. Well, Senator Durenberger, if I could respond.
Senator DuRENBERoER. Please.

Mr. NiMIEC. One element I do not believe you included in your
list is the cost of managed care programs, and that is becoming
more and more a cost of what is ca lied administrative expense.

But the value that it returns as far as eliminating unnecessary
care and developing effective networks, brings value to the member.
As far as how those elements break down, Blue Cross and Blue
Shield plans typically charge less than 10 percent for all those administrative claims processing/managed care types of arrangements. We are non-profit.
The one variable that you will find is that because the cost of
sending bills to small employers versus large employers-one bill
per employer, involving 1,000 or two employees-is
going
to would
vary.
that
employers
So, there is some inherent costs with small
mean that they would have higher retention costs than would larger employers.
But the goal with all is to keep those expenses down and to work
on electronic claims submission.
In adding we have to set up a reserve under State law. That is
something that, if it gets too high, it is returned to the subscriber.
In other words, it is simply putting something in 1 year that you
are going to have to take out another year.
Senator DURENBERGER. Mr. Butler.
Mr. BUTLER. I would agree very much with what Mr. Niemiec
said, and, again, would note that the reserve that you set up classically runs out over a very short period of time. And when I say a
short period of time, I am talking in terms of 3 months. So, you
are really talking about a very short displacement of time.
We talked, too, about commissions that are paid to the agents.
I think it is very important to understand that in the small case
marketplace, the agent is, in fact, in many ways, the employee benefits expert for that small employer.
Employee benefits or the insurance program classically at the
small end of the marketplace is handled by, perhaps, a part-time
bookkeeper. Day-in, day-out, that person is not even on the premises.
And an agent, oftentimes, in fact, is, therefore, filling in that
spot. If you have a large employer, that large employer wil, in act,
have an employee benefits administrative area on site, day-in, dayout to help out the employees and their dependents with their
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questions. That is the role that the agent, in fact, is really filling
in many ways.
So, I think it is very important to understand that commissions
is not purely, in my opinion, a selling expense; it is, in fact, a sellin and servicing expense.
We have agents who, in fact, help people fill out the claim forms
so that they get through the hassle factor we heard about earlier
this morning and get the claim processed right the first time.
Senator DURENBERGER. Well, maybe it was not fair to ask you
that question and expect an oral response, but it certainly would
be helpful to-since this is the industry that is under attack byeverybody else who wants to do comprehensive reform, everybody
throws around these, Medicare costs only 3 percent to administer
figures and if Blue Cross is ten percent, then a lot of people are
probably more than ten percent.
And we do not even know what is behind all of that. It certainly
would be helpful to get some idea of what it costs to buy a product
that delivers sometlng other than doctor payments or hospital
payments.
If it costs extra to do managed care, or is that a cost-saver? How
does that system work? How much are we paying to an agent just
to go around and sell little groups of three, or four, or five people?
I take it there is a savings there if you move in the direction of
a health insurance network, or something like that, if you go to a
Florida, you go to a COSE, or you go to something else. I assume
there are some fairly substantial savings in that part of the system
as well.
Mr. BUTLER. I am not sure we would conclude that yet.
Senator DURENBERGER. Pardon me?

Mr. BUTLER. I am not sure we would conclude that yet. And that
basic service that I just mentioned, somebody is going to provide
that service. And the employer, as I said, classically does not provide it.
So, somebody is going to have to provide that service. Whether
you change from an agent, or a health insurance network, or a
health purchasing group, that basic service to the employees and
dependents is going to have to be done. And I am not sure that you
are really talking major savings when you do that.
Mr. NIEMIEC. Senator Durenberger, if I could respond just briefly
as a follow-up. We would be glad to submit to you some breakdowns of our administrative costs and other things, and vary it by
group size, and reflect managed care.
Mr. BUTLER. Yes. We would be happy to provide that.
Mr. NEMiEC. We simply cannot cover it now.

[The information requested follows:]
THE TRAVELERS MANAGED CARE & EMPLOYEE BENEFITS OPERATIONS EXPENSES
AS A PERCENTAGE OF PREMIUM
Empbyw Sft (No. of Empoy..)
2-0
10-24
25-49

Indemnty Business Costs:
Clalms Processn g .....................................................................
. 3..,,
3.1%
3.0%
S les& Adm inistration ..................................................................
17.6
8.9
6.2

55-928 0 - 92 - 3
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THE TRAVELERS MANAGED CARE & EMPLOYEE BENEFITS OPERATIONS EXPENSES
AS A PERCENTAGE OF PREMIUM--ConlinuOd
Typ. of E~ns

Empbyw Si.(No.of Em o )
2-0

10-24

25-4

Co mm ss ons ...................................................................
9.0
6.5
4A
Premium Tax ...................................................................
2.2
22
2.2
AddtdonW Cost for
Managed Cae Features:

Utizalon Review Only ........................................................
7
.7
.7

PPON t o ...................................................................
1.8
1.8
1,8
Cost Savings Resulting From Managed Care Features:
U tIzalon Review Only ..............................................................
4.0
4.0
4.0
PPO N ~t ...................................................................
15,0
15.0
15.0

Mr. NIEMIEC. One of the things, though, maybe to counter Mr.
Butler's comment a little bit, any time you can eliminate something
out of those extra costs and bring that premium down, you are
going to do that. So, there are some natural tendencies there.
Anybody in Minnesota can pick up the telephone and call Blue
Cross and Blue Shield directly. Agents do bring value to it, but
that is the consumer's choice in whether they want to use that
agent or not and incur the cost.
Mr. BUTLER. But I think it is very critical to understand that, as
I mentioned earlier, there are really two or three elements in driving down the cost of that package. And managed care really gets
at the claims portion of that, albeit it adds a little on the administrative side.
The other part then is, in fact, attacking the administrative costs
through the economies of scale and through the extensive use of
automation. And I can tell you that, in running the business, attacking each of those is extremely critical to us.

Senator

DURENBERGER.

The next question deals with the issue of

managed care. The Children's Defense Fund, for example, was in
here 2 days ago saying managed care does not save any money.
I am assuming that we would not be doing as much managed
care in Minnesota as we are doing if we were not getting something
for it. We are either improving the quality of health, getting more
consumer satisfaction, or saving money; or all three of them. What
is it?
And I suppose there are two ways to look at it. You can manage
costs. You can hire a cost manager and call it managed care, but
all they are doing is playing with your costs.
Or, you can move in the direction that Ms. Sailors was giving us
from Florida where you are buying a different kind of a product:
you are buying a healthier person, or you are buying a package, as
she called it, rather than the hub caps, and so forth. What is the
value in managed care?
Mr. NIEMiEC. If I could respond, Senator Durenberger. There are
about as many factors in managed care as what you cited earlier
in administrative expenses, so I am not going to do a real good job
of detailing them all. But let me start off with an example which
you are familiar with: State of Minnesota employees.
It has been an indemnity plan against 1IMOs for a long time
with costs going up tremendously on the indemnity plan. A unique
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arrangement where labor and management got together, negotiated
on a benefits package and a network, put it out to bids.
We were fortunate enough to bid on it through our HIMO,
BluePlus, and introduced that several years ago. The rate increases
for the last couple of years have been less than six percent.
Some consternation was introduced; mostly from the providers
who, for one reason or another, were not included in the network.
When it got to the employees, they largely accepted it because they
had access to quality providers.
The thing about managed care systems is that they evolve. What
might have been done in 1988 is not done in 1992 because you refine your networks, and, if there is a program that was applied to
all providers, if you can later refine it so it only applies to the problem providers, you do that. You may exclude providers from your
network.
So, a lot of this is very subtle that I do rot think the consumer
sees. But if it does not deliver value to the consumer and give them
access, they are going to switch to a different health plan.
Senator DURENBERGER. Let me try to see if I can get at the next
issue, which is, what is going to drive up the cost of health insurance in the small group market, and what is going to take it down?
As I understood both of you, you are a little shy of rating restrictions; you are certainly shy of community rating, and so forth.
And you are getting too much rating restriction; narrowing of the
band, because a lot of so-called healthy young people are going to
see an increase in their prices, their employers are not going to understand they; they are going to drop their insurance.
Mr. BUTLER. And I think it is important to understand that phenomenon that, as they drop, the average cost then goes up.
Senator DURENBERGER. Right.
Mr. BUTLER. But you have got less people then to spread that remaining costs over. You take out a little bit of costs, and you take
out a lot of premium payments. So, as that happens, up goes the
average costs. You then go through that process again.
Senator DURENBERGER. Right. And the other thing that contrib-

utes to that and is related is pooling larger groups. And then one
or the other of you made that--your advice was stick with two to
25 rather than going to 50 or 100 because that, too, is going to exacerbate the problem.
Now, let me turn it around on the other side and say, even if we
did all of that, how could we reduce the overall impact? I am presuming we are getting some benefit for some groups on pre-existing
conditions. The older groups are getting some benefit.
There is somebody in this system that has got to be getting some
benefit. If we wanted to get the problems minimized, I take it, the
best way to do that is to do what big companies do, and that is,
charge everybody in their company the same price all the way
across the board. I mean, you go to a company that has 100,000
employees, they all pay roughly the same amount or get the same
general benefit, do they not?
Mr. BUTLER. I guess I want to draw a distinction between what
the employer asks his employees to contribute towards the cost of
the health insurance. That is, quite often, the same per employee
in a small case or in a large case.

Senator DURENBERGER. Right.
Mr. BUTLER. There is nothing about small versus large that
pushes that issue in one direction or another. The issue then is, in
fact, what do you do about driving down the average costs of the
insurance, and, as we said earlier, we truly believe that managed
care is the critical component as we go forward.
And I would note today that in our preferred provider organization plans-which, incidentally, we make available to firms with
two employees-we have the same thing in place for our big customers as we have in place for our small customers.
And we will introduce more .plans in this whole managed care
arena in the small case market in the months ahead of us.
Today we have a cost differential from an indemnity plan to a
preferred provider organization plan of approximately 15 percent,
and the PPO plan is 15 percent cheaper.
The critical thing to me is that, in fact, our experience is bearing
that out so that we have not only discounted the price, but it is
working right.
And, as a result of that and our other experience in the larger
case market with managed care, I am optimistic that we will be
able to take another five or ten percent out of that cost base as we
move further into even more managed care plans for the small employer market.
If we can get 20-25 percent out of that average cost, that is just
an enormous step and very much offsets any increase that comes
in the average costs coming out of the various rating restrictions
and the various market reforms.
Senator DURENBERGER. Well, I am just trying to understand how
the market works now. And I am presuming what you say about
what is going to happen assumes that the insurance functions pretty much stay the same; that you have got 1,500 companies all tryin to get some of this, some of that, some of the other kind of
things.
Because, at least the presumption I make-and maybe I am
wrong here-is that, let us say you had only a half a dozen companies, to really exaggerate the point, they would still want to get as
much business as they could, would they not?
Would they not want to get into small group markets, as well as
the large group markets, and would they, or would they not spread
the costs of, let us say a community-rated small group over their
larger book of business? They would not?
Mr. N EMImC. Senator Durenberger, if I could respond. I should
not answer for any other company, since we are a larger carrier
and we hopefully are going to be in the small group market for a
long time, as we are in individual and all markets.
But I think one way to look at your question is that right now
in the small group market you have the problem of people going
in and out. You do not have anywhere close to universal coverage.
And if people are wanting to come into the insurance system
when they anticipate a need, they have higher costs, and something gets taken care of.
Now, affordability is a problem, and, you know, the case was
cited by Senator Riegle. Then you have this churning, and that is
what is tending to drive the costs up.
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Before actuarily you can really have a community rate that
would work-because people are going to shop for the best price,
and you have got problems with MEWAs-is you have to move towards universal coverage and you need subsidies.
Once you have done that, I think you could look at community
rating. But the rating restrictions that are proposed by NAIC are
signi icant and they would largely eliminate the abuses that are in
the market right now and would make a significant step without
destroying the market.
I think what you need to do is a year or two after you have implemented it, State-by-State, or however you do it, look at it and
see, have you been able to bring more people in. Because that
should be your goal.
If you have been able to do that, then maybe you can construct
things. But if things are not working well, and there is still churning, then you had better figure out what the problem was: rating
reform, or something else was the problem.
Senator DURENBERGER. Well, one of the things we should understand right up front that without some kind of a universal coverage
mandate we are going to have to live with half the people going up
and half the people going down, or something like that, and a
bunch of people dropping out.
It is essential to have, at least, the employer must provide coverage kind of a mandate in order to make all of this work?
Mr. NIEMIEC. The employer is certainly key to this, and there are
various proposals Blue Cross and Blue Shield has made. Our proposals involve large employers being required to contribute to coverage.
Smaller employers, because of affordability problems, is a tougher issue. You want to enable those smaller empDloyers to do it, but
mandating it right away is difficult. But it has been cited, and we
know from our experience, small employers want to offer coverage.
So, I think you almost have to work it out. We have got an experiment going in Inoka County right now where we are truly going
after the uninsured groups. we are not trying to get people to
switch coverage, but target the uninsured groups.
And it is phenomenal, the experience we are finding; the barriers
you have to overcome to get these people in. But I think they are
achievable.
Mr. BUTLER. I think it is very important to understanding that
mandating coverage does absolutely nothing about the cost of insurance.
The cost of insurance is a function of the claims and the exenses. And that is the thing that has to be addressed. And manating merely puts an additional burden on employers who, today,
cannot afford that burden. It is just not a solution.
Senator DURENBERGER. Well, if you do other things, it forces you

in the direction of moving into some kind of grouping up in your
purchase, or something like that, does it not? Trying to seek-if
you were forced, as in t0e President's plan, to provide access to coverage, then you would have to go out and find the most economical
p lan, or the most beneficial plan, or the most efficient plan, or the

west priced

plan, or something like that.

Mr. BUTLER. Or go out of business.

Senator DURENBERGER. Right.
Mr. BUTLER. I mean, I think it is very important to understand
that going out of business is a very real alternative-not a very attractive one to anybody.
Senator DURENBERGER. Right.
Mr. BUTLER. But it is a very real alternative to mandating anything on that small employer marketplace.
Senator DURENBERGER. And the other question is, where is the
issue of the ERISA preemption and so forth in all of this, dealing
with the reinsurance and with risk-pooling, and some of these
kinds of issues, and how important has that become to moderating
the impact, if you will, of what we propose to do with this bill?
Mr. NIEMIEC. Senator Durenberger, relative to S. 1872, small
group reform, you want to have the States be able to regulate all
the entities so that the rules apply to everybody. Otherwise, you
are going to have people that can escape to something else and the
younger, healthier groups are going to do that. And so, we have
concerns that they will be built by the States and are strong
enough.
I have additional concern with the HINs being talked about,
where they would- be regulated separately. And it is going to be
much more confusing from a regulatory standpoint. The simple answer is: the same rules should apply to everyone who is selling in
the small group market.
Mr. BUTLER. I think I would add to that by noting that the preemption would, in fact, eliminate several of the employer and insurance company mandates that are out there that drive the average cost up, so they are a part of the solution of driving the average cost up.
Senator DURENBERGER. I particularly appreciate, Mr. Butler, in
your statement, your examples on the problem we would create if
we go to gender-neutral and age-neutral issues, because there are
fairly dramatic differences in both of those areas.
So, thank you both very much. Thank all the witnesses. The
hearing is adjourned.
[The hearing was adjourned at 1:22 p.m.]
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Mr. Chairman, I thank you for holding this hearing today on this very important
subject and for the opportunity to testify. The crisis in health care which we face
today demands reform. It is my hope that Congress will make health care reform
its top priority when the Economic Growth package has been passed. The families,
children, individuals and businesses who suffer under the current system cannot afford to wait.
I believe there is a growing consensus on a number of issues and it's time for us
to get to work. Reforming the small insurance market is the first and one of the
most important priorities and I commend the Chairman for his leadership in this
area. Getting aordable insurance to workers in small businesses is a sizable step
forward to getting our health care system on the right track. Eighty percent of the
uninsured are tied to small businesses either as workers or their dependents. Clearly, this is the right place to start and the Chairman should be commended for recognizing this and leading us toward that end.
There are a long list of problems in our system that must be addressed and I support broad health care reform to address these varied and complex problems. But
today, I am going to focus on one set of those problems.
One very large problem that we must address is the huge administrative costs
of our health care system. Everyone would agree that a solution must be found that
reduces these costs and the burden they are placing on our health care system and
the ability of people to afford it. A study published in the New England Journal of
Medicine estimated that we spend between $96 and $120 billion each year in administrative costs. These costs are escalated by the unwieldy inefficient paperwork-blizzard billing system that has evolved in this country.
We also have a system that has allowed some unscrupulous insurance companies
try to only insure healthy people. To me we don't have any need for insurance companies who run when someone gets sick. Last week, I held a series of roundtable
meetings to discuss this mess we have in health care. I heard from a family whose
child was born with hydrocephalus which has resulted in serious health problems
for their son. Their son is now 14 years old but nine years ago their family went
bankrupt due to their son's costly medical costs because they can't get any company
to insure him.
Another couple in the St. Louis area has a son that was born with a defective
heart valve. The birth of their son was not covered because the father was forced
to find new employment 5 months into his wife's pregnancy and the new plan
wouldn't pay because it was a pre-existing condition. Their second insurance plan
that they have been forced to purchase under their previous employer's plan under
COBRA just ran out the first of February and their son still has a series of surgeries
that he must undergo if he is to live.
We also heard from a man who had colon cancer 4 1/2 years ago and cannot find
an insurance company who will insure this condition now even though his cancer
is in remission.
But to fix these problems, we need a system to compel insurers to to make some
fundamental changes in the way they do business. To accomplish this, 1 am proposing legislation to establish minimum standards that health insurance plans must
meet to become a "Qualified Plan." These standards are very simple and straightforward.
Qualified Plans would:
(65)
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(1) Lower Administrative Costs-Require Less Paperwork. Insurers would use a
new paperless computerized billing and data exchange system that will cut wasteful
costa from the excessive paperwork and hassle that results from the existing claims
and paperwork nightmare that none likes.
(2) Guarantee Acceptance. Insurers could not exclude individuals on the basis of
their medical condition.
(3) Guarantee Renewability. Insurers would be prohibited from unilaterally canceiling insurance.
(4) Limit the Variation in Premiums. No longer could an insurer drastically hike
premiums when a person develops a very expensive illness.
(5) Eliminate the Pre-existing C ndition Waiting Period. Insurer would not be
able to exclude coverage for any medical condition if that individual had had continuous coverage under a previous insurance plan.
(6) Limit Out of Pocket Costs. In short, insurers would have to fully protect consumers from costs exceeding $3000 or 10% of their income in a year.
My legislation would create an independent Insurance Benefits Assessment Commission to oversee the implementation of the Qualified Plan program and make recommendations to the Secretary for additional standards for Qualified Plans that
would further deduce administrative costs, protect consumers, and seek ways to implement effective long-term management of health costs.
Under this proposal, insurers would be subject to a 25 percent excise tax on the
gross premiums of any insurance plans which do not meet these consumer protec.
tion standards and participate in the program to reduce administrative costs.
Both goals-lowering admnistrative costs and extending the basic consumer-protection standards to Qualified Health Insurance Plans--are efforts which I believe
are achievable this year and must be priorities for reform. Both goals must be
achieved whether you subscribe to a "Pay or Play" proposal or a market-based proosal-these are problems in the system that must be fixed. Creating an electronic
billing system and the resulting administrative savings, plus savings we could get
from the added ability to reduce billing fraud through such a standardized system,
are estimated to be somewhere between $60 and $80 billion. The fact that the
consumer-protection standards must be applied should be self-evident from the specific instances we all have heard from our constituents.
Shank you again, Mr. Chairman, for holding this hearing and for the opportunity
to share my concerns and my proposal with you. I hope to be able to work with you
and the members of the Committee in getting such a plan enacted.
PREPARED STATEMENT Op SENATOR DALE BumPERS

Mr. Chairman, I thank you for allowing me to appear and to testify today. I am
here in two roles: as Chairman of the Senate Small Business Committee and as a
member of the Senate Appropriations subcommittee which funds preventive health
programs. These jobs, I hope, bring a slightly different perspective to the Committee.
In recent years, efforts to improve Americans' access to health care have focused
on small business. This is understandable because of estimates that the majority of
the 34.6 million Americans without health insurance have some ties to the work
force, mid that the insured are concentrated in small firms, especially those with
fewer than 25 employees. As large as these numbers are, they do not reflect the vast
number of insured persons who fear that their insurance will be canceled or premiums will become totally unaffordable.
Mr. Chairman, I recently held a Small Business Committee hearing in my home
State on this topi-aiid heard firsthand the importance of increasing the ability of
businesses to help provide health care coverage for their workers. While it is appropriate to concentrate on small business in trying to improve health insurance coverage, the remedy should not create more problems than it solves. Quite honestly,
the small business community feels under attack because of allegations that, as a
whole they are uninterested in providing health coverage for their employees. They
have een accused of neglecting their workers and of effectively shifting the costs
of care through high insurance premiums to those big businesses which do offer
health insurance to their employees.
Let me share a couple of stories that I heard from my constituents at the field
hearing in Little Rock. Chuck Blair of North Little Rock, Arkansas, owns an auto
repair shop with four employees. Providing his employees with insurance is very important to him. Mr. Blair's health insurance premiums have increased 316 percent
from 1983 to today. The increase from 1991 alone is 74 percent. He has controlled
his premiums--if a 74 percent increase can be called cost control-by being an ag-
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gressive shopper. He is concerned that another increase in premiums will mean he
simply can't offer coverage to his employees.
Another witness, Terry Scott of MRt. Ida who has cystic fibrosis and, ironically,
is an insurance broker. When he left his job at a large insurance company to begin
working as an independent insurance broker he cost-his health insurance coverage.
Although he describes his illness as a mild form of cystic fibrosis, his medical bills
are very high. In February of 1989, his lung collapsed and his medical bills were
36,000, a sum which exceeded his entire year's income. Mr. Scott, as an independent insurance agent, has exhausted all avenues in trying to find coverage for himself. In reflecting on the health care problem more generally than his own situation,
he testified: "As an independent insurance agent I sit across the table from people
every day, and I have to look them in the eye and say, 'I cannot get anyone to cover
you. "
Small business people overwhelmingly want to provide health insurance coverage
for their employees and themselves. in most cases small business employees and
their families are friends or even family members o? the business owner. Unhappily,
the barriers to finding that coverage are often insurmountable.
I applaud the Chairman and other members of the Committee for their leadership
in crafting S. 1872, the Better Access to Affordable Health Care Act. It is a very
important step in our incremental progress toward comprehensive health care reform. Minimum Federal standards for health insurance sold to small employers, as
well as limits on excluding individuals from coverage and on cancellation of policies
due to claims experience or health status, are very important for small firms. And
the limits on annual premium increases for small employers' health plans will be
very important to struggling new businesses.
And F especially compliment the Chairman for increasing to 100 percent and making permanent the tax deduction for health insurance costs of seIf-employed individuals. I have introduced legislation to increase the deduction since the 100th Congress, and I am pleased this provision has been included in S. 1872. This discrimination against America's 14 million or more self-employed citizens cannot be tolerated any longer.
These reforma-important as they are--do not come free. One of the issues of concern to me is that we still do not have good information about what small-market
reform will cost. The experts tell us that for businesses with pretty good health
records, costs will go up. For those businesses with a history of health care use or
employees with potential or actual high bills, the price of insurance, if it has been
available at all, vill go down. We have to be careful that the cost does not increase
so much that even more businesses will be priced out of the market. And Mr. Scott's
and Mr. Blair's experiences suggest that these reforms may not be enough. Mr.
Scott, who is a self-employed person, will benefit from the increased tax deductions,
but he still might not be able to find a policy he can afford. Mr. Blair is already
on the edge, and it is not clear that the controls on premium increases alone will
be enough to help him.
The legislation you have introduced to improve the availability and affordability
of health insurance for small businesses will be, as you have noted, onlY one step
in the progress toward comprehensive reform. A number of other approaches will
be debated, and I believe that debate will be a healthy thing for our political system.
Many of us are so frustrated with the present system tha we are on the verge of
agreeing to major surgery.
Cost containment is absolutely critical for small businesses that are being crippled
by health insurance premium increases. It is also one of the most difficult challenges we face. Americans want the best care that American medicine has to offer,
without waiting, without rationing, and at a reasonable price. For most of us the
best care is available without rationing, but the price is not reasonable and millions
of our fellow citizens have no access to care. I believe there is a greater awareness
among the people that some compromises will have to be made to provide quality
care to all citizens at a price that is not crippling to our economy.
One provision of S. 1872 is particularly appealing to small businesses, and that
provision is grants to States to establish employer health insurance purchasing programs. These group buying programs have had some Food successes and I think we
need more of them. By banding together, small businesses can act like big businesses in negotiating with insurance companies and health care providers. The
State funds in this bill will not only enable small businesses to negotiate better but
will allow them to reduce administrative costs, which are a significant part of premiums. Differences in administrative costs among businesses of different sizes is
startling. For those with one to four employees administrative costs average 40 percent of claims, while in businesses with more than 10,000 employees, administrative
costs are only 6.6 percent.
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1 would also suggest that if reform of the health care system is to be incremental,
first consideration should be given to improving health insurance coverage for pregnant women, infants' and young children. This Committee has an outstanding
record of leadership in extending Medicaid coverage to pregnant women and children, so I know your commitment in this area is strong. I am pleased that the
standard package described in S. 1872, includes prenatal and well-baby and child
care. The benefits of prenatal care and well-baby care--both in human and economic
terms-are so overwhelning that these populations should be given priority during
consideration of health care reform.
As you know, the Appropriations Committee has traditionally funded a number
of preventive health programs where the public program operates at least as effectively, if not more effectively, than the private sector effort. Most obvious is the
childhood immunization program, where delivery of immunizations to school-age
children through the public sector immunization program has shown a benefit-cost
ratio of 14 to 1. 1 would think that the benefits of immunization would convince all
insurers to cover immunizations, but they have not. Again, I urge the members of
the Committee to remember the need for coverage for important preventive services
when you attempt to define a minimum benefits package.
I have digressed about the need for prenatal and well-baby care and preventive
care because I believe this time of great change in the health care delivery system
provides us an opportunity. While we must solve the problems of access for the millions of uninsured Americans, and we must implement comprehensive cost containment efforts, we can also seize this chance to change some of the incentives in the
American health care system. We need to place a greater emphasis on preventive
care for all Americans; my experience is with those programs that serve children,
but preventive care must be emphasized for all.
For the last 2 years I have secured Federal funding for a school-based health insurance demonstration project in two small communities in the Arkansas Delta reFion. This project funds school nurses to do basic health screenings for all students
in all the schools in these two communities, a model that has been expanded in
many other communities in the form of school-based clinics. This project is different,
however, because it also finances health insurance coverage for those children who
are neither Medicaid-eligible nor covered by their parents' health insurance. Therefore, if the child's health screenings uncover a chronic or acute health problem,
there is no problem getting care for that child. In fact, in the very first round of
screenings some major health problems were detected in some children, and they
are now receiving treatment for those previously undetected problems. This treatment will probably save some lives and will certainly avoid major health care costs
later on.
This project is new, and it is much too early to draw any conclusions about it.
However, the program directors are very excited about what the project can teach
us about case management or managed care in an entire community, as well as the
lessons it can offer about a community-wide health education effort. And I am intrigued about whether the school setting is an appropriate locus not only for delivering care but also for financing it. I know that many believe the time for demonstration projects and evaluations is over and the time for action is here, but I
think this project might serve as a good model for improving insurance coverageand therefore access to care-for children.
Mr. Chairman, I think we are in agreement, that we need to do more to ensure
that every man, woman, and child is medically secure. I do not think there has ever
been a problem in my lifetime that is as universally agreed on where the solutions
are as universally disagreed on.
Mr. Chairman, I appreciate your focusing on small businesses. Unless this Nation
has a radical change of mind, health care access in the near future will still depend
on employer-sponsored health insurance. The single most important factor in determining if we open our high-quality health system to more people is whether small
businesses can afford it.
Thank you for this opportunity to appear.
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PREPARED STATEMENT OF BRUCE

BuTL.

Zmtroduetion:
Good morning, my name is Bruce Butler. I am president of
Managed Care and Employee Benefits for Small Business at The
Travelers, a Fellow in the Society of Actuaries and a Member of
the American Academy of Actuaries.
The Travelers is one of the largest commercial insurers for
small businesses, with a small case premium volume of $1.1
billion in 1991. We insure over 40,000 small employers with over
787,000 covered-employees and dependents. About 30% of our
business is written through associations, such as Business
Council of New York or Kansas and Missouri Chambers of Commerce.
We insure employers in all 50 states.
The Travelers is committed to the small business market. We
have established a distinct organizational structure - virtually,
a separate company, if you will -- that focuses solely on the
small business customer. Our products, distribution systems,
administration, and customer service are geared toward that
specific customer base. To back up our commitment and to
recognize the important role that agents play as employee benefit
consultants and administrators, in 1991, The Travelers purchased
Travelers TeleBrokerage, Inc., a telemarketing facility located
in Illinois, to provide us better access to that critical
distribution channel. And we will shortly be launching a major
advertising campaign -- again, focused specifically at agents and
the small business customers they serve.
general Points:
While small group market reform is a central feature of
effective, fundamental reform of our health care system, there
are a number of other principles we believe should guide any
effort to develop a national health care policy.
(1) Successful reform of the health care system should
include both private and Dublic sector responsibilities. The
private sector must ensure a stable, competitive, cost efficient
market for health care coverage and be willing to propose and
support legislation designed to accomplish those objectives.
For its part, the public sector must fulfill the commitments
it has made in funding health care programs for the poor and
elderly, and in expanding programs to ensure that all who are
entitled to this protection are included. To help reduce costs
and facilitate the efficiency and innovation of the private
market, government should act to remove and resist the impulse to
impose new impediments to affordable insurance and low cost care.
The most pervasive examples of these barriers today are %,Vte
mandated benefits and anti-managed care laws.
(2) The employer-based system continues to offj.._1h3
efficient and flexible vehicle for health care cove
n
should be retained. The combination of public programs and
employer-based health insurance covers over 85% of the
population. It offers the opportunity to extend coverage to
those currently uninsured. For the majority of the employed
population, the employer based system permits the use of a
variety of individual and business tax policies to encourage
innovation. And it provides the purchasing leverage through
managed care and other strategies needed to help keep system
costs down.
(3) Managed Care offers the best oRportunity to contain
costs and assure aualitv in a market-based system and in
government oroorams.
Use of data to catalogue and assess the
efficacy of medical treatments, case management for the most
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efficient access to appropriate medical care, organisation of
hospital and provider networks to improve efficiency and reduce
administrative costs -- Managed care hts evolved in a short time
to take many forms and offer many options. Ifanaged care
techniques should be applied to public sector programs like
Medicare and Medicaid to help contain costs and to reduce cost
shifting.

The continued development, innovation, and

implementation of managed care should be encouraged, and should
be a part of any comprehensive health care policy proposal.
(4) Employers and employees should be the primary source of
health care financing. Government should encourage and

facilitate the use of private dollars to pay the health care
costs among those portions of the public who do not qualify for
public sector support. Tax supported financing should be limited
to the segment of our society without adequate resources.
Other reforms we encourage include malpractice tort reform;

funding for technology assessment, practice patterns and outcomes
research; continuity requirements for large, insured and
self-insured employers; study on how best to control fraud and
abuse in health care; and efforts to promote reduction in
administrative costs and improvement of data collection.
Problems in the Small Group Market
Over the past few years, dramatic increases in medical care

costs and several trends in pricing, underwriting, and renewal
have contributed to instability in the small group market, and
illustrate the need for a return to sound business practices
among carriers who operate in that market. These trends include:
(1),Cost of medical care. Increasing cost of provider
services and technology, increasing utilization of services, and
cost shifting from the public to the private sector have
continued to adversely impact medical care costs and as a result,
health insurance costs.
(2) Tough underwriting. Faced with steadily increasing
health care costs, many insurers turn to underwriting for their
competitive edge. Too many small cases fail to make the cut when
insurers are forced to eliminate the less attractive risks.
(3) Low first-year Dricing. In highly competitive markets,
getting a foot in the door may lead to very low first year
prices. The problem arises when those low first-year prices
necessitate significant renewal increases.
(4) Post claim underwriting. Providing health insurance
coverage until someone gets sick is not good public policy. It
is an inappropriate way to operate in the small group market.
(5) Cancellation at renewal. Either explicit non-renewal,
or price increases which would encourage non-renewal(i.e. "get
lost" pricing), have become one of the all-too-prevalent
practices which add to the instability of the small case market.
Proposals
A number of proposals have been offered to address these
small case market issues. Among those which we believe offer no
solution and should be rejected by the committee are:
(1) Play or pay, Play or pay is a derivative of national
health insurance and will lead to a fully public, government

subsidized program, It will cost small businesses jobs and
money, force individuals currently covered by private insurance
into a public plan, and increase federal spending as larger

subsidies become necessary to cover the costs of a public plan.

I
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(2) Employer mandates. An earlier version of play or pay,
employer mandates would impose debilitating costs on small
business and cause the loss of jobs.

Projections have shown that

employer mandates would not only have no effect on reducing the

ranks of the employed uninsured, but would, in fact, eliminate
jobs.
(3) Community rating.

Under community rating, a carrier

would charge the same premium rate for all employees in an area
without distinguishing for the cost differentials associated with
age, gender, or health status. We feel such artificial price
controls are a big mistake.
The fact is that health care costs do vary by the age and
gender of those who are insured. A recent report by the
actuarial consulting firm of Milliman and Robertson provides the
following statistics:
Ag/Sex
Nationwide Average
Males under 30

Annual Medical Claims
$1,460
710

Females under 30

1,690

Males age 42

1,265

Females age 42

2,030

Males age 62

3,980

Females age 62

3,825

Community rating would effectively "tax" younger workers to
subsidize health care costs associated with older workers.
Besides being unfair, community rating would undermine the
concept of risk pooling whereby all the pool participants
contribute according to the expected risk they present to the
pool -- everyone pays their fair share, not everyone pays the
same.
Community rating would have the following adverse impacts on
the small employer market:
A. The majority of emoloYers will see rates rise. Rates
are clustered at the lower end. The Travelers estimates that
removing age distinction alone would raise rates for 60% of
employers.
Rates will be further out of reach of the uninsured.
B.
Those least able to afford insurance tend to be younger.
Community rating is Robin Hood in reverse, taxing the younger
employer groups getting started to pay the costs for well
established firms with mature workers.
C. The enmlover's incentive is removed. Employers should
encourage a healthy lifestyle and safe work environment. Managed
care, and the cost savings it can achieve, works best when the
employer is a motivated advocate for cost containment. Community
rating will take away the incentive to promote healthy life
styles and cost effective programs.
Emnloysrs will dro2 2lans/self-insure. Lower cost
D.
employers will drop plans rather than subsidize the rates paid by
higher cost groups. The average insured iate will rise when they
drop out. Representative Rostenkowski's bill recognizes this

concern and, in fact, prohibits groups of 50 and under from
self-insuring.
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E. Insurer capacitv/com~etition will shrink. The financial
volatility of moving to community rates will cause some carrier#
to withdraw from the market. Finally, it is important to note
that these proposals ( (1), (2), (3)), do nothing to drive down
cost --- rather, they drive it up!
As an alternative to these proposals, the insurance industry
has offered a package of small case market reforms. I would like
to emphasize two points about small group market reforms: (1)
They require significant, in some cases stringent, restraints on
insurance company activities in the small case market, and (2)
They have been developed jointly by the industry and regulators.
They are promoted and endorsed by the insurance industry. As
such, small group market reform represents a major commitment on
the part of Travelers and others to address one of the most
pressing issues in the health care policy debate: how to expand
and guarantee insurance coverage to those now most likely to lack
the opportunity to purchase it through their employer: small
business employees.
In addition, the small group reform proposals designed and
endorsed by the insurance industry would help stabilize the cost
of small group health insurance, and ensure continuity of
coverage among small business employees who change jobs.
These reforms include:
(1) Guaranteed issue. Insurers would be required to accept
all small business cases which seek insurance.
(2) Guaranteed continuity,
renew all business.

Insurers would be required to

(3) Pre-existino condition limits. Insurers could not
refuse coverage once initial pre-existing illness periods were
satisfied. Coverage would not be lost through job change.
(4) Rate increase/oricing restrictions. Insurers would be
required to keep annual and renewal rate/price increases within
specified, limited boundaries known as rating bands.
(5) Reinsurance ools. High risks would be spread through
participation by small group underwriters in a reinsurance pool.
(6) Public sector resongbilit.jn
The public sector would
be encouraged to help reduce costs in the small case market by
curtailing or eliminating mandated benefits, and by removing
regulatory and legislative impediments to managed care.
Travelers has pursued enactment of these and similar reforms
in a number of states, including our home state of Connecticut.
Travelers is working with others in the industry to gain
enactment of small case market reforms in fifteen states within
the next two years. We will submit the list of target states for
the committee record.
The Deatsen/Dureuberger Bill

(a 1672)

In addition to several other health care reform provisions,
the Chairman's bill (S 1872) adopts many of these small case

market reforms, albeit at the federal level. While we have not
endorsed S 1872 as currently written, and prefer enactment of
small group reforms at the state level, we must emphasize that

the Chairman's bill offers a far more desirable approach to
health policy reform than employer mandates, play or pay, or
national health -- all of which proposals we explicitly oppose.
We have identified a number of concerns, and offer suggested
modifications, entirely in the spirit of cooperation. Here are
the areas most in need of review:
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(1) Rating bands in S 1872 are too tight, We agree that
rating bands should be applied, and have proposed them in our
smvll case reforms. However, the limits must be broad and
flexible enough to permit profitable small cane underwriting, and
to ensure continued participation in this market by private
insurers. We recommend rating bands and procedures closer to
those contained in the industry model provision.
(2) The size oQ the group covered in S 1872 should be
reduced. The underwriting and rating problems in the small group
market are not prevalent for groups of more than 25 employees.
Including larger groups under the required market reforms will
add significantly to the cost of doing business in that market.
(3) The managed care provisions would prejudice types of
Definition is unclear. Federal
service, and limit inngt
standards are too specific and detailed. There is preferential
treatment for certain forms of managed care. These are neither
necessary nor desirable in this market at this time.
(4) The Rurchaslng corporation concept needs further study
and more careful design before being imolemented. While the
purchasing group concept offers the possibility of cost savings
through efficiencies and market leverage, market experience with
currently organized associations and purchasing groups ought to
be examined for real rather than anticipated benefits. Also, we
recommend against unfair preferential treatment for small
business purchasers organized into purchasing groups. Finally,
careful review needs to be given to the market experience and
solvency issues that have arisen in connection with MEWAs and
other health insurance group purchasing arrangements.
Mr. Chairman, thank you for the opportunity to offer these
remarks to your committee. I'd be happy to answer any questions.

PREPARED STATEMENT BY SENATOR JOHN H. CIAF E

Thank you, Mr. Chairman. I commend you for convening today's hearing. The rising cost of health care and the increasing number of uninsured individuals in this
country is a growing concern. The time has come for Congress to enact legislation
which will slow the growth in health care costs and increase access to critical health
care services for those who are uninsured.
The legislation before the Committee today has considerable bipartisan support.
In fact, many of the provisions in the Chairman's bill are also included in a proposal
introduced by mysel and 22 other Senate Republicans. My only concern about the
bill under consideration today is that it does t do enough to address the problems
that millions of Americans now face when it comes to heath care.
Over the past decade we have heard considerable debate about reforming our
health care system. Some contend that we should look to other nations such as Canada or Germany to solve our problems. Others believe that it i'n the responsibility
of employers to provide health insurance to their employees and their families. Still
others feel that the Federal government is already too much involved in our health
care system and that by using market forces, our problems could be solved. The
time has come to stop debating the issue and take action to help individuals and
businesses better afford basic health care services.
In looking at proposals offered by the Chairman of this Committee, the Senate
Democratic Leaders ip, the Administration, and the proposal offered by the Senate
Republican Health Task Force, one can see a number of areas in which, if not included in all proposals, could be grounds for an agreement. Those areas include insurance market reform, the formation of small business purchasing groups, encouraging managed care, encouraging the availability of primary and preventive care
services, preemption of costly State mandated benefit laws, reducing administrative
costs, strengthening our community health centers, creating equity in the tax code,
State experimentation, and hopefully medical liability reform.
Getting an agreement on those issues is a tall order, but believe we can do that
and more. And I believe that such a proposal can be enacted this year. There are
however, two obstacles to achieving that goal. First, those who want too much: those
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who refuse to budge from their ideal of how our health care system should be, and
second, those who underestimate our ability to enact significant reform in our system. We can go further than the proposal under consideration today, and we can
start with the ten issues that I just mentioned.
I hope that our efforts will not be derailed by either camp. We have an opportunity to enact legislation this year, which if not guaranteeing health insurance for
each and every American, would go far toward that goal . . . if not reducing the
amount of money we spend on health care, will slow the rate of growth. Only enactment of legislation will make a difference to our citizens, not lofty debate on our
vision of the perfect health care system. Let's not miss that opportunity.
PREPARED STATEMENT OF SENATOR DAVE DuRENBERGER

Two weeks ago, I said I thought the President's health speech as the "end of the
of health reform. Now that we have heard from every quarter, it is time
beginni
to finish the "air war" and start the *ground war" of health reform.
Thank you, Mr. Chairman for beginning the action phase of this process by initiating these hearing on insurance reform.
There are three very good reasons why this Committee should immediately report
out S. 1872 and push it through the Senate floor without delay.
First, what health reform needs now is not more emotion, but forward motion. We
have a system which has a host of difficult and interrelated problems. They are
showing up in the pain and uncertainty of millions of Americans families and businesses. We don't have a lot of financial resources or political capital to put against
our problems. So that means we've got 10 years of hard work to do to turn that
around. Why delay our departure any further?
We can either try to pacify people with gimmicks, or take genuine steps to solve
their problems. This bill is a genuine step toward greater access and lower costs,
without compromising quality of care. We should take it.
Second, the American people benefit far more from a bill that passes than a package that sells.
We have all the packages on the table: Mitchell-Kennedy-Rockefeller-Riegel;
Chafee-Dole; the President's; and others. What major reform do they have in common? Small group insurance reform. That should be the end of the argument.
But I have heard people from both sides argue, "We can't pass any of the parts
we need to hold out for our whole package." In practical terms that means we'll

probably end up with stalemate rather than action, because short of capitulation,
there is no hope for a bipartisan package.
This bill will do good for people, point the system in the right direction and build
momentum for the next step.
Third, we are going to have to choose between politics and progress. There is simply no way we can hope to take on a problem of this magnitude with one hand tied
ehind our backs. No "Republican plan" is going to solve it; no "Democratic plan"
will solve it. Neither the Congress or the President alone is going to make a dent.
Let's walk before we rum. Republican and Democrats. The Congress and the President. We all basically agree on the need for insurance reform and the value of this
bill to meet that need.
That's why I introduced the first small group insurance bill in 1990. That's why
I introduced S. 700 in 1991. And that's why I'm the lead Republican oil Senator
Bentsen's bill.
Let's put our emotion and our packages and our politics aside and do something
helpful lor people.
Let's pass this bill and set an example that health reform can proceed when we
work together.
Attachments.
FLOOR STATEMENT BY SENATOR DAVE DUIRENBERGER--BENTSEN-DURENBERGER

HEALTH CARE BILL

Mr. president, I am pleased to rise today to join the distinguished chairman of
the Finance Committee in introducing the "Better Access to Affordable Health Care
Act." This is a historic first step toward making this a healthier Nation and I urge
all my colleagues to join us in this step.
Ways and Means Chairman Dan Rostenkowski is introducing a somewhat similar
bill on the Houee side today. I want to thank him and Chairman Bentsen for incorporating many of the ideas and specific provisions I developed in S. 700, the Amer-

ican Health Security Act, and in S. 89 legislation I have introduced that provides
full deductibility for health premiums ot the self-employed.
Mr. President, I year ago almost to the day, I introduced S. 3260, the Small Employer Health Benefit Reform Act. My goal was to introduce greater equity and stability in the market for small group health insurance through a set of minimum
Federal standards. I subsequently re-introduced that legislation on March 20, 1991
as S.700, the American Health Security Act.
I am extremely pleased that much of "Better Access to Affordable Health Care
Act" is patterned after S. 700. The bill my friend from Texas and I are introducing
today will establish minimum standards for health insurance sold to companies of
two to 60 full-time employees. Insurers in this market will no longer be able to exclude individuals in a group from coverage o;- cancel policies due to claims experience or health status.
As in S. 700, this bill will significantly limit the variation in premium rates between small employers. It will also constrain annual premium increases for small
group health plans to the underlying trend in health care costs, plus 5 percent.
States will be required to guarantee the availability of insurance to all small employers in the State, but they will have flexibility on how best to do so.
Insurers participating in the small group market will be required to offer two
standard health plans. The specifics of these plans differ from those included in S.
700, but the goal is the same: to make less expensive coverage available to small
employers. Finally, up to 16 States will be given grants of up to "$10 million each
to finance the development of insurance pooling arrangements among small businesses.
Mr. president, the benefits of this legislation are not restricted to the em loyees
of small companies. For the self-employed, this bill will permanently extend rhe tax
deductibility of health insurance, from 25 percent to 100 percent. I have long advocated this change, most recently in S.89.
An exciting feature of this bill for many hard-pressed families is the portability
requirement dealing with pre-existing conditions. This bill ensures that employees
will no longer be locked into a particular place of employment by a pre-existing
health condition. So long as coverage does not lapse for more than 3 months, group
health insurance-including self-insured plans-may not impose a pre-existing condition exclusion more than once for the same condi tion. Health problems that were
diagnosed or treated during the previous 3 months cannot be excluded from coverage for more than a single 6-month period.
Mr. President, the real challenge we face in trying to expand access to health insurance coverage to all Americans is controlling the cost of health care. Our bill will
establish a national commission-with members appointed by the President and
confirmed by the Senate-to advise Congress and the president on strategies for reducing health care costs.
In addition, more funding will be allocated for research on health outcomes, targeted specifically to treatments for conditions that significantly affect national
ealth expenditures. Measures are also included to encourage further expansion of
managed care plans.
I would say at this point that I do have a serious problem with one particular
section of Clhairman Rostenkowski's bill. In an effort to control prices charged by
medical providers, he recommends that by 1994 we put in place a system that pays
all providers the same price for all services. This is not a proposal I can support.
Mr. President, it was my privilege to serve as a vice-chairman of the U.S. Bipartisan Commission on Comprehensive Health Care--the Pepper Commission. During
our many meetings and public hearings we saw graphic examples of the failures
in our current system of financing heath care. We heard devastating testimony
from uninsured people.
These were not all poor people, Mr. President. Many of them were employed and
would be considered middle class by todiy's standards. At least they would have
been had their medical expenses-not pushed them to the brink of poverty.
Why were these middle class Americans uninsured? There are many reasons.
Many worked for businesses--usually small ones-that either did not offer, or had
ceased to offer, health benefits. While they wanted to buy insurance to protect their
families, they either could not afford it or they were deni d coverage due to some
pre-existing health condition. Some were medically uninsurable. Some were so seriously ill that their medical expenses had exceeded their health plan limits, and they
were denied additional coverage.
Take the case of Kurt Homan and his-son Lee, from Plymouth, Minnesota. On
February 23, 1988, Lee was diagnosed with leukemia. Because Kurt had recently
changed jobs, the diagnosis came just 5 days prior to the effective date of health
insurance benefits that he had signed his family up under. Consequently, private
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insurance has not been available to pay for the several hundreds of thousands of
dollars in medical expenses incurred by Lee since his diagnosis.
Mr. President, access to health care in America should not depend on where you
work. That is just not right. But each day that passes, that's becoming true across
the country.
American workers rely on the private health insurance market for protection from
the spiraling cost of getting sick in America.
For employees of larger companies this financing system works pretty well.
Health insurance protection is relatively affordable and, in general, no one is denied
coverage because of their health status.
However, for people who are employed by companies with fewer than 50 workers -the fastest growing segment of the labor market-the private health insurance
market is a dismal failure. And we're not talking about just a few workers here.
This group amounts over half the work force in some States. In Minnesota 40 percent of the workforce, 760,000 people work for firms of fewer than 50 employees.
Small business, by and large, is where America works. That's why this bill is so urgently needed and why it can have such a dramatic impact.
Small employers seeking to purchase coverage for their workers are forced to
choose among a confusing array of very expensive products. Large employers have
no trouble finding coverage. In addition, they have the option to self-insure if they
desire and thereby escape costly State-mandated benefits in their health plans. Obviously, self-insurance is not a realistic option for employers of fewer than 60.
To make matters worse, insurers engage in rating and coverage practices that introduce great inequity and instability into the health insurance market for small
businesses.
Mr. President, the current regulatory framework for health insurance is weak and
inconsistent across States. Under it, insurers may refuse to sell policies to anyone
and can cancel policies unilaterally. They can selectively deny or restrict coverage
for specific employees or an employee's dependent because of a pare-existing health
condition, or charge exorbitant risk premiums.
Small group health insurers ofter low ball the initial premiums offered to an employer to get the business, and shortly thereafter raise the premiums by huge
amounts. They also selectively market to younger, healthier groups.
This practice-which certainly has no place in an industry that is supposed to be
in the business of insuring risks--is known as creaming, or cherry picking. Together
with the other practices I've just described, creaming results in tremendous instability and turnover among small employers seeking to obtain more affordable coverage.
Mr. President, let bring this down to ground fevel by talking about the experience
of several firms in BlaIe, Fridley, and Anoka, Minnesota, prosperous communities
north and west of the Twin Cities, within minutes of each other.
An accountant with a small firm watched his premium go up 30 percent 1 year
60 percent the next, putting the price out of reach.
A beauty shop with nine employees can't get any health insurance because they
don't have the minimum number to qualify as a group.
A sporting goods store with three employees: no group insurance available, individual rates prohibitively expensive.
An advertising company watches it's premiums climb year after year and then
gets canceled: no notice, no explanation.
These are just 20 examples of hardworking people, like people we all do business
with everyday who are victims of this system. Multiply this by thousands businesses and millions of workers nationwide and you've got an idea what we are up
against.
Mr. President, the job of reforming the American health care system will be a
huge undertaking. We have 36 million uninsured. We have health care costs climbing at rate that is undermining the fiscal health of businesses government and families alike. We have a health care delivery system that is inefficient and doesn't re,
spond to many of our basic needs.
,But this is where we begin. Insurance reform is the key first step toward a fairer,
less inflationary and more efficient health care system.
There will be some, Mr. President, who will shy away from this proposal because
it is not "comprehensive" enough. Democrats may think passage of this bill slows
down their larger plans. Republicans may hold back because they want see the
President's plan. To all of them I say "How are we ever going to agree on the whole
if we can't agree on any of the part?V
This bill is a concrete step we can take this year. I hope we won't succumb to
the legislative disease of making "the good" the enemy of "the best."
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Mr. President, there is bipartisan support in both houses for virtually all of the
provisions of this legislation. Chairmen Bentsn and Rostenkowski have given us
a golden opportunity to begin a course toward a healthier America,
Let's put aside our party labels and our presidential politics and do something for
people who need help.
Let's embark together toward a healthier future for our people with this legislation.
Attachments.

THE DURENBERGER "THIRD COURSE"
HEALTH REFORM AGENDA
We need to structure health reform to repair the weaknesses of the current system while we leave Its strengths
intact. Here are the bills and ideas I have put forward to accomplish our goal of a healthier America by the Year
2000. (Those included in the President's plan, in whole or in part, are marked with an asterisk .)
*Small Grou. Insurance Reform (S 1872 Bentsen.Durenberger)
Make affordable, reliable insurance coverage available to small business workers and their families at the workplace by 1) defining a basic mimimum insurance policy, 2) require that it be offered to all companies, 3) prohibit
undewriting policies that exclude or price gouge consumers, and 4) cut out unnecessary paper work and
administrative costs.
*Health Tax Eouity
Provide a 50% tax credit to small businesses for insuring their workers and 100% deductibility for the self employed, financed by limiting deductibility of business health premiums by other businesses. This further narrows the
gap between what insurance costs and what people can afford.
*Medical Liability Reform (S 1836)
Our current medical liability system doesn't reward victims and doesn't prevent mistakes. We need to get these
problems out of the back logged courts and into settings where victims get what they deserve and hospitals and
doctors can learn from their mistakes.
*Medicaid Restructuring
Find more effective ways to improve public health by allowing states to experiment with community-based
delivery systems; expand coverage to include "near poor" mothers and children who need services but don't currently
qualify.
*Medicare Restructuring
A group of reforms, including physician payment reform, merging Part A and Part B, moving to outcomes based
practice guidelines, long term care and a catastrophic benefit, to put medicare back on a sound financial base and
update it to reflect current needs and problems.
Medical Technology Reform
Reduce market incentives to buy technology to win customers rather than provide quality of care; set up structure
to facilitate proper capital planning at the local level.
*Reaffirmation of Healthy Values
Personal responsibility and prevention, not federal programs, are the key to a healthier American future.
Redesigning the Practice of Medicine
We waste billions on over-head and bureaucracy that we desparately need to expand access for the uninsured and
for long term care. We need to define standards for medical efficiency and reward efficient providers and those who
buy services from them.
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THE BETTER ACCESS TO AFFORDABLE HEALTH CARE ACT OF 1992
In October'1990, Senator Dave Durenberger (R-MN) introduced
S.3260, the Small Employer Health Benefit Reform Act. His goal
was to introduce greater equity and stability in the market for
small group health insurance through a set of minimum federal
standards. The bill was re-introduced in March 1991 as S.700,
the American Health Security Act. In early 1991, Senator
Durenberger introduced S.89, a bill that would provide full
deductibility for health premiums of the self-employed.
Senator Durenberger, Senator Lloyd Bentsen (D-TX) and
Congressman Dan Rostenkowski (D-IL) worked together to develop
S.1872, the Better Access to Affordable Health Care Act. The
legislation incorporates the key ideas and provisions of S.700
and S.89.
The following are the highlights of S.1872:
** The tax deduction for health insurance costs of selfemployed individuals would be increased permanently from 25
percent to 100 percent beginning in calendar year 1992.
** Minimum standards would be established for health
insurance sold to employers with two to 50 employees working at
least 30 hours a week.
** Individuals in a group cannot be excluded. Policies
cannot be canceled because of claims experience or health status.
** Premium variations would be restricted for factors such
as health status, claims experience,length of time since the
policy was first issued, industry or occupation. Rating bands
would be established.
** The General Accounting Office would report to the
Congress on the impact of the rating restrictions on the price
and availability of insurance to small employers.
** Annual premium increases would be tied to trends in
health care costs as measured by the increase of the lowest
premium charged to an employer plus 5 percent.
** There will be several options for guaranteeing
availability of insurance to all small employers in a given
state.
** Insurers offering coverage to small employers would offer
at least the Standard Benefit Package and the Basic Benefit
Package.
** The standards called for in the bill would be developed
by the National Association of Insurance Commissioners and
approved by the Secretary of Health and Human Services.
** Violators of the standards would be subject to a federal
excise tax equal to 25 percent of premiums received on policies
sold to small employers. Some exemptions would apply.

** An individual with a health problem who changes jobs
without a lapse in health coverage of more than three months
would generally be protected from any pre-existing condition
exclusion under the new employer's health plan for those services
covered in the employee's previous plan.
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** All group health insurance would be prohibited from
excluding coverage for pre-existing conditions for more than one
six-month period. The exclusion would apply only to conditions
that were diagnosed or treated during the three months prior to
enrollment.

** A program of federal certification for managed care plans
and utilization programs would be established. States would be
prohibited from applying certain laws that restrict the
development of managed care plans and utilization review programs
to federally certified plans. Standards for federal
certification would be developed by the Secretary of Health and
Human Services, in consultation with the Health Care Cost
Containment Commission.
** The 11-member Health Care Cost Containment Commission
would advise Congress and the President on strategies for
reducing health care costs, including administrative costs. The
Commission iould make recommendations on the development of a
federal certification process for managed care plans and
utilization review programs.

** Authorization for outcomes research would be increased
annually from $110 million in 1991 to $275 million in 1994.
Clinical treatments or conditions that significantly affect
national health costs would be targeted.
** Medicare benefits would be expanded to cover several
preventative care services, a proposal similar to S.1231, the
Medicare Preventative Benefits Act of 1991, which was introduced
by Bentsen and Rostenkowski.
SUMMARY OF THE BENTSEN HEALTH CARE BILL

PROBLEM: SKYROCKETING INSURANCE COSTS FOR SMALL BUSINESS WORKERS
The Congressional Budget Office reports that 80 percent of the
uninsured are in families with at least one worker, and the
majority of these are in small businesses. Many small employers
would like to provide health insurance coverage but find it
unaffordable. In 1990, business spent an average of $3,000 per
employee on health insurance -- an amount that has been increasing
over 20 percent annually in recent years.
THE BENTSEN BILL: The tax deduction for health insurance costs of
self-employed individuals would be increased permanently from 25%
to 100% beginning in calendar year 1992.
A new grant program would be established to assist up to 15
states in developing small employer health insurance group
purchasing programs. $150 million would be authorized for grants
up to $10 million per state for fiscal years 1992 through 1994.
The funds could be used to finance the development of cooperative
arrangements among small businesses who wish to pool resources in
purchasing insurance. Funds could be used for administrative costs
including marketing and outreach efforts, negotiations with
insurers, and performance of administrative functions such as
eligibility screening, claims administration and customer service.
The Secretary of HHS would be required to conduct an evaluation of
the impact of these programs on the number of uninsured and the
price of insurance available to small employers.
The Secretary of HHS would be required to report to the
Congress on the feasibility and desirability of requiring
acceptance of Medicare payment rates from private insurers covering
small employers.

PROBLEM:

hCHBRRY PICKING"

ac'e small employers have had difficultly buying or renewing health

insurance coverage because some insurance companies "cherry pick" - they only offer coverage to companies with young, healthy
employees or in certain industries. They also write policies to
exclude employees who have a preexisting health problem, or cancel

coverage once claims are submitted, effectively denying coverage to
those who most need insurance.
THE BENTSEN BILL:

Minimum standards would be established for

health insurance sold to small employers, defined as those with
to 50 employees working at least 30 hours a week. Insurers could
not exclude individuals in a group from coverage and could not
cancel policies due to claims experience or health status.
Variation in premiums for small employers would be restricted
for factors such as health status, claims experience, length of
time since the policy was first issued, industry or occupation.
Rating-bands would be established such that the ratio of the
highest to lowest premium charged to a small employer with similar
demographic characteristics for similar benefits could not exceed
1.8 for the first three years the new requirements were in effect
(a rating band of plus or minus 20% around the average), and
lowered to 1.6 thereafter (a rating band of plus or minus 15%
around the average.)
The General Accounting Office would report to the Congress on
the impact of the rating restrictions on the price and availability
of insurance to small employers. The report would include the
Comptroller General's recommendations regarding the elimination of
variation in rates due to health status factors, age and sex
composition qf groups and other factors.
Annual premium increases for small employer health plans would
be tied to the underlying trend in health care costs, (as measured
by the increase in the lowest premium rate charged to small
businesses by the insurer) plus 5 percent.
States could choose among several options for guaranteeing
availability of insurance to all small employers in the state.
These include requiring that insurers "guarantee issue" (sell
insurance to any small employer who seeks it) and establish a
voluntary reinsurance program, guaranteed issue with mandatory
participation in a reinsurance program, and programs that allocate
high-risk groups among insurers, with and without opt-outs for
insurers that guarantee issue.
Insurers offering coverage to small employers would offer at
least two benefit packages.
(1) The Standard Benefit Package wou]d
cover unlimited inpatient and outpatient hospital services,
physician services, preventive care limited to prenatal and wellbaby care, well child care, pap smears, mammograms, colorectal
screening and limited inpatient and outpatient mental health
services.
(2) The Basic Benefit Package would cover inpatient and
outpatient hospital services (including emergency services),
physician services, and preventive services.
Standards reflecting these requirements would be developed by
the National Association of Insurance Commissioners (NAIC) and
approved by the Secretary of iHS. If the NAIC does not act
promptly the standards would be developed by the Secretary of
Health and Human Services.
Insurers violating standards would be subject to a federal
excise tax eqpal to 25 percent of premiums received on policies
sold to small employers. Insurers in states having a regulatory
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program approved by the Secretary would be exempt from the tax, as
would insurers in other states that the Secretary of Health and
Human Services certifies as meeting federal standards.
PROBLEM: WORKING AXRICANS Anl sUIJCT TO "JOBLOCK"
According to a Now York Times/CBs poll published in late September,
three in ten Americans said they or someone in their household have
stayed in a job they wanted to leave because they feared losing
health benefits.
THE BENTSEN BILL: An individual with an ongoing health problem o:
"pre-existing condition" who changes jobs without a lapse in
insurance coverage of more than 3 months would generally be
protected from any pre-existing condition exclusion under the new
employer's health plan for those services covered under his or her
previous health insurance plan.
All group health irsurance including self-insured employer
plans would be prohibited from excluding coverage for pre-exist.ing
conditions for more than one 6 month period. The exclusion would
only apply to conditions that were diagnosed or treated during the
3 months prior to enrollment.
PROBLEM:

RISING HEALTH CARE COSTS

Health care costs consume 12% of GNP, a percentage projected to
increase to 17% by the end of the decade -- a trend that the
President's budget director has described as "unsustainable".
THE BENTSEN BILL: A program of federal certification for managed
care plans and utilization programs would be established. States
would be prohibited from applying certain laws that restrict the
development of managed care plans and utilization review prcgrams
to federally certified plans. Standards for Federal certification
would be developed by the Secretary of HHS, in consultation with
the Health Care Cost Containment Commission described below.
A Health Care Cost Commission would be established to advise
Congress and the President on strategies for reducing health care
costs. The 11-member Commission would report annually on trends in
national health spending. The Commission would be required to
report on the impact of administrative costs on health care
spending and make recommendations for minimizing such costs,
including development of uniform billing requirements for use by
all insurers and providers. The Commission would make
recommendations on the development of a federal certification
process for managed care plans and utilization review programs.
Authorization for outcomes research would be increased from
$110 million to $175 million in FY 1992, to $225 million in FY
1993, and to $275 million in 1994. New guidelines would be
targeted at clinical treatments or conditions that significantly
affect national health expenditures.
PROBLEM: PREVENTION BENEFITS ARE NEEDED
The Medicare program, like many private health insurance plans,
provides only very limited benefits for preventive health care
services. It is time to refocus health care coverage toward
preventive services that can avoid the need for more costly
treatment by identifying medical problems earlier.
THE BENTSEN BILL: Medicare benefits would be expanded to cover a
number of preventive care services including cancer screening and
influenza immunizations. This provision is identical to S. 1231,
the Medicare Preventive Benefits Act of 1991 introduced earlier
this year jointly by Senator Bentsen and Congressman Rostenkowski.
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PULINZIM.RY USTIATIS:
Preliminary estimates put the total 5 year
federal cost of the bill at $10 billion: $7.4 billion in revenue
lost from increasing the tax deduction for the self-employed and
$2.6 billion in new outlays for the expansion in Medicare benefits.

American He

security

f 1991

What does this legislation (S.700) do?
o Establishes important, new consumer protection standards for
private health insurance plans sold to small businesses and
self-employed individuals.
o These requirements will
help make private health insurance
more widely available and affordable.
What would these new standards accomplish?
o These standards would make the conditions under which
private health insurance policies are sold much fairer for
s:-all employers and their employees. There are also
pr-ovisions hich would guarantee aV.ai!ability of lower-cost
benefit packages (MEDPLAINS) than are currently allowed orr
the market in most states.
o For instance,
-

insurance companies:

could no longer refuse to issue nolicies to sr-nai.).
groups or self-employed individuals for reason.; such as
poo- health status or working in a high-risT<
occ,

atio

1 .

--

could no longer cancel health insurance contracts
unilaterally, leaving groups unprotected.

-

cou.d no longer exclude individual employees from
coverage under" an employer' s group plan, just because
the employee heud poor health; or had a dependent child
in poor health..

-

could no longer establish excessively long waiting
periods for coverage of employees who have pre-existing
medical problems.

o In addition, insurance companies would be required to:
-

Set their premium levels in a fairer way under "rating"
standards
Disclose to the general public their methods for
setting premium levels., and for increasing premiums
over time.

O Most importantly, insurance companies would be required to
make available to all small employers, two packages knowni
as MEDPLANS) designed especially' to meet the needs of small
businesses. This means that small businesses will have a
lower cost insurance product available to them, no matter
where in the country their business is located.
What are the important features of the MEDPLANS?
o First, there are two different plans. One is a "Core"
benefit plan that covers essential hospital, medical and
prenatal care services.

8
o The second is a "Standard- plan. This is an enriched
the core benefits, plus
benefit plan that includes all
supplemental benefits for mental health and chemical
dependency services.
o MEDPLANS are exempted fron State mandated benefit laws that
have been estimated to add 20-30 percent to premium levels.
Therefore, we expect MEDPLAXNS to be less expensive than most
other insurance products currently available to small
enployears.
Ho;.7 much will I'EDPL PNS cost?
o The premiu-ns for MEDPLAIIS wi.l vary by market and for
different buyer-i-.
This is because medical care costs vary
ar;cu;.d the count., aro
ause the de:,ogr.phic
characteristics (s ch a.s age or sex) of g,,:oups will
vary.
These and other factors can cause premiums to vary, even
for identical benefit pac':ages.
o Foweve.er, -,:e
estimate .hat the Core MEDPLA;2 could be priced
at about $900 to $1200 per yea: for individual coverage.
At
$900 per year, the monthly cost would be $75.
V.;e
estimate
that-- "he Standard MEDPLAN could e Ipriced at about $1200$1600 per year. At $1200 per year, the monthly cost would
be $100.
o These estimates compare very favorably with the national
average cost of private health insurance benefits offered by
employers, which ii 1989 was about $1,800-$2,000 ior
individual coverage.
States have traditionally regulated the so-called 'business of
insurance". Does S. 700 federalize this regulators
resonsibi lity,?
o S. 700 would establish nationally uniform consumer
protection standards for health insurance products sold to
small businesses and self-einployed people.
o However, S. 700 permits States to maintain their traditional
role of regulating this market, if they enact State laws
that accomplish the same degree of consumer protection.
o In any State that failed to enact such protections,
insurance companies selling products in that State would be
required to abide by the federal rules.
o Practically speaking, this means that if all 50 States enact
comparable consumer protection standards, then there would
be no direct federal regulation of insurance companies'
practices.
o Lastly, S. 700 does not override or in any other way intrude
upon the States' traditional role of regulating financial
solvency and related standards for insurance companies.
itapoears that ins urance cemoanies ,would face a very high
financial. rjenilty if they violated the consumer protection rules.
Is the leve of the .aenat t
fj-?
o S. 700 says that an insurance company that violates the
rules would be liable for a federa" excise tax penalty of
20-percent of gross accident and health premiums for small
group contracts in force during a.taxable year.
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O This may seem high, but it is not high relative to the
,economic value" to an insurance company of engaging in the
it is
practices that v.ould be prohibit,,] under S. 700.
highly profitable to an insurer to deny or cancel coverage
to higher-risk, groups and individuals because the insurer is
able to keep claims expenses down simply by avoiding the
r isk oA enroll.ing such groups or individuals.
o Consequently, the level of the tax penalty must be high
enough to deter these practices.
.hv is

it

important to reform.i Private health insurance?

o First, buying a health insurance policy is much more than
just a convenient way to budget for potential health care
A health insurance policy provides vital. economic
expenses.
protection to individuals and families should someone have a
It helps protect wages,
serious accident or illness.
savings and other personal resources from being wiped-out
due to costly medical bills.
o Second, except for the Medicare and Medicaid programs, most
Americans obtain this protection by buying private health
insurance. And most private insurance is purchased through
policies sold to employers who offer it as a fringe benefit
to their employees. About 63% of the labor force or 158
million people are covered by employer-based health
benefits.
o Unfortunately, there are over 30 million people not yet
protected through either our public programs or private
health insurance. And importantly, 20 Million of these are
workers (and their dependents) employed in small businesses,
such as doctor's offices, restaurants, retail shops or
construction crews.
o Since so many Americans obtain their health care protection
through the workplace by buying private insurance products,
it is essential that this market work in a fair
way.
Why-are so many of the uninsured concentrated
snal). businesses?

in employment

in

o There are a numbe): of reasons that many small businesses do
not or cannot obtain group health insurance policies that
their employers can buy into.
o The main reason is the costliness of policies, especially
for firms that have narrow profit margins or employ mainly
lower-wage employees.
For instance, the current federal
minimum -..;age is $4.25 per hour or 8,840 per year.
The
average cost of a health insuiance policy in 1989 aas about
$2,600 per year. If an employer offered such a policy to a
minmum .:age employee, it would represent a 29% increase in
payroll cost.
This is simply too much for some companies to
afford.
Nationwide, health benefits as a per.:ent of payroll
is ahout 9..3%.
o Second, small employers often have difficulty buying health
benefits for their employees because insurers can refuse to
sell them coverage for any reason whatsoever.
Even if the
insurer agrees to sell coverage to the employer, it can
still refuse to cover specific employees.
o Third, even if an employer carries coverage, insurers can
cancel the health plan without recourse, or impose
significant (20, 30, 4 0-percent or more) premium increases.
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o Lastly, although the high cost of medical care, and
concern to all of
consequently health insurance, is of
in buying
us, Small Lii.ns have these other difficulties
private health insurance that larger employers do not have.
o Generally, larger companies are able to create their own
Even if they rely on private insurance,
self-insured plans.
they are not subjected to the underwriting and other
discriminatory practices that are prevalent in the smallgroup market.
Statement of Senator Dave Durenberger
Introduction of - S. 700

,,American Health Security Act of 1991"
March 20, 1991
President, it goes without saying that the American
Pr.
We have problems
people are dissatisfied with their health care.
one in eight Americans have no health insurance
of access:
We have problems with costliness:
protection, public or private.
insurance premiums and benefit costs continue to rise at alarming
raoteos.
£5 (0-ch
i
of the, Pepper Commission, I can say that the
Tie
prc-(,b:,1! of (urI system are agreed upon and well understood.
chalI lenqe mow is how to span the gap between -where we are today',
Want to be next year and ten years from no'.
Oher O
and

y, a.
I inmtroducing legislation which I hope will be tle
the inadeque 1 e
CdroS.s-J,alk which wi]1 bridge
p1ak in0
f irst
system we: now~ hay , to the improved system the American people
want,

.nd

-ser'.
wi th Senator McCain and Senato:r
Security Act of 1991".
This
heir address the issue of America's uninsured by
consurrer protection standards into the private

(o3
: i , 01'dI Sin
I
WaIeol) ith:e
7A;>..e:ican ileath

il1
legislation
e(ssentia.l
health insurance market as it
businesses.
add Jig

relates to employees of small

I invite my cfol.eagues on both sides of the aisle to join me
This is a bipartisan issue and
in cosponsoricJ this legislation.
I believe I have crafted a solution that has great bi.,artisan
appeal.
Today, over
They
protection.
medical care, but
by the expense of

30 million Americans lack health insurance
are vulnerable not only to the high costs of
their very economic security can be threatened
a major illness.

It
Significantly, most of the uninsured are not jobless.
has been estimated that 70 percent of the uninsured, or about 20
million people, are either employed workers or the dependents of
workers. Further, three out of every four working uninsured
persons are employed in small businesses, with the biggest gap in
health-insurance-coverage occurring in companies with fewer than
25 employees.
Is it because small employers do not
Why is this the case?
want to offer this important fringe benefit to their employees?
No! The fact is that many small firms are interested in securing
these benefits, but: when they go to the private insurance market
to get them, they run into serious obstacles.
Insurers can and do refuse to sell insurance contracts if
they don't want to accept the employer's group (for any reason),
and can cancel contracts unilaterally. They can and do
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selectively deny or restrict coverage for specific employees or
an employee's dependent child (with pre-existing medical
They can and do charge prohibitive risk premiums.
conditions).
In addition, insurers often "low-ball" the premiums offered
to an employer in the first year, and once they've, hooked the
account, raise the premiums abruptly in later periods by 20, 30,
40 percent or more.
They also market carefully to attract primarily lower-risk
Selecting low-risks is known as "creaming" or "cherrygroups.
picking".
These practice'; foster enormous instability and turnover, or
r'Ong( sJmall employers who try to buy health benefits,
"churning",
and dimacnuyag, ; many employers from even trying.
These aro not just run-of-the-mil.l sharp business practices
They have
that we can deplore, but '3hrug our shoulders over.
important and negati.ve societal consequences.
In,'L the ?epper Coiimission field iear ings, we
,1.5s(-.c
heard testi;ony from individuals who could not leave dead-end
jobs because they had a sick child and could not risk losing
their health care coverage.
Revelrend Cakes of West Virginia told us about how he was
fired from his job when his wife was diagnosed with cancer
because his employer feared that the company's health benefit
plan premiums ;:oul.d skyrocket or that the plan would be
terminated for everyone.
So the question for us as legislators is what. can we do to
help small employers do the job they'd like to do.
we want to help expand health benefits'through the small
.aC . . ;tabilize this ma:.ket.
~i.:v';e cunsiuaer pi:ott-ction standards that are clear and
:
W; :st
effective, that insurers can comply with, and whose fairness all
small employers can rely upon.

if

The legislation I am introducing, the "American Health
Security Act of 1991", will tackle these problems by setting
uniform standards nationwide that require the following:
o Guaranteed issue of policies.
o Limits on insurers' ability to impose coverage
restrictions due to pre-existing conditions.
o Guaranteed renewability of policies.
o Restrictions on experience rating and limits on annual
increases in premiums.
In addition, the bill includes two benefit packages designed
expressly with the needs of small businesses in mind.
Although these are federal standards, this legislation
permits States to regulate these practices provided the State
laws are at least as rigorous as the federal standards.
The number one problem for small employers is the costliness
of private health insurance. The high cost of medical care is a
major part of this and an issue we cannot continue to neglect.
However,

legislatures

another important cost factor is the trend in state
to mandate that: health insurance policies include
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all manner of costly benefits that are not essential to most
people's basic health insurance needs. Yet these state mandates
can raise premium costs an estimated 20-30 percent.
To address this problem, I propose to require insurers to
make available to small employers, two specially-tailored benefit
)ackages called MEDPLANS.
One is a core plan, the second is an
Lnriched standard plan.
However, both are exempt from state
be. efit mandates and will give small employers a more affordable
alternative.
We estimate that the core MEDPLAN could be marketed at a
premium of about $900 - $1,200 per year or as low as $75 per
month. The standard MEDPLAN could be marketed at about $1,200$1,600 per year, or as low as $100 per month. This is much lower
than the average cost of $2,000 per year for benefit plans now on
the market.
I would be the first
to acknowledge that these are not ideal
health plans, - but, they are ideal income security plans. And
that is the main issue for employees who currently get no
insurance protection.
Mr. President, if these reforms are enacted, it will be a
watershed event in the evolution of the private health insurance
industry in this country. Can the private health insurance
industry rise to the challenge?
The industry itself acknowledges the need for the basic
reforms contained in this legislation. If we work together,
there is a real opportunity to preserve the choices, diversity
and potential for innovation that resides in the private sector.
I, for one, believe that insurers can thrive financially by
"doing good," so long as all carriers must abide by the same
rules.
If even one company can undercut these rules, our efforts
to perfect America's unique system of mixed public and private.
benefits will be doomed.
Mr. President, it has been suggested to me that this boils
down to two simple tests for the industry:
I)

The MARKEI'T TEST -- Can insurance carriers give us what
we want at a price that serves the insurer's necessary
economic goals of market share and profit margin?

2) The SOCIAL TEST - Can insurance carriers give us what we
,,ant, - namely access to financial protection, affordable
oremiums and coverage for the health care services we
.ost need?
'T'lie course that we currently are on in the private health
in:surnce market will most assuredly make it fail both these
t, s .
oe
carriers wil] inevitably fai.l on the market side du(!
Lu co:,u',,t: .tive~ pressures and poor management.
However, I'd like
to focu:i now on why many companies are failing the social Lu-st.
Insurance plans compete to give buyers what they want, BUT
ONLY wITHIN THE LIMITS THAT WILL PRODUCE ACCEPTABLE FINANCIAL
MARGINS TO TH.M AS BUSINESSES!
The very practices companies must
engage in to -survive and compete on economic terms, are
fundamentally it odds with our social objectives of broad-based
aff(:todable, coi orchensive coverage.
Companies can't survive if their premiums aren't
co:0:etitiv .
Therefore, they deny coverage- to high-risk groups
and individuals to keep their premiums down,.
The facts are that
in today's market, r:.sk selection is a much more powerful tool
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and generates much greater competitive advantages to companies
than does the much harder task of managing people's care and
It is this dynamic that we
claims expenses down.
keeping teir
must stop.
It is facing a
Mr. President, the industry is in a-crisis.
severe Ics- of public confidence in its ability to play a viable
Unrles we act now to create a level playing
role in tihe future.
field, the future ability of insurers to provide us with the
financial security and services we need will be in grave
jco:a rdy.
are seared tow .rdl solving the social
And my_ solutions
problems
towards pxotecting the status cue in the private
insurance indust y nor in the regulatory framework that has
allowed it to evolve into what it is today!
Th(e challenge for me and others who share these concerns is
to put a new framework together that better meets our social
needs.
In closing, Mr. President, as I said at the beginning, this
plank in building a crosswalk to a new order
is merely the first
This new order must be a system where
in our health care system.
By
protection against the high cost of getting sick is seamless.
future
the
in
left
gaps
be
no
must
there
that, I mean that
between private and public programs for individuals to fall
through.
The "American Health Security Act of 1991" cannot and will
not do the whole job of closing the existing gaps in health
insurance coverage.
We must also redesign our major public
programs like Medicare and Medicaid to achieve seamless
protection for all regardless of age, employment or economic
To this end, I will be introducing major
circumstances.
restructuring proposals for these programs later this session to
achieve u:iiversal, access for all America.:
In addition, we must reexamine the $40 billion in tax
it is
subsidies that underlie employer-based health benefits.
incunb(cnt ucr,- us to make sure that: public subsidies of this
magnit,de support only those health benefit plans that meet
These are large_ !
of equity and efficiency.
sociai ob jctives
But if we are to have a socially just approach to
undertakings.
abasi c health care needs, we must tackle thes,
,;ei::c~tg *:.:oe
le!;.
e' idunt:, I ask unanimous consent that the c-mplete
s s.e:3.
text. (2 this bill and a sect: ieo-by-section summary be printed An
Thank you, Mr. President.
the CongressiOnal Record.
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American Health Security Act of 1991
Office of Senator Dave Durenberqer
Section-By-Section Summary
to amend the Internal Revenue Code of 1986 to impose an
A bill
excise tax on insurance companies not meeting certain
requirements with respect to health insurance benefits provided
to small em[)].oyers.
s

•1

N1

mCT

1y,;

SATISFY CERTAIN STANDARDS
SECTION, 2. FAILURE' TO
INSURANCE PROVIDED TO SMALL EMPLOYERS

FOR HEATITH

SECTION 5000 A.

o Insurers ,:-ist satisfy certain mandatory product offering,
coverage and rating standards in selling health insurance
contracts to small employers.
o Failure to meet one or more of these standards during a
taxable year shall make the insurer liable for an excise tax
penalty eroual to 20 percent of gross premit n income on
insurance contracts i.ssied by the
ars. dont a:.d hdI :h
oecrtar-iaL discretion on applying the tax penalty is
o:

e"lre:

-cl

ra

-

r.t
,-o' or exercising reasonable diligence
have known the failure existed, and

OUl
14n

-

failures are corrected within 30 days,
if

or

failure was due to reasonable cause.

SECTION 5000 B.
This section describes mandatory product offerihg and guaranteed
issue (of contracts) requirements.
No eligible. small employer
o Guaranteed issue of contracts:
can be denied issuance of a health insurance contract except
for the employer's failure to achieve minimum employee
participation rates, where applicable. There is a separate
(delayed by 18-months) effective date solely for this
requirement, to permit States to enact appropriate enabling
legislation for reinsurance.
Mandatory Product Offering:

MEDPLANS

o Insurers marketing any health insurance products to small
employers must make available (but employers are not
required to purchase) a dual product offering known as
MEDPLANS, described below. These two products must be
priced consistently with the standards employed by the
insurer in pricing and marketing their other products in the
small group market, and with the requirements of this Act.
o 14EDPLANS are exempt from state benefit mandates. This
preemption does not exempt from state benefit mandates other
health insurance products marketed to small employers.

.BEN EF ITS

CORE MEDPLAN

STANDARD MEDPLAN

I)eductible
Out-of-pocket: limit:
single/farily

$500/1000

$500/1000

$3,000/6,000

$3,000/6,0CO

hospital Services
( IP/CA2)

20%/80%

Surgical Services
(IP/Ci')

20%

20%

Physici an se3:vices

20%

20%

Diagnostic and Screening
S rvices

20%

20%

Prenatal care

20%

(EE/ER)

20%
(No deductible)

(No deductible)

Mental Disorders
Inpatient

30 days/50%

Outpatient

25 visits/50%

Chemical
Dependency
Disorders
Inpatient

30 days/50%

Outpatient
SECTION 5000 C. SPECIFIC CONTRACT

25 visits/50%
UIREMENTS

This section sets standards for coverage, rating, disclosure, and
recordkeeping.
o Limits on preexisting medical conditions:
Any limitation on
coverage may not extend beyond 6 months after the initial
issuance of coverage. This limit can apply only if the
preexisting condition manifested itself during the 3-month
period prior to issuance of coverage (aka "look-back"
provision). No further waiting period for the preexisting
condition can be imposed under any circumstances (such
as change of carrier, or change to a different plan
through switching jobs), unless an individual has had a
break in coverage in excess of 120 days.
o Guaranteed renewability_
Contracts must be renewed at the
election of the small employer, unless the contract is
terminated for cause, such as non-payment of premiums.
Contracts cannot be canceled due to adverse claims
experience.
o Rating requirements:
- Acceptable premium ranges are defined within classes
of business and between classes of business.
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Within class range:
Premiums must be within 80-120%
of the average rate (aka index rate) of the class.

- Between classes ranqe:
If an insurer has two or rore
classes of business, the average (or index) rate for
any class cannot be more than 20% above or below.i the
average (or index) rate for any other class.
o Exceptions:
The Secretary may develop different ranges, as
appropriate, for insurer's who do not underwrite premiums
based on health status or claims experience and who offer
policies on an o;en enrollment, basis.
o Annual rate change limitation:
Within a class, rate
increases on existing contracts are capped at the level of
rates charged to new businesses, with Adjustments for
changes in a group's coverage and/or case characteristics.
o Disclosure and recordkeeping:
These are rules requiring
disclosure in sales materials of how premiums are set, the
extent to which they can change, and the class into which a
contract would fall.
Further, insurers must maintain at their principal place of
business detailed descriptions of rating factors and procedures.
Insurers must file an nuallY, with the Secretary, a qualified
actuarial certification that their rating practices are based on
commonly accepted actuarial assumptions and principles.
SECTIO; 5000 D. STATE COMPLIANCE AGREEMFNTS
o The Secretary, at his discretion, may enter into agreements
wi th States to permit State laws to govern instead of the
federal standards.
- The CEO of the State must request such an agreement,
an~d
- The Secretary must determine 1) that the State's
standards will carry out the purposes of this Act, and
2) that the State's standards will apply to
substantially all small-employer health insurance
contracts issued in the State.
o Regardless of the above, the mandatory policy offering known
as Y.EDFLMNS cannot be waived.
o Separately, even if a State does not obtain an agreement
permitting State laws to carry out the purposes of this Act,
the State may still enter into a separate agreement with the
Secretary to make determinations of whether insurers are in
compliance with the federal standards.
SECTION 5000 E. DEFINITIONS AND OTHER RULES
This section defines contracts, classes of business and class
groupings, eligible employers and employees, permissible rating
factors and other rules.

92
~ortant to

o

t

Insurers who had less than
I) Exit3Qn fc9 siil. inst:'ers:
$1 million in gross accident and health premium income during
the preceding taxable year are exempt from the requirements
of this Act for the subsequent taxable year (aggregation rules
apply).
2) A small emp.oyer is defined as an employer who normally
employed more than I but not more than 50 employees, and selfemployed individuals as defined under section 401(c)(1) of the
Internal Revenue Code.
3) Prohibited factors in determining rates (beyond the boundaries
permitted within classes) include health status, prior claims
experience, industry, occupation or duration since the date of
issue of a policy. If geographic location is used, insurers
may not use areas smaller than Census Bureau designations of
metropolitan statistical areas and non-metropolitan
statistical areas.
4) Effective date is upon enactment for all requirements except
guaranteed issue. That requirement w!ll not be effective
until 18 months after enactment.
5) Transition rules permit rates on contracts issued prior to the
ef fective date to exceed the premium ranges within classes and
across classes for two years or the second renewal of a
contract, whichever is earlier.

8 17336

CONGRESSIONAL RECORD

-

SE NATE 'October

gy and other expertise to wherever I t
can be afforded.
too mumrs Trr oo ur nU
At the same time, Mr. Prebideni
health care in this country suffer s
from serious and fundamental short
coming*. Put simply, health care Int
Amerca oosts too much and, for mul1.
lions of Americans, it delivers tooo
little. With the high cost of healthh
care In America, widespread avallabil Ity does not tralte Into universa

SS, I*#

two canws-heading In two dq"
directions.
One set of reformers-IndudiftiW
Pepper
Commislon
matMo.

pointed to the Nor east, to",r

sachusetta Their solution is
based on mandating health Iw
coverage s a fringe benefit WVVQ
by employers.
The second set of refonmn" 1
headed due North toward Cani
Their solution Is a single
system--mpls(Ucally,
e
Medicare or Medicaid to cover t
entire population.
FFor rensons I won't detal here beg
them solutlus ameflawed bocae
they serve ultimately to resrsa
payment responsibility without CAW
talnin costs. They may eye[ prove s
inflationary that they worsen af
to health care services because of wsupportable cost pressures.
A M Cous PONoOM
My response to this dilemm
hm
been to chart a third course-premtd
on accepting that we have a diver*
and partly privately financed health
care system, but with personal deter.

The hard, cold reality. Mr. Preas *
dent, Is that, without private healIl h
insurance or enrollment in public pro
grams like Medckare or Medicaid, fi.
nancial access to health care Is outside
the reach of all but the most affluent t
Americans A simple Illustration high ,
Ughts this dramatically. In lD10. thee
average cost of a hospital admissor
equaled 12 weeks of work for a mini .
mum wage worker, In 1988, It equaled
43 weeks of work for a minimum wage
worker. Now this says a little some
By Mr. DURtENBE11GEiR.
S. 3260. A bill to anend the Internal I thing about the levels of the minimum i
Revenue Code of 1084 to impose ar, ages. But the fact I. the rising cosUs
excise tax on Insurance companies nol t of health care have, for the Last L
meeting certain coverage and rating decade, far outstripped growth in urination
to Incite
fundamental
standards with respect to health insur- workers' earnings, even for thus changes In the way It performs.
-ioceprovided to small employers; to above the minimum wage.
I should emphasize, Mr. President,
the Committee on Finance.
And, another unfortunate reality isi that this third course ought not be
%1A14LRILoyKUlimITSa
1171m inrolm ACT that more than 30 miion of our citi- viewed as a defense of the status quo.
Mr. DUREN4BEROER. Mr. Presi- z.-,s have neither health insurance or And, it ought not be viewed as be n
denL I an today introducing S. 3260. meet the restrictive age or Income ell- deferential to any of the principle
the Small Employer Health Benefit gibility requiremetrs for our public actors in our current health care
programs
Reform Act.
system-consumers, providers, employTh's legislation takes a number of
It is another sad truth. Mr. Presi- ers, insurers, or Government.
sleps to reform benefit ontrnt, pric- d1,nt, that health care financing in
This third course, for example, as
lhg practices and coverage restrictions this country has evolved In ways that sumes much greater consumer, providthat currently make It costly and diffi- often ignores sound insurance prince. er, and employer responsibility. It ascult for small employers to oifer pri. ple.s, that falls to reward Individual sumes future fundamental reformsino
tate health Insurance benefits to their health and wellness. and the provides governmental programs like Medicare
employees.
serious disincentives to hold down and Medicaid. And, it assumes a vastly
iWl .L It CARE IRONii.S
costs.
different role for the Federal Tax
Rather than Insuring against fnani. Code-to reverse Incentives and create
Mr. President, I had the privilege of
cia]
castatrophe
In
cases
of
serious
ac- a truer and more properly functioning
serving over the past 2 years as a vicechairman of the U.S. Bipartisan Com- cidents. or Illness, for example, health market.
inission on Comprehensive Health Insurance has largely become a heavily
To initiate the fundamental reforms
Care-tfl Pepper Commission. Along subsidized payment mechanism for a ue so desperately need, Mr. President,
v ith II of my Hlouce and Senate col- broad range of health-related benefits. I intend to introduce legislative InitlaIn the process, both consumers and tives in each of these areas: Private
leagues-and 3 private citizens-I was
reminded again of the frustrating providers have become Insulated from health insurance reform, Medicare
responsibility-eliminatlng reforn. Medicaid reform, long-term
complexities and ironks in America's financial
normal legitimate market forces that care financing reform, and tax reform.
health care system.
I am Introducing
I was reminded that, by one set of help contain costs
The Initiative
Meanwhile. Federal tax policies that today-involving small group private
definitions, America has a health care
system that Is unparalleled anywhere provide unlimited deductions to both health insurance reform-Ls the first
employers and employees have further in this series of proposals.
to the world.
We have, without question, the most reduced the role that a properly funcZ£iiMIiA lo toO
ruM bUPA1%rV
CAYEIS
doctors, the most specialists, the most tioning market might play.
At the heart of the private Insurance
hospital beds. the most access potnts
proposals-and at the heart of this
pr capital of any nation on earth.
Mr. President, these failings In third course I have chosen in health
And, without question, we have the America's health care system won't care reform-is an Improved and more
most Innovation-new technology, new recede without fundamental, system. socially responsible role for insurers.
procedures, newly funded outcomes re- wide reform. In particular, assuring or for what we have come to call thirdsearch-even compared to those na- universal access to quality health care party payers.
tions who have become our peers In sill not be possible without a funda.
Traditionally. these intermediaries
other fields of economic or technologi. mental attack on the primary barrier between health care consumers and
cal competition.
to access-cost. To restate my earlier providers were limited primarily to
One indication of the unparalleled generalization, Mr. President, health health Insurance companies. But, in
nature of America's health care care In America simply costs too much more recent years, they hove also been
system is the degree to which It is and, for millions of Americans, deliv- joined by Health Maintenance Organisought out by those sick and injured ers too little.
atlons, perferred provider organlza.
who come here from all over the
To address that concern, health care tons, and others who administer selfworld-and by the export of technolo- reformers have historicaly split Into insurance programs, manage care.
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broker services, and perform other in- move any but the most progresalve pri- ployer group, The latter, however,
termedlary functions in the health vate Insurers to adopt new and en- may not even help you if the large
care delivery system.
hanced roles.
group happens to consist of health
Mr. President, my third course In So. fundamental changes will be care workers, a construction crew, res.
health system reform may be our last needed, Mr, President, In how third taurant employees, or other occupy.
opportunity to salvage a significant party payers are viewed, the roles they tons Judged to be hither risk, ud
role for competing third party payers are required to perform, and the In. therefore viewed by insurers with a
centives and rewards they are offered. Jaundied eye.
In America's :;eafth care system.
Thui large sector of America's health
In the process, it will be essential
All too often, employers seeking to
care system has come under Increasing that we leave room for a healthy State provide benefits are faced with a beattack In recent years for taking too of competition among these newly de- wildering carry of product choices.
big a share of America's health care fined third-party payers. Our expert. The choices offer ditstinctlons without
dollar and delivering too little In ence-under Medicare and CHAM- differences, except that because of the
PUS-has been that Government may 700-plus mandates on policy contents
return.
Many Americans find It unconsclon, not be the best place to direct the kind enacted by State legitslatures, al of
able, for example, that 20 cents or of true reform and changes In roles for the products are likely to be so elabomore of every dollar spent on health third-party payers that ts needed. But rate and expensive they are beyond
Insurance goes to ad~rtising. agent Government can stimulate market the financial reach of most small
commissions, design of competing ben. conditions to help make sure that firms.
efit packages, and other adrinistra- competition is for quality and value,
Unfortunately. the other elements
live functions that have very little to rather than simply price.
these products frequently have In
I am not prepared at this moment, common
do with either keeping people well,
are high administrative costs
curing their illnesses, or healing their Mr. President, to prescribe the exact relative to benefits paidout, and mini.
Injuries. One recent study suggested means by which all those changes mal control of provider payments, asthese administrative costs go as high should occur. But, through the various suranc of quality care or consumer
public
program
we administer,
as33 percent.
through Federal and State regulation education. These latter areas present
POT DV9& E or STArS QUO
the greatest opportunity for Insurers
So, Mr. President, my previously of third-party payers, and through the to provide truly valuable services, but
tax treatment of insurers and employ.
stated reservations about a single er-based
fringe benefits, we do have they have yet to fulfill their potential
payer system of health care in this
Further, Insurers engage in certain
country ought not be characterized as the means to get that job done.
SMALL
GROUP
REORM
PROPOSAL. rating and coverage practices that in.
a defense of the status quo-and, par.
troduce
great inequities and instability
Finally. Mr. President, I want to
ticularly, not characterized as a de.
Into the health benefits market for
fense of the current role of America's comment briefly on the first in the small employers. Under the patchwork
series of health reform proposals I
health insurance industry.
quilt of current State laws, most are
If third-party payers, in other words, Intend to offer over the next year.
I am introducing today S. 3260, The permitted to refuse to sell policies
continue to be nothing more than colwithout recourse and to cancel them
lectors of premfttms and payers of Small Employer Health Benefit unilaterally. They can selectively deny
claims nothing more than agents to fa- Reform Act of 1990. Its primary objec- or restrict coverage for specific em.
cilitate the transfer of large amounts Ives can be summed up in two words, ployees or an employee's dependant
of money, then I would agree with 'fairness" and "stability" in what has child-with preexisting medical condithose who would collaspe their role een a highly unfair and volatile small tion-or charge a prohibitive risk preInto a single payer system like Medi. rroup health Insurance market.
Recently. the National Journal ran mium.
care.
In addition, insurers often low-ball
Medicare, after all, has very low in excellent article titled "Sick About
health."
On reflection, a more apt the premiums offered to an employer
overhead-very little is spent on ad.
in
the first year, and once they've
Title.
which
would
also
have
captured
ministration' nothing is spent on ad.
vertising; there are no agents collect- /ny own views, would have been "Sick hooked the account, raise the premi.
abruptly in later periods by 20. 30.
ums
Bout
Health
Insurance."
It
captured
Ins commissions. About 97 percent of
what we spent on Medicare actually aImost perfectly the litany of prob- 40 percent or more. They also market
crefully
to attract primarily lower
1
ems
and
inequities In the smll.group 5
goes to providing health care. Only 2
to 3 cents on every benefit dollar gets insurance market that we were ex- I-isk groups. Selecting low-risks Is
spent on administration and other d*od to in numerous hearings con. Itown as creaming or cherry-picking.
nonhealth related services.
a[ucted by the Pepper Commission, rhis practice, in concert with these
that I personally am resolved to ceither practices, fosters enormous in.
11w r'NcTmNS PorlINSuM
t nd and
do something about.
aability and turnover, or churning
In my view, If private health Insur. ryThe
American work force looks to sLmong small employers who try to buy
ers are to survive the next decade, tjhe private
health
insurance
market
t enef its. and discourages even more
they must invest In and adopt new, en. f,or essential protection
from the spi. •employers from even trying.
hanced roles. What functions would naling cost of getting sick
America.
Mr. President. these are not Just
Justify the expense of continuing to Amd increasingly, despiteIn enormous
sharp business pracpay for competing Intermediaries be. Ffederal tax subsldies--approaching rt un-of-the-mill
Ices
that we can deplore, but shrtg
tween consumers and providers of $,48 billion a year
for
employer-baed
o
over.
They have Imporur
shoulders
health care? In my mind, the funs- h
tions are those that make those inter- ftealth benefits alone-the Industry bant and negative societal conseiedliarles Positive, contributing part- m ils to deliver services to the very set- quences. There are over 31.5 million
ent of the labor market that Asgrow. Ainericans lacking protection against
nets in our efforts to address the sys- I-ig
teric problems of cost, access, and c( most rapidly-people who work in health care costs. and 75 percent of
mpanles that employ 50 or fewer in. t hose are workers or live In the fainifailures in the health care market. dl viduals.
II es of workers. Over one-lalI of unlnThey Include functions such as serious
claims management, monitoring the er Or, to be more pointed, it does deliv atured workers and their .dependents
some things. It can deliver reason- aw
re affiliated with firms of fewer than
utilzation and quality of medical serv- atsly affordable coverage f you are 25 employees.
Ices,containing unnecessary expendl- fo
rtunate
enough
If we want to facilitate the expanto
work
in
a
compa.
tures, and other value enhancements.
n3
y that employs mainly younger, si on through the workplace of private
MISPLAC5 INCvrriVU A"e DIRMIIc-tS
he
ealthier, more highly paid employ ir-surance coverage to these mner,
Unfortunately, Mr. President, the ee Or, It you are not any of those women. and children, then we must.
Current Incentives. directives, and re- th s.
irigs, you can usually obtain cover- asct to stabilize this market. And Iii
Wards in the health care system won't ag'e
If you are hidden in a large em- or'der to achieve greater stability, we
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must hase at least some minlimu
'All'. L FAIIXt'IU
&%TISPYT0)V6JUAG9
A'I di which medical care or advkto
wasaolal
RAIN TO91041
as'SAtAnit(
0*4 SCA~ith
I* recommended, during the .month
level of standards toat are clear aIid
sUIPtAW(5
,'aisvittrn
TO SMALL C '4 preceding the date an Insured is 4
.
?L) RI,,1
[1
effeetle. that we know Insurers c 1,11
ercd by the contraut
reasonably comply with, and who se
iWi In Oxs" A.-Chapter 43 of the Inte -"(C)
OuaR
asM 31EWADILVIV.filrnems all small buslnc, se can re ly nl Revenue Code of I1t relyingg to exct ot contract must
1
be renewed at the eulssq
taxes on qualified peslon, etc. plans) 11 the eligible smt
upon.
employer
w
for cas. unles the
amended by adding at the end thereof U ltrad is termn
To that end. my bill "The Small Er m, following new section:
-0) WaIria Patoo.-41(XA) shati
player Health Benefit Reform Act
40ec, iseC FAlI tIl TO SATISFYCOVxO &It
AI
apply to any period an eligible e plom bi
would amend the IntenaJ Revent le
5ANDA5OS Of PIP.AiTH I,
PLATiN1G
exclu4d
coverage ider the cssji
WAstWtOvg solely byfrom
Code and make Insurers who sell ar
OFZXALL
si11Jasseg
reason of a requirement appilcs"
4 is) QeatAs RtrLs-There Is hereby is
contracts to employers who employ
peiisI
that a mlnimum
employee
to
all
posed a tax on the failure of any person I ,
service with the employer
Is reuired
befit
or fewer employes, liable for a 20-pc
meet at any Ume during any tas&ble year.
the
employee is eligible for nuh coverage,
cent excise tax penalty on gross ac
"(1) the coverage requirements of sub"
"(3)
L)STOLM~INATIOOf
0134
"almMe
dont health and premium Income if tion(e). or
001191"Oft-]ft
)n lVA.InPo TO FIASATL
"(3) the rating requirement of subsectio
they fall to abide by certain produw,t
purposes of paraglaph (I XB), the d" ai
if),or
offering. rising and coverage require
11
0) the disclosiure and recordkeeping ti
which an insured Is first covered by a -m
si-ents. These stanlaJds require: auk
tract hall be the earlier ofr" quirementa of subsection (h)i. or
anteed isue of plcles: limits on Il
"(A) the date on which coverage updo
lth rfesgct to any applicable accident in d such contract bins,
or
surerz" ahlity to impose coverage rq health Insurance contract.
"() the first day of any ciontinao
.trict,,w% due to preexisting cond
,"(b) AMoP oroeTxx periodtu .Guaranteed renewability of psl
"(1) tl O
xa.L--The amount of tx Inc
(I) during which the Insured was coe
ce.s;
restrictions on experience ratlr : posed by subsection (a) by reason of I o r under I or more otuer health Isurnm it
failures during a t, Ible year shall b
and limits on annual Increases In pr( more
e'quLI to 20 percent of the gi-ss premiume nanements of the employee, and
"ill) which does not end more than IN
niiuis on existing contracts. Acom
received during such taxable year with r
days before the date under subparvrs
lLsihed by drainig a link betweent aped to al accident and health Insurano
those rates and rates charged to nei v contracts Issued by the person on whon
Por purposes of this paragraph. coversit
such tax Is imposed
business accouiits.
"(2) Ososs Parseuuss -Por purposes o I shall not be treated u beginning before Um
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PREPARED STTRIMNT OF MARK GORMAN
Mr. Chairman and members of the Committee, my name is Mark Gorman I am senior
director of government affairs for the Natomal Restaurant Association, the leading trade
group for the nation's 710,000-unit foodservice industry.
I testify today on behalf of the Healthcare Equity Action League, also known as HEAL.
Last October, the National Restaurant Association joined several other business associations
in founding HEAL. Since then, over 360 major firms and organizations have signed up as
members of HEAL. These groups now represent more than one million employers and 35
million employees. HEAL is diverse. Our roster, which continues to grow, includes small
businesses, corporations, associations, health care providers, and insurers. I have attached
a list of HEAL's members for the committee's information.
Our message is simple, and it is immediate: We need help in bringing down health
insurance. costs, and we need it TODAY. The ONLY way we can solve the access problem
is by solving the cost problem.
Despite our diversity, members of HEAL have agreed on seven fundamental principles for
reform. These are practical - not radical - changes. In fact, these are the same principles
we see time and time again, underpinning numerous lists of suggestions for ways to ease the
immediate crisis.
Mr. Chairman, HEAL commends you for introducing legislation that in many provisions
echoes these same principles. We support your efforts to lead Congress in enacting them
today and giving them a chance to work, and pledge to do whatever we can to help you.
In the arena of health-care reform, where consensus is fragile, these principles have
gathered support from Democrats and Republicans alike. Why? Because everyone involved
in the debate recognizes that these changes would mean health insurance coverage for
millions of uninsured Americans. They are market-oriented changes that would improve and
expand the current system rather than tearing it down and replacing it with something
untested, unproven, or that would have dire consequences for employers or for the quality
c'f U.S. health care.
Let me outline HEAL's seven principles in relation to your bill.
a

First, HEAL endorses the full preemption of state health insurance mandates.
Your bill, Mr. Chairman, takes the important first step of preempting state
mandates for small employers as long as they provide a basic or standard
health care plan. Under S. 1872, states could not prohibit the offering of the
standard benefit package to small groups in the state.
Small businesses that can't afford to self-insure face nearly 1,000 state

mandates that require them to cover treatments ranging from acupuncture to
chiropractors. While well-intentioned, these laws price many health-insurance
policies out of the reach of the small businesses who want to offer basic

coverage to their employees.
HEAL encourages you to take your bill a step further, Mr. Chairman, and
provide relief from state mandates to all purchasers of health insurance large and small. It is only by taking such measures to reduce costs that access
to health care can be broadened.
Second, HEAL would like to see the elimination of state laws that restrict

managed care. We applaud S.1872 for recognizing that managed-care plans
are key to slowing the growth of health care costs.
-
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Members of HEAL continually run up against the same legal barriers when
trying to buy affordable health care: the slew of frustrating state laws that
restrict managed-care programs. These programs are providing many costcutting innovations in health-care delivery. But siate laws that limit our
ability to make selective contracts with physicians, for example, or make it
difficult for us to give individuals any incentive to be cost-conscious when
making health-care decisions, simply tie our hands. Eliminating these barriers
would empower us - as insurance purchasers - to help bring down costs.
Third, HEAL is in favor of reforming the insurance market for small
businesses. Small businesses today face an insurance market that is
unpredictable, arbitrary, and unaccountable to its customers.
In the foodservice industry that I represent, we hear story after story of
insurance companies that cancel or refuse to renew policies after expensive
claims are filed; of businesses that experience double or triple digit annual
premium increases that far outpace national averages; and of the thousands
of workers with pre-existing health conditions who often cannot find coverage
at any price.
The current system gives insurers incentive to compete - but only to
underwrite plans for healthy individuals. As employers who are interested in
providing coverage for all our employees, the current system leaves us literally
helpless in our quest to find affordable coverage.
S. 1872 appears to be fully consistent with HEAL's principles in the area of
small-market reform. We ask you to move ahead with these.
Fourth, S. 1872 would immediately raise the tax deduction for owners
of
unincorporated businesses to 100%. This segment of the business community
- the self-employed, sole proprietorships, S-Corporation owners, and
partnerships - experiences some of the highest premiums in the country.
HEAL wholeheartedly backs S. 1872's provisions that would expand health
care coverage among these business owners by equalizing tax treatment.
Fifth, HEAL endorses getting better information to consumers about how
to
purchase health care, and about which treatments are the most effective.
A market economy works only when consumers have access to reliable
information about prices and products. This is missing from today's health
care situation. S. 1872 would authorize money for additional "outcomes
research," which we believe is an important component of restoring these
market forces to health care purchasing.
Sixth, HEAL supports measures to reduce the growth of health care costs.
However, we support cost containment rather than strict cost controls. S. 1872
proposes establishing a commission to study these issues: HEAL recommends
giving this commission tight parameters for its mission to ensure objective
validity, as well setting a strict deadline for reporting back to Congress with
its findings.
Finally, S. 1872 makes no attempts to reform medical malpractice laws.
HEAL encourages you to add these provisions to your bill. Giving health care
providers some degree-of protection from the costs of exorbitant litigation will
remove one of the major reasons health care professionals practice defensive
medicine and prescribe unnecessary care. These factors have dramatically
driven up the cost of insurance.
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HEAL believes these seven steps will lessen the current problem, which has
indeed reached crisis levels This crisis demands immediate attention - but
this immediacy won't happen without some sort of consensus. This is what we
believe HEAL's seven principles provide. HEAL's broad membership base
proves that support for these seven principles is deep and wide. And HFAL's
members have made a serious commitment to work with you and others, Mr.
Chairman, to get these reforms enacted into law.
APPENDIX A
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EQUITY ACTION

LEAGUE (HEAL)

GENERAL MEMBERSHIP
Advcrisinl, Specialty Insttute
Acn',p.i.c Industries Associauon
Air.condiuoning & Refriger',ton Wholcsilcrs Association
Al.ibaima Whulcsale Beer & Wine Asstxwton
A1bcrion's, Inc.
Allen Park (Mil) Chamber of Commerce
Alliance of American Insurers
The Aluminum Association
American Council on Education
American Elecuunics Association
American Fcdcration of Small Business
..\mcrican Machine Tool Distributors Associaton
Aicrican Meat Institute
Amcrican Papcr Institutc
American Society of Computer Dfelers
Anicrcan Supply Association
Amcric n Traffic Safety Services Associnroon
Ainerican Veterinary Distributors As. tuition
Amcrican Wholesale Hardware Association
Appliarcc P.rts Distributors Association
Ardinore (OK) Chamber of Commerce
Ariona Restaurant Association
Arnctt & Company Health Communications
As 'ociitcd Bcer Distributors of Illinois
Aw;'aiitcd General Contractors
AWvitiation of Commerce and Industry (M I)
A,,iction of Ingersoll.Rand Distibutors
A,,.oci.tion of Steel Distributors
ATLAND Management Corporation
Atlanta (GA) Chamber of Commerce
Automotive Service Industry Association
Aviation Distributors & Manufacturers Association
Baker Inlustries, Inc.
Baptit Medical Center of Oklahoma

Beauty & Barber Supply Institute
Becton Dickinson & Company
Beer & Wine AssociaUon of Ohio
Beer Industy League of Louisiana
Beet Indu,,ry of Flonda
eer \\holealc s As.sciation of New Jcrcy
Benefit Dcstign Group. Inc.
Bciilina Natiiinal Corporation
Bcrghofl Restlurant Company
Bicyulc \Vhtlc'alc Distrbutors Associauon
h,,cuit & Crckcr Distribucrs A,,ociation
Bim,:.k.Milandin Area (ND) Chimber of Ciiniec
RIohChinn's Crahhouse Restaurant
lixM-Chipitian

(alifornia AsiKiation of Tobacco & Candy Distributors
Califomia Asociation of Wholesilers.Distributors
Cahloriii Beer & Wine Wholcsalers Asociation
('hiliornij Trucking Association
Carriill County (MD) Chamber ol Commcrc e
.\ntral Whol decrsAssociation

Ceramic Tile Disuibutors Association
Chamber of Commerce of Hawaii
Chamber of Commerce of New Rochelle (NY)
Chsrles M. Ostheimer & Associates, Inc.
Chicago Metropolitan Distributors Association
Chicago Tastee Freez Corporation
Chocolate Manufacturers Association
Chrisdan Booksellers Association
Clemson Area (SC) Chamber of Commerce
Colorado Beer Distributors Association
Colorado Restaurant Association
Computer Dealers & Lssors Association
Copper & BrassServicenter Association
Council for Periodical Distributors Association
The County (NY) Chamber of Commerce. Inc.
Crawford Pitting Company
Dairy and Food Industries Supply Association
Davenport (IA) Chamber of Commerce
Digital Dealers Association
Direct Selling Association
Eagle Creek Resort, Inc.
Eckerd Drug Company
Electrical.Electronics Material Distributors Association
Employee Managed CareCorporation
Engine Service Association
Express Visa Service, Inc.
Farm Equipment Wholesalers Association
Fire Suppression Systems Association
Fluid Power Distributors Association
Folk's Folly Prime SteakHouse
Food Industries Suppliers Association
Food Processing Machinery and Supplies Association
Foodmaker, Inc.
Foodservice Equipment Distributors Association
Gail F. Piltz Inc/DBA Comprehensive Accounting
General Merchandise Distributors Council
Georgia Beer Wholesalers Association
Glenwood Springs (CO) Chamber Resort Association
Goldendale (WA) Chamber of Commerce
Grand Rapids Area (Ml) Chamber of Commerce
Greater Detroit Chamber of Commerce Wholcsilcr- Distributor
Association
Greater Iberta (LA) Chamber of Commerce
Greater Maunsville (IN) Chamber of Commerce
Greater North Dakota Association/WAM Council
Greater Ohare (IL) Association
Greater Raleigh (NC) Chamber of Commerce
Greater Washington Food Wholesalers
Gwinnett (GA) Chamber of Commerce
Hardce's Food Systems. Inc.
HealthTrust, Inc.
Henderson (NV) Chamber of Commerce
Hobby Industry Association of America
}loffmann-La Roche Inc.
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Ho.spitUl Corporation of America
Hospitality Association of South Carolina

Illinois Restaurant Association
Inpencdent Electrical Contractors, Inc.
lndependcnt Laboratory Distributors Association
Indepientnt Medical Distributors Association
Indelkpcnnt X.ray Dealers Association
Inilianj Bcveragc Alliance
Indiana Restaurant Association
Inuitutional & Service Textile Distributors Association
Inurance Administration Center, Inc.
Intcmitional Assoctation of Amusement Parkc: and Attractions
iitcrnimonal Dairy Foods Association

Inicrnational Truck Parts Association
iitcrnaoiinal Sanitary Supply Association
hIwa Graim and Fed Associauon
Iowa Restiurant & Beverage Association
Irrigation Asv)cition
JT& A, Inc,
Jcwclry Inddstry Distributors Association
Jo-)tds Crc(lit Association
John M, Rcgan & Associates, Inc.
Jihi,,on & Johnson
Kon,.as Chamber of Commerce & Industry
KI-SLt Group of Texas, Inc.

The Krystal Company
Icncn Plumbing, Inc.

Lenoir County (NC) Health Cost Containment Coalition
Lcttuce Enicrtain You
The I-c), Rcstaurants
Long John Silver's, Inc.
Lo, Angeles Fustcncrs Aoiation

Liu,,,mnj Rcstaurant Association

Nia baincry Dcilers National Asscmiation
Nialkohin Thompson. Magaro & AM.,%,tcs
Ni,muiti oc.Two Rivers (WI) Chamber of Commerce
Ni,,,,;jmmt Restaurant Association
-Nialcri.l Handling Equipment Distributors Associaton
MDU Rcsourccs Group, Inc.
McLrk Sharkcy Bcnefits

Metro East (MI) Chamber of Commerce
Nfmchtgan
Association of Distributors

Michigan Beer & Wine Wholesalers Association

Michigan Ditributors & Vendors

Nid-Amritica Supply Association
NIille Atlantic Wholesalers Association
NImi.m.Ipl Malt Bevcrage Association

Nhi-.tru Becr Wholcsalcrs Assoc.iation
lms/uri Restaurant Association
Mttgomimery County Pharmaceutical Association of
PcnnsyIvaniu
Mornimg Glory Dtiry
Mtrton's of Chicago, Inc.
Motortiycl Industry Council
Mount Vernon (NY) Chamber of Commerce

Misic Distributors Association
National Appliance Parts Suppliers Asociation

National Appliance Service Association
Natonal Association of Chemical Distributors
National Association of Container Distributors
Natonal Association of Electrical Distributors
National Association of Fire Equipment Distributors
National Association of Floor Covering Distributors
National Association of Flour Distributors
National Association of Hose and Accessories Distributors
National Association of Meat Purveyors
National Association of Realtors

National Association of Recording Merchandisers
National Association of Service Merchandising
National Association of Sign Supply Distributors
National Association of Sporting Goods Wholesalers
National Association of Wholesale Independent Distributors
National Beer Wholesalers Association
National Building Material Distributors Association
National Business Forms Association

National Business Owners Association
National Candy Wholesalers Association
National Club Association
National Commercial Refrigeration Sales Associatimn
National Electronic Distributors Association
National Fastener Distributors Association
National Food Distributors Associ.tion
National Frozen Food Association
National Grocers Association
National Independent Poultry &Food Distributors Association
National Industrial Glove Distributors Association
National Insulation and Abatement Contractors Association
National Lawn & Garden Distributors Association
National Locksmith Suppliers Association
National Marine Distributors Association
National Office Products Association
National Paint Distributors
National Paper Trade Association
National Sash & Door Jobbers Association
National School Supply & Equipment Association
National Solid Wastes Management Association
National Spa & Pool Institute
National Truck Equipment Association
National Welding Supply Association
National Wheel & Rim Association
National Wholesale Furniture Association

National Wholesale Hardware Association
New England Paper Merchandising Association
New England Wholesalers Association
New York State Beer Wholesalers Association
New York State Plumbing & Heating Wholesalers
New York State Restaurant Association

North American Horticultural Supply Association
North American Wholesale Lumber Association

Norshamerican Heating & Airconditioning Wholesalers

Association
North Carolina Beer Wholesalers Association
North Carolina Wholesalers Association
Northern Berkshire (MA) Chamber of Commerce
Northern Rhode Island Chamber of Commerce
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Northwcstern Public Service Company

Oklahoma State Chamber o(Commerce & Industry
Optical Laborstori Association
Orange County (NY) Chamber o(Commerce
Oregon Restaurant and Hospitality Association
Outdoor Power Equipment Distributors Association
Pacific Southwest Distributors Association
Pamdena (CA) Chamber of Commerce
Pennsylvania Chamber of Business and Industry
Pennsylvania Restaurant Associatioa
Pet Industry Distributors Association
Petroleum Equipment Institute
Pctmleum Marketers Association of America
Pis ataway-Middleses Area (NJ) Chamber of Commerce
Pocono Mountains Chamber of Commerce
Potlatch Corporation
Power Transmission Distributors Associaton

Pr(ouce Marketing Association
Pueblo (CO) Chamber of Commerce
Retmi
Sparks Convention and Visitors Authority
Rc, taurant Association of Maryland
Rixsid Island Hospitality Association
Riverdaitc (NJ) Texaco
Safety Equipment Distributors Association
Santa Ana (CA) Chamber of Commerce
Schiffli Lace & Embmidery Manufacturers Association
Sc ¢iervillc (IN) Chamber of Commerce

Scripps Memorial Hospitals

Selfridge & Associates. Inc.
Shoc Service Institute of America
Small Business of America
Snack Food Association
Society of Professional Benefits Administrators
South Carolina Boer Association
Southern Wholesalers Association
Southworth-Milton, Inc.
Specialty Tools & Fasteners Distributors Association
Spraying Systems Company
St. Luce County (FL) Chamber of Commerce
Star Administration Services. Inc.
Steel Service Center Institute
Storm Lake (IA) Chamber of Commerce
Suspension Specialists Association
Swar'. Restaurants Corporation
Tennessec Mat Beverage Association
Restaurant Association
Tcnnc.,scc
Texas R staurant Association
Textile Care Allied Trades Association
Thomas Jefferson University Hospital
Th)rnton Gardens Inc.
Twinsburg (OH) Chamber of Commerce
Unimax Hearing Instruments, Inc.
United Products Formulators & Distributors Association
United Restaurant & Lodging Association
Virginia Restaurnt Association
Health Insurance Services. Inc.
\%iulkct
Wallcovcring Distributors Association
Warren County (PA) Chamber of Commerce

Washington (IL) Chamber of Commerce
Waste Management Inc.
Water & Sewer Distributors of America
Wausau Hospital Center
Western Association of Fastener Distributors
Western Suppliers Association
Wholesale Bee: Distributors of Arkansas
Wholesale Beer Distributors of Texas
Wholesale Distributors Association
Wholesale Florists & Florist Suppliers of America
Wholesale Stationers' As ciation
Wine & Spirits Wholesalers of America
Wisconsin Wholesale Beer Distributors Association
Woodworking Machinery Distributors Association
Woodworking Machinery Importers Association
Wyoming Lodging & Restaurant Association
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Aetna Life & Casualty
American Apparel Manufacturers Association
Acrican Association of Preferred Provider Organiations
American Bacrc Association
Amrican Cyanamid Company
American Farm Bureau
American Furniture Manufacturers Association
American Hardware Manufacturers Association
American Hotel & Motel Assoiation
American Institute of Architects
American International Hospital
American Managed Care & Review Associauon
American Trucking Association, Inc.
ANIGEN Inc
A,iAly Corporation
Aw.c ,tcd Builders and Conractors
Am'iJmtcd Equipmcnt Distributors
Ai.j
(tcx dLandscape Conuactors of Amcrica
borSupptcrs of Printing and Publishing
Ai ,m'jation
Technologies
A,,, ic.ation of Health Insurance Agents
'thetRcr lntltute
fl%.'cl ,cil
Management Crporatioo
urroiughs Wellcome Company
('anc, Treatment Centers of Amenca
(Crl Kau'.hcr Entrprises
(',mmcr,,r
Intcm,itmmal Coqxition
Rc ,crc Life Insurance Company
(mt-rdml
'l.. ('I;NA Corporation
('w/Cns for a Sound Economy
Council it Smaller Enterprises
Eli Lilly & Company
EimployCe Benefits South, Inc.
Evanston Hospital Corporation
Fotc ation of American Health Systems
Florists' Transworld Delivery Association
Food Marketing Institute
The Grand Union Company
Group Iietlth Association of America
flampshire House,
IHlrman Managcment Corpm-tmon
Ilarri Methodist Hlealth System
IIeath Industry Distributors Association
Health Indutry Manufacturers Association
lcwlti Insurance Association of America
tleilth Midwest
1lc,11tiOnc
Ilcultluar i lelcrship Council
I tcr.l¢y) Fxids Corporation
I llt.rc,,t IBipt Mcdical Center
Itliiduiy In Worldwide
Ihmii.m Inc.
Di.1rliuion Associatlon
hldumiitrmiul
himui
nMonm MassRetail Asseciaiion

John Hancock Mutual Lifc Insurance Company
Kimberly Quality Care
The Law Offices of Deborah Steelman
Marriott Corporation
Massachusetts Mutual Life Insurance Company
McDonald's Corporation
Melrose Diner, Inc.
Metropolitan Life Insurance Company
Mobile Technology Inc.
Morrison Incorporated
Motorola Inc.
Mutual of Omaha
National.American Wholcsale Grocers' Associaton
National Association of Aluminum Distributors
National Association of Chain Drug Stores
National Association of Convenience Stores
National Association of Health Underwriters
National Association of Temporary Services
National Association of Wholesaler.Distributors
National Committee for Quality Health Care
National Council of Chain Restaurants
National Council of Community Hospitals
National Federation of Independent Business
National Medical Enterprises, Inc.
National Restaurant Association
National Retail Federation
National Wholesale Druggists' Association
New York Life Insurance Company
NMTBA-The Association for Manufacturing Technology
Pagonis & Donnelly Group, Inc.
Pennsylvania Hospital
PepsiCo
The Principal Financial Group
Printing Industries of America
The Prudential
Schering.Plough Corporation
Sears, Roebuck and Co.
ServiceMaster Management Services
Society of American Florists
Healthcare Group. Inc.
SLJoseph
Super Valu Stores, Inc.
The Travelers Companies
U.S. Chamber of Commerce
U.S. Federation of Small Businesses, Inc.
Wendy's International, Inc.
Western Growers Assurance Trust
Wills Eye Hospital
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Aetna Life & Casualty
Amecan Apparel Manufacturers Association
Amcrican Association of Preferred Provider Organi/atiors
American Bakcrs Association
American Cyanamid Company
American Farm Bureau
American Furniture Manufacturers Association
American Hardwarte Manufacturers Association
American Hotel & Motel Association
American Institute of Architects
Amercan International Hospital
American Managed Cam & Review Association
Amcrican Trucking Association, Inc.
AMGEN Inc.
Amway Corporation
Associated Builders and Contractors
Associated F~quipment Distributors
Associated Landscape Contractors of America
Association for Suppliers of Printing and Publishing
Technologies
Association of Health Insurance Agents
The Beer Institute
Bcncficial Management Corporation
Burroughs Wellcome Company
Cancer Treatment Centers of America
Carl Kar'hcr Enterprises
Catcrir International Corporation
Central Reserve Life Insurance Company
ib CIGNA Corporation
Citizens for a Sound Economy
Council of Smaller Enterprises
Eli Lilly & Company
Employee Benefits South, Inc.
Evanston Hospital Corporation
Foderation of American Health Systems
Florisus Transworld Delivery Association
Food Marketing Institute
The Grand Union Company
Group Health Association of America
Hampshire House
Harman Management Corporation
Harris Methodist Health System
Health Industry Distributors Association
Health Industry Manufacturers Association
Health Insurance Association of America
Health Midwest
Health One
Healthcare Leadership Council
Hrhcy Foods Corporation
lillkrc.,I Baptist Medical Center
Holiday Inn Worldwide
tiimana Inc.
Industrial Distribution Association
lnicrnatiinal Mass Retail Association

John Hancock Mutual Life Insurance Company

Kimberly Quality Cam
The Law Offices of Deborah Steclman
Marriott Corporation
Massachusets Mutual Life Insurance Company
McDonald's Corporation
Melrose Diner, Inc.
Metropolitan Life Insurance Company
Mobile Technology Inc.
Morrison Incorporated
Motorola Inc.
Mutual of Omaha
National-American Wholesale Grocers' Association
National Association of Aluminum Distributors
National Association of Chain Drug Stores

National Association of Convenience Stores
National Association of Ilealth Underwriters
National Association of Temporary Services
National Association of Wholesalkr.Distributors
National Committee for Quality Health Care
National Council of Chain Restaurants
National Council of Community Hospitals
National Federation of Independent Business
National Medical Enterprises, Inc.
National Restaurant Association
National Retail Federation
National Wholesale Druggists' Assxiation
New York Life Insurance Company
NMTBA-The Association for Manufacturing Technology
Pagonis & Donnelly Group, Inc.
Pennsylvania Hospital
PepsiCo

The Principal Financial Group
Printing Industries of America
The Prudential
Schering.Plough Corporation
Sears, Roebuck and Co.
ServiceMaster Management Services
Society of American Florists
St. Joseph Healthcare Group, Inc.
Super Valu Stores, Inc.
The Travelers Companies
U.S. Chamber of Commerce
U.S. Federation of Small Businesses, Inc.
Wendy's International, Inc,
Western Growers Assurance Trust
Wills Eye Hospital
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SOLVING THE HEALTH CARE CRISIS:
STATEMENT OF BASIC PRINCIPLES

We support an effective, affordable, free eritr ;prise solution to the health care cost crisis
facing the Nation.
Problems of cost and financing have limited access to quality health care for the millions of
Americans who do not now have health care coverage; and they jeopardize future access for the
additional millions of Americans whose insurance coverage is at risk due to rising costs or
expensive personal health problems.
We strongly believe that viable solutions to the health care crisis must address the problems
of cost and access in tandem. We also believe that solutions must be immediate, substantive,

incremental, and based on market principles, relying on amixture of incentives and structural and
legislative reforms.

Problems of access will not be solved through any form of national health insurance or
through federally-mandated coverage. We oppose so-called "play or pay" proposals which would
require all employers to provide health insurance to their employees or pay an excise tax. Trigger
proposals which would mandate health insurance by a time certain if it were not otherwise
generally made available by employers-are unacceptable as well.
We oppose proposals to restructure our health care system with government imposed
controls. We also oppose proposals that would have government tell patients how much health
care they can have, rather than realistically addressing the causes of the cost spiral.
We fully recognize that the health care crisis cannot be solved by maintaining the status
quo. More to the point, the problems will only get worse if delay of relief occurs on issues of
general consensus for the sake of extended public debate on highly controversial proposals.
In fact, our respective memberships demand change and relief. Therefore, while we firmly
oppose certain universal proposals, we recommend that the following specific, positive steps be
implemented as expeditiously as possible:
Full Federal Preemption of State Health Insurance Mandates. There are
currently over 800 state mandates which impose a myriad of requirements on health
insurance policies, thus significantly increasing the cost of premiums for non-self-insured
businesses and the cost of health care for all businesses. Freeing all policies from these
well-meaning but counterproductive mandates would immediately and significantly lower
the cost of health insurance for all tfir's and increase access for small business and
individuals alike.
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Preemption of State Laws Which Restrict Managed Care and Cost Sharing.
Managed care systems have proven effective. Yet, a number of states have enacted socalled "freedom-of-choice" laws or other provisions that block the efforts of those who buy
health care to implement innovative managed care systems. Further, many states have
regulations limiting the amount of cost-sharing by individuals, thereby inhibiting selective
contracting arrangements and barring incentives needed to encourage employees to be cost
conscious in their decision-making. Eliminating barriers to managed care could
substantially reduce costs due to wasteful or inappropriate care.
Reform of Insurance Underwriting. To assure health care access, health insurers,
HMO's and other plan sponsors should guarantee the availability and renewability of health
insurance to those who wish to purchase it, regarifless of size, status, or geographical
location of the purchaser. Risk-sharing should be increased by elimination of racing
practices which penalize individuals and small employers. Further, the denial of health
insurance to employees and dependents due to pre-existing conditions when an employer
changes his insurer or when employees change jobs should be prohibited. Cancellation of
insurance when employees or dependents file claims should also be prohibited.
Reform of Medical Malpractice Provisions. Prudent malpractice reform will
reduce the need for costly defensive testing and other forms of health care delivery used to
avert malpractice claims.
Full Deductibility of Health Insurance Premiums for All Businesses. While
incorporated businesses are allowed to deduct 100 percent of their health insurance
premiums, partnerships, sole proprietors and S-corporations only receive a 25 percent
deduction. The tax code should be amended to provide equal treatment to all businesses,
which would in turn provide an incentive to smaller companies to obtah, or expand health
insurance,
Consumer Empowerment and Individual Responsibility. A competitive health
care marketplace will not occur unless patients behave like educated consumers who believe
that they have a responsibility to make good health care decisions. Patients must become
active and informed participants in their own care and their own well-being. In order that
they and their surrogates may have timely and reliable information on fees, treatments, and
physician practices, the development and dissemination of data, including outcomes
research, and appropriate practice protocols and hospital ratings should be encouraged.
Wellness education is another significant key to controlling future health care expenditures.
Health Care Cost Increases Must be Brought Under Control. While the
recommendations listed above will have salutary effects on escalating costs and on current
cost-shifting to the employer-based system, more will need to be done. The development
of a market based system can provide affordable health care without compromising quality.
Incentives must be provided for government, providers, and private insurers to
aggressively pursue innovative purchasing and managed care techniques. Health care
providers must become part of the solution to escalating health care costs.
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PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

Thani you, Mr. Chairman.
Mr. Clairman, I want to thank you for the leadership you have shown in introducing this legislation.
I think that we have developed a consensus that reform of the small group health
insurance market, such as that contemplated by your legislation, is needed, is important, and is possible this year. I think most interested parties believe that passage of small group health insurance reform would be a major step forward.
[f there are any differences among interested parties, they do not seem to be on
the basic question of whether we ought to be trying to reform this market. Instead,
they are over questions of detail.
I don't mean to minimize such differences. They can be important.
One of the things I am concerned about, for instance, is the appropriate rating
bands for what the insurers call blocks of business. It seems clear that, as we impose limits on the variation in premium prices that insurers can charge small
Froups for health insurance policies, some of those groups will experience increases
in p renmilum s.
[f some of the insurers nre to be believed, some of those increases could be substantial.
Now, maybe that's a small price to pay for achieving greater reasonableness in
the cost of health insurance for many other small groups.
On the other hand, some small groups may have to drop insurance coverage if
the premium increases are too great. If this happens, we could just be compounding
the access problem we are trying to reduce.
I will be interested to hear what our witnesses have to say on this question.
I am also concerned about the degree of flexibility which should be provided the
various States in this legislation. I was struck by the point, made by one of our witnesme in his written testimony, to the effect that State marketplaces differ dramatically. He asserted that the same reform in one State may cause very little disruption, but in others may be very disruptive.
My own State of Iowa is one of the small number of States that has recently implenented reforms along the lines of the model law proposed by the national association of insurance commissioners. I would like to have some assurance that the
hill we are considering today would not disrupt what we have managed to accomplish in Iowa.
I will have some questions for our witnesses along these lines, Mr. Chairman, and
I am looking forward to the testimony.
PREPARED STATEMENT OF SENATOR ORRIN

G.

HATCH

Thank you, Mr. Chairman, PIT be brief.
Today's hearing centers on S. 1872, the bill that you introduced to reform the
health insurance marketplace, control rising health care costs, and expand Medicare
benefits to cover certain prevention activities.
Before we hear from the witnesses today, I think it is appropriate to step back
for a moment and reflect upon the importance of health care reform, and how we
get there from here.
At Tuesday's hearing several members, including the Majority Leader, spoke eloquently about the growing public outcry for repairing the health care system. Secretary Sullivan told us that the President has made reform a top national priority
by developing his plan.
As we continue through the legislative process, we must remember that ultimatelv what is at stake here is the security of our Nation's most precious commodity-the family.
To the extent possible in this election year, we should try to focus our efforts on
taking steps that represent. the best poh'cy mid not politically expedient measures
that sound good now but become unaffordable or otherwise unattractive later.
As we proceed down the path of reform, we must be respectful of our genuine differences of opinion on these complex questions and seek out and arrive at common
ground. This will not be easy, and it will be particularly difficult with our form of
democracy.
On this Committee alone we hold widely divergent views on basic issues such as
the proper role of the Federal aid State governments in health care, the extent to
which the private health care market should be retained and regulated, and precisely what type of individual rights and responsibilities should be reflected in our
health care system.
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We should respect each others' views and values and-for the good of the American people-do our best to reach an acceptable solution that takes these values into
consideration.
In this spirit, Mr. Chairman, there is mudc to say in favor of mudt of your bill,
particularly in the area of small market reform. There is great similarity between
S. 1872 aid many other health reform proposals. The President's proposal also encourages small market reform. Although not 100 percent identical in detail and
broader in scope, the plan of the Senate Republican Health Care Task Force is consistent in spirit with S. 1872, as far as yourbill goes, Mr. Chairman.
A major concern that I have with your bill-after we iron out all the nitty-gritty
details-is whether it goes far enough. Don't get me wrong, Mr. Chairman, I commend you for putting this piece of legislation on the table. I recognize that, given
the difficulties of election year politics, even this piece of legislation may prove too
much.
Let me just say, Mr. Chairman, that I support the intent of your legislation and
I am committed to working closely with you, and other members of the Colmnittee,
to fashion our best efforts into a truly a bipartisan solution to this seemingly intractable problem.
Not to support these types of reform would be a mistake but to support only these
reforms would also be a mistake.
To fix the health care system more completely, other corrective measures will be
needed. These range from community health' centers and reforming the medical liability system to the question of how to ensure that the proper incentives are included in our health care financing system.
We've got to start this job somewhere, and I want to go on record as stating that
S. 1872 is a much more promising avenue than the "Health-America" bill. I am
afraid that the Health America Bill would not only worsen our already threatened
economy but also tear at the fabric of our society by pitting small business against
large; young against old; and well against sick.
Mr. Chairman, I commend you for your efforts to address the serious problems
in our health care system, and I look forward to working with you in this effort and
to hearing from our witnesses today.

PREPARED STATEMENT OF KAY JOHNSON

Chairman Bentsen and Members of the Committee on behalf of the March of
Dimes Birth Defects Foundation, I would like to thank you for the opportunity to
appear before you today. I also would like to commend you for your continued intereat in the pressing problem of health care financing. The March of Dimes shares
the concern of other voluntary health organizations, health professionals, business
labor, and elected leaders about the growing number of uninsured Americans, and
the high (and growing) cost of health care. The mission of the March of Dimes is
to improve the health of babies by preventing birth defects and infant mortality.
Thus, we have a special interest in the barriers to access to care faced by millions
of American families who want to have health, babies.
I have submitted written remarks. In the interest of time, I will briefly summarize my written testimony.
I. WHAT PROBLEMS RESULT FROM OUR NATION'S FAILURE TO ENSURE UNIVERSAL
ACCESS TO ILEALTH CARE?

The Nation simply cannot afford to continue on its present course. This is especially true if we are to make good on our moral and ethical responsibilities to ensuring that babies are born with the greatest chance of survival.
# Each year, nearly 40,000 infants die before their first birthday. More than
8,000 of these die as a result of a birth defect and thousands more die from low
birthweight (less than 6.5 pounds).1
* The White House Infant Mortality Task Force estimated that every infant
death represents $380,000 in lost productivity and that one-quarter of the total
number of infant
deaths could be prevented with the knowledge and technology
2
now available.
Many factors contribute to the Nation's excess infant mortality. However, inadequate access to health care during pregnancy and at the time of birth is a major
contributor. Our policies and statistics reflect a half-hearted commitment to improvinginfant health and survival. Inadequate prenatal care is a key measure of access
to health care for pregnant women and infants.
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* We have made no progrers in improving early prenatal care - use since 1979.
A decade ago, one-quarter of all pregnant women received no prenatal care in
the critical first three months of pregnancy. That figure has not change.
# In 1989 more than 85,000 babies are born without benefit of any prenatal visits--this means that their mothers did not see a health provider before they arrived at the hospital to give birth.8
It is obvious that health status and utilization are linked to many factors. However, insurance is the first critical step in assuring access to services. In a landmark
report on prenatal care, the Institute of Medicine reported that:
"Financial barriers-particularly inadequate or no insurance and limited
personal funds-were the most important obstacles reported in 16 studies
of women who received insufficient care."'
From New York City to Oklahoma City, these studies document the financial barriers that keep women from receiving early and adequate prenatal care.
As the number of uninsured Americans has grown in recent years, women of
childbearing age add children experienced a disproportionate impact. Workers' children and dependent spouses often are excluded from employer-based health insurance plans. Young families rarely can afford to buy the additional coverage which
may cost $3,000 or more per year. As a result they live uninsured or underinsured.
Consider these facts:
* In 1990, despite recent expansions of Medicaid, an estimated 443,000 pregnant women had no health insurance. s
* In 1990 over 8.4 million women of childbearing age had no health insurance
(Figure 1). Of these, 6 million were working women.'*
* N early two-thirds of the uninsured are concentrated in low-income families.
The majority live in two-parent, working families with children. The typical
woman having a baby is fom such a family---she is in her twenties, married,
family income of just under $20,000 per year, with at least a high school education, and employed, or married to a man who is employed, full-time.7 (Figure
2)
* Over 9.2 million working women do not participate in the health insurance
plan offered by their employer. Of these, 36 percent are not eligible for benefits
and 7 percent find the cost too high.0 (Figure 3)
* Insurance coverage varies by occupation. Women workers employed in those
sectors dominated by small businesses or where self-employment is common are
most likely to have no health care coverage. (Figure 4)
* Women working in small businesses are much less likely than those employed
in medium mid large size firms to have health insurance. In businesses with
fewer than 25 employees, only 20 percent of women workers have em.
ployer-based health insurance, as compared to more than 60 percent of
those in large firms with 1000 or more employe.s.9 (Figure 8)
The problems of being uninsured are most serious for low income families who
cannot afford to pay for care "out-of-pocket." When a pregnancy occurs the need for
care is urgent but may go unmet. The average bill for having a baby is estimated
at over $4,000. (Figure 6) lTis conservative estimate, that assumes there are no
complications, represents one-fifth of the average income of a couple in their early
twenties.
Furthermore the concept of insurance is eroding. Many of the sickest populations
have been left behind. The preventive care needed by pregnant women and infants
often is left out of private "basic benefit" packages.
* An estimated 5; million women of childbearing age have private insurance that does not cover maternity care.10 This means that prenatal care
already is outside of the scope of coverage for thouands of pregnant women
each year.
• Uninsured women often cannot afford to purchase "out-of-pocket" the basic
services that might have given a baby a chance to survive, such as genetic
screening or treatment for sexually transmitted diseases and infections.
• Infants born with a birth defect may have conditions that are excluded categorically from insurance plans. For those who survive, health care coverage
may not be available to meet the cost of remedial care that could prevent or
limit disabilities.
Lack of health insurance has a direct relationship to the use of health care services and to health status. Evidence indicates that even when uninsured pregnant
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women and infants have obvious health needs and serious health problems, they receive significantly less care than their hisured counterparts.
When we fail to assure access to care for pregnant women and children, we miss
opportunities to prevent costly health problems. When families delay preventive
care, society pays.
* Prenatal care has been found to be effective and cost effective-saving $3 for
every $1 invested by improving infant health and reducing neonatal intensive
care costs.
* Neonatal intensive care is among the most costly of all hospital services, and
related hospital bills often go unpaid because infants are uninsured. About onequarter of unpaid hospital costs are for maternity and newborn care.
# Immunizations, beginning in infancy and delivered on time can save $10 for
every $1 invested. We pay more when infants do not receive vaccines and a case
of preventable pertussis or measles is the result.
It. WHAT ACTION MUST BE TAKEN IN RESPONSE TO THESE PROBLEMS?

It is clear that something must be done. The Nation cannot afford to spend 13
percent or more of GNP on health care. The debate on health care system reform
is gaining momentum and it will more clearly show the strengths and deficits of
various approaches. ffowever, action is urgently needed to help families and save
babies from preventable deaths.
The March of Dimes believes strongly that the unique needs of pregnant women
and infants must be considered in the health care reform debate. To that end, we
have supported a project of the National Academy of Sciences, National Forum on
the Future of Children and Families that will set out principles for evaluating the
adequacy of health care reform proposals in relation to maternal and child health.1 1
In the broad health care reform debate, the March of Dimes believes that: (1) Any
health care reform proposal should assure that all children and pregnant women
have health care coverage, either public or private; (2) Insurance reform is a start,
but it won't solve the crisis in access to health care-improvements are needed in
the content, distribution, and appropriateness of services; (3) A health care reform
plan should ensure comprehensive benefits for pregnant women and children, with
emphasis on prevention; (4) Cost containment must be a priority, and strategies to
better manage costs include the increased use of preventive services; and (6) A
health care reform plan should not only focus on medical care, health research is
critical to development of preventive interventions and improved outcomes.
In keeping with these principles, the March of Dimes supports the direction taken
in 8. 1872. We recognize that this legislation is not intended to be a substitute for
the more "comprehensive", reform proposals introduced by other members of Congress and urge the Finance Committee to fully explore approaches for com.
prehensive reform. At the same time, more than 34 million Americans need health
care coverage today. In an incremental approach such as that taken in S. 1872, we
support the following:
* Standard or basic benefit packages that emphasize prevention. Specifically benefit packages that include comprehensive maternity benefits (i.e.
prenatal, labor and delivery, and postpartum services) and comprehensive well
child care beginning in infancy (i.e. immunization services, preventive medical
and dental screening tests and examinations). These benefits should be specifically referenced in legislative language describing benefits.
* Mechanisms to ensure the quality of managed care plans. Certification
of plans and other 'quality assurance mechanisms are essential to protecting
consumers and budgets. Care coordination has been shown to be effective in improving pregnancy outcomes in at least one State. However, reports from
around the country indicate that managed care does not necessarily save money
and that left unsupervised, some managed care plans have failed to provide
basic and preventive care to mothers and giants.
* Efforts to eliminate pre-existing condition exclusions. Pregnant women
should not be subject to job lock for fear that they will be unable to transfer
maternity coverage. Infants born with birth defects and other special health
care needs should be covered from birth and not be excluded from coverage for
necessary remedial care. The insurance industry should not be permitted to
skim the top for the cream of our Nation's crop of children.
# Funding for prevention and outcomes research. Health services research to identify possible new treatments, determine the effectiveness of preventive interventions, and develop guidelines for coverage of preventive services
is essential to cost management. Major gaps in evidence to evaluate the effec-
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tiveness of preventive services have been documented. 12 The size of the research
agenda in preventive medicine should be increased.
* Reforms to increase health care coverage among workers in small
businesses. Employment in a small business usually translates into
inadequate insurance coverage for families and children, particularly for pregnant
women and infants. Effort to make insurance afforable for small business
owners are essential. We urge the committee to avoid any rating approach that
would isolate or penalize pregnant women. Protecting the health of pregnant
women and infants is a societal responsibility.
Mr. Chairman, we are not naive enough to believe that there are easy answers
to the current crisis in health care. Your work along with that of your colleagues,
will shape and refine reforms in the Nation's health care system. We urge you to
act thoughtfilly and expeditiously to ensure access to care for all Americans. As
you
move forward, we hope that you will put pregnant women and children into the life.
boat first. Their health and productivity are the hope for tomorrow. We camot afford to neglect their needs and our future.
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PRPARED.STATEMENT OF ROnERT LEMOND

Mr. Chairman, my name is Robert LeMond. I am an architect from Fort Worth,
Texas, and I am here today to represent the American Institute of Architects. I am
a former president of the Texas society of Architects, a former member of the A|A's
national 3oard of Directors, a former chairman of the AIA's national Government
Affairs Committee, and am currently the chairman of the Texas Society of Archi.
tects Insurance Trust. I am also a member of the AIAs College of Fellows.
On behalf of the 56,000 members of the AIA,I would like to express our appreciation for this opportunity to testily on health care cost and access, and to commend
your leadership in introducing S. 1872, the Better Access to Affordable Health Care
Act. This legislation embraces the incremental approach to health care reform advocated by the MA and avoids proposals that would restructure our health system to
the detriment of quality, technology, and research.
Founded in 1857, the AIA is the Nation's professional association for architects.
The Institute represents nearly 65 percent of the U.S. architectural profession. Most
architects are either small business owners or employees, and therein lies our interest in your legislation.
The AIA endorses the general concepts of the entire bill, but there are three major
provisions that we would like to examine for our purposes here today: the permanent increase in deductible health insurance costs for self-employed individuals; improvements in portability of private health insurance; and health care cost containment.
HEALTH INSXTNNCE DEDUCTIBILITY

The cost of health insurance for the average architectural firm has at least doubled-and in some States quadrupled-in the past 5 years. Architectural firms are
in a strange situation with regard to deducting the cost of health insurance. In
many States, architects and other "Professional service organizations" a not incorporate; 73 percent of the approximately 17,000 firms represented by the AIA's
membership are not incorporated and so, under existing law, may deduct only 25
percent of the owner's health insurance costs. This is particularly onerous since 30
percent of these 17,000 firms are sole-proprietorships. Despite these facts, 64 percent of AIA firms offer medical insurance for their employees, and of that 64 percent, 79 percent pay the entire cost.
Mr. Chairman I am sure you will not be surprised when I tell you that the ArA
estimates that the percentage of firms provding insurance was 20 percent higher
just 2 years ago. The Institute believes that this decline is continuing, and that it
is picking up speed. I would like to submit for the record table 7.12 of the 1991 AIA
Firm Survey. As you look at this statistical table, please keep in mind that 66 percent of the AIA's 17,000 firms consist of four employees or less. As you can see, the
percentage of firms providing medical benefits dramatically decreases for smaller
firms. Only 33 percent of single-member firms provide insurance, compared to 99
percent of ru-ms with 20 or more employees.
Architects in solo practice in New York, California, Utah, Kansas, Florida, and
nearly every other State in the union have called the AA to express dismay that
only 25 percent of their health insurance costs were deductible. One architect from
Vermont called just last week to make sure her accountant wasn't in error.
Cost equals access for most small businesses. It is patently inequitable that small
businesses are treated differently from corporations--many of which tend to be ui'er and are able to negotiate lower health insurance rates anyway-by virtue of their
legal organization.
Of all the health care reforms currently being considered by Congress, a full 100
percent deduction for unincorporated businesses is one of the few areas of consensus. The philosophy behind the deduction is simple and tested: providing incentives
to purchase health insurance works. The complete deduction for America's self-employed workers should be enacted as soon as possible as the first step to encourage
wider coverage of working Americans.
HFALTH INSURANCE PORTABILITY

I would like to share with you some characteristics of the architectural profession:

* Architects tend to change jobs frequently-either by changing firms or by
opening their own firms.
* The architectural profession is aging. The average age of an AIA member is
40+, and rising.
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* Architects tend to work past age 65, when other American workers tend to
retire. Many of the best luown and most respected American architects are octogenarians, and are still designing award-winning structures.
These characteristics increase the likelihood of architects being unable to obtain
or to afford health insurance coverage at some point in their lives. The firm to which
an architect moves may not offer insurance. The architect may have a pre-existing
condition that would deny him or her coverage. Illnesses or conditions associated
with age could increase the cost of insurance, making it prohibitively expensive. It's
no secret that the paperwork and red-tape associated with Medicare and Medicare
supplements arp health hazards themselves.
There is an architectural firm in Texas where the single principal whose name
the firm bears, is the only person left on a group indemnity program. The insurance
company is now demanding 100 percent participation from the firm or the coverage
will be terminated. Employees there pay their own premiums, and are all participants in an HMO not sponsored by the carrier of the firm's group plan. At age 60,
after open heart surgery, the principal architect is uninsurable. He will more than
likely soon be left without coverage.
Another architect left his position on the faculty of a major university to go into
private practice, opening a firm of his own. His COBRA benefits were soon to run
out and he was seeking insurance for his family, in particular for his 8-year old
daughter who is diabetic. fie expected her diabetes to be waived for a period, but
he was concerned about other potential health problems because she is an active
young girl, attending school andparticipating in youth soccer. He could find no coverage for her at all.
The AIA believes that S. 1872 adequately addresses the problem of portability,
and will allow millions of heretofore uninsured Americans to gain access to care
through insurance coverage.
IFMLTII CARE COST CONTAINMENT

The AIA's best estimate is that design firms devote about 8 percent of their annual payroll costs to health benefits--in many firms the second largest business expense after salaries. According to the J. Foster Higgins annual health benefits survey, the cost of health insurance can be the greatest payroll line-item cost for a business, exceeding the combined cost of workers compensation and general liability insurance.
The Institute along with many other trade and professional associations, has attempted to combat the high cost of insurance for its members by organizing its own
insurance trust to represent architects in negotiating with insurance carriers. Approximately 7 percent of the AIA's member-owned firms are currently covered by
the AIA Trust's health plan. Several State AIA chapters--including Texas, Pennsylvania, and California-have organized their own 'Trusts," covering another 7
percent of the AIA's member-owned firms. The AIA Trust programs cover a total
of about 13,000 people.
The ALA Trust provides a necessary service for thousands of AIA members and
their families who otherwise would not be able to afford or to obtain insurance. People over the age of 65, in particular, are paying unbelievably high premiums. A 57year old architect from Kansas called the ALA Trust recently to see itthere was any
relief from the almost $10,000 annually he is paying for 3070 coverage for himself
etr
ber imse
payingfor 30-7 c
and his wife. The AIA Trust was able to offer them lower premiums or ettr coverage, but the amount was still a significant percentage of their annual budget.
We are concerned that some of the provisions of S. 1872 may jeopardize these association-based plans. A literal interpretation of this bill could force our national
plan to offer coverage to non-architects in any geographical area in which we currently have participants. Obviously this would destroy the primary purpose and
value of the plan, which is to offer the kind of coverage that architects need.
Professional and trade associations can play an important role in the planning
ar~i implementation of any changes to the current health care delivery system.
Needs assessment, ability to pay based on the industry, and other information can
be provided by such organizations. Education of members, something we have already begun at the AIA, could be extended to notifying members of any changes to
the health care delivery system. We would respectfully ask you and your committee
to examine the provisions of S. 1872 that would inhibit the ability of associations
to offer health insurance plans.
Aside from tis concern the AIA endorses your efforts to control the cost of health
care. We would suggest that in addition to the duties already outlined in your bill
for the Health Care Cost Commission, you might consider adding an examination
of the efficiency and consistency of the State bureaucracies in dealing with health
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insurance. When the AIA Trust offered a new, improved insurance plan to its members, it took almost a year for the 60 States-each moving at its own speed and with
no sense of urgency-to grant final approval of the plan. This could prove to be a
major stumbling block to the implementation of any improvements your legislation
would offer.
Tie authorization of funds for additional outcomes research is an important component of bringing the discipline of the market to health care purchasing. Better informed consumers and providers will vastly improve the current health care delivery
system.
Mr. Chairman, S. 1872 offers readily-enactable, market-based solutions to America's health care crisis. Its provisions would promote affordable health care without
compromising the quality of care that Americans have come to expect. I would like
to offer the resources of the AIA and its membership in seeing this legislation enacted and implemented. Again, we appreciate this op portunity to testify, and I11 be
happy to answer any questions that the members of the Committee might have.
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PREPARED STATEMENT OF MILDRED MCCAULEY

Good morning. My name is Mildred Mccauley and I am from Myrtle Creek, Oregon. 1 am a member of the Board of Directors for the American Association of Retired Persons. I am pleased to have the opportunity to appear before the Committee
today to discuss the need for Medicare coverage of preventive tiervices.
Let me begin by commending you Senator Bentsen, and the Committee, for holding this hearing. Your exploration of insurance market reform and your efforts to
address one of the most serious deficiencies in the Medicare program-a lack of coverage for preventive health care-are both small but "mportant steps toward comprehensive health care reform. while my testimony today will focus on the need for
expanded preventive care in the Medicare program, I would be remiss if I did not
say initially that the Association believes firmly that our Nation's health care system needs major reform to enable it to provide affordable, quality health care to individuals of all ages. The insurance market reforms and the Medicare expansions
being discussed today are steps in the right direction, but they must be a part of
a larger strategy that will retool our fragmented, expensive and increasingly deficient health care system.
INSURANCE MARKET REFORMS

Roughly one half of AARP's members are between the ages of 50 and 65. Recent
surveys tell us that it is this group that is most concerned about reforming our
health care system, as well as losing their own health insurance. Many of these individuals retired early believing that their retiree health benefits were 'assured, only
to find their benefits reduced or even canceled. Others, including many small business owners, are beingpriced out of the health insurance market.
Insurance market reforms are inadequate by themselves to make insurance more
widely available and to contain health care costs, but they are an important compliment to broader reform. We would be pleased to work with this Committee over
the next month to help develop a package of insurance market reforms that provides
real benefits to consumers. We want to take this opportunity today to urge you to
include in that package strong consumer protections that ensure that purchasers receive real value for their insurance premium dollar.
In this regard, I want to emphasize the importance of including consumer protection standards for long-ter a care policies in S. 1872, along with the market reforms
for acute care health insurance.
In the absence of comprehensive long-term care legislation, and in light of the increasing numbers of Americans who are turning to private long-term care insurance
to protect themselves against the high costs of long-term care, the Association believes that efforts to create uniform Federal consumer protection standards for loneterm care policies are essential. Unless the Federal government takes action, consumers will waste millions of dollars on long.term care policies that fail to provide
real benefits. Recent studies by the General Accounting Office, the Inspector General and Project HOPE have confirmed that few States are doing an adequate job
of enacting and enforcing consumer protection standards in this area. It is our hope
that legislation will be enacted into law during this Congress which accomplishes
the following objectives:
* protects consumers against policies that are not likely to ever provide benefits, even if the need arises;
* assures that these products are marketed and sold in a fair and informative
manner;
* collects data that enables assessment over time of the real value of long-term
care insurance policies to consumers; and,
* eliminates policy limitations and restrictions that cause confiion and significantly reduce the value of policies.
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PREVENTIVE HEALTH CARE

My own experience with breast cancer has indelibly impressed upon me that pre.
ventive care not only saves the expense of costlier treatments that are required if
a serious illness goes undetected-it can also save lives. Unfortunately, early detection is often not an option for millions of older Americans who have no coverage for
even the most basic preventive care services.
Medicare's lack of coverage for preventive health care is more than a financial
drawback for older beneficiaries; it is a symptom of a much greater problem-a seri.
ously disjointed and increasing expensive health care system. Millions of Americans
now finding
that their
is alarmingly
Millions are
more--many
of whom
are health
work care
mencoverage
and women
and theirinadequate.
families-have
no access to health care coverage at all. While most older persons rely on the Medicare program, serious gaps in coverage, such as prescription drugs, are undercutting
the filnacial protection it provides.
The root of the problem is the uninhibited growth in health care costs. The phenomenal increase is health care costs over the past several years has created an
ever increasing barrier to access.
The increasing vulnerability of all Americans, regardless of age or income, underscores the need for broader health care reform. AARP is committed to achieving a
health care system that ensures all individuals access to affordable medical and
long-term care. We view incremental steps-ouch as the coverage of preventive care
services under Medicare-as one way of moving us closer to the goal of comprehensive reform, so long as those incremental steps are consistent with an overall
blueprint for comprehensive reform.
The Association's testimony will focus on four specific issues:
1) the effect of rising health care costs on older American's ability to seek preventive care;
(2) the importance of the benefits included in the Better Access to Affordable
Health Care Act of 1991, S. 1872;
(3) financing the new and expanded benefits; and,
(4) Medicare coverage of preventive care as an incremental step toward com.
preheneive reform of the health care system.
RISING HEALTH CARE COSTS

Older Americans currently spend approximately 16 percent of their yearly income
on health care-roughly the same percentage they spent before Medicare was enacted. The extraordinary increase i health care costs is the primary reason for this
dramatic rise in out-of-pocket payments.
In 1990, health care expenditures in the U.S. totalled approximately $666 billion,
an increase of 10.3 percent over 1989. Over the last decade, health care costs have
increased, on average, 11 percent annually. These cost increases have significantly
widened the gap in Medicare's protection of beneficiaries.
In addition to the steady rise in premiums and the cost of coinsurance, rising
health care costs have translated into higher out-of-pocket expenses for services not
covered by Medicare. For every dollar beneficiaries a end on Medicare services, they
spend another fifty cents to one dollar on non-coveres services like preventive health
care. For many older persons, and particularly those with lower incomes, thest '.osts
become a barrier to important preventive services.
TIlE NEED FOR COVERAGE OF PREVENTIVE CARE

Detecting an illness before it becomes life-threatening is one of the greatest benefits of preventive health care. The American Cancer Society estimates for instance,
that with early detection, about 87 percent of individuals, compared to the current
two-thirds, who contract the more treatable types of cancer-inc uding breast cancer
and colorectal cancer-would survive. This means that of those people who were diagnosed with cancer in 1991 nearly 100,000 more would live if their condition had
been detected earlier. For older Americans, access to preventive services is particularly important given that age is often the most significant risk factor in contracting
many diseases.
Another advantage of preventive care is avoiding the necessity of costlier treatments. For example, a Congressional Budget Office analysis of Medicare coverage
of annual mammography screening cited studies which found that the cost of treating breast cancer detected at an early stage is less than the cost of treatment once
the disease has progressed.
T he recognition that preventive care is gaining an increasingly important role in
our health care system is evidenced by a recent health care reform survey conducted
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for AARP by DYG, Inc. This survey, of 1,400 people age 18 and older, found that
there is a strong public preference--expressed by Americans of all ages-for a
health care system that includes preventive health care. In fact, when asked to rank
the relative importance of key components of a health care program, survey participants ranked preventive care, whether as part of a "basic health plan" or more generous "enhanced medical coverage," second only to their concerns about the factor
of "cost/willingness to pay."
THE BENEFITS IN 8. 1872

The Better Access to Affordable Health Care Act of 1991, S. 1872, would provide
Medicare coverage for some of the more widely recommended preventive care services.
Ann ual Mammography Screening
Breast cancer is the most frequently occurring cancer in women, and is the second
leading cause of cancer deaths among women today. This year alone, one in nine
American women will develop this disease. Older women are the most vulnerable.
With early detection, however, the survival rate of localized breast cancer is an astonishing 91 percent.
I myself have survived breast cancer. My condition was detected through a physician's examination and manmmograms. Because the disease was diagnosed at an
early stage, the cancer was successfully eliminated. I now have a clean bill of health
and have resumed an active life. I can tell you first hand that preventive care is
a life saving benefit.
The current Medicare mammography benefit provides only biennial coverage for
women over the age of 64. S. 1872 would allow Medicare beneficiaries over the age
of 60 to receive annual mammography screening. while there is still a lack of comprehensive age-specific research on the appropriate frequency of mammography
screening for older women, age is a well documented risk factor. In light of this
the American Cancer Society and the National Cancer Institute recommend annual
mammograms for women over the age of 60 and AARP recommends that women follow this guideline.
Colorectal CancerScreening
Each year, over 100,000 people 66 years of age and older are diagnosed with
colorectal cancer. In fact, nearly three out of every four new cases of colorectal cancer occur in older persons. Age is one of the strongest risk factors associated with
this disease. According to the Office of Technology Assessment, the incidence of
colorectal cancer in men 60 years of age is 67 per 100,000. By the age of 66, the
incidence rises to 244 per 100,000, and by 76 years old it is 411 cases per 100,000.
while women have lower rates of colorectal cancer, the incidence still increases with
age.
When colorectal cancer is detected at an early stage, the rate of survival is very
encouraging-88 percent for colon cancer and 80 percent for rectal cancer. Yet the
two most commonly recommended tests for detection of this disease-a stool blood
slide and proctosigmoidoscopy-are not covered by Medicare.
S. 1872 provides coverage for colorectal cancer screening. Coverage of these two
important preventive tests will enable thousands of Medicare beneficiaries to better
safeguard their health.
Immunizations
For most Americans, an onset of the flu is not a serious condition. But for some,
particularly older persons, influenza is often life-threatening. The Centers for Disease Control estimate that a typical flu epidemic will cause over 20,000 deaths, and
most of these will be individuals over the age of 66. Both the Centers for Disease
Control and the American College of Physicians recommend flu vaccines for persons
over the age of 66, yet Medicare does not cover this service for all beneficiaries.
Congress recognized the importance of making flu vaccines available to older
Americans when it approved a vaccine demonstration project as part of the Omnibus
Budget Reconciliation Act (013RA) of 1987. If the vaccine proved to be cost-effective,
the law provided that Medicare would be expanded to include coverage of the benefit. Unfortunately the initial report on the project, which was due in 1990, was not
released, and Medicare coverage of flu vaccines remains limited to those individuals
participating in pilot projects.
Since it is not clear when the report's findings will become available onl a small
number of beneficiaries enjoy this protection. 8. 1872 would provide Medicare coverage of yearly flu vaccines nationwide, thereby ensuring that all beneficiaries are
protected from a potentially serious conition.
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Well.Child Care for End Stage Renal Disease (ESRD)Beneficiaries
The Renal
Medicare program currently provides coverage for qualified children with' End
Stage
Disease (FSRD). These children are eligible for all Part A benefit, including transplants, as well as Part B services. Yet Medicare's lack of preventive
coverage means that these children can receive care only for renal failure not for
the basic preventive care necessary to otherwise ensure their overall good health.
S. 1872 would remedy this problem for the approximately 500 children under the
age of seven who are Medicare ESRD beneficiaries. In addition to their current
Medicare benefits, these children would also be covered for routine immunizations,
office visits and routine lab tests.
Including coverage of preventive services for younger ESRD Medicare beneficiaries is a logical step. Medicare already covers the services associated with end
stage renal disease, yet without good basic care, many of these other services are
not as effective as they could be. This improvement in Medicare will ensure that
a particularly vulnerable population of beneficiaries has access to greatly needed
care.
Preventive Care Demonstration Projects
S. 1872 also establishes a series of preventive care demonstration projects to examine the feasibility of expanding Medicare coverage for additional preventive care
services. Given the debate over the effectiveness of certain preventive care benefits,
such as osteoporosis screening, AARP believes that establishing demonstration
projects is a prudent way to determine the appropriateness of additional benefit. in
the Medicare program. At the same time, we do not believe that demonstration
projects, like the OBRA '87 influenza study noted above should become a convenient device to further delay consideration of a broader Medicare benefit.
We are very pleased that one of the demonstration projects included in this provision is a one-time comprehensive health assessment for older individuals. General
physical examinations are the foundation for maintaining good health et are not
covered by Medicare. This means that many older persons often do no seek care
until symptoms of an illness exist. By that time a preventable condition way have
worsened and the risk of higher health care costs is greater. AARP believes that
health assessment should be part of any comprehensive preventive health care program.
Office of Technology Assessment (OTA) Study
AARP is also pleased that the legislation requires the Office of Technology Assessment (OTA), after conducting a study, to recommend a process for determining the
criteria to be used in making Medicare decisions for additional preventive services.
AARP believes that this type of study is necessary. while the Association supports
coverage of preventive care under Medicare, we believe that tests of appropriateness
and effectiveness must be applied to coverage of preventive services, just as they
should be app lied to the rest of the health care system. Preventive screening techniques should not be used simply because they are available, but because they are
an effective means of detecting and preventing an illness.
Financing
S. 1872 does not include a specific method for financing the new and expanded
preventive care benefits. Given the current budget rules, the lack of a financing
mechanism raises some concerns.
The Association views the traditional financing of Medicare Part B-which
spreads the cost of the program across the entire population--as the most appropriate financing structure for new Medicare benefits.
Some have suggested that this structure results in upper income beneficiaries receiving undue benefit. at the expense of general taxpayers. With the exception of
low-income Qualified Medicare Beneficiaries (QMBs), all Medicare beneficiaries pay
approximately 25 percent of program costs through premiums, but what is often ignored is the fact that over half of the 33 million Medicare beneficiaries also subsidize the Part B Trust Fund by paying Federal income tax. Of total income tax paid
by individuals, roughly 9 percent inances Medicare Part B (assuming that the general fund revenues designated for Part B come entirely out of individual Federal income tax). In short, Meicare beneficiaries who are more fortunate than others help
support those who are less fortunate.
CONCLUSION

AARP applauds your efforts to close some of the existing " aais in the Medicare
program by expanding coverage for preventive health care. This is an important incremental step towards broadening access. However, the Association believes that

122
each incremental step should move us closer to the overall goal of comprehensive
health care reform. As a Nation, we can no longer afford to continue a piecemeal
approach towards health care.
AARP recognizes that broad public consensus will be key to achieving a health
care system that provides access to both acute and long-term care services for all
indivi uals. It is not enough to simply express udappiness with the current system, as most surveys today show. It is equally, if not more important, for the public
to understand that there are choices, trade-ofs and costs associated with reforming
the health care system. That is why continued public education is essential. Only
by educating the public about the need for change and the choices that must be
made can we expect to achieve a broad consensus.
Clearly the Association catnot build a broad public consensus on its own. It is
incumbent upon the Administration and a bi-partisan Congress, as well as AARP
and other groups, to lay the groundwork that will focus public attention on the
tough question and tradeoffs that must be part of the solution, such as:
" What elements of a health care system are most important to Americans?
" Are we willing to make the tradeoffs that will be necessary to ensure access
for all Americans?
# Are we willing to pay the cost of these benefits, not only in the aggregate,
buit as individual taxpayers?
These questions--which ultimately focus on how a reformed health care system
would be financed and on Americans' willingness to pay for such reform-will be
at the center of the debate.
The 1992 elections will offer an important opportunity to help inform the public
about the choices and costs of reforming our health care system.
AARP, through the efforts of our volunteer leaders around the country, is working
to ensure that the 1992 elections are a forum for a national debate on health care
reform.
Mr. Chairman, thank you for the opportunity to testify today. AARP looks forward
to working with you and this committee to make health care reform a reality.
III
Mr. Chairman my name is John Motley, and I am the Vice president of Federal
Governmental Relations for the National Federation of Independent Business
(NFIB). NFIB is the Nation's largest small business advocacy organization, representing more than 600,000 small and independent business owners Nationwide.
Thank you for this opportunity to teeitify before the Finance Committee on S.
1872, the Better Access to Affordable Health Care Act, introduced by Chairman
Bentsen, Senator Durenberger, and 21 other members of this Committee.
PREPARED STATEMENT OF JOHN J. MOTLEY,

TIlE STATUS QUO IS UNACCEPTABLE

The cost and availability of health insurance is the number one problem facing
the Nation's small business community. It has grown to such proportions over the
last decade that the status quc Is no longer acceptable. America's small business owners need relief from rapidly rising health insurance bills, and they need
it in 1992. Neither they nor their employees can afford to wait until after the No.
vember election, or even worse, until after the political debate surrounding the
health care issue is completely decided.
Small business concern about health insurance first surfaced for NFIB in 1986
when it finished number one out of 76 potential problems presented to our members. In the NFIB Foundation's in-depth study, Small Business and Health Care
completed in 1990, 92 percent of the respondents said that health insurance was
"a serious business problem." In the soon-to-be-released 1992 follow-up to our 1986
survey, Problems and Priorities, the coot of health insurance is still the number one
problem, but it is now twice as critical as number two, which is "Federal taxes on
business income." Between 1987 and 1991, the cost of health insurance for a single
employee rose 79 percent and for family coverage 72 percent. According to Forster
and Higgins, the average per employee cost of health insurance in 1991 was over
$3 100 All of these figures are considerably hiher for the typical small business.
for years, employers of all sizes have been trymg to find ways to control and slow
these rapid increases. Larger firms and insurers have instituted cost containment
,Arategies like managed care. Almost all employers have tried spreading the pair
by increasing employee deductibles and co-payments. None of these steps have been
very effective. In our 1990 study cited above, 91 percent of the respondents reported
that the cost of health insurance was "becoming prohibitive, expensive."
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Continued rapidly rising medical costs and the steps employers have taken to try
to control them have led to increasing middle-class fear. NFIB members are typical.
They are deeply concerned that they will not be able to afford to provide health insurance for their employees or even their own families.
It was middle-class fear that reared its head last November in Pennsylvania, and
it is middle-class fear that shows up in almost every poll taken. In fact, middle-class
fear has replaced access for the uninsured as the driving force behind health care
reform, and it is the reason why S. 1872 is a very important piece of legislation.
For years, there has been a growing consensus that past government actions have
thrown both the health care and health insurance market places into turmoil. And
while there remains strong differences of opinion on how to deal with health care
and access for the uninsured, there appears to be broad agreement on the steps that
need to be taken to correct the health insurance market.
From Senator Kennedy to President Bush and from Senator Chafee's S. 1936 to
Chairman Bentsen's S. 1872 there is consensus or near consensus on a number of
reforms. From 100 percent deductibility for the self-employed to insurance market
reforms and from preemption of State mandates to small business insurance purchasing groups, there is agreement. Whether someone calls these changes "a first
step," "a down payment on reform" or an "incremental solution," they need to be
made now, in 1992 before the 102nd Congress adjourns.
For some time, these needed and agreed upon reforms have been held hostage by
those who believe that they should only be included as part of a larger, more comprehensive solution, If they are enacted by themselves, so the argument goes, the
momentum for a more radical solution diminishes, putting comprehensive reforms
off indefinitely. Therefore, these changes need to be held back, as hostages, to extract business community or moderate support for the more radical approach.
The problem with this argument is that none of the so-called comprehensive or
universal solutions on either the left or the right, from a single payer system to complete individual responsibility, have any chance of being enacted and signed into law
anytime soon. The opposing forces are firm in their beliefs and politically potent.
Therefore, none of these more grandiose solutions can be enacted until the political
debate is over, and the business community particularly the small business community, cannot wait that long. As I stated in the beginning of my testimony, the status
quo is no longer acceptable to the American business community.
Because the health insurance crisis demands immediate attention, NF|B commends Chairman Bentsen, Senator Durenberger and the other cosponsoring members of this Committee for introducing S. 1872, which combines in one piece of legislation many of the consensus steps that need to be taken in 1992. If S. 1872 is enacted, it will reduce middle-class fear by stabilizing the health insurance marketplace. It will begin to address the problem of the insured by providing access and
incentives to small business owners who have been frozen out of the health insurance market by cost. It will equalize treatment between employers and take the first
needed steps toward effective cost containment.
NFIB urges quick action on S. 1872 or similar legislation. We strongly support
its enactment and hope that the Committee and the Administration will reach
agreement quickly so it can be signed into law before the 102nd Congress adjourns.
VIEWS ON S. 1872

While NFIB supports S. 1872, there are some sections that we favor more strongly
than others and some we have concerns about. Below is a discussion of these sections, plus our recommendations for additions to the bill:
Strongly Support
Parity for the Self-Employed-There is absolutely no reason why self-employed
business owners should not have the same tax deduction for health insurance that
corporations have. If they did, many of the 4.8 million (estimate) uninsured, selfemployed would purchase health insurance not only for themselves, but also for
their estimated 4.6 million employees. With this simple act of
increasing the

deduction for health insurance premiums for the self-employed from 25 to 100 per-

cent, a significant portion of the problem of the uninsured can be addressed.
Small Business insurance Market Reform-To the severe detriment of small business, the health insurance marketplace has changed dramatically since the enactment of ERISA. Today 59 percent of insured workers are employed by firms that
self-insure, leaving only small, Main Street businesses exposed to te changing
practices of a fragmented health insurance market. These small firms are subject
to State mandates and premium taxes, medical underwriting, huge administrative
costs, unilateral decisions, bait-and-switch tactics and high premium increases.
Many can't find insurance, and those that can, worry that they won't be able to af.

55-928 0 - 92 - 5
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ford it in six months. The insurance market reforms in S. 1872 should stabilize the
health insurance marketplace for small firms. Availability, renewability, and portability will be guaranteed, and only reasonable rate increases will be allowed.
Preemption of State Mandates and Basic Care Policies-Even with the changes in
S. 1872, many small, marginal firms would not be able to afford the Cadillac health
insurance policies prescribed by States through legislated (mandated) coverage. In
many States such as Maryland, which has 33 legislated coverages, these mandates
price the small employer out of the market. Studies clearly show that there is a progression in fringe benefits and levels of coverage as firms mature and grow profitable. 'The public policy goal of Congress should be a low cost, basic policy that can
be marketed nationally so that newer firms can afford to provide a minimum level
of coverage for their employees as soon as possible. When the only option available
is a Cadillac plan, requiring 30 to 36 expensive benefits, coverage of employees is
delayed and may never happen. The preemption of State mandates will allow the
insurance industry to design and market this type of policy, increasing the likelihood that small businesses will be able to purchase them.
Small Business Purchasing Groups-Experbnents with purchasing groups that in
effect, allow small firms to band together and self-insure are very encouraging. TIey
have real potential for reducing the cost of coverage to a level that many Main
Street size firms can afford. Done properly, they not only side-step State mandates
and premium taxes, but cut administrative and medical costs.
Concerns
Minimum Standard Parkages-The key to finding a solution for small firms is
lowering the cost of a policy to the point where it is truly affordable. Standard benefit packages, like the ones in S. 1872 and Senator Kennedy's "play-or-pay" proposal,
badly miss the mark. While they may not be Cadillac plans they include expensive
coverages, such as mental health care and drug and alcohol abuse, and limitations
on cost sharing by employees. It appears that they are designed to fail because they
will be priced beyond the ability of many small firms to pay for them.
In addition, a standard plan set in law just begs to become the target of legislative
gamesmanship. After all, that is how the current system developed over 800 State
mandates. For these reasons, NFIB is strongly opposed to 1 slated standard plans.
It is one of the major flaws in "play-or-pay." Fortunately, . 1872 also provide; for
basic health insurance plans designed from categories of coverage. While NFIB prefers to have the design decision completely in the hands of insurers, the basic plan
options in S. 1872 seems to be a workable compromise.
Preemption Only For Small Business Market-As inferred above, NFIBprefers the
complete preemption of State mandated coverage. The ultim ate goal of insurance
market reform should be the freedom for an insurer to design a basic or essential
care package that can be marketed and sold to NFIB's 500,000 members in all 60
States (one in every nine employers in the United States) through our magazine.
So long as State and/or Federal legislative or regulatory schemes prevent this, we
believe that they are counterproductive to sound public policy.
Rating Bands-NFIB simply does not have enough teclmxcal expertise to be comfortable that rating bands will work in the best interests of small business health
insurance purchasers. They appear to be a workable compromise between the current, unacceptable system of underwriting, and a return to community rating, which
inmurers oppose. Loose bands, which the industry favors could work against small
firms, while tighter bands could inhibit the operation of the market. Since this is
such a technical area, we urge that its impact be monitored closely.
One Person Businesses-NFIB appreciates the Chairman's effort to expand the
scope of small business market reforms to encompass firms with two to ffty employees. Unfortunately, this still leaves one person-the owner-firma out in the cold.
NFIB realizes that there are significo'rt problems, such as adverse selection in covering one-person firms but we urge the Committee to continue to search fOr ways
to include this group obusiness owners.
Additions for Consideration
Medical MalpracticeReform-In testimony after testimony, NFIB has stated that
insurance market reform cannot be successful without effective medical cost containment. Medical inflation is the root of the health insurance market problem, and to
reform the latter without controlling the former is like putting a bandaid on a bullet
wound. S. 1872 takes a first step toward cost containment by dealing with restraints
on managed care and encouraging outcomes research, but more needs to be done
now not later. NFIB strongly urges the Committee to include effective medical malpractice tort reforms in whatever vehicle it takes to the floor. Without action in this
area, there is little hope of curtailing the practice of expensive defensive medicine
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or of reducing the exorbitant medical malpractice insurance rates practioners must
now pay.
Small Bltsines,9 Purchasing Group.--S. 1872 provides for grants for a number of
State pilot programs to test small business purchasing groups. This, as mentioned
earlier, is an innovation with real promise for small firms, but the recent announcement by the President of his proposal, which features small business Health Insurance Networks (HLNs), may provide an opportunity to go farther, faster. NFIB urges
you to explore this option with the Administration and other interested parties to
see if the timetable for action in this area can be advanced.
CONCLUSION

NFIB strongly supports S. 1872 because it effectively addresses the most critical
problem facing smaU business owners today, the availability and cost of health insurance. It combines a series of reforms around which a positive consensus has al.
ready developed into a single, passable piece of legislation.
S. 1872 will stabilize the small business health insurance marketplace and make
affordable insurance choices available to small business owners. It will equalize tax
treatment among different types and forms of businesses and provide real incentives
to small business owners to purchase health insurance for themselves and their employees. In addition, it begins the process of addressing the problem of medical cost
containment.
NFIB supports S. 1872 because it recognizes that the status quo in health care
is no longer acceptable to the business community and moves to deal with this problem in a reasonable, logical and passable way. American small business needs relief
in 1992, and we urge this Committee to explore areas of agreement with the Administration and move legislation that can be signed into law by the President before
the 102nd Congress adjourns.

PREPARED STATEMENT OF DICK NIEMIEC

Mr. Chairman and Members of the Committee I am Dick Niemiec, Senior Vice
President for Underwriting, Actuarial and Legal tor Blue Cross and Blue Shield of
Mimiesota. Blue Cross and Blue Shield of Minnesota provides health benefit protection for over 1.1 million Minnesotans through our managed care arrangements, Including our HMO affiliate, Blue Plus. We are one of 73 non-profit Blue Cross and
Blue Shield Plans across the country. The local nature of our organization allows
us to respond to varying State environments and the unique needs of employers and
individuals.
I welcome the opportunity to address the Committee on the issue of reforming the
health insurance market for small employers. In my testimony today, I will give the
Committee a brief overview of the Blue Cross and Blue Shield System's position on
small group market reform, and then comment on S. 1872, the "Better Access to
Affordable Health Care Act," introduced by Chairman Bentsen last year.
BLUE CROSS AND BLUE SHIELD POSITION

The Blue Cross and Blue Shield System believes that reform is needed in the
small group insurance market to assure that all small employers can purchase cov.
erage, regardless of their health status or past claims experience, and to stabilize
prennums charged to small employers. We support enactment of these needed reforms. We also recognize that insurance reform must be a key element of any proposal to assure universal access through a pluralistic system.
In January of last year, the Board of )irectors of the Blue Cross and Blue Shield
Association adopted a small group insurance reform proposal. This proposal would:
* Assure that small employers have access to private insurance, regardless of
health status, occupation oi location;
* Assure that States have a range of options to choose from in providing for
the availability of private insurance to small employers;
* Assure that small group coverage is provided at fairly established rates;
* Assure that no small employer is dropped from coverage because of poor
claims experience;
* Assure continuity of coverage for individuals changing employers or small employers changing insurers;
* Assure the adequate, effective enforcement of all insurer requirements; and
* Assure the availability of lower-cost products.
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With respect to assuring small employers access to private insurance, we believe
that States should have the flexibility to choose an aproach that meets the needs
of their environments. One approach that has received lot of attention would require all insurers to offer coverage to small employers on a guaranteed issue basis
and would establish a private reinsurance mechanism to help insurers spread the
costs associated with high-risk groups.
While this approach may be appropriate in some States we believe it is equally
important for States to be able to choose approaches that do not rely on guaranteed
issue and a reinsurance mechanism. ManY carriers believe that guaranteed issue is
feasible only if a reinsurance mechanism is in place to redistribute the costs of highrisk small employers. Yet, reinsurance is highly complex, it has not been tested in
any State, it will be costly to administer and difficult to enforce, and it likely will
require additional subsidies beyond the small group market.
Approaches other than guaranteed issue that meet the goal of assuring access to
private insurance should be permitted, including:
* An allocation approach, whereb7 high-risk small employers would be distributed equitably among all carriers m the small group market- and
* A voluntary guaranteed issue carriers) approach, whereby a carrier or carriers would voluntarily provide coverage to all small employers on a guaranteed
issue basis.
These alternative programs would assure that all small groups have access to private coverage and that all insurers meet the general principals I just discussed.
"BETTER ACCESS TO AFFORDABLE HEALTH CARE ACT"

We congratulate you, Mr. Chairman, for recognizing that the problems in this
market need to be addressed. We support many of your bill's provisions. Our primary concerns with the bill, which I will discuss in detail, involve the rating provisions, regulatory framework and scope.
We support your bill's recognition of the need for State flexibility in assuring
availability of private insurance coverage for small employers. We also support your
provisions on renewability, guaranteed eligibility for all employees in a group, carrier registration, disclosure and actuarial certification.
In addition, we support your recognition of the importance of managed care programs, and the proposed pre-emption of State laws that limit managed care arrangements for programs meeting certain standards. In Minnesota, managed care
programs have long been a central part of our cost management strategy.
Our managed care programs address the appropriateness and outcomes of serve.
ices provided to our subscribers. We examine phyeician practice styles through so.
phisticated data collection systems. We use tKis information both to select high
quality, cost effective providers for our managed care networks and to improve the
quality of care and health outcomes of our subscribers.
For example, we studied hospital admission patterns in Minnesota for heart attacks and found one county with admission rates that were 82 percent higher than
the rest of the State. In response, we launched an aggressive community health proram with doctors in the county to educate and screen residents for risk factors for
heart disease. We also reviewed mammogram screening practices in our clinics and
found wide disparities in the percentage of women screened ranging from 76 percent at one clinic to as few as 18 percent at another. To address this disparity, we
are working with the clinics providing too few mammograms to increase the use of
this important procedure.
This type of managed care has resulted in lower rates of inflation for our employer groups. For example, the State of Minnesota moved its indemnity coverage
or its employees to a unque managed care program through Blue Plus. The result
has been rate increases of less than six percent for the past several years.
The effectiveness of managed care is confirmed in a survey conducted by A. Foster
Higgens, a national employee benefits firm, which reported that Minnesota businesses paid premiums 18 percent less than the national average. Much of the reason
for these lower costs can be explained by the prevalence of managed care coverage
in Minnesota-approximately 60 percent of residents are covered in managed care
arrangements.
For these reasons, we fully support the provisions in S. 1872 that would further
encourage managed care arrangements. We do, however, have concerns with some
other provisions and would recommend the following changes.
Rating Requirements. Our key concern is with the rating limits in the bill.
While the rating limits recognize the need for carriers to have some flexibility to
adjust small employers' rates for health status and claims experience, we believe the
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limits may be too restrictive and thus may result in substantial rate increases for
many small employers. In particular, we are concerned that the 6 percent cap on
rate increases for experience or health status is too strict.
For these reasons, we are opposing rating restrictions that are Lighter than those
recommended by the National Association of Insurance Commissioners (NAIC) in its
model act on rate regulation. In a voluntary environment, where there is no employer mandate restrictive rating requirements such as the community rating provisions supported by many Members would result in significant rate increases for
many small employers. As a result, many of these employers could drop coverage
rather than pay the higher costs,
While S. 1872 does not require community rating, we know that some Members
are supporting a requirement that insurers community rate their small group business. To get an idea of the magnitude of rate increases small employers could face
under such requirements, Blue Cross and Blue Shield Association staff worked with
actual data from six Blue Cross and Blue Shield Plans. Based on this analysis,
about half of all small employers would receive rate increases under community rat'ing proposals that would not permit adjustments for demographic variables such as
age and sex. While the increases would vary, some small employers would see their
rates increase by over 100 percent. The analysis showed that half of the subscribers
for these six plans would receive a very significant rate increase to subsidize the
rest of our enrollment.
It's Important to note that rate increases resulting from community rating req uirements would be only part of the overall rate increase small employers would
ace under reform proposals. Other factors that would increase rates include health
care cost inflation as well as the added costs of the guaranteed availability requirement. Several State-level studies have estimated the cost of a guaranteed issue requirement at about 10 percent. This added cost is a result of making covered available to high-risk small employers. Bear in mind that for any insurer in the small
group market about 4 percent of the covered population incurs 60 percent of the
expenses. Under reform proposals, insurers wouldbe opening their doors to the "4
percent." As a result of these additional factors, small employers that would receive
a 50 percent rate increase as a direct result of community rating could in fact receive a total rate increase of nearly 100 percent.
In a voluntary market, we believe rate increases of this magnitude could increase
the number of uninsured small employers, as small employers decided to drop the
more expensive coverage. For these reasons, we support the rating provisions in S.
1872, with the modifications we suggested. We believe these provisions, while not
going as far as some Members would like, would benefit small employers significantly. Premium rates would be much more stable and predictable, and the use of
a small employer's own clans experience or health status in setting its rate would
be limited. While these reforms would raise rates for some small employers--because of the coverage of higher-risk small employers and the compression of rateswe believe that the small employer market could tolerate these rate increases without encouraging more small employers to drop their current coverage because of
high rate increases.
Regulatory Framework. We also believe that additional flexibility is needed in
the regulatory structure of the bill. The Federal guidelines established in the bill
would be developed into specific standards by the NAIC, which States then would
adopt. We believe States need additional flexibility to modify the NAIC standards
to address specific State concerns. This flexibility is needed-because none of the
NAIC model approaches have been proven, and they are not mature enough to be
frozen into Federal law. The States that already have enacted the NAIC model laws
have found it necessary to make substantial changes in the models prior to enactment. The newness and complexity of some of these models necessitate giving States
the ability to make appropriate adjustments.
Group Size. In addition, we believe the provisions in the bill should be restricted
to employers with 3-26 employees, rather than the broader range of 2-50 included
in the bill. Most of the problems with availability of insurance arise in the uider26 market.
We emphasize that we would not object to application of the guaranteed availability, guaranteed renewal and continuation of coverage requirements to employers
over size 25, so long as carriers were required to manage the full risk of these
groups. We do not, in other words, support extending reinsurance to larger groups.
As noted earlier, carriers already accept the vast majority of larger groups and manage the costs of these groups internally. There is thus no reason to spread the costs
of covering these groups across the market.
We do, however, oppose applying the rating requirements to these larger groups,
and the resultant pooling of the costs of these groups with the costs of groups below
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size 26. While such pooling would lower the rates somewhat for smaller groups, it
would increase the rates for larger groups.
On the lower end, we recommend against including groups size 1 and 2 in small
group reform proposals because groups of this size are especially likely to purchase
coverage only when they need It. As a result, they are much more likely to be higher-cost than average because those individuals and small groups that have health
problems are much more likely to seek coverage than healthy individuals or grou s,
who do not feel the need to obtain coverage. Because of this adverse selection, inclusion of these igher-risk, higher-cost individuals i the small group market reforms
would increase overall costs in the small group market. This is especially true in
a voluntary market, where healthy smaller groups and individuals can choose to remain without coverage.
Scope. With respect to the scope of the bill, we are concerned that the bill may
exclude certain s-unded insurance plans from its requirements, including Multiple Employer Welfare Arrangements (MEWAs). We believe strongly that any insuraice market reform must include all entities providing or financing coverage to
small employers, whether insured or self-funded. Exclusion of any market players
would lead to imbalances in the market and provide incentives for the market to
move toward such unregulated entitles, thereby undermining the very purpose of
the reforms. We believe the current legislative language excludes self-funded Multiple Employer Welfare Arrangements (MEWAs) from the bill. We urge that these
and all other entitles in this market be included in the scope of the bill.
Small Employer Purchasing Groups. Finally, I would like to address the issue
of encouraging the formation of small employer purchasing groups. We do not oppose the start-up grants provided for in S. 1872.
However, we do object to the preferred tax treatment and the exemption from
State insurance laws provided to these groups wider some proposals. The proliferation of these purchasing groups would lead to further fragmentation of risk
among small employers, as small employer groups obtained coverage from an increasing number of sources. Rather than encouraging small employers to collect into
a few large pools of employees that could spread the cost of health care services over
many employees, these purchasing groups could result in small pools of employees
that spread risk over a limited number of employees. The purchasing groups could
simply replace existing insurer pools with their own, smaller pools for spreading
risk.
In addition, each group would have its own marketing and claims processing demands, thus adding to the Nation's administrative cost burden.
And, these proposals would create a regulatory nightmare. Some proposals would
exempt small group purchasing arrangements from State insurance laws but do not
propose a strong regulatory network fior these new entities. It appears that most of
the regulatory burden could fall to the Department of Labor, which lacks the funds,
staff and expertise for such a massive undertaking. It is doubtful that even State
governments would have adequate resources for assuring the appropriate functioning of thousands of these new arrangements.
While demonstrations to test the value of these purchasing arrangements would
be helpfud, we believe strongly that they should not be given a competitive advantage in the market. In addition, appropriate regulation of these entities must be assured. Such regulation will be especially important if Federal small group market
reform legislation is enacted.
CONCLUSION

In conclusion, we share the Committee's concerns about the cost and availability
of insurance coverage for small employers. We understand that reforming the small
employer market place will not solve the health care access problem on its own.
However, these reforms will provide necessary protections for small employers, and
we believe they are a good first step on our journey to securing access to coverage
for all Americans. We believe this larger effort can be based on an expanded and
reformed private insurance market, in partnership with the public sector.
Thank you for the opportunity to present our views today.
EARi, R. Pogm oy
Mr. Chairman and Members of the Committee, thank you for this opportunity to
discuss the important topic of health insurance reform.
I am Earl R. Pomeroy and I am the Insurance Commissioner for the State of
North Dakota. I am here today representing the National Association of Insurance
Commissioners ("NAIC"), which is a nonprofit association whose members are the
PREPARED STATEMENT OF

129
insurance officials of each State, the District of Columbia, and four U.S. Territories.
I have previously served as President of this organization.
Perhaps the most important public policy issue for State and Federal officials is
the tragic fact that over 34 million men, women and children have no health insurance aid therefore have severely limited access to health care itself. The core problem underlying this tragedy is the seemingly intractable issue of soaring health care
costs. The rapid, unrelenting increases in health care costs are placing a tremendous
strain on the health care fiancing and delivery systems in this country, both public
and private.
Although rising costs are the chief barrier to access, it is clear that rating and
underwriting practices in the health insurance marketplace also are contributing to
the access problems of many Americans. Insurers have become increasingly selective
about who they will insure and on what terms the insurance may continue. These
problems have caused State and Federal policymakers, including members of this
Committee, to look more closely at insurer rating and underwriting practices id
their effects on consumers. Our testimony will describe recent activities by the
NAIC to improve the availability and fairness of health insurance for small businesses. We also will comment on some of the proposals being made at the Federal
level to improve the health insurance marketplace.
TIE NEED FOR REFORM

The need for health insurance market reform is clear. Competition among insurers has become focused toward risk selection and aggressive rating practices and
away from the efficient management of health care services. Although these practices permit many small businesses to get coverage at favorable rates, those with
poorer health or claims history are forced to pay substantially more for coverage.
Even those small businesses with relatively low rates face the prospect of large premium increases, or the potential loss of coverage, if claims experience worsens or
if a worker develops a serious illness. Some small businesses and individuals cannot
get coverage at all because of current or prior health problems.
For the past 2 years, the NAIC has worked with representatives of small businesses, consumers and insurers to address these probl ems through model legislation. In December, 1990, the NAIC adopted a model law to address rating abuses
and renewability problems in the small group market. In December, 1991, we adopted a more comprehensive package of reforms that: (1) strengthens the restrictions
on rating and renewal practices contained in our prior model law; (2) prohibits insurers from denying coverage to small businesses, regardless of their employees'
health status or claims experience; and (3) improves portability ad continuity of
coverage. These model laws are briefly outlined below.
I would note that adoption of these model acts in no way signifies that State regulators have finished with their efforts to address problems in this marketplace. Fhe
NAIC views these models as a first step toward reform. Our goal was to address
identified abuses without causing significant disruption to the market. The improvements we are making in rating fairness and coverage availability, fortunately,
will mean that those small businesses getting the lowest rates will have to pay more
so that those disadvantaged by the current system can have access to coverage at
relatively reasonable prices. In our models, we tried to balance the goals of access
1111d fairness for disadvantaged groups against the specter of higher costs for the
majority of small businesses who benefit (at least in the short run) under current
market conditions. This is a terrible dilenuna, made increasingly difficult by annual
incret,as in the underlying costs of health care and health insurance that siglificantly ouipace inflation.
Nonetheless, meaningful market reforms must be enacted if private insurance
coverage is to continue to plty a significant role in health care financing. Not only
are reforms necessary to assure availability and improve equity in the marketplace,
but elimination of excessive risk selection is essential if managed care is to succeed
as a significant cost containment strategy, especially hi the small employer and individunl health insurance markets. Insurers competing on risk selection have little incentive to manage risks efficiently-it is far easier to raise premimuns for poorer
risks and force them to go elsewhere for coverage. Meaningful reforms can reduce
these ill effects of excessive risk selection. State regulators are committed to con.
tinuing along the path of market reform, toward a more stable marketplace based
on principles of broader pooling of risk and efficient management of care.
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NAIC REFORM PROPOSALS

Rating and Renewability Practices
Premiums for small group health insurance have been determined, for the most
part, through competition. In recent years, insurers have begun competing for business by offering low rates in early years and '%ullding in" rate increases if the group
continues with the insurer. This is called "durational rating." Low initial rates are
possible because insurers medically underwrite (use health screening) to assure that
the group is healthy before they accept it for coverage. A healthy group will generally produce lower than average claims experience, so the insurer can charge
lower rates initially. However, the benefit of health underwriting "wears off" after
2 or 3 years (some employees will become sick or have accidents), requiring the insurer to raise rates to fund the predictable increase in claims.
Insurers also have begun introducing experience rating in the small group market. Because initial rates are low, insurers, on average, need to raise rates for
groups that continue with the insurer. However, if the insurer builds in rate increases for all groups, the healthier groups (who can pass medical underwriting
with another insurer) will move to another insurer to keep a low initial rate. In response, insuers have developed "tier rating." In tier rating the claims experience
of a group is used to select its premium level at renewal. Insurers increase rates
more for groups with poor claims experience (e.g., high claims frequency, employees
with serious or expensive illnesses). In some cases these rate increases have been
extremely high.
In many cases, insurers also can choose not to renew coverage for a group. For
example, an insurer may choose not to renew a group's coverage because the group
has poor claims experience or because an employee or dependent has developed a
serious medical problem or disability. Or, in cases of multiple employer trusts, insurers may nonrenew or terminate the master policy because claims for the arrangement are beyond those anticipated. Small employers that are not renewed may have
a hard time finding replacement coverage because they will be unable to meet insurer medical underwriting standards.
In response to these problems, the NAIC has adopted model legislation aimed at
rating and renewal practices in this marketplace. The NAIC provisions: (1) place
limits on certain rating practices and require actuarial certification of rating methods; (2) limit significantly an insurer's ability rot to renew a group's coverage; mid
(3) require increased disclosure to consumers of insurer rating methods.
lThe rating restrictions developed by the NAIC provide that: (1) within any class'
of small group business, rates for similar groups for similar coverage can vary by
no more than 26 percent around the midpoint; (2) for all classes of business, the
midpoint rate of any class may not be more than 20 percent higher than the lowestrated class of business; and (3) in any year, the maximum increase that an employer
may receive would be equal to the change in the rate for new business in that class
plus 16 percent. A change in the number or make-up of employees also could affect
the employees rate at renewal. 2
The NAIC provisions also require each insurer to keep on file for examination a
detailed description (including documentation) of the insurer's rating methodology
and underwriting practices. In addition, each insurer must file an annual actuarial
certification that the insurer's rating methods comply with the new standards and
are based on sound actuarial-principles. These requirements will improve the ability
of insurance regulators to monitor the rating practices of insurers and enforce the
limits on rating practices described above.
In addition to the rating provisions, the NAIC provisions significantly limit the
ability of insurers to nonrenew coverage by: (1) generally prohibiting nonrenewal by
the insurer of individuals or de pendents within a group; (2) generally prohibiting
the nonrenewal by the insurer of groups within a class of business; and (3) permitting nonrenewal of a group only if an insurer chooses not to renew all of its small
group business in State.8 An insurer that does not renew its small group business
Insurers use separate "classes" or "blocks" of business to distinguish different groups of business that should produce different results. Different classes inc ude business that is insured
through or for a bona fide association, business marketed through a different method of dis.
tribution (e.g., agent sold or direct marketed), and a class acquired from another carrier. The
NAIC provisions imit the number of classes an insurer may have to nine.
2 Essentially, in any year, the naximum change in rate that could be attributable to a group's
health status, claims experience or duration of coverage is 16 percent. Otherwise, the annual
rate chane is based primarily on the change in rate for new business-wich should reflect
the trend in health care costs and utilization.
3Nonrenewal is permitted in cases of fraud, failure to abide by provisions of the contract, or

if the small employer is no longer engaged in business.
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in a State is prohibited from offering coverage to new small businesses in that State
for a period of 6 years.
Finally, the NAIC provisions require insurers to disclose the following information
at the time of purchase: the insurer's right to change rates; any factors, including
the group's claims experience, health status or duration of coverage, that could a fect the group's rate; the class of business the group would be placed into; and the
conditions that affect renewability of coverage. Disclosure of these factors will enable small businesses to make more informed purchases of group coverage and to
better understand how their rates may chmge at renewal.
Improving Availability of Coverage
The NAIC also has developed model provisions to improve availability of health
insurance coverage for all small groups. Currently, in order to protect themselves
against adverse selection, 4 insurers medically underwrite small groups before accepting them. Groups that have sick or disabled employees or dependents often find
it extremelydifficult, if not impossible to, get health insurance. Sometimes these
groups deliberately exclude the sick individual from the group plan in order to obtain coverage for the remainder of the group. In addition, somp. insurers refuse to
write coverage for groups in certain professions or occupations that they consider
higher risk.
To address these problems of availability, the NAIC has developed two alternative
approaches to assuring that all small employers have access to health insurance
coverage without regard to the health status or claims experience of the group or
its workers. One approach is based on a "reinsurance concept"6 developed first in
the State of Connecticut; the other is based on the "assigned risk concept" " prevalent in property and casualty insurance.
As part of these efforts to assure availability, the NAIC models also contain provisions to improve the portability and continuity of coverage. These provisions require
insurers to insure all eligible employees and dependents of a group and prohibit insurers from assessing new waiting periods for preexisting conditions when groups
change carriers or when insured individuals change employers,. These provisions
rotect against lapses in covered or denial of coverage to certain group members
because of their health status. They also address the problem of "Iob-lock" by pro.
hibiting preexisting condition exclusions when insured individuals change jobs.
Future Efforts
As mentioned above, the NAIC views these reform efforts as initial steps and we
will continue our efforts to improve the fairness and efficiency of the marketplace.
Currently, an NAIC working group is designing significant reforms to address abusive rating practices that are beginning to surface in the individual health insurance
market. Another working group is exploring the development of model legislative
provisions to encourage the formation and operation of small employer purchasing
groups. And we will be reviewing the recently enacted small group reforms to determine if changes or additional standards are needed. We plan to work closely with
representatives of small businesses and individual consumers to assure that our efforts fit consumer needs at costs that can be borne within the marketplace.
STATE LEGISLATIVE A(I'IVITY

The issues of health insurance market reform and access to health care have been
widely considered in recent State legislative sessions. States have been active in
adopting legislation to improve access to health care, including providing tax incentives to small business and modifying or eliminating benefit mandates in the small
employer marketplace. Well over one-half of the States have considered health insurance reforms, and at least fourteen States already have adopted legislation to ad'Adverse selection is the tendency of individuals with higher risk of los to preferentially seek
coverage,
Under a reinsurance approach, insurers can choose to reinsure high-risk individuals or
groups (under set rules and premiums) with the reinsurance pool. The group will be charged
a premium that is somewhat higher than average, but in most cases substantially lower than
the premium needed to cover the group's losses. The extra costs are spread throughout the mar-

ket through the reinsurance pool.
OUnder an assigned risk ap roach, insurers would be required to accept a certain percentage
of 7high risk groups, based on their share of the small group health insurance market.
The NAIC provisions require small group insurers to give credit to new enrollees for any
previous coverage-even coverage from self-funded plane-that contained at least basic health
insurance benefits. We must note that, because of the Employee Retirement Income Security

Act, or ERISA, State regulators cannot require self-funded health plans to provide similar protections.
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dress rating and renewability of coverage issues, At least four States have adopted
comprehensive reform legislation-including provisions to assure coverage availability-with at least a dozen more considering such legislation at the present time. The
NAIC staff has answered numerous questions from State legislative and regulatory
offices about its initiatives and we expect many more States to consider and adopt
insurance reforms within the near future,
FEDERAL LEGISLATIVE PROPOSALS

Although the NAIC has no position on the need for a Federal role in health insurance reform, we are pleased that S. 1872, introduced by Chairman Bentsen, as well
as most of the other health insurance bills introduced by members of the Finance
Committee, recognize the important roles that States andState regulators can play
in achieving meaningful reforms in the health insurance market.
Insurance has traditionally been regulated by States, and State regulators have
the experience and expertise to develop and im element needed reforms, whether dic.
tated at the Federal or State level. State regulators also are more proximate to the
problems that arise with insurance. Health insurance, whether written by a nationwide trust or a local health maintenance organization, is a local problem that can
dramatically affect individual consumers and employers. Experience has demonstrated that State regulators, by the nature of their location and mission, are
more responsive to the needs of individual consumers than Federal agencies, who
are forced to focus on relatively large problems with national implications.
Further, State implementation of market reforms can provide needed flexibility
and promote valuable inovation. Flexibility is needed because State marketplaces
differ dramatically-in some markets, where aggressive rating and underwriting
has not taken hold, a rapid move to tighten rating constraints, or even community
rating, may cause little market disruption. In other States, now plagued by aggressive insurer underwriting and rating practices, a longer transition may be needed.
Innovation is needed because these reforms are new, especially, the reinsurance and
allocation concepts developed by the NAIC and recognized in S. 1872 and other
major reform proposals. We will need State experimentation and innovation to identify the best and worst aspects of the proposals.
Our advocacy for flexibility and innovation, however, should in no way be seen
as an attempt to stall or delay reform. Dramatic changes in insurer underwriting
and rating practices must be implemented as soon as possible. The bills before the
Finance Committee, like the NAIC model acts, call for reforms in the areas of insurer rating and renewability practices, guaranteed availability of coverage, and
portability of coverage. While there are some variations in approach, the differences
are minor relative to the broad agreement on the need for action in each of these
vital areas. The NAIC pledges to work with this Committee and with other interested parties to achieve these needed reforms and to produce a fairer and more accessible health insurance marketplace.
There are provisions of several proposals at the Federal level, however that cause
concern for State regulators. Several proposals have suggested preemption of State
premium taxes for certain small employer group purchasing arrangements. As mentioned above, there is active interest among States and by the NAIC in exploring
the potential benefits of group purchasing for small employers. We urge caution
however, against diminishing State revenues at a time when increased oversight of
the health insurance marketplace is needed. We support provisions in S. 1872 that
would provide funding for States to experiment with group purchasing arrangements as a way of improving affordability for small employers.
We also are concerned by proposals to expand the ERISAO preemption of State
regulation for certain small employer arrangements. State experience with multiple
employer arrangements that have attempted to operate under ERISA has been very
poor-with numerous insolvencies and many unpaid claims. Further, the Department of Labor has neither the experience nor the staff to adequately regulate small
employer insurance arrangements. The NAIC believes that expansion of ERISA
would lead to further fragmentation of the small employer health insurance marketplace and fewer protections for small employers. While ostensibly a pension reform
act, ERISA also preempts virtually all State insurance laws as they relate to the
health benefit plans of most large employers and collectively-bargained multiple-employer arrangements. ERISA preempts all State regulations for self-finding employers. 9 ERISA expansion should be viewed with the greatest o caution.
Employee Retirement Income Security Act of 1974.
*State insurance laws which are preempted include thoee addresuinr unfair trade and claims
practices; adequate notice to applicants and insured; insurance rating, renewability and con-
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Indeed, many informed policymakers, including State regulators would argfre
that the ERISA preemption of State laws should be narrowed rather than expanded.
The ERISA preemption fundamentally segmented the insurance marketplace and
has greatly inhibited States in their ability to design and implement effectve market-hased *reforms. The basis of market reform is broader pooling-increasing the
base over which risk is spread to avoid focusing higher costs on a narrow segment
of the pool. FRISA impedes market reform by limiting the base over which States
can design fair and equitable pooling and by permitting the most stable and economically viable insurance arrangements to avoid any costs but their own. Thus, the
costs of niarket reforms must be borne solely by smaller groups and individuals-the most vulnerable segments in the marketplace. For example, the inability to collect assessments from self-funded plans has substantially impeded the efforts of
States to develop effective health risk pools for uninsurable individuals. The NAIC
believes that States should have the authority to include all health insurance arrangements, including those that self-fund, in their reform efforts.
CONCLUSION

The NAIC appreciates the opportunity to discuss the issue of access to health inaurarice. As insurance regulators, we feel that our role is to regulate the insurance
marketplace so that it operates fairly and efficiently to provide coverage to the
broadest possible group of individuals. The NAIC hopes that its market reforms will
produce an insurance market that is fairer, more accessible, easier to understand
and more predictable. We all must recognize, however, that most of the tunnsured
do not have coverage because they or their employers cannot afford it. Health insurance market reform must be accompanied by meaningful cost containment if we are
truly to improve access to health care and health insurance. The NAIC pledges to
work cooperatively with this Committee and other Federal and State officials as we
search for ways to contain health care cost, and improve insurer rating and underwiliting practices.
RESPONSES OF MR. POMiROY TO QUESTIONS SUBMITrE

BY SENATOR ROCKEFELLER

Question No. 1. According to an analysis done by the Congressional Research
Service, premiums of a local carrier in the metro area vary as widely as 2 to I based
on geography downtown l).C. premiums are twice those in Frederick County,
MD-auid by ahost 2 to I in addition for industry.
Combining the impact of all these "demographic" rate adjustments, the least favorable small group could be charged over 10 times more than the cheapest group.
Again these art the extremes. But the purpose of insurance is to pool the extremes so that, on average, no particular person or small group has to pay extr' vvely high costs.
A 10-fold mark up could crush an individual small business. Certainly it could
discourage the purchase of coverage. Why should we permit this kind of unlimited
variation, based on demographic characteristics alone, to persist?
Answer. As you luow, rating factors are used to assign the costs of coverage to
those who present a higher risk of loss. These adjustment clearly can have a significant impact on the ability of some groups to afford coverage. I think most people,
myself included, would like to move toward a rating system with far less variation
than what we see today. Unfortunately the current system allows massive variation
in rates, based both on demographic characteristics and on claims experience, and
reducing these variations has the potential to cause significant dislocation in the
marketplace.
As 1 Stated in my testimony the current system of experience rating has, in the
short run, many winners to balance against fewer losers. Moving to correct. this imbalance will produce rate increases for many insured individuals. It may prove difficult to compress rate variation caused by demographic adjustments at the same
time you phase out experience rating-some groups could take a "double" hit that
may affect their ability or desire to insure at all. (hie also must consider the percentage of the current uninsured who are young-moving too quickly to demographic rate compression without some subsidy mechanism could actually be moving
them away from becoming insured.
How broadly risk should be pooled is clearly an important public policy issue. If
Congress is going to legislate in this area, it must consider carefully how risk is
shared and what groups are going to be required to provide subsidies to other
groups. In addition to the issues presented by demographic and experience rating
tinuity of coverage provisions; guarantee fund and insolvency protection; and coverage requirements.
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adustments, other important issues, such as pooling across market segments must
also be addressed. Why, for example, if Congress is interested in broad-basea pooling, should larger groups he permitted to segregate their experience from the insured market. Such segregation not only deprives insurance pools of large blocks of
stable risks, but also decreases the ability of insurers to negotiate favorable rates
with providers.
Question No. 2. The NAIC permits renewal rates to be increased by 16 percent
based solely on a group's claims experience or change in health status. Once again
returning to the concept that insurance is meant to pool risk, how do you justify
a 15 percent increase-over and above inflation--because one person or several individuals in a small group had the misfortune of getting sick or being seriously injured?
Answer. The 16 percent yearly increase permitted by the NAIC to reflect differences in experience, health status or duration was intended to stop the large premium increases-sometimes more than 100 percent.-experienced by poorer risk
groups in the current marketplace. The NAIC is sensitive to the concerns of those
who want to further reduce the influence of claims experience and health status on
insurer rating practices. AS I stated in my testimony, the NAIC views its model
bills as a first step toward market reform. We will continue to monitor and evaluate
the rating bands we have put in place in light of their effects on affordabilty and
overall fainiess.
Question No. 3. There is some evidence that insurance companies are medically
underwriting groups as large as 100.
I was extremely pleased that the President defined small group as under 100 employees in his recent health reform proposal. The NAIC small group reforms only
apply to small groups with no more than 26 employees. What was your rationale
in limiting your reforms to under 25?
What happens to the small employer market if discriminatory pricing is permitted
to persist for groups above 25 or 50?
Answer. The NAIC limited the effect of its reforms to groups of 26 or fewer because we felt that this was the segment of the market primarily affected by discriminatory pricing and exclusionary practices. However, the NA(C model contains
a drafting note to States suggesting that a different threshold may be appropriate,
depending on the underwriting and marketing practices in the State.
In addition, as I suggested at the hearing, raising the group size above 60 employees leaves open the potential that some groups may try to escape the new standards
by self-finding under ERISA. AS long as the ERISA loophole exists, States will be
constrained in designing the ideal health care and health insurance reforms.
Question No. 4. As you have noted in your testimony, more than one half of the
States have recently considered health insurance reforms. Many of them, in an attempt to make insurance more affordable to small employers have adopted so called
"bare bones" insurance policies. Most of these policies would not provide any real
financial protection in the case of a catastrophic illness or injury.
In fact, the Presidents health reform proposal would require States to design benefit plans that could be bought for $3,760-the amount of the tax credit he has propoed for those under poverty to help them buy health insurance. The Presidents
wlhte paper provides some examples of policies that could be bought at that price.
All of the policies outlined, except for a HMO policy, did not provide comprehensive
health coverage. For example, one benefit plan would cover unlimited hospital stays
but only 3 doctor visits a year. Another benefit plan illustrated would cover unlimited doctor visits but only cover 16 inpatient hospital days a year.
Is this really the way to make insurance more affordable? By cutting back on benefits?
Answer. The NAIC proposal calls for States to make both a standard benefit plan
and a basic benefit plan available to all small employers. These benefit plans would
be designed by committees appointed by the Governor and representing employers,
employees, providers, insurers and producers. We hope that the broad representation on these committees will ensure that the plans are designed to balance
meaningful benefits with premium affordability. However, it must be recognized
that designing affordable benefit plans becomes increasingly more difficult because
of society's inability to control underlying health care costs.
Question No. 6. Clearly, any insurance reforms that attempt to significantly narrow current insurance rating practices will need to be phased-in over time to avoid
major disruption and dislocation in the insurance market. The President's plan proposes a return to "flexible" community rating after a 6-year transition. While I
admit I am not sure what he exactly means by 'flexible," I am an optimist by nature
and so encouraged.
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In ,your opinion, what would be a reasonable length of transition from our existing
discrminatory premium structure to a community-rated health insurance system?
Answer. The NAIC has not studied the amount of time it would take to eliminate
both experience and demographic rating from the small group market without causing severe disruption and dislocation. As I understand it, the term "flexible community rate" in the President's proposal is intended to address only experience rating.
Given the tremendous price variation that now exits, couple with the extreme price
sensitivity of small employers, I personally feel that the 6 years identified by President Bush would be a minimum time for complete elimination of experience rating
in this marketplace. It may take somewhat longer to phase in a pure community
rate.
PREPARED STATEMENT OF SENATOR

)AVID PRYOR

Mr. Chairman, we have a large and impressive collection of witnesses today, so
I will not spend a great deal of your valuable time on an opening statement. I would
like, however, to commend you on holding a hearing on S. 1872, a bill that makes
important first steps toward reforming our terminally ill health care system.
Would also ask unanimous consent to insert in todays' hearing record a copy of
the statement I made when I joined you in introducing S. 1872 Inst October. This
statement outlines the many reasons why I cosponsored your bill and details some
of my thoughts about the intimidating health care challenge that confronts this Nation.
In closing, Mr. Chairman, I want to highlight just a few issues that illustrate how
the small businesses of our Nation have been singled out to get the absolute worst
treatment from our Government and our health care system in general. These and
many other problems were outlined in a series of field hearings I held last week
in Arkansas:
(1) Tav Policy Discrimination.Today, while Donald Trump and General Motors
receive a 100 percent deduction for their health care costs, self-employed small businesses only get a 25 percent deduction. As a result, these businesses are not only
discriminated against by insurers charging higher premiums for the same policies,
but they are victimized by our inequitable tax code.
(2) Insuranace industry Underwriting Discrimination. Large businesses are not
being victimized by aggressive medical underwriting by insurers. Many small businesses are being targetted to the point that they either are completely denied coverage at any price or being charged unaffordable prices.
(3) Job Lock. As a result of insurance underwriting practices too many employers
and employees are so afraid of losing health insurance that they turn down great
job opportunities just to assure that they don't lose. coverage for themselves or their
families.
(4) Disproportionatecost shifting. Though rarely acknowledged, small businesses
are the group that is suffering most from skyrocketing health care costs and governmerit's and big businesses' reaction to these costs. Low Medicaid reimbursements
are cost shifted to the private sector. Then, managed care plans run by big businesses shift their added costs to small businesses.
Chairman Bentsen, to your credit, your bill addresses each and every one of these
issues. As you would be the first to acknowledge, there is more to be done. I think
we must be willing to do more on the cost containment side of the equation. As you
well know, I have and will continue to exhibit my willingness to confront the drug
manufacturers and their exhorbitant pricing practices.
Having said this, I believe you should be commended for the significant achievements of your bill. I look forward to working with you, other members of the Finance Committee, Senator Bumpers, and others in developing desperately needed
solutions to the health care crisis this Nation faces.
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Senate
Mr. PRYOR. Mr. President, today I lieve my colleagues who I have previr.m pleased to join the esteemed chair. ously mentioned, as well as Senators
man of the Finance Committee, Sena. BAvcus, DASCRILE, KERREY, MmrZtor LLOYD BENTSEN, In Introducing the ZNBAUM, SIMON, and others who have
Better Access to Affordable Ilealth made health care reform a high prioriCare Act of 1991. In Introducing this ty, deserve great praise and commenlegislation, Chairman BENTSENI once dation for having the courage and the
again demonstrates his deep concern caring to move this debate forward.
Mr. President. no one disputes the
about, and commitment to, addressing
the health care crisis that this Nation fact that our health care system Is
chronically, If not terminally, Ill. We
faces.
Beftire commenting on the specifics are all starting to memorialize the inof the bill and the reasons for my co- timidating statistics. There is no other
sponsorship, I believe It is also Impor- Nation In the world that spends as
tant to recognize the leadership of a much of Its gross national product on
number of our colleagues In the health care as the United States. And,
health care arena. No list of health despite these fact we are well on our
leaders would be complete without the way to spending $1 trillion a yearalmost $700 billion this year-on
majority leader, Senator O RGEoR
MIFTCHLL. Despite the overwhelming health care, 33 million Americansdemands on his time, Senator MjTCi- and 20 percent of all Arkansans-ilve
ELL has not hesitated to roll up his without health Insurance.
While our unprecedented Investment
sleeves and take on the extraordinarily difficult challenge of health care In dollars provides Is with arguably
the highest quality and most technoref orm.
Like the majority leader, Senator logically advanced health care In the
JAY RoCKEFPELLER-the former chair- world, the only people who have
man of the Pepper Commission and access to this care are those who can
current chairman of the Finance Sub- afford Insurance to pay for It. If costs
committee on Medicare and Long- keep soaring as they have been, spendTerm Care-is a man whose conItnit- ing on health care will increase from
ment to solving our Intimidating $662 billion In 1990 to an almost unbehealth care problems is unsurpassed. lievable $1.0 trillion by the turn of the
As a member of the Pepper Commis- century. During the same p.-riod of
sion, I not only had the honor of serv- time, the percentage of our pross naIng under Senator ROCKEFELLER, but I tional product allocated to heatl care
also had the privilege of working with will Increase from 12 percent to a stagthree other giants in the health care gering 18.4 percent. As a result. w,:
have every reason to believe and fear
Senator that fewer and fewer people will be
debate: Senator KENiri,
Dunr.NErJR and the late Senator able to afford the health care and In.
Jouw Hrinz. Senator Rico=Z must be surance protection they need.
Insurance companies, responding to
singled out as well for his tremendous
leadership as chairman of the Flnace these costs and attempting to limit
Subcommittee on Health for Families their liability, have turned more and
and the Unisured, and as one of the more to underwriting and marketing
driving forces behind the introduction practices that dIscrIminate agairtst
of 8. 1227, Health America: Affordable small businesses and individuals. As a
result, Individuals and small bush. ses
Health Care for All Americans.
Mr. President, jumping Into the seeking coverage are priced ouit of the
health care debate Is like diving Into market or somet, nes excluded at any
the ocean for your first swim. You are price. Denial of coverage I: even a
leery of the water's temperature, wor- problem for people who have had Inried about the threatening waves, and surance for years and are shpl)iy
afraid of the unknown creatures and changing Jobs. These are just two ex.
lurking ample of how flawed our health care
undercurrent
dangerous
below. It Is for this reason that I be- system has become.
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I often say that the Federal Govern - term care Insurance consumer protecment waits until It has a crisis on It,5 tions in any package of Insurance
hands before responding to difficullt market reforms.
Further, within the context of these
issues. The day has finally come whet
everyone-Indlviduals and their faitl Incremental reform efforts, I believe
lies, consumer advocates, small ancI we can take additional Important steps
large businesses, unions, health car( toward containing health care costs
providers, and insurers-agrees thai and, as a result, expanding access. We
our health care system has reached could reduce billions of dollars a year
that crisis stage. Unfortunately, whilE alone In unnecessary spending if we
we have universal agreement that w( could develop more effective ways to
must reform the system, there Is nc address the fraud and abuse that Is all
too prevalent In our health care Indus.
such agreement on how to proceed.
Mr. President, the lack of consensus try. We could save billions more If we
and the fact that It will be extraordl could get a handle on overly burdennarily difficult to reform the health some and duplicative paperwork re.
cere system Is not excuse for not quirements. Further, where we are
trying. While It has become clear that overpaying health care providers, stp.
the widely varying approaches and In. pliers and manufacturers-and In some
terests will make it impossible to over. cases underpaying others-we must
haul the system this year, we can take take actions to develop more rational
Important Incremental steps toward reimbursement systems. As many of
that goal if we make progress on those my colleagues know, I have already exIssues In which there appears to be the hibited my willingness to confront the
most agreement. The Better Access to prescription drug manufacturing InAffordable H1ealth Care Act of 1991 dustry In this area. And, where there
are other abuses, I do riot believe we
does Junt tht.
When I reserved on the Pepper Com- should hesitate to take on other
mission, liepublican and Democratic health care industry representatives as
Members alike seemed to agree that well.
having said this, I am cosponsoriiig
we should reform the small business
Insurance market, provide Insurance this legislation because I know that
portability protections for persons Chairman BENTSEN Is more than open
chaning Jobs, develop minimum bene- to suggestions to strengthen this bill.
fit plans designated to preempt State In fact, by Introducing this legislation,
mandat(i. increase the tax deduction he is explicitly sollelting comments.
for the self-employed from 25 to 100 Like Senator 13FNTsFN, I am looking
percent, protect true managed care Ini- forward to receiving advice from all Inlatives from antimanaged care laws, terested parties Inside and outside the
an(i provide more preventive health Washington, DC, beltway. It Is clear
care services. The legislation we are In. we could benefit from new Ideas.
Mr. President, In supporting this legtroduclng today incorporates provi.
sions that address all of these priority islation. no one Is sending the message
Item.,. Mor over. by establishing a that we have given up on comprehenhealth care cost commission, the sive reform. I have -,imply concluded
Better Access to Affordable Health that taking some steps forward Is prefCare Act begins to address the Issue erable to taking no steps at all.
The Better Access to Affordable
reform
care
health
drIIng t h
to
contain Health Care Act provides us with a
ways
debate- finding
health care costs. Taken In combina- solid foundation onto which we can
tion. Chairman BUMsEN'S proposed build. We owe a debt of gratitude to
reforms are significant, meaningful, Chairman BENTSFN for developing this
and more than worthy of serious con- legislation and giving a needed shot In
the arm to the health care reform
shleratlon.
Despite these Important provisions. debate.
It Is my sincere hope that President
the If-gislation we are Introducing
today is not perfect. Senator BENTSEN Bush will take the bill we are introwould be tie first to acknowledge this. ducing today, as well as any other
I am particularly concerned about the health care reform Initiatives that
adequacy of Its small business Insur- have been or will be Introduced, as art
ane? reforms, Its Improved but still Invitation to Join us In responding to
limilld l)rotections for the self-em- the health care crisis confronting this
ployed, the appropriateness: of Its Nation. America Is waiting for and de.
managed care definition and protec- manding his and our leadership In this
tiorisI and Its lack of more meaningful area. In that spirit. I urge all of my
cost containment provisions. And. In colleagues to Join Senator BIF.NTSrN
my capacity as chairman of the Spe- arid those of us cosponsoring this legclal Committee on Aging, I believe Islation In this challenging but e,;sen.
that we should give serious consider- tial undertaking.
ation to Incorporating

private

long-
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Thank you, Chairman Bentsen, for holding this hearing tody on reforming the
small group insurance market. As an original cosponsor of your legislation, S. 1872,
and the author of comprehensive health reform legislation that includes small group
insurance reforms, I am eager to join you and the Committee in delving into this
very important issue.
Ithas been a little more than a year since the Pepper Commission concluded its
deliberations and released its recommendations on comprehensive health care reform and long term care. A key element of our health care plan is reform of the
small group insurance market. In fact the final vote of 8-7 on that plan completely
masked the unanimous support within the Commission, expressed over and over
again by all 16 members, for reforming the small group market.
Prior to the release of the Pepper Commission recommendations, reform of the
small group insurance market, along the lines proposed in our bills, seemed unthinkable. ow small group insurance reform is viewed as the "easy" part of reforming our health care system. One of the obvious reasons is that it represents action
we can take without costing the Federal Treasury. But the more serious reason is
that the market has deteriorated so badly, so fast, that even the insurance companies realize that government intervention is needed to clean up the market and
"level the playing field."
I commend the HIAA and Blue Cross/Blue Shield for developing their own proposala on reforming the small group market. Their reforms are starting points, but I
am afraid that they do not go far enough.
While some of the reforms proposedf--garanteed issue, guaranteed renewability,
and especially the rating reforms--may actually increase insurance rates for some
groups, today every small business owner lives in fear that a serious illness or injury
of one of his employees or a family member will send his or her insurance rates
through the roof. It's time to restore predictability and stability to the private health
insurance market.
Over the last few months, at town meetings in West Virginia and at Congressional hearings held across the country I have heard countless stories of small business owners struggling to pay for health insurance for their workers. After facing
massive premium hikes year after year, many of them have been forced to drop or
severely restrict their coverage. Even many who thought they had adeuate insurance, found out their coverage was grossly insufficient when they needed medical
care--even for something seemingly as simple as a broken thunb. And, millions of
Americans are staying in dead-end jobs for fear that changing a job means loss of
health benefits.
The comprehensive health reform bill that I have introduced along with the Majority Leader, Senator Mitchell, and Senator Riegle, builds on, but would substantially reform, our health care system. Reform of the small group market lays the
foundation for building on the current system. But if the reforms are not effective
and only half-hearted, we will be building our foundation on quicksand and the entire system will collapse.
While earlier I said that small group insurance reform was viewed as one of the
"easier" aspects of reforming our system, many of the policy and technical issues involved in small group reform are far from easy. But I think common sense can guide
us, if we remember what insurance is all about--sharing risk. We should work toward reforms that will no longer financially penalize-through higher health insurance proniums-young women, older men, those unlucky enough to be in poor
health, workers engaged in risky occupations, or families who live in an undesirable
part of town. It's time to put an end to abusive insurance practices that have already cost millions of Americans their peace of mind, their homes, and their very
livelihood.
Thank you.
PREPARED STATEMENT OF REE SAILORS
AN OVERVIEW OF THE PROGRAM

The Florida Health Access Corporation is a private non-profit corporation created
pursuant to State legislation passed in 1987. The Corporation is charged with the
mission of finding ways to make health coverage more affordable and accessible for
small uninsured businesses and their employees mid dependents. Florida Health Access began as a joint venture between the State of Florida, Hillsborough Couity
('amnpa) and the Robert Wood Johnson Foundation. The program serves businesses
which have fewer than twenty (20) employees. It currently is available in sixteen
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(16 of 67) counties and serves over 2300 previously uninsured small businesses and
over 10,000 workers aid dependents.
The strategies employed by Florida Health Access are predicated on several observations:
Instituting the benefit within thobusiness is a very significant decision on
the part of the owner/business;
Most small employers want to provide the benefit but cannot afford it and
don't have a lot of time to devote to negotiating;
The small group market for health coverage is not accustomed to organized
buying, and not a ways receptive to it.
Once in the market of health coverage, small businesses cannot absorb "rate
shock," or significant premium increases.
Both employers and employees are willing to contribute toward the cost of
health coverage.
Florida Health Access organizes small businesses into an organized buying power.
This organization has enabled small businesses to access HMO health plans which
were not previously available to small businesses. HMOs typically did not market
to small businesses because of the high cost of administration and marketing associated with servicing many, many tiny businesses. Florida Health Access handles the
"front-end" administration of the group by selling, signing-up, billing to and collecting from the individual small businesses. The cost of this front-end work is directly
absorbed by the State of Florida through its contract with the Corporation for this
work. This form of "indirect subsidy" reduces premium to the small employer thereby helping to reach affordability.
Florida Health Access also engages in some reinsurance to produce a further reduction in premium, and finally, we administer an across the board direct subsidy
for family related rates in order in enhance the affordability of dependent coverage
for workers. The combined effect of all subsidies can reduce premium by approximately 26 percent for small businesses entering the health coverage market for the
first time. By definition to be eligible for the subsidy program a business must have
been "uninsured" for at least the previous 6 months.
THE EFFECTS

Since its inception, FHAC has forged a proactive partnershipwith the small business community. It represents an initiative by government which attempts to realistically and aggressively tackle a serious problem using sound business practices.
It recognizes that the reasons for market failure in the small group market are
many, varied and complex. It has created an administrative infrastructure to marshall the financial resources of private small businesses and government. It has applied those combined resources to empower the "purchaser/consumer of health care,
in a way that residually creates a regional force with which the health care providers and insurers must deal.
THE PROPOSED LEGISLATION: H1OW 1T WILL HELP

The "Better Access to Affordable Health Care Act" proposed by Senator Bentsen
addresses many of the factors contributing to the lack of insurance among small
businesses. The small group reforms are a relief to see; but I would like to focus
my remarks on the provisions for grants to States for small employer health insurance purchasing programs. Obviously, this type of grant program would allow organizations like ours to be developed more fully not just in Florida, but throughout
other parts of the country. I believe that this grant initiative reflects an insight into
the problem and its origins not often recognized. The small business community,
and especially the micro-sized business with fewer than five employees needs help
organizing. It is an area where intervention is appropriate. The financial assistance
offered through the grant program recognizes the reality that some form or several
forms of subsidy will be necessary to engage the small business into the health coverage marketplace. Once in the marketplace, this type of enabling administrative
support allows the small business community to participate fully and to eventually
ste p into the active role of "Consumer" in a market that has been allowed to operate
witi imptuity for its lack of economic discipline.
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PREPARED STATEMENT OF JUDITH WAXMAN

Mr. Chairman, thank you for inviting me to testify before your Committee. Families USA is a national non-profit advocacy organization devoted to working for families on health care and long term care reform.
Our health care system is in crisis due to soaring cost and decreasing insurance
coverage. Today's hearing addresses a number of small business reforms, some of
which may be helpful to families. But, as this Committee is very aware, these steps
do not substitute for comprehensive reform. Only when costs are controlled systemwide and everyone has coverage will the crisis be brought under control.
RISING HEALTH CARE COs

AND DECREASING INSURANCE COVERAGE

Health care costs in the United States have risen dramatically, far outpacing general inflation, as well as growth of the economy and of families incomes. These spiraling health costs are creating an emergency-a crisis of affordabilit7 for consumere, government, labor, mid business. Families are paying more in premiums,
deductibles and co-payments.
In 1980, American families on average paid a total of $1,742 for health care, including out-of-pocket expenses, health insurance and State and Federal taxes that
o forhcalth programs. By the end of this decade, that same family will be paying
$9 397 for health care, an increase of 439 percent.
Businesses have also been hit by rapidly rising health costa. Business payments
for health insurance tripled from 1980 to 1991 md are expected to rise sevenfold
between 1980 and 2000.
Rising costs have also resulted in a growing number of Americans without adequate health coverage, or none at all. One of the major reasons for the increase in
the number of uninsured persons is a reduction in the number of individuals and
their fantilies covered by employment-related insurance. This is because, in recent
years, there haa been an incTease in the number of persons employed in businesses
that don't offer health insurance, or offer inadequate or unaffordable insurance. The
sad fact is that the number of uninsured Americans has increased, from 24.6 million
persons in 1980 to_36 million persons in 1990. Twenty-eight percent of U.S. residents, 63 million people, lacked health insurance for at least a month during the
28 month period ending May 1987, according to the Census Bureau.
Given the crisis our health care system is in we must acknowledge that the reforms we address today will not affect the uicerlying causes of health care inflation--excessive increases in provider charges; proliferation of duplicative and expensive technology; and unnecessary procedures. Therefore, double digit increases in
premiums will continue and small businesses will still find insurance out of reach.
SMALL GROUP INSURANCE MARKET

A crucial component of any health care reform is changing the rudes by which all
insurers operate. The rules that govern the issuance of private insurance need to
be made standard and fair. Reform can eliminate extreme fluctuations of the premiums for private insurance and may make it more available for small businesses,
preventing some businesses from losing the coverage they have now and possibly
helping sonie small businesses obtain coverage for their employees.
However, all small businesses will not be helped. Individuals with pre-existing
conditions will be added to health plans, which is a vast improvement in current
practices. The downside of this reform is that premium costs will go up to cover
these people which could mean that some businesses decline coverage. The only solution is to include cost containment, which is crucial to assure that insurance does
not become even more out of reach for businesses the legislation intends to help.
Families USA Foundation's own experience is illustrative of the problems small
businesses are having with the health insurance marketplace. Over the past 3
years, or premiums, for a group of approximately 26 employees and their families,
increased 27 percent, 52 percent and 39 percent, and would have increased another
61 percent in 1991 had we stayed with the same commercial carrier. Our health insurance costs increased from 6.7 percent of payroll costs in 1988 to 12.5 percent in
1990.
We have sought coverage with numerous other carriers, but found that we had
few options. Most major insurers declined to submit bids. Managed care plans were
equally unwilling to cover us. There is nothing unusual about our group. Our employees are getting older--starting families and be wing to develop the health conditions that come -with middle age. We have a few group members with serious
health problems, but none of these are extraordinary.
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After the investment of significant administrative time, we were fortunate to get
coverage from another carrier at approximately the same rates as we paid last year.
This is because we will be commupity-rated. Once this carrier has suficient experience with our group, we will again be experience-rated and fully expect to face a
significant premium increase.
The kinds of annual premium increases we have experienced wreak havoc on the
budgets of small businesses. Very few can absorb such increases and few have the
time or expertise to negotiate in the health insurance marketplace. As part of our
efforts to find another carrier for ourselves, we surveyed similarly-sized non-profits
in the Washington area. Most of these had experiences similar to ours and were
eager for us to share any "solution" with them. We are in the process of analyzing
survey s from a large number of non-profits so that we will have better data on the
experiences other non-profits have with health insurance.
Our experience taught us that the idea of spreading risk and distributing costs
broadly has completely broken down in the small group and individual (non-group)
insurance markets, In a desperate effort to offer lower premiums, insurers now compete to avoid risk and to reduce benefits, rather than to spread risk and offer comprehensive coverage.
Underwriting-the process of determining at what price and under what circumstances an insurance company will assume a given risk-is at the heart of the
problem. Screening individuals based on their health status, occupation, age and
gender adds to already high administrative costs. For example, insurance officials
testified to the Maine Continuity of Coverage Task Force that current underwriting
practices account for 15 percent of small group premiums.
The goal of insurance reform should be to eliminate medical underwriting because
it not only adds to administrative costs but it excludes people from coverage and
results in higher premiums for anyone with a health problem.
Continuity and Availability of Coverage
We appreciate your interest and concern, Mr. Chairman, on the issue of portability of coverage. S. 1872 offers significant protections against certain underwrit.
ing practices for some employee groups who opt to buy the "standard" or "basic"
plan. Insurers accept all such small groups that apply and accept all individuals in
these groups. New pre-existing condition exclusions and/or waiting periods would
not be unposed on small groups that change insurance companies or individuals who
move from one small employer to a different small employer.
Continuity protections are extremely important and would make a significant improvement over current practices and should be extended to the most vulnerable
group in the health insurance market-those people purchasing individual coverage.
Thus, an individual who leaves a group plan and goes into the individual market
would be subject to new waiting periods and pre-existing condition exclusions despite the fact that the individual previously had been covered.
DiscriminatoryRates
Insurance industry rating practices are another practice that hurts consumers.
Community rating spreads the risk as much as possible by setting a rate based on
the average health coits of an entire pool (or community) of customers. This is the
system originally used by Blue Cross/Blue Shield (BC/BS). It worked well until forprofit insurance companies began offering lower rates to young, healthy groups by
basing rates on each individual groups's actual health experience, a practice known
ai experiencee rating. Once a young, healthy group ceases to be young and healthy,
their rates go up dramatically and can quickly become unaffordable.
The insurance industry argues that, without experience rating, healthy groups
would find coverage too costly. But these rating practices are not only unfair, they
do not save money for healthy people. Insured healthy groups bear the high adniinistrative costs of underwriting, as well as the uncompensated care costs for those
priced out of private insurance.
Experience rating undermines the whole purpose -of insurance-spreading risk and
costs. In any insurance system, some people subsidize others who find it necessary
to make claims. When we purchase insurance, it is in the hope that we will not need
it, but that it will provide protection if it becomes necessary. Under experience rating insurance companies charge higher rates to individuals and small groups based
on health status, age, gender, and occupation/industry. Increasingly, hiring decisions
must take into account the gender, age and health status of potential employees and
their families because of this rating approach.
S. 1872 proposes some limited restrictions on the rates that may be chargedto
different small groups between 2 and 60 employees. In general, premiums for sinilar groups could not vary by more than 20 percent above or below the carrier's mid-
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point--a 60 percent difference in rates. And after 3 years, plus or minus 15 percent--or a 36 percent difference in rates. Also, unlimited ragt adjustments for age
and gender composition of the group are permitted. In addition, insurers could raise
premiums another 5 percent annually above increases for health inflation, presumably to take into account deteriorating health status.
& 8ese limits are too broad. Significantly higher rates will continue for small
groups with any older workers, women under age 55, men over 65 or for any industry deemed unattractive by insurance companies. Under the 1990 medical rating
table of a major commercial insurer, the annual premium for a 35 year old female
is over $1,000 higher than the premium for a 36year old male. For this same insurer the annual premium for a 55 year old male is over $1 700 higher than the
rate for a 35 year old male.' This would certainly continue if there is unlimited age
and gender adjustments.
The insurance industry argues that it is more equitable to charge lower rates to
younger people because they have lower incomes. There are two problems with this
argument. First, the industry is extremely inconsistent in its support for relating
premiums to income. Women and disabled people also have much lower than aver.
age incomes, yet the insurance industry clearly often charges higher premiums to
these groups. Second, insurance does lit1e good if people can afford it when young
and healthy, but find it unaffordable when they age or develop health problems.
The proposed rate bands leave small employers with significant financial incentives to avoid hiring women, older workers and disabled people.
The leeway in setting rates in S. 1872 allows insurance companies to continue to
avoid risk, rather than spread risk. Insurance companies will still be able to entice
lower risk groups with low premiums and raise rates when the group is no longer
young and healthy.
According to a January, 1992 Congressional Research Service document 2 the
variations in rating practices allowed by S. 1872, even after 3 years, remain extremely broad. Insurers could develop premiums for a small group based on the assumption that individuals with certain risk characteristics would be ten times more
costly than other individuals. This can happen because of the variation allowed for
the individual's exact geographic location, age, sex, health risk factor, and administrative block of business.

MAXIMUM VARIATION IN RATING FACTORS, CURRENT PRACTICE, S. 1872
AND H.R. 3626
[Ratio of highest to lowest aJustnent factor)
Ctrot pxactk
Case characteristics:
Age/sex ......................................................................
Geography ..................................................................
Industry .....................................................................

Subtotal..................................
Risk lac1r .................................
Block dfferenttal .............................................................
AdmhnIstattve loading ........................... ...... ..............

Totl ....................................................
. .10.04

3.12
1.99
1.71

10.57
4.00
1.41
1.10

()

S.1872
3.12
1.99
1.00

20 ..
1.35
1.20
1.00

H.R. 26

8. 1227

1.87
1.00
1.00

1.32
1.00
1.00

1.67(l)

1.32

1.00
1.20
1.00

1.00
120
1.00

2.00()

1.50

'Suotal ard total may not equal product of component fecor due to roundry.
Madmxn total vsrlatoInI emai group raie carot be aelmated.

SOURCE CRS &nAlsla of legkial

poposla,

We have preliminary results from a study we are doing on premium increases
over 6 years under S. 1872, as compared to H.R. 3626 (Congressman Rostenkowski's
Health Insurance Reform and Cost Containment Act of 1991).
Families USA has begun analyzing what the proposed changes in rating practices
are likely to mean for small groups. We are looking at hypothetical businesses with
ten employees (60% with family coverage) over 5 years. We have been looking at
11990 Medical Rates by Age and Sex, Aetna Life and Casualty, New York State (from Testi.
mony to Maine Insurance & Banking Committee, Karen Olson, CLU, ChFC, President, Benefits

Design (Jroup, Inc., March 1991).
'Memo from Mark Merlis, CRS to House Conmittee on Ways and Means; subject: Health Insurance Rating Restrictions tinder HR. 3626 and S. 1872, January 16, 1992. The following chart
illustrates the maximum ratio of premiunms under S. 1872, H.R. 3626 and S. 1227.
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what happens to the premiums for.hypothetical groups when, over 6 years, one employee develops a chronic expensive condition and the workforce of that group
changes from being composed of individuals who, based on their age and sex, are
considered b insurers to be less expensive than average to being composed of individuals who because of their age and sex are considered more expensive than average. We have looked at the rating practices allowed by S. 1872, H.R. 3626 (Congressman Rostenkowski's Health Insurance Reform and Cost-Containment Act of
1991) and by the National Association of Insurance Commissioners.
Our preliminary analysis indicates that under S. 1872 a small group of ten employees could be paying a minimum of $12,000 more in health insurance premiums
annually than wold be allowed under H.R. 3626. This is primarily because S. 1872
allows unlimited variation for age and sex and contains no cost-containment provision. H.R. 3626, on the other hand, limits the variation in rates based on age and
sex variables and allows small groups to use Medicare payment rates. We have not
yet estimated the effects of allowed variation within a geographical area or different
blocks of business.
Looking at the same small groups under the rating practices proposed by the National Association of Insurance Commissioners, a group of ten could be paying
$24,000 more in annual health insurance premiums than under S. 1872. Ths is primarily because of the increased variation allowed for age and sex and health status.
Under S. 1872, health insurance premiums for virtually any group of ten would
more than double in five year. ' his illustrates why rating reforms, alone, will not
make health insurance available to small groups.
BENEFITS

We support the standard benefit package in S. 1872 with the addition of prescrip.
tion drugs, family planning services and small cost sharing requirements. Last
spring, we issued a report entitled, "Insurance That Doesn't Insure," in which we
concluded that "barebones" coverage--that is, limited benefit packages--provides inadequate coverage, and is not attractive to employers. The basic" benefit plan in
S. 1872 is barebones.
We found evidence that many "limited benefit" plans reduce premiums through
high co-payments, high deductibles and low lifetime caps on coverage. Approximately 22 States have waived mandates to allow the insurance industry to offer
"limited benefit" plans. Many of those plan achieve lower premiums through high
co-payments and deductibles (e.g., $6,000 deductible), severely limited benefits (e.g.,
few hospital days), and limits on total annual and lifetime dollar benefits, rather
than through elination of mandates--an approach that simply shifts health costs
from premium payments to out-of-pocket payments.
Barebones plans that do not meet the needs of small groups have generated little
interest.8 There is evidence that most small businesses that offer health insurance
usually choose plans with comprehensive coverage. Many States that have waived
State mandates, restricted the quantity of services and added high costsharing are
finding few takers their "limited benefit" plans.
PAYING MORE GETNG

LESS

In the face of escalating premiums, small businesses and individuals are forced
to either drop coverage or reduce their coverage. This leaves families exposed to
high out-of-pocket costs and/or inadequate lifetime coverage. The very peace of mind
and security insurance is supposed to provide is unavailable under these circumstances.
S. 1872 proposes broad limits on the annual premium increases which may be
charged to small businesses. These limits typically allow insurance companies to increase rates by whatever the company determines is its "trend." This amount is the
rate charged to a new business. To this "trend" may be added an additional 6 percent for health status changes in a particular group.
The limits on annual prenum increases are so broad that double digit premimn
increases will continue to be the norm. With medical inflation rising at double the
rate of general inflation, with increased cost-shifting to private insurers for uncompensated care, and with increasing administrative costs, the "trend" is likely to remain in double digits. 4
S"Movement to Sell Basic Health Plan is Found Faltering," New York Times, November 10,
1991, p. 1.
4Health insurance premiums increased 12 percent 1987-88, 24 percent 1988-89 and 14 percent 1989-90. See Cynthia B. Sullivan and Thomas Rice, "The Health Insurance Picture in
Continued
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Only systemwide reforms will accomplish the goal of containing costs. H.R. 3626
proposed use of Medicare-like rates for all employers who request them. This is a
step in the right direction. Outcomes research and an advisory cost commission are
positive measures to ensure quality care, but they are insufficient to put a clamp
on rising costs.
Managed care, which if designed with the consumer in mind, may provide access
to quality care. Federal standards are a welcome innovation. However, managed
care cannot be relied on to stem rising costs.
Some types of HMOs-particularly staff-model HMOs where individuals must go
'aidon salary-have been able to achieve
to physicians based at a clinic who are
one-time "savings", from reduced hospitalization costs relative to conventional plans.
Ji reality, these "savings" have actually resulted in increased costs for others, since
hospitals charge others more to make up for any "losses" from HMOs. Managed care
has thus resulted in cost shifting, not cost savings.
There is no evidence to support the claim that managed care plans can provide
less costly care over time. Managed care premiums have been increasing at virtually
the same rates as other health insurance premiums. Over the last 3 years, managed
care premiums increased 15 percent, on average, while other insurance premiums
increased 17 percent, on average.
DEDUCTIBILITY FOR INI)IVIIMIAL8

Full deductibility for individual policy-holders establishes equity between the subsidy received by businesses and individuals. However, individuals receive no assurance that their premiums will not continue to soar or that coverage will be available
to them. The deductibility will be helpfid for self-employed persons who already purchased individual coverage, but it may do little to encourage coverage for individuals
who have not been able t purchase coverage. And as Stated previously, the rating
limits and pre-existingcoAition limits do not apply to this group, which may mean
insurance is unaffordable even with full deductibility.
MEDICARE IMPROVEMENT

The preventive services proposed for Medicare beneficiaries are welcome additions. However, what seniors really want and need is long term care. With our population getting older, and with more people aging into the 80's and 90's, it is essential
that long termi care protection be afforded to America's families. For frail aid older
people, the distinction between their chronic and acute care needs is a fine line at
best, and the denial of chronic care would result in enormous hardships. Given the
severe limitations of Medicare in covering long term care and the lack of private
insurance coverage in this area (with only 3-4 percent of the elderly covered by private loig term care insurance policies), it is important that long term care coverage
is included in health care reform legislation.
Also, we have been following the development of the long term care insurance
market as the number of policies sold increased dramatically since 1987. Our concerns are that policies are not affordable for a large number of the elderly, and that
those who have purchased these policies, often at great personal expense, have encountered great difficulties in getting the insurance companies to pay their claims.
Until such time that a comprehensive long term care plan is enacted, there remains
a need for consumer protections against long term care insurance abuses.
CONCLUSION

Comprehensive reform including systemwide cost containment, is the only alternative to solving our health care crisis. Small steps cannot guarantee that insurance
will be more accessible to small businesses. Positive improvements in S. 1872 include: extending the conthiuity of coverage protections to the individual market;
eliminating-discriuinatory practices in setting premium rates; a comprehensive
benefits package; and addressing the issue of long term care.

1990," Htealth Affairs, Vol. 10, No. 2, Summer 1991, pp. 104-115; Jon Gabel, Steven DiCarlo,

Steven Fink and Gregory deLissovoy, "Employer.Sponeored Health Insurance in America,"
Health Affairs, Vol. 8, No. 2, Sunmmer 1989, pp. 116-128; and Jon Oabel, Cindy .1"jich.A)Tth,
Oregnry deliesovoy, Thomas Rice and Howard Cohen, "The Changing World of Group Health
Insurance," Health Affairs, Summer 1988, Vol. 7, No. 3, pp. 48-65.

145
PREPARED STATEMENT OF BRYANT L. WELCH
Chairman Bentsen, Members of the Committee, good morning. I am Dr. Bryant
Welch, Executive Director for Professional Practice of the American
Psychological Association. I am a board certified clinical psychologist and
a licensed attorney. The American Psychological Association, as the largest
membership association for over 100,000 psychologists engaged in academia,
research, and the practice of psychology, greatly appreciates the
opportunity to testify before this Committee in its vital efforts to remedy
the disintegration of high quality, affordable health care in America.
The current health care system encourages an irrational and self-defeating
focus on short-term and simplistic solutions to long-term and complex
problems. This current health care system irrationally advances higher
long-term costs by promoting insurance, administrative, and financing
practices which curtail access, coverage and quality in the short-term
As this Committee knows, national health care costs have run amok in
America. Conservative estimates place the current health care price tag at
$817 billion, 14% of the GNP and growing twice as fast as the rate of
inflation. In 1990, business spent, on average, $3,000 per employee on
health insurance, a rate which has recently increased over 20% annually. At
the same time that costs have skyrocketed, access to care has plummeted. The
number of uninsured citizens has risen dramatically from the 34.6 million
figure, as cited at the introduction of S. 1872 just a few short months ago,
to current estimates of from 37 to 40 million uninsured, with almost 100
million citizens inadequately covered. Finally, while costs and the numbers
of uninsured have soared, quality has actually declined as patients have
been forced into inappropriate care by scant insurance coverage or by
managed care entities which have dictated less cost-effective and lower
quality 'quick fixes" to medical and psychological care.
In general, the system promotes snowballing costs, instead of controlling
them, with approaches to care which present the illusion of cost-saving but
in the end are costing our nation much more. Several examples should
sufficiently highlight the irrationality inherent in the current system's
dysfunctional approach to managing the triad of cost, coverage, and quality.
First, the bureaucracy has spurred an ever-increasing orientation toward
dramatically costlier crisis and inpatient care, as outpatient and
preventive coverage has eroded and costs have been shifted to consumers and
the public system. The best example of this sort of paradoxical
mistreatment has recently surfaced in the $4 billion private psychiatri
hospital industry, where deregulation stimulated the construction of a
tremendous number of expensive new beds which were filled largely with
children who could have been treated more cost-effectively in outpatient
settings, but where insurance policies paid for the inpatient care but not
the outpatient.
Second, even more irrationally, the federal bureaucracy has not attempted to
control costs or improve quality in the long-term by producing consensus
treatment guidelines or supporting outcomes research inorder to standardize
which treatments work most cost-effectively. Instead, under the euphemism of
"competition", it has permitted the free proliferation of managed care
approaches, which have simplistically sought to control costs through
onerous treatment restrictions based on inadequately standardized or
publicized criteria; invasions of patient-provider privacy and dignity; and
review and appeal procedures too complicated for consumers to understand or
follow. As is increasingly evident, utilization review and other managed
care mechanisms have themselves increased costs and lowered the quality of
care by curtailing the provision of early preventive care, such as
outpatient psychological services, thereby ignoring untreated illness which
nonetheless simply resurfaces in the long-term via much more expensive
emergency and hospital visits.
Finally, the present health care administrative, financing and delivery
organization has fostered the development of a massive and unwieldy
bare&.cracy of over 1500 different insurers, all with their own Independent
_e__twit1 , billing and paperwork procedures, which, if unified Into a
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single administrative process, could fully fund comprehensive coverage for
all uninsured Americans according to a recent GAO Report.
The current system has thus addressed spiraling costs and lack of access,
coverage, and quality not with a logical focus on long-term, preventive
approaches to reforming its irrational encouragement of inefficiency and low
quality, but rather with a view toward short-term "quick fixes" which have
so obviously failed as solutions. Clearly, such a system perpetuates the
worst of all possible worlds, with its irrational and short-sighted focus
providing the infrastructure for the overwhelming crisis now confronting
this Committee.
The Health Care Insurance System Has Historically Developed With an
Il1ogical Concentration on Covering the Most Expensive Late-Stage Treatments
Instead of Focusing on More Rational. Cost-Effective Early-Intervention and
Preventive Agoroaches.
The history of private health care insurance in America illustrates why the
current system is in crisis, and where it must direct its attention to
alleviate it. Private health insurance developed in the mid-19th century,
but failed to prosper because of high administrative costs, commissions,
profits and overhead, in addition to adverse selection and insurer inability
to spread risks through group enrollment (Starr, 1982). Only accidental
injury or death and industrial life insurance policies flourished because
they covered catastrophic injuries and the expenses of final illness and
burial, those that the middle class could not afford. For less severe
sickness, patients needed insurance against lost earnings more than payment
of medical expenses. As hospital expenses rose in the 1920s, however, the
middle class generated demand for inpatient coverage which opened up new
markets for health insurance and stimulated the emergence of BC/BS and
others. Finally, as outpatient medical services, diagnostic procedures, and
medications similarly became too expensive for the middle class, they too
began to find a niche in private insurance. Historically, then, the trend
favored the emergence of insurance coverage only against those treatments,
procedures and settings which became too expensive for the consumer. Such a
system does little to encourage rational health care expenditures and
unwittingly encourages utilization of expensive procedures.
APA believes that one of the solutions to redirecting the focus of reform
toward efficient and rational health care delivery and financing is to
abandon the exclusive emphasis on curative late-stage care in favor of
prevention and offset of disease before it becomes more serious and costly
to the system. Senate 1872 and other reform proposals have already partially
envisioned this need to translate the irrational historical trend into a
longer term, prevention-oriented approach by covering such services as
prenatal, well-baby and child care.
It is critical at the same time, however, that the bill fully recognize and
cover mental health care services, which offer the most significant
opportunity for achieving major cost savings by preventing mental and
resulting physical disease from escalating into much greater problems which
are those that have been so inundating the system with their massive latestage costs.
Evidencing The Irrationality of the Current System is Its Failure to Adopt a
Preventive. Long-Term Conceptual Approach Including Mental Health Care
Inclusion of mental health care coverage can restore rationality to the
system. The best outcomes in health care occur when early cost-effective
treatments preclude the need for more expensive later-stage treatments of
more serious illness. Mental health care seeks amO attains just these ends.
By denying access to needed mental health care in national bills, permitting
managed care firms and indemnity plans to slash benefits, and allowing
untrained or non-specialist utilization reviewers to dictate standards of
care and cut off treatment accordingly, the system perpetuates the
irrational decision-making mechanisms so prevalent throughout the general
health care bureaucracy. The cost savings of including mental health occur
through several different but interrelated avenues.
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Aasslve
ount of medical consumption Js a ramification uf untreated
pavchaloaical illness and could have been prevented with anropriate matal
health care services
Mental health care can reduce the irrational cost to the system of
mistreating or incompletely treating many illnesses through medical avenues
when their symptoms actually mask psychological disorders. For example, 60%
of all medical visits to general physicians are by patients with no
underlying organic medical problem. Instead, these patients are suffering
from exclusively psychological problems. This figure rises to about 90% if
stress-related and psychosomatic illnesses, such as peptic ulcer, ulcerative
colitis, irritable bowel syndrome, and hypertension, are figured in
(Cummings & VandenBos, 1981, 1988). Other studies have confirmed prevalence

rates as high as 40% for primary care patients with overt mental disorders,
and 26% for those with disabling psychiatric disorders (Jencks, 1985;
Orleans, 1985).
Unfortunately, the majority of non-psychiatric physicians are untrained or
inexperienced in the diagnosis and treatment of mental disorders, typically
receiving less than three months of training in the field of mental health
(AJP, 135, 29-32). Further, "primary care physicians tend to underdiagnose
and underreport psychiatric morbidity" (Kessler et al., 1986) and "a large
proportion of patients suffering from mental disorders . . . seen in the
general health sector . . . are not necessarily diagnosed accurately and
. not always treated or referred properly" (Pincus et al., 1983). It is thus
no surprise that they usually perform a myriad of unnecessary tests and rely
ultimately only on tranquilization and improper drugging, which is not only
ineffective but also leads to consequential expenses such as drug
dependence, side effects, and serious medical complications, Inappropriate
drugging and tranquilization, unlike psychotherapy, appears unlikely to
reduce general medical costs (Jones, 1979; Kessler, 1982), and very likely
increases it due to complicated sequelae. Even the American Medical
Association and the American Psychiatric Association, in a recent legal
brief, argued that in general, "non-psychiatric physicians" tend to
prescribe ineffective doses and not to respond properly to a patient's
failure to improve" (CAPP v. Rank, 1989). Without mental health coverage,
such patients will continue to submit to the inappropriate medical
procedures and druggings of general physicians, at great cost and with
little chance of remission.
Not surprisingly, where patients have access to osycholoatcal services, they
show a decreased need for medical care and substantial medical cost offset
People with untreated mental health problems tend to overutilize medical
services, averaging twice as many visits to their primary care physicians as
those without a mental disorder (Borus, 1986). A growing body of empirical
research indicates that appropriate mental health services achieve
substantial medical cost offset savings by effectively treating the
underlying psychological problem, In one study, for example, a review of
over 60 investigations of psychotherapy effects on medical utilization found
that 85% of patients showed marked declines in medical usage after therapy,
averaging a decrease of 73.4% for inpatient and 22.6% for outpatient
services (Mumford et al., 1984). In another more recent study, three hundred
veterans with inordinate medical service utilization reduced outpatient
medical visits by 36% when they received more appropriate limited
psychotherapy. Control groups which received no psychological treatment
actually increased medical utilization (Massad et al., 1990).
Moreover, psychological care can reduce physician and hospital costs for
patients with many physical illnesses which respond well to psychological
interventions in addition to medical treatments. For example, a study of
over 2000 patients with diabetes, ischemic heart disease, hypertension, or
reversible airway disease found that over three years, most of the 700
patients receiving psychotherapy had medical costs between $284 and $309
lower than comparison groups who had no psychological care (Schlesinger et
al., 1983). Twenty-five per cent of the therapy group had a total offset;
that is, their mental health care fully paid for iUself in lowered medical
costs.
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Since over 40% of the American public suffers from these disorders, the cost
savings of including mental health care in their treatment plan could be
enormous.
Untreated psychological disorders not only burden the health care system
with increased medical utilization, but also exact a monumental toll by
inducing maladaptive behavior patterns which drive up inefficiency and cost
even morg
Improper utilization of medical services by mental health patients is only
the tip of the expenditure iceberg for untreated mental illness. Without
appropriate treatment, patients often resort to self-defeating and addictive
behaviors as well as inappropriate, inefficacious, and dangerous selftreatments. For example, the untreated patient with a serious anxiety or
depressive disorder may attempt to alleviate the condition with pathological
over- or under-eating, stimulants or alcohol, or even dangerous, risky or
antisocial behaviors. The research literature is rife with examples of the
high prevalence of comorbidity of depression or anxiety with other serious
addictive and self-defeating behaviors which needlessly multiply the
irrational, unjustifiable costs of the health care system generally. For
example, a 1988 estimate of the cost of alcohol and drug abuse to society
predicted total cost at over $143 billion. Life-time prevalence rates of
alcohol abuse and dependence have been estimated at 16% for men and 9% for
women (Bromet, 1990). Moreover, alcohol and substance abusers further drive
up the cost to the system through heavy use of medical services: one recent
study determined that chemically dependent patients who did not receive
mental health services increased their medical costs by 91% during the study
period, in comparison to actual decreases in the control samples who
received mental health care (Cummings, 1990). Other studies have shown that
substance abuse treated with mental health services results in massive 20%
medical cost offsets, reaching savings of 40% when prevention of
absenteeism, lost productivity, and accident benefits is figured into the
calculus (Jones, 1979).
Untreated mental Illness not only spurs the development of medical service
overutilization and maladaotive behavior responses, but itself can directly
precipitate serious physiological illnesses whtch mght have been prevented
if treated at their psychological source
There should be little surprise that mental health problems permeate 7 of
the 10 leading causes of death and figure in all of the top five health
problems confronting American businesses. Adequate treatment of the
original psychological and emotional stressors can preclude development into
more expensive and life-threatening physical disorders. Mental health
services have been found effective not only in treating but also in
inhibiting the development of stress and anxiety into more expensive
physical illnesses such as ulcer and even immune disorders and cancer;
negating the development of self-defeating behaviors, such as eating
disorders, smoking, obsessive compulsive behavior, self-inflicted injuries,
accidents, child and spousal abuse, and suicide; and, as already intimated,
precluding the need for dangerous self-treatment with alcohol, illegal
drugs, and prescription abuse.
Psychological services are not only necessary to offset major medJraLcosts.
prevent self-defeating and maladaptive responses. and orecl;de t..
progression of psychological distress into major physical I1liness,. but also.
to reduce the costs and treat the overwhelming suffering and distress caused
by the psychological disorders themseyv.s,
As this Committee is doubtless aware, over 30 million A4nerican adults have a
serious mental disorder other than alcohol or substance abuse, costing
society over $130 billion annually (Rice, 1990;EBRI, Feb. 1990). However, 1
in 3 patients fails to get appropriate mental health treatment (NIMH, 1989),
largely because of the unavailability of insurance coverage (Frank & Kamlet,
1989). Finally, 15% of the work force need mental health services at any
point in time, with stress, anxiety, and depression accounting for an
average of 16 lost work days each year per employee, costing $10 billion per
year just for absenteeism due to depression (NIMH, D/ART Office, 1990).
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As noted above, patients with diagnosable mental illness, especially with
restricted mental health benefits, tend to see family physicians who are
untrained and ill-equipped to handle their mental health needs. With
appropriate and low-cost mentall health interventions, however, depression
and most other major mental health problems are highly treatable, and their
potentially gargantuan indirect and long-term costs, such as disability and
mortality, preventable. Indeed, as recent meta-analyses have indicated,
mental health services including psychotherapeutic techniques not only
result in extremely favorable outcomes but also stimulate long-lasting
remissions, greatly supporting the notion that psychological treatments have
both short-term acute care and long-term preventive effects (see, e.g.,
Robinson et al., 1990; Nietzel et al., 1987).
Psychological services also provide the most rational means of preventing
lost productivity and -absenteeism in the work force. About half the $130
billion societal toll imposed by mental illness is attributable to lost
productivity in the workplace (Rice/ADAMHA, 1990). Mental illness is as
functionally disabling in the work force as a serious cardiac or pulmonary
condition, hypertension, and even diabetes (Wells, 1989). Only cancer and
stroke have been determined to be more limiting to a worker's daily life
activities (MHPRC, 1990), and when disability is linked to work
productivity, mental illness is the most restrictive condition, with 76% of
those disabled by mental illness showing impairment in their work. Moreover,
alcohol and drug abusers are late and sick three times as often, four times
more likely to have an on-the-job accident, and five times more likely to
file a workers' compensation claim, as the average worker (Business and
Health, Oct. 1989).
Mounting evidence has shown that greater provision of psychological services
could improve worker productivity and prevent absenteeism for both the
worker and her family. Many large corporations have relied on wellness and

employee assistance programs (EAPs) with referrals to outpatient mental
health services for dramatic cost savings. For example, McDonnell Douglas
estimated that their EAP program saved them $6.1 million in 1988 alone in
medical cost and productivity loss offsets.
The inescapable conclusion, therefore, is that patients with serious
underlying stress and emotional problems who are not treated with mental
health services through lack of coverage or broad-brush assaults by managed
care will not get over their problems, but will come back to haunt the
system with increased morbidity and mortality and to impose a much higher
price tag, through over-usage of high-technology, hospital and drug
treatment, and more serious illness than that which would have been attached
to preventive and early interventions such as psychological services. It is
simply more rational and economical to meet patients' needs with targeted,
safe and effective psychological services as early as possible.
Applying this rationale t) the S. 1872, we have two major areas of concern.
Our first concern with the bill is that itreduces the overall availability
of mental health care in this country. On its face, it is clear that in the
"basic package" offered in the proposal, mental health care is not included.
Thus, to the extent people are covered under the basic plan, society will
bear the aforementioned costs of more expensive and less effective medical
care, and/or bear the brunt of untreated psychological problems with their
impact on subsequent costs to the general health care system and to society.
The problem runs much deeper however. Mental health programs across the
country have been victimized by *adverse selection" inwhich those employers
who do provide mental health coverage find that people needing the coverage
switch to those programs effectively eliminating the spreading of the risk
across the population. Thus, the mental health claims of those who have the
policies become expensive and, more importantly, since people with mental
health problems tend to have greater need for medical care overall, it
serves to attract those people with greater utilization. If both policies
had mental health coverage, this problem could be avoided and the mental
health coverage costs would remain quite modest, but with the differential
coverage the standard package will eventually become prohibitive In cest
combed to the basic.
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But of even greater concern than the gap in coverage and the adverse
selection problem is the impact the legislation would have on those
individuals who currently do have adequate mental health coverage but whose
employers under this legislation would be free to opt for the basic plan,
thereby eliminating their mental health coverage. This would clearly be
contrary to the objectives of the legislation ifwe consider that an
estimated 17 million employees of small businesses plus their families
currently have mental health coverage under state mandates. Thus, it seems
clear that the net effect of this legislation will be to jeopardize badly
needed mental health coverage for millions of Americans and to set the stage
just a few years down the road for massive increases in overall cost as
psychological problems turn to physical problems, as maladaptive behaviors
leading to serious health problems, and as the cost for untreated mental
illnesses themselves wreak their havoc upon our health care system.
In short, without mental health coverage people with psychological problems
lead to a massive overutilization of our more expensive medical care system,
a much greater likelihood of psychosomatic and other serious stress-related
illnesses, continued maladaptive behavior driving future health care costs
even higher, and our society will continue to pay the cost of untreated
mental disorders such as depression and alcohol and drug abuse.
The solution to this problem is to provide the same level of mental health
care in both packages and make at least minimal mental health treatment
available to all, both to prevent the adverse selection process which will
greatly hamper the standard package in the S. 1872 and to make sure the plan
does not do the opposite of what is intended by reducing the level of care
for millions of Americans who are currently protected by mandates and are
working for small businesses.
Can e afford it?
having adequate mental
It is ironic that with the waste represented by nog.l
health coverage included, some argue that it is too costly to include mental
health care inthe package. The fact is that outpatient mental health care
would only increase the cost of the package by two percent and adding both
inpatient and outpatient would only lead to a total cost increase of six
percent (Congressional Research Service). If we consider the estimated 40
percent of the policy cost which is to be spent inadministration, it seems
remarkably shortsighted and ill-advised to single out the mental health
benefit for exclusion.
It should be acknowledged, however, the mental health benefit has been
victimized by the same irrational bias for expensive treatment that we find
in the overall medical system. Specifically, "to save costs," insurance
companies have either reduced outpatient coverage, thereby forcing patients
either to forego care (with the above described ramifications) or to seek
out much costlier inpatient setting accommodations. Thus, inmany cases
reports of "increases inmental health costs" have been a function of
poorly-designed benefit structures rather than any inherent cost problem
with mental health care.
Recognizing the unique burdens on small employers associated with health
coverage, the APA asked one of the nation's leading health economists to
test the applicability of the Congressional Research Service findings for
employers with 50 employees or less. Having examined the individual and
family utilization experience of over 63,000 such employees drawn from over
1200 companies around the country, the preliminary report strongly supports
the affordability of the mental health coverage included in S. 1872's
Standard Plan.
This economic model can also be applied to measure the cost to small
employers of pr',viding the minimum mental health benefit in Mr.
Rostenkowski's companion proposal which is based on Medicare. While
slightly higher,-the cost associated with the inpatient and outpatient
mental health benefit is still only about seven percent of the premium cost.
As a third alternative, the report tests an "integrated minimum benefit" for
miool hett Innovatively designed to take full advantage of tM efftcacq
ad iwar ant of outpatient care by setting an overall dollar ltt fer
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mental health care in either an inpatient or outpatient setting. The
evidence suggests this approach would cost small employers even less than
the other minimum mental health benefits. The report's author and the APA
would welcome the opportunity to share these important findings with the
Committee In the near future and ask that the report be added to the record.
When the report is final, we believe itwill clearly demonstrate small
employers can afford an adequate mental health benefit and that there is
simply no cost-based rationale for the sub-standard option and its illadvised exclusion of mental health.
This bill would be greatly improved by setting an affordable minimum mental
health benefit as a floor and by closing the loophole represented by the
sub-standard package. A single uniform standard would address the problems
associated with undermining state mandated benefits, decrease the risk of
adverselselection, and represent a positive step toward more comprehensive
reform.
Our second area of concern iswith managed care. The bill as written would
undermine quality of care, especially mental health care, by eliminating
state laws which establish basic guidelines for the managed care industry
protecting patient access to appropriate services, safeguarding patient
rights, and limiting financial conflict of interest inherent in certain
managed care systems.
S. 1872 can be significantly improved by replacing the state laws regulating
managed care entities with a set of explicit mandatory federal guidelines
that emphasize consumer protection, eliminate certain practices that lead to
inappropriate denial of services and protect appropriate clinical standards
of care.
It is our position that managed care, and particular forms of managed care
such as utilization review, should and must be subject to regulatory
oversight to ensure accountability and safeguard basic quality of care.
Managed care today, invarious forms, is a virtually unregulated multibillion dollar industry in the business of delivering health care to
citizens across the country. We believe the industry has evolved to the
point that basic safeguards must be established to control actual and
potential abuses regarding patient care.
Some states have established managed care regulations aimed at encouraging
patient access to a range of services, patients' right to due process,
confidentiality and information about claims determinations. Some laws
attempt to limit situations where financial conflict of interest may exist
for an entity or person when there is a forced decision between saving money
or providing necessary care. Other features of the laws include
requirements for qualified, credentialled personnel to review and manage
patient care. The insurers and managed care companies strongly oppose these
various requirements arguing their services would become prohibitively
expensive and ineffective.

1. A second aspect of state manates isthe freedom-of-choice that gives
patients the right to access the type of qualified mental health provider
they prefer. It is extremely important that S.1872 make it very clear that
qualified mental health providers are allowed to provide services as they
are in virtually all state and federal programs. Benefits without access to
providers are illusory. In two-thirds of the counties of this country,
there is not one practicing psychiatrist (Applied Management Sciences,
1988). When we add psychologists to the pool of eligible providers, about
forty percent of that gap in coverage isclosed, and when we add social
workers and psychiatric nurses, an even higher percentage of our nation's
population gains access to a qualified mental health professional. These
freedom-of-choice mandates serve to make badly needed mental health care
available and to see that it is delivered in a pro-competitive health care
environment.
I
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Mr. Chairman, we will not go into these issues in any greater detail given
the purpose and.scope of today's hearing. However, we challenge the
assertions of insurers and managed care entities and suggest we must give
responsible consideration to consumer rights and quality of care. Growing
evidence of patient dissatisfaction and abuse is available, including recent
court decisions which have reviewed situations of negligence and abuse in
managed care systems.
These problems can be curbed and quality maintained without compromise to
the efficiencies which managed care has the potential to provide. S. 1872
must establish a set of federal standards for managed care that includes at
least the following:
1.
2.
3.
4.
5.
6.

protect confidential patient records and progress notes;
require qualified peer review and all appeals by peer providers;
provide full consumer and provider access to review criteria and
determinations;
maintain liability for negligent utilization review determinations;
provide comprehensive and efficient appeals procedures which safeguard
patient rights and due process.
protect consumers from certain conflicts of interest inmanaged care
arrangements.

In conclusion, we would like to emphasize that our testimony today has dealt
exclusively with the fiscal and economic implications of the legislation.
We do this to acknowledge the economic pressure which we know you and others
are under in this health care crisis. In no way, however, do we wish to
overlook the staggering humanitarian dimension to providing adequate mental
health care. We do believe that given the well-documented preventive impact
of mental health services, sound fiscal planning dictates the inclusion of
the benefit.
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COMMUNICATIONS

STATEMENT OF THe AMERICAN HOSPITAL ASSOCIATION

The American Hospital AAsociation (AHA), on behalf of its nearly 5,400 institutional members, is pleased to submit this statement for the record regarding S.
1872, "Better Access to Affordable Health Care Act of 1991." S. 1872 would reform
the small group health insurance market to make health insurance more accessible
and affordable for small businesses. It would also make recommendations on the development of a Federal certification process for managed care plans and utilization
review program. We have reviewed the bill and although we support the basic insurance reforms, we have concerns about the provisions relating to standards for
utilization review programs.
As we Stated in testimony before the senate Committee on Labor and Human Resources on July 31, 1991, the AB1A supports a continued strong role for private insurers in the health care market but recognizes the need for substantial reform,
particularly in the small group market. We applaud the sponsors of S. 1872 for the
reforms they have proposed to improve the accessibility and affordability of health
insurance for small businesses, including eligibility and availability guarantees, limitations on preexisting condition exclusions, and restrictions on rating practices.
Our primary problem with the bill concerns the provisions related to standards
for utilization review programs, specifically, we are concerned about the narrow
scope of the certification requirements to be addressed by Federal standards; the
elimination of provider reimbursement for costs associated with responding to utilization review requests; the timing of the preemption of State laws; and the lack of
opportunity for public comment on the Federal standards during their development.
CERTIFICATION RETIRMEMEN'

TO BE ADDRESSED BY FEDERAL STANDARDS

The bill would preempt State statutes and regulations which restrict external utilization review programs. In place of State laws, the Secretary of Health and
Human Services (the secretary) would establish Federal standards for certifying utilization review programs. The Federal standards would address:
" qualifications of individuals performing review activities;
" procedures for evaluating the necessity and appropriateness of health care
services;

* timeliness with which determinations of necessity and appropriateness are
made;
* procedures for the operation of an appeals process; and
* procedures for ensuring compliance with all applicable Federal and State laws
designed to protect the conffidentiality of individual medical records.
The proposed Federal requirements are less comprehensive in scope than many
of the State laws that would be eliminated. We are not opposed to the development
of a Federal certification program; however, we do not believe that the requirements
set forth in the bill are adequate to assure the reliability of review results, to guarantee that patients and providers are made aware of utilization review requirements, or to minimize the administrative burden associated with external review.
We recommend that the requirements for Federal standards be expanded to address the issue of reliability and efficiency of external review as well as to ensure
that both patients and providers understand the conditions under which care will
be covere d. specifically we recommend adding provisions to Section 402(b) (2)"Qualified Utilization Programs" requiring inclusion of the following standards.
* Appropriate involvement of physicians in the development of medical
protocol. The criteria and standards used to assess medical appropriateness
must be established with input from practicing physicians to ensure that they
(154)
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are reasonably consistent with accepted medical practice. The function of utilization review firms should he to determine whether the care they review is consistent with generally accepted clinical practice as defined by the physician
community.
*Appropriate targeting of review processes to limit administrative
costs and ncre ae the efficiency of review programs. It is clear that the
utilization review process can be made much more efficient by targeting review
at those conditions and procedures which are most likely to result in utilization
or quality problems. Based on the medical literature and previous experience,
utilization review firms should be able to identify those areas for which review
is most effective and focus their efforts accordingly. Targeting review in this
manner would increase the eoiiciency of utilizatilon review and decrease the
costs for the review firms as well as for providers.
* Adequate provider access to utilization review reviewers. We were
pleased that a standard related to procedures for the operation of an appeals
process was included in the bill (Section 412(b)(2D)). However, in order to
avoid unwarranted denials and to minimize disruptions in the delivery of care,
we believe that it is important to require utilization review firms to make staff
accessible to patients and providers seeking certification for admissions or responding to reviewer questions.
Specifically, we recommend that the standards require that utilization review
staff be available through a toll free telephone number to respond to inquiries during the normal business hours of the provider's time zone. A procedure for managing
after hour inquiries should be specified.
* Public availability of review requirements and the standards of medical appropriateness used. Unless patients and providers are informed of the
utilization review requirements usedby the health benefits plan, their effect on
benefits enrollee obligations, and potential sanctions, they cannot be expected
to comply with them. If patients and providers are not made aware of this information, payment for services that should be covered by insurance plans may be
denied because "proper procedures" were not followed. It is untenable to put patients in the position of being required to follow procedures that are not explained to them in order to obtain medical care.
PROVIDER REIMBURSEMENT FOR COSTS OF RESPONDING TO UTILIZATION REVIEW
REQUESTS

The bill wodd eliminate any State laws requiring utilization review programs or
managed care plans to pay providers for expenses associated with responding to requests for information. There is no indication that Federal standards would be imlemented in place of these State laws. Utilization review firms often ask not only
or access to patients' medical records, but also to interview patient", add documents
to the medical records and coordinate discharge planning. This can add sigitificant
administrative costs for health care providers. Requiring that utilization review
firms reimburse providers for the direct costs of review provides an incentive for
them to limit their requests to only that information which is truly necessary. If review firms are able to shift the costs of their review process to providers, they have
no incentive to be efficient, and it is impossible to assess the true cost effectiveness
of their programs.
Optimally, we recommend that a standard related to provider reimbursement be
included in the Federal requirements for certification. If this is not possible, we urge
the committee to delete the provision preempting State laws requiring utilization review programs or managed care plans to pay providers for the expenses associated
with responding to request for information need to conduct utilization review (Section 402(c) 1KI)).
TIMING OF TE PREEMPTION OF STATE LAWS

The bill does not time the elimination of the State laws to coincide with the implementation of the Federal staundtu-ds. The bill requires that Federal standards be established within 24 months of enactment of section 402, "Federal Certification of
Managed Care Plans and Utilization Review Proams." The preemption of State
laws and regulations restricting managed care plans and utilization review prograins would become effective upon enactment. This would leave a potential gap of
2 years during which there would be no standards governing the activities of these
programs.
We recommend that the effective date of State law preemptions be timed to coincide with the effective date of the Federal qualification standards to be issued by
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the Secretary. This would prevent any gap between elimination of State protections
and e stablisfinent of Federal protections.
OPPORTUNITY FOR PUBLIC COMMENT ON FEDERAL STANDARDS

We are very troubled by the fact that the proposed mechanism for developing
standards would not provide any opportunity for public comment. The bill would require that the secretary in consultation with the newly created Health Care Cost
Commission establish Federal standards for utilization review certification. This
process would preclude public comment on the standards, and we do not believe that
consultation with the commission would provide an adequate opportunity for
consumer and provider input.
We strongly recommend that Section 402(b) (1) and (2) be modified to require that
Federal standards of both qualified managed care plans and utilization review programs be established by regulations to be promulgated by the Secretary. This would
ensure an opportunity for public comment on these issues which have such a significant impact on the delivery of health care.
We appreciate the opportunity to submit this statement to address these important issues.
STATEMENT OF DR. WILLIAM G. DROMS, CFA, PROFESSOR OF FINANCE, GEORoETOWN
UNIVERSITY
Critical Analysis of the (Jovernment Accounting Office (GAO) Report on 'Medicore: Effect of Durable Medical
Equipment Fee Schedules on Six Suppliers' Profit Margins" (November 1991))
INTRODUCTION

GAO compared suppliers' costs with revenues for Medicare and non-Medicare
business to assess the effect of the change from reasonable charge to fee schedule
reimbursement on suppliers' revenues and to analyze suppliers' costs." (p. 3 of GAO
Report). In examining the GAO Report, anyone at all familiar with the home medical equipment (HME) services industry would be shocked by its central conclusion:
namely, that the six companies examined apparently operate at an overall loss,
while earning very large profits on their Medicare-reimbursed business id experiencing large losses on their non-Medicare-reimbursed business. GAO finds that the average profit margin for Medicare business is 19 percent while the average profit
margin for non-Medicare business is-24 percent (loss) (Table 1, p. 4 of GAO Report).
Overall profitability is estimated at a loss of -2 percent.
The obvious inaccuracies in the GAO Report stem from the extremely small sample size and the accounting techniques used. In fact, the sample size is so small and
the accounting techniques used so tenuous that the only appropriate analogy would
be to assess the profitability of the retail grocery industry by visiting the corner grocery store, pricing out a few selected items and extrapolating the results to the industry in general.
Described below are three major flaws in GAO's sampling technique and two
major flaws in its accounting methodology that make GAO s results completely useless as a guide to setting rational Medicare coverage and payment policy.
ANALYSIS OF REPORT'S FLAWS

(a) Sampling Technique
GAO selected six suppliers "for detailed review." (p. 3 of GAO Report). But this
sample size is so small and patently nonrepresentative of the services industry that
to call it "trivial" would be a gross overstatement. The sample suffers from so many
limitations that it is totally useless as a guide to establish coverage or payment policy for Medicare. Indeed, on its very first page, the Report's authors flatly concede
that the results are of no value in assessing the true state of profitability within the
HME industry: "Because of the amount of work involved in this process, we could
not seled enough suppliers randomly to yieldprojectable results" (page I of GAO Report). If GAO begins its Report by stating flat"'out" that the results are unreliable
dtie to small sample size, then what is the point of the exercise?
To select this sample, GAO identified "1,583 individual Medicare HME sup liers
with 1986 Medicare-allowed charges of over $150,000" reimbursed under the edicare Part B "DME" benefit (p. 13 of GAO Report). Out of these 1,583 suppliers, they
then selected six. Thus, the sample looks at a grand total of 0.4 percent (four-tenths
of 1 percent) of the suppliers GAO could identify.
In an attempt to overcome its inability to "cover a statistical sample of suppliers
that could be used to project the universe" (p. 13 of GAO Report), GAO selected a
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"judgmental sample representing a cross section of suppliers based on the following
criteria: geographic diversity, States with a high Medicare enrollment, and a mixture of different suppliers based on revenue from Medicare" (?p. 13-14 of GAO Report). Among States selected to provide "geographic diversity' are: Georgia, North
Carolina, Florida and Maryland-two georaphically contiguous States in the Southeast and one Eastern State just north of the Mason-Dixon line. To these four southeastern States are added Texas and California,
Having selected a small, admittedly nonrandom sample, GAO then proceeded to
reduce the sample even more by examining only one site of those suppliers with
multiple locations-a process akin to visiting the neighborhood Safeway supermarket in order to determine how the national grocery chain is doing. The net result of this further limitation on the already nonrepresentative data was that profit
viargins computed in the study "are based on annualized supplier revenues of
$7 072,000 for 1988."
In fact, this sample is even smaller than the roughly $7.1 million identified: the
word "annualized" in the previous sentence refers to the fact that the authors examined revenue and cost data for I to 4 months' operations (according to the Report)
and extrapolated those results to produce "annualized" revenues. Two suppliers reported that the GAO auditors looked only at data for October of 1988 and
annualized" that I month's data to simulate a fidl year's results. At best, the authors audited no more than $2,000,000 in actual revenues. Even if we accept the
$7,072,000 "amualized" figure, this number must be further reduced since the
firms' weighted average total revenue from Medicare was 49 percent (p. 4 of GAO
Report). Thus, of the $7,072,000,49 percent or $3,465,280 would be attributable to
Medicare. This Medicare revenue volume is truly minmcule in comparison
to the reported 1989 total Medicare payments to suppliers of $1,400,000,000.
In fact the GAO revenue sample measures a grand total of 0.25 percent
(one-quarter of one percent) of industry-wide Medicare revenues.
(b) Accounting Methodology
After selecting this minuscule, nonrandom, nondiversified sample, the authors
then proceeded to examine unaudited financial data to construct a new cost accounting system in an industry in which they had no experience in spite of the position
of experienced financial executives in this industry that such records are impossible
to construct. Surely, any recent accounting graduate knows that unaudited financial
data from small businesses are notoriously nonrepresentative. GAO further compounds this problem by then inventing a new cost accounting system for companies
in an industry with which the authors have absolutely no practical experience. After
all that, the Report then goes on to "annualize" 1 to 4 months' experience to approximate I year's results.
As well, the Report presents numbers of "profitability," a term which is never
clearly defined. A careful reading of the Report indicates that "profits" are revenues
minus the sum of direct costs, indirect costs and overhead costs for some undefined
period of time (1 to 4 months) which are somehow "annualized" to simulate 1 year's
results. The Report makes no mention of taxes, so presumably the results are pretax
and presumably all expenses other than taxes are included in the three categories
of expenses in the Report. GAO's process of "annualization," however, remains a
mystery. Two CEOs of suppliers included in the study indicated that GAO examined
only the month of October 1988. October may or may not be a "typical" month, but
surely any business person knows that profitability varies from month to month and
multiplying 1 month s results by 12 will not produce an income statement that even
approximates the actual results for the year.
OVERALL RESULTS

The overall results of the GAO study are startling, even incredible, for two reasons: First, the GAO findings on overall profitability are at extreme variance with
the much larger independent studies of this industry undertaken by independent
third parties. Thr-ee major industry surveys during the last 3 years, undertaken on
behalf of the National Association of Medical Equipment Suppliers (NAMES), were
completed by Dr. William G. Droms, a Chartered Financial Analyst and Professor
of Finance in the School of Business Administration at Georgetown University. Additional independent surveys have been undertaken by Dr. P. Ronald Stephenson,
Professor of Marketing in the Graduate School of Business at Indiana UniversityBloomington. These surveys all present results based on independent industry as.
sessments conducted by experienced researchers. All survey results during the past
3 years have found industry-wide profit margins (measured as return on sales, cal.
culated as net income after tax as a percent of revenue) to be approximately 5.5 to
6.5 percent. This level of profitability has been found consistently over the past
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three years by all of the independent surveys and is at extreme variance with the
GAO finding of overall profitability of -2 percent. The most recent NAMES results
are based on financial data from 175 companies; Dr. Stephenson's most recent surveyis based on data from 174 companies.
The variance of the GAO results is best seen in the context of what statisticians
refer to as a "95 percent confidence interval." As noted in the NAMES 1991 Industry
Survey, 176 firms provided sufficient data from fiscal year 1990 results to calculate
a profit margin as defined above. The mean value for return on sales from these
175 companies was 6.0 percent, with a standard deviation of 8.7 percent. Using
standard statistical teclunques yields a 96 percent confidence intervalof 1.1 percent
This means that there is only a 6 percent probability that the true mean return on
sales (the return from all 1,844 regular NAMES members if data on all 1,844 firms
were available) lies outside the interval of 6.0 percent plus or minus 1.1 percent.
Stated alternately, there is a 96 percent probability that the "true" mean return on
sales for all 1,844 firns ties in the intervalof 4.9 to 7.1 percent. In the NAMES 1990
Industry Survey (1989 operating results), the average profit margin for 126 firms
providing data was 6.4 percent, with a 95 percent confidence interval of plus or
minus 1.1 percent. In the NAMES 1989 Industry Survey (1988 operating results),
the average profit margin for 123 firms was 6.2 percent, with a 96 percent confidence interval of plus or minus 2.1 percent. Thus, in three separate industry surveys conducted in different years, the mean profit margin based on a large sample
only varied from 6.0 to 6.4 percent across the 3 years and the 96 percent confidence
interval was never larger than plus or minus 2.1 percent. In round numbers, based
on the industry's three independent surveys of large numbers of companies, one can
be 95 percent confident that the true mean profit margin for HME firms is in the
range of approximately 4 to 8 percent.
Putting the GAO finding in context using standard statistical techniques,
the probability that the GAO finding of -2 percent profitability represents
the 'true" mean profitabilty is less than one-half of 1 percent. The estimates of 19 percent profitability on Medicare business and -24 percent
(loss) on non-edicare business are even farther outside the realm of possibility. In straightforward language, there is at least a 99.5 percent chance
that the GAO data are wrong.
Confidence intervals also can be constructed for the profit margins GAO reported.
Based on the data in Table I of the GAO Report, the arithmetic mean overall profitability (i.e., the unweighted arithmetic average) is zero, with a 96 percent confidence
interval of plus or minus 10.6 percent. GAO's result tells us that its "true" mean
overall profitability is somewhere between a 10.6 percent loss and a 10.6 percent
profit. Tis confidence interval is so large because of the very small sample size employed and the wide variability around the mean. Using standard statistical tests
for differences between means, the GAO-reported profitability means for Medicare
and non-Medicare business are not statistically different from each other at a 95
percent confidence level. That is, it cannot be established with 95 percent confidence
(the standard confidence level used in social science research) that the "true" mean
profits for Medicare and non-Medicare transactions are different from each other
ased on the GAO results.
The point of comparing the GAO results with independent survey results
is not to argue that actual industry profitability is higher or lower than the
GAO Report shows, but to emphasize that the GAO results are totaly outside the range of reason based on several large-scale industry studies undertaken by qualified, independent researchers. As a policy guide, the GAO
results are at best irrelevant and at worst a positive disservice both to the
firms in the lIME services industry and to the government pollymakers
that GAO serves.
The second reason the GAO result is startling is that the profitability for Medicare versus non-Medicare business is vastly different and in the opposite direction
from what a common sense analysis would expect. Since the same products are
being rented or sold to Medicare and non-Medicare customers alike and non-Medicare reimbursement levels are higher than Medicare reimbursement levels accord.
ing to nearly all suppliers in the industry, how is it possible that non-Medicare profits are lower than Medicare profits? Not only does GAO find that profits are higher
for Medicare business, they find them higher by an enormous gap: 19 percent profits
for Medicare-reimbursed business versus -24 percent loss for non-Medicare busines. This simply is not possible. But the Report does not mention the differences
in reimbursement levels for Medicare versus non-Medicare, so this issue is never addressed. It is small wonder that GAO "did not take the additional time that would
have been needed to obtain written comments from the suppliers on a draft of this
report" (p.4 of GAO Report).
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Inquiries undertaken with executives of the six audited firms reveal that
the answer to the above question is actually quite simple. If non-Medicare
reimbursement levels are higher than Medicare, the only possible way to
calculate lower profit margin for non-Medicare reimbursed business is to
design a cost accounting system that "lads" more costs against non-Medicare business than against Medicare business.
For example, a review of the detailed spreadsheets prepared by GAO at one of
the surveyed companies showed 15 products that were handled in both Medicare
and non-Medicare lines. For 14 of the 16 items, non-Medicare prices were higher
tham Medicare prices: for these 14 items, the ratio of Medicare to non-Medicare
prices ranged from 104 percent to 267 percent. Yet GAO concluded that this firm
was earning a 14 percent profit on its Medicare business while losing 42 percent
on its non- Medicare business. flow is this possible?
The answer is deceptively simple: GAO allocated direct and indirect costs at 19.4
percent of revenue to Medicare business compared to 32.0 percent to non-Medicare
business. In allocating overhead, GAO allocated overhead of 66.8 percent of revenue
to Medicare but an incredible 110.2 percent of revenue to non-Medicare-this in
spite of the fact that Medicare business accounted for 66 percent of this company's
total business. Overall, this company's total revenue was divided 65 percent to Medicare md 35 percent to non-Medicare, while total overhead costs were allocated 53
p percent to Medicare mid 47 percent to non-Medicare. To accept the GAO results, one
has to be willing to believe that overhead is 10.2 percent greater than revenue for
non-Medicare business while 33.2 percent less than revenue for Medicare business.
This assumption defines the word "incredible."
REVENUE COMPARISONS UNDER VARIOUS REIMBURSEMENT LEVELS

Other problems exist with the GAO Report in addition to the above-described
sampling and accounting problems. In particular, the comparisons of the six firms'
revenues wider the reasonable charge methodology that was in effect prior to OBRA
1987, the OBRA 1987 fee schedule and the fee schedule as modified by OBRA 1990
present some problems. For example GAO's projections to 1993 under OBRA 1990
sidelines do not take into account the OBRA 1990 requirement for a purchase opion in the 10th month for capped rental items.
The purchase option change is expected to have a major adverse impact
on HME revenues, but GAO "assumes away" this impact with the statement
that "We did not consider this change in reimbursement method in our
analysis because no data exist to predict how many beneficiaries will elect
the purchase option" (p. 7 of GAO Report). If this major change is not considered in estimating revenues after OBRA 1990, it should be obvious that
GAO's projections to 1993 are of little or no value; Surely if Congress added
this rental option requirement, there was some reasonable basis to suggest
that this option would benefit patients and provide some savings to Medicare. Ignoring this change makes the projections for 1993 irrelevant,
Since the purchase option for capped rental items is expected to reduce Medicare
expenditures, one would estimate that the GAO results comparing the 1993 fee
schedule to the reasonable charge method overestimate 1993 revenues by some
amount. However, even without the impact of the purchase option for capped rental,
the data reported in Table 2 (p. 6 of GAO Report) show that four of the six suppliers
will receive revenues from the 1993 fee schedule than they would have sider the
old reasonable charge level. The GAO conclusion that 1993 fee schedule revenues
will be 'about 4 percent greater than our estimate of their 1993 revenue under the
reasonable charge system" (p. 6 of GAO Report) results from the use of weighted
averages and the fact that the largest supplier in the survey would have an increase
of 15 percent in revenues. Revenues are projected to decrease for four of the five
smaller suppliers under the 1993 fee schedule. In total, the five smaller suppliers
will see revenue declines of $134,000-from $1,853,000 under the reasonable charge
method to $1,719,000 under the 1993 fee schedule. The 4 percent overall increase
reported by dAO results from the fact that the largest firm, which is nearly three
times larger than the next largest firm on the list and-over 10 times larger than
the smallest firm on the list, is projected to experience a 15 percent increase in revenues. In short, the projected overall increase in revenues results primarily
from the projections for one branch of one large firm-hardly representative of the industry in general.
Finally, the Report offers virtually no comment on the rather startling changes
in profit margins estimated by GAO based on the 1989 reasonable charge method
as compared to the 1989 and 1993 fee schedules reported in Table 3 (p. 7 of GAO
Report). In Table 1 (p.4 of GAO Report), GAO reports that "annualized" 1988 prof-
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its, under the existing fee schedule in effect in 1988, were 19 percent for Medicare
business. In constructing Table 3, GAO estimates supplier profits for 1989 using the
reasonable charge rates that would have been in effect had the fee schedule not
been implemented and then estimates profits under the 1989 and 1993 fee schedules. Profits for the 1989 reasonable charge method are estimated at 31 percent, an
increase of over 61 percent from the results reported for "annualized" 1988. How
such a huge increase could have possibly occurred is left to the reader to guess.
Then, under the 1989 fee schedule, profits are reported in Table 3 at 45 percent,
an increase of 136 percent over "annualized" 1988 levels. Since the 1989 fee schedule is roughly comparable to the 1988 fee schedule (this is the OBRA 1987 schedule
and both years are prior to the OBRA 1990 changes), one is left wondering how such
a radical change could occur. 1e Report is silent as to how the same six suppliers,
operating under generally similar reimbursement guidelines, could experience such
a radical chtuge. It seems highly likely that such a change must be due to errors
in the data.
CONCLUSION

In conclusion, the GAO Report offers little evidence on which to base future Medicare coverage and payment policy. The sample size is too small and undiversified
to offer any insights into a $1.4 billion program. Reliance on unaudited financial
statements for short periods of time (one-to-four months), which are then extrapolated to produce "annualized" results, makes the value of any such results highly
suspect. In addition, the inability of GAO to make any estimate of the impact of
the purchase option for capped rental items undermines any possible estimate of the
revenue impactof OBRA 1990 on HME suppliers.
GAO concluded that "Changes to the fee schedule enacted in OBRA 1990 removed
some of the revenue gains, and we estimate that the suppliers included in our analysis will experience an aggregate increase of 4 percent over the reasonable charge
reimbursement rates when the OBRA 1990 changes are fully implemented in 1993"
(p. 9 of GAO Report). Based on the data presented, it would be much more accurate
to conclude that, although GAO is unable to estimate the decrease in revenues as
a result of the new purchase option requirement for capped rental items introduced
by OBIRA 1990 four of six suppliers in the study will experience revenue decreases
compared to the reasonable charge reimbursement rates when the OBRA 1990
changes are fdly implemented. When the results of the purchase option are known,
the four suppliers projected to experience revenue decreases will experience decreases greater than currently projected, and the two suppliers projected to experience increases may or may not see such increases come to pass.
Finally, as a policy guide, the GAO results are at bet irrelevant and at
worst a positive disservice to the entire HME services industry and government policymakers that GAO serves.
STATEMENT OF THE GOLDEN

RuLu

INSURANCE COMPANY

All too often commentary focuses on solutions and technical aspects, as opposed
to identifying problems.
The problem small businesses face in obtaining and keeping insurance is affordability. Study after study has pointed to the cost of health insurance as the reason
small businesses do not have health insurance. The Congressional Budget Office is
but one of many respected organizations to report this; in its April 1991 study, the
CBO stated that "86 percent of the employers not offering insurance to their employees cited high premium cost as the reason." The Academy of Actuaries stated
in its issues Digest 1991: "The current problem is not one of access to health insurance; in fact relatively few people are uninsurable at any time. The problem is af.
fordability. Health insurance is expensive because health care is expensive. Creating
larger pools or pooling groups with different risks cannot reduce the average cost.
Because people are uninsured because they cannot afford health insurance, Golden Rule strongly supports S. 1872's proposal to make health insurance fully tax deductible for the self-employed.
In fact, we strongly support full national tax equalization. All Americans should
receive the same tax treatment for health insurance costs. There can be no defense
of the current system which gives the biggest tax advantage to the wealthiest individuals with the richest plans (e.g., highly paid executives of rich corporations)
while so many low income people go without insurance because they must pay for
their health insurance with after-tax dollars.
Golden Rule may be the bestqualified company to speak to this issue. We are
the largest commercial insurer of health insurance for individuals in the country.
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Many of our insurers pay for their health insurance with after tax dollars. For example we just completed a survey of our insured in Vermont: 64 percent earn less
than $26,000 per year, and 33 percent earn less than $15,000 per year. Not only
would insurance become much more affordable for these people if the cost were tax
deductible, but we could also reach many of the presently uninsured. Indeed, Citizens for Affordable Health Insurance estimates that we could reduce the ranks of
the uninsured population by 10 million people simply by making the cost of health
insurance fully tax deductible for everyone.
Golden Rule also supports S. 1872's requirements that small group health insurance be collectively renewable. We already conduct business this way for all of our
health insurance lines. People who buy our health insurance are pooled with many
other people, and the cost of their health insurance is reflected in equitable premiuns for all.
This eliminates the concern that small employers have for being singled out for
termination if someone in the group develops an expensive medical condition. Although this fear may be overstated-there is no evidence documenting the scope of
this problem, onl' anecdotal information-no reputable insurance company can object to this provision,
Employers also state a concern that, in the absence of an outright termination,
they may be subjected to abusive rate increases. S. 1872 deals with this problem
by establishing rate baids and limiting annual rate increases for in-force business.
This is the correct way to solve this problem, but it is also possible to produce
unintended consequences from rate restrictions that are too narrow. Specifically, the
segment of business which produces the highest claim cost requires the highest
rates. These rates become the upper end of the allowable rate bands (the "ceiling"
rate). The lowest permissible rate (the "floor" or new business rate) becomes a slave
to the ceiling rate.
Thus, a carrier with large amounts of older, higher claim cost business will find
itself in a precarious position: if it charges enough to its mature business, its new
business rate may be uncompetitive. But if it attempts to remain competitive with
its new-business rates, it will almost certainly lose money on its more mature business.
The consequence may be that S. 1872 penalizes the carriers that have been in the
business the longest and have the largest shares of market, while creating a competitive advantage for newer (possibly less experienced) carriers.
Furthermore, since the "ceiling" rate drives the "floor" rate, the more narrow the
rate bands and the more restrictive the permissible rate increased, the higher will
the "floor" or new business rates available in the market become. Since affordability
is the central issue, S. 1872 will make insurance even more expensive for small
businesses trying to get into the system. Marginal small businesses may find themselves unable to keep insurance.
A primary reason for this is that we have a voluntary system of insurance in this
country. Unless we are prepared to compel people to buy insurance, narrow rate
bands will drive health insurance premiums out of reach for an increasing number
of people.
Therefore, Golden Rule strongly recommends that the rate restrictions more closely parallel those spelled oit in the NAJC's Small Group Premium rates aid Renewability Model Law. This will promote fairness without causing needlessly high rates.
The voluntary nature of the small group health insurance market is also the fundamental reason why S. 1872's proposals to restrict underwriting will result in substantial increases in premiums costa to small businesses. Golden Rule Insurance
Company is therefore opposed to this provision of the bill.
As cited earlier, affordability, not availability, is the reason why people are uninsured.
'fh6re is no evidence, no proof, no objective studies that can be cited to show that
the underwriting practices of the insurance industry are a major source of the uninsured problem.
The truth is that underwriting makes it possible for people without insurance to
find affordable health insurance in the market place. If we take away the incentive
to purchase health insurance while one is healthy and replace it with an incentive
to postpone the purchase of insui'ance until one needs it, we will drive healthy people from the system and replace them with unhealthy people. The result will be
higher claim costs and higher premiums for those remaining in the system.
TiAfs is not to say that we are insensitive to the needs of the truly uninsurable.
While only 1 percent of our non-elderly population is both uninsured and uninsurable, their medical costs are far greater than for most of us.
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The question is not whether we should pay for the costs of medical care for the
uninsurable, but who should pay. By coifiing this problem to small employer
groups, you are confining the cost to a relatively narrow segment of society.
The way to deal with the problem of the uninsurable is through broadly funded
High Risk Pools. Many States have already established such pools, and several (Illinois, Colorado, Maine, and Oregon, to name a few) have guaranteed that all residents will help pay for these costs.
If S. 1872 were enacted as written how much higher will premiums rise for small
businesses?
Based on our actual experience of writing guaranteed issue health insurance for
smaller groups (10 to 25 employees) in the early-and mid-80's, the claim cost will
be in excess of 50 percent greater.
Everyone who is knowledgeable on this subject agrees with our assessments.
They include respected insurance companies, the American Academy of Actuaries,
Blue Cross organizations, actuarial consulting companies, and other observers, like
Forbes magazine. I have atfached their remarks to this testimony.
The most instructive lesson comes from recent experience in Ohio. State legislators (who no doubt believed they were proposing good reforms) introduced "guaranteed access" legislation, similar to S. 1872. They believed that this would significantly reduce the 1.2, million Ohioans without insurance because the incremental
costs would be very steall.
Because concern about the cost and benefits surfaced soon after introduction, the
Senate sponsor comiuisrioned an independent actuarial study. This group estimated
that premiums would rise 10 percent for the small businesses of Ohio.
Blue Cross and Blue Shield of Ohio stated that this "overall increase would mean
small employees would pay about $250 million more for health insurance, with little
reduction in the rank, to show for it."
John Polk, the executive director of the Council of Smaller Enterprises in Cleveland stated: "The net result of enacting HIAA's program would be an unvoted tax
on Ohio's small companies which would amount to hundreds of millions of dollars
during a recession, for which they and Ohio's uninsured would receive almost no
value.'
Jim Parker testified on behalf of Community Mutual (the Cincinnati-based Blue
Cross organization) that an actuarial consulting firm it hired estimated the cost increase at 21%. At, that level, the net result would actually be more, rather than
fewer, uninsured Ohioans.
S. 1872 will result in significantly higher premiums for small businesses. You
must be honest with small businesses and tell them this.
You must also exclude health insurance that is not designed, advertised or administered as small employer group health insurance. A great many small employers
do not provide health insurance to their employees but facilitate its purchase
through payroll deduction. Also, many employers who do provide group health insurance do not pay for the cost of the dependents' health insurmce; as a result
these dependents can often find other insurance that is less expensive and better
suited to their needs, it is critical that people in these kinds of circumstances are
able to find products in the marketplace.
In fact, individual insurance needs to be expressly excluded from regulation as
small-employer group insurance, even if it is purchased by a self-employed person
or employee of a small employer.
Additionally, we recommend that you modify your small group market reforms
with a four.-part model law recently adopted by the American Legislative Exchange
Coutwil, endorsed by National Association of Lfe Companies, and introduced in several States during the current sessions. The entire billis attached with a summary
of its basic provisions.
Attaclanents.
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Coverage provision might
be dropped from health bill
my

M" yVt.

A maor Proom of a health
ca reform bill m ng tough the
House of RepresentatKs is ikely to
be yanked because of s
objections by the small empkyers the
lc aton wasdsnethlp
R. WqyneJones, Di uyahga
Falk said yesterday he and the
lawmakers may eliminae PrwoYMM
In House BIll 478 that would require

ionam oinpuies to offer oer.
age to mall a opye who seek it.
Representatives of snail em.
om testified before the House
Seim CamieeonHealth Care
Reform yesterday that. the "guarateed issue" provison %utfdrive
am upa much ndW
little
benefit to an estimated 1.2 million
uninsred Ohiouu
Jones said the provision was
aimnedat he g pre u mamllenp*Yen
!m
bivrejected for ran c
He add
a d, "I'm not
-wS to forr2-feed them,"
.Manwhile,
Jones' bill pained
p
yuer*a from the Vo
kh Wmikmro. Tes-fying in b
vor of the bKl with sme dinges,
were the dic m of the deamengs
of health and a* and a deputy

director of urance.
would receive almost no value," said
In Nomunber, Gm. Geoge V. John J. Polk, eceutmb director of the
Voinovich endorsed aRpban' Council of Smaller Enterprises in
backed bill with similar ovulO
"Me would endorse guaranteed
Senate Bill 240, and hdly men.
tioned Jones' bill. The Senue bill is issue (of covaw) if the proposal
pending in a committee. Jones' bWi
contained strong cost-control feaexpected to be moved out ofcommit- tresThe co m oa cess
and
tee and o
be proved by the cost is Ul-4dviw an0 woudlead us
Houwe at week.
to wlkii one problem by creating
Rep.Barne Qulter, D-Toiedo, othber' said Eric BurkW4 pres.
chirman of the select committee, dent of the Ohio Mazburters' Assaid he ep z to cuer amend. socia on.
Burklard also testified on behalf
meu aid call for a
Tuesday.
Quitrsaid How Speakr Vernal of the Ohio Council-of Retail Mer.
0. Riffe Jr., D-Whetelerw- has daA, the Ohio Farm Burau Fedsaid he warns to iend the bill to de eration, the Nationial Federation of
Scnae this moK
Ienden &B *e hio and the
The Health Imurce Associa- SCxid
of the Ohio
tion of America dafed om of the Chamber of Comrmerne.
small employer health carepre
Butland said he wanted to send
siom in both Jones' bill and the a nmpe
that health care providers
Senate bill
bySen. Robert cannot reist diaV miadi loge.
Ney, R.BZn=;
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us
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A Minority of One
by Arthur V Ferrara,CLU
A recent resolution of the HIAA Board of Directors,
if enacted into law by enough state legislatures, could
destroy both the affordability and accessibility ofgroup
health insurance for businesses employing 3 to 25
employees. In a well-meaning attempt to solve a universally recognized problem, the HIAA has succeeded only
in exacerbating that problem. The HIAA program will:
* accelerate the already alarming upward trend of
health rates;
# force many small to medium-sized insurance companies to abandon this market;
* cause many small employers to terminate their existing group health policies as financially unmanageable.
At present there are between 31 and 37 million
Americans who have no health insurance protection.
Many are workers or dependents of workers. Why don't
these people have health insurance? Usually for one of
two basic reasons:
* It's not affordable.
• It's not accessible.
Not accessible includes situations where their
employer doesn't offer it, or they can't qualify because of
past or present health problems. As a result of this lack
of insurance, many of these people do not have access to
proper medical care.
The HIAA proposes to solve this problem by recom.
mending to all state legislatures and insurance commissioners the adoption of the following proposal:
All employers with 3 to 25 employees will be guaranteed the issuance of group medical insurance policies
regardless of the condition of health of any of the
employees or their eligible dependents. The insurance
companies underwriting these policies may request
evidence of insurability on all these employees and dependents. Based on their findings they can make
weighted charges to the uninsurable and impaired risks
that make application for insurance.
The insurers can, in turn, cede these risks to a reinsurance company or pool that will be established to
reinsure these impaired risks. The losses incurred by the
reinsurance entity will be charged back to small
employers to cover the additional claims incurred by the
uninsurable. A cap of a 5% chargeback is to be incorporated to control the assessments made on small
employers. If this 5%is inadequate-as it most certainly
will be-the HIAA proposal is nonspecific as to the
source of any participating insurer deficiencies.
It seems to me that this overly simplistic, unworkable
arrangement has two great advantages.

Advantage #1: It takes society's problem, namely,
the uninsurable, and conveniently transfers that problem to the small employers in the United States, and, in
turn, to the companies insuring those small employers.
Advantage #2: This arrangement retains the status
quo for all employers with 25 or more employees (including the Fortune 500 companies). At the same time, it
does not require the mega-companies who insure these
large employers to participate in any meaningful way in
the risk imposed by this solution.
On the other hand, I can see a number of serious
disadvantages were this plan adopted.
Dldvantage #1: It abandons a fundamental principle of all sound insurance arrangements- risk selection.
Disadvantage #2: The additional cost burden imposed by covering uninsurables could make the premium
unaffordable for many small employers and their
employees who are presently insured. We could actually
end up with more people uninsured than we now have.
Disadvantage #3: There is no clear, acceptable solu.
tion for the very real possibility that a 5%surcharge on
small employer premium will be inadequate to fund the
reinsurance pool.
Disadvantage #4: There is no clear, acceptable solution in the event of bankruptcy of the reinsurance pool.
Disadvantage #: Experience has clearly shown that
high insurance rates drive the healthy out of the fully-insured market, leaving only the groups with serious
health problems.
Disadvantage #: Many small to medium-sized in.
surance companies currently in the small group market
might be forced to abandon the sale of group health
insurance. The potential downside risk to these companies could represent a serious threat to their financial
stability in other markets.
(It is important to note here that these very companies are the backbone of the small employer group
health insurance market. Not one of the five largest
group health insurers is a significant player in this
marketplace. They have already virtually abandoned
this part of the market as inherently unprofitable, even
before the HIAA would strip us of the protection of risk
selection.)
Dladvantage #7: The HIAA proposal would require
one segment of our ctizens (small employers and their
employees) to beer the expense ofsoWg what is truly
everyone's problem. This is essentially unaiir ad unworkabWe
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As CEO of a mutual insurance company that is one of
the largest underwriters of small groups, I feel obligated
to take a strong stand against this HIAA proposal. I
believe that it is not in the best interests of our present
and future policyholders. An insurance company such as
The Guardian can take on more of a health insurance risk
by insuring a five-life group in New York City than a
Met, or a Pru, or a Travelers, or an Aetna or a CIGNA
takes on by insuring any one of the Fortune 500 comparies.
As a member of the HIAA Board of Directors, I have
voiced my opposition to the organization's stand on this
crucial issue. Other, more viable solutions are available
to us. Finally, as a concerned proponent of the viability
of small businesses, I encourage all those who are inter.
ested in finding pragmatic, fair solutions to the problem
of making affordable healthcare insurance available to
small employers, to join with this "David" in opposing
the insurance "Goiaths" in every state in which they
promote this plan.
I also encourage you to join with us in fighting to
abolish the many unfair practices and abuses that some
insurance companies have visited on this share of the
market. These abuses include, but are not limited to:
• Discriminatory renewal rating practices,
* Tier rating,
* Arbitrary policy cancellations due to large or frequent claims.
These practices have been a significant contributing
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factor to the problem of the availability of health insurance coverage to small groups. Ending them should
go a long way to solving this problem.
If that is not enough, then let's discuss a pool that's
financed by all employers-large and small, insured or
•self-insured. The financing mechanism could be based on
a small percentage of medical expenses reimbursed,
regardless of the source. If this social problem can't be
handled by local, state or federal governments, then at
least we must assure that the burden be distributed over
the largest possible financial base.
Equitable distribution of this burden was not a high
priority of the Board. The larger companies exercise a
commanding position on HIAA committees and its
Board. Concerned over the specter of national health
insurance, they convinced the Board to adopt a poorly
conceived plan which will exacerbate rather than solve
the problems of availability and affordability of health
insurance. The cost of the proposal will not affect those
large companies and their policyholders. They are not
significantly involved in the small employer group
market, and are apparently not involved in the cost of
the solution proposed.
Small businessmen and their employees who are so
important to the economy of the nation, and are already
burdened with costs of taxation and regulation, wil
again be asked to solve the problem.
Arthur V Ferrara ie president and chief executive
officer of The Guardian.
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Unintended consequences
TI-' PIA DO%'SIDE to proposals to reform

health insurance policies sold to business

wtth

fewer than 25 employees The reforms. which

hale to be approved by state legislatures, could
increase the premiums for perhaps four in ten
small businesses.
Insurers have been swamped by '.nocism
from small businesses about the way rates can
now double when one employee gets senously
sick The Nanonal Associaton of Insurance

Commissioners, Blue Cross and the for-profit
health insurers hase all proposed linrsung how
much extra an insurer can charge to small
comparues -ith ailing Aorkcrs How would this
be financed? Through relativelv higher premi.
urns for small comparues "ith healthy orkers
The increases for the health%, groups could
be substannal One actuary who has analyzed
the proposed reforms says the increased pre
miums "could be as much as 35% in a few cases,
and 15% to 20% increases -Aould be comForbes a

pnJ 1, 1991

mon." Typically, a business emplo>,ng, say, 20
reasonably healthy workers could find an extra
$12,000 a year tacked onto a 560,000ayear
health insurance bill.
One aim of reform is to spread the availabdof health insurance to the 9 million workers
ity
in small firns who currendy don't have t.
Health insurers would be forced to take on even
the sickest groups, which in some areas can't
now get coverage at any cost. The insurers could
then palm off the very worst nsks into a pool
%4hoselosses would be financed by asurcharge
on the premiums charged all small businesses.
But some reformers fret that the proposals could
in the end sell the ranks of the urunsured
because three umes as many businesses would
Wcea premium increase asadecrease. The fact
is that the vast majonry of uninsured small bustnesses haven't been turned down for health
insurance formedical reasons; they simply can't

afford to pay the prcnuums.
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health insurance because they canI
afford it and limiting underwntng in
the small-group health insurance
market will make coverage even more
Hairy Sutton. vice chair.
expensive
person of the Academy s Committee on
Health echoed these themes when he
presented the committee s written tes
umonv to the Ways and Means Sub.
committee on Health. May 2

Ways and Means Subcommittee
Sutton told the congressional subcommittee. -The reason we have frequent
changing of carners and the various
rating systems used for small group
health is because most small employers
can't afford health Insurance But some

of them. If they are underwritten carefully. can get lower rates.*
To underscore the problem of
affordability. Sutton pointed out that.
by one estunate, large employers are
now paying ,4.100 per employee for
health insurance. For many smaller
employers and their workers this rate.
or even a lower one. may be just too
high. Moreover, 'small employers very
often pay a mmtnmal amount such as
hall of the single-employee premium.
and the employees have to cover their
dependents.* He reflected, *Not surprlsingly, manydecide not tocover their
dependents because the cost is too high
compared to their Incomes.'
Sutton told the subcommittee, "The
reforms you are talking about In the
small group market-ltrlIng underwriUng, limiting pre-eiosting condlUon
exclusions, and moving toward community rating-will ralse the average
premium for many of the small em.
ployerwhoalreadybuycoverage." This
point, discussed at length In the
commIttee's written testimony. was
readily agreed to by the other expect
mwiesses at the May 2hearing. GenerAl

Accounting Office representatives and
Lynn Etheredge. a health policy con.
sultant and former head of professional
staff for the Office of Management and
Budget
Sutto;n also emphasized the tmpor.
lance of making coverage as affordable
as possible and oulined a few things
that would help "Frst. get nd of all the
state mandates and permit Iow-option
benefit plans.* he said InaddlUon. we
need an emphasis on managed care.
any legislation should prevent states
from lunting the use of managed-care
or provider networks and should encourage the development of HMOi."
(conlviued on page 41

NAIC Action
on Appointed Actuary
by Gary D. Simmu
The CasualtyActuarual fTechnical Task
Force of the NaUonal Association of
Insurance Commissioners INPJC) has
adopted a recommendation for the cre.
ation ofan *appointedactuary to Issue
statements of opinion related to loss
and loss adjustment expense reservez
for property and casualty Insurers.
The recommendation, adopted at the
June 1991 Summer National Meeting
of the NNUC.will be forwarded to the
NAIC's Blanks (EX4I Task Force in October for implementaUon in connection
with the 1992 annual statement.
The proposal parallels action on the
life side now underway concerning the
valuation actuary concept. The Casu.
aty Task Force proposal would require
that a qualified actuary be appointed
by the insurer's board of directors by
December 31 of the calendar year for
which the opinion Is rendered. When(cannued an page 4)
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PERSPECTIVE ON SMALL GROUP MARKET REFORM
Community Mutual Insurance Co.
Blue Cross Blue Shield
37 W. Broad Street
Columbus, OH 43215
September 1991
Employer Impact
Employers with high risk employees would certainly notice
improved access to coverage if the changes advocated by
the HIAA were adopted. Other employers would not notice
any change in their access to insurance coverage.
However, all employers would see noticeable increases
in the premiums they are charged for coverage. A study of
the proposal by Community Mutual estimates that immediate
premium increases of 20-25% can be expected. (See
Attachment B. Community Mutual has commissioned an
outside actuarial firm to do an independent study of the
Another study
proposal to confirm these figures.)
performed by Orion Consulting and commissioned by Blue
Cross and Blue Shield of Ohio concluded that premiums
could increase up to 20%.
In today's small group insurance market, there are two
overriding reasons why employees do not have coverage:,
either it is unaffordable at today's prices, or It is
unavailable to high risk individuals and groups at any
price. The HIAA proposal will make coverage available to
those who cannot purchase coverage today for health
reasons. It may also be equally successful in making
insurance even more unaffordable for those without
existing health conditions.
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11. Insuring the Nation's Health Care Needs

T

I

hree
the providing
federal health
policyissues
arena have
oser dominated
the past year:
the
uninsured population access to health care, imple.
mcnting physician reimbursement reform for
Medicare, and beginning the search for new solu.
tons to our nation's nceds for long-term care.
T%%oprnmarv factors hase accounted for the cur.
r.nt lo:us on health insurance reform Dunng the
1980s, there %%as a dramatic increase in the number
of uninsured, In 1980, the Bureau of Census estmated that 29 9 million Americans %cre
tsithout
health insurance coverage from any source, including public programs such as Medicare and Medicaid.
Bs 1987, that estimate had increased to 37 4 million, a 25% increase in just seven years.
Ialth care inflation, like the number of uninsured, also soared dunng the 1980s. Between 1951
and 1980, the Consumer Price Index (CPI) for all
goods and services rose an average of 4,2% a year,
sshale medical costs increased at a somewhat higher
rate, averaging 55%annually. Compare that to the
decade of the '80s, when the CPI rose 4.7% a year, and
medicaJ costs shot ahead to an annual rate of 8.1%.
After fort' years of medical costs rising more
rapidly than other pnces, many employers and indi.
viduals were finding the cost of health insurance
prohibitive. In 1965, employer-provided health
benefits were equivalent to 14% of after-tax profits.
By 1984, dus figure had risen to 74%, and six years
later, in 1990, employer.provided health benefits
equaled 90% of after-tax profits.
Costs, which have been important in stimulanng
the broader health debate, hase been the osemding
factor driving Medicare policy. Throughout the
1980s, each year's budget bill has included a new list
of provisions to reduce Medicare costs. Although
hospital reforms enacted in 1983 appear to have met

ssith some success, reimbursements to physicians
continue to grow uncontrolled. An effort by the
Health Care Financing Administraton (HCFA) to
begin to restrain that growth through the implementation of recently enacted reform has become
the focus of new congressional controersy.
Although not in the forefront of the current
debate, long-term care continues to be an issue sith
whichh Congress struggles. Here again, cost Is a
major concern. On average, one year in a skilled
nursing facility costs from S25,000 to S35,000.
Hfome health care is costly as %sell. Three home
health aid visits (unskilled care) per sseek can cost
56,500 annually. Three skilled care visits a week
can cost $10,000 annually. Ten years from inow
these costs will likely double.
Long-term care can be needed at any age.
However, the need is most evident among the
nation's aged, where simply living longer increases
the likelihood that frailties and chronic maladies wl
intrude. Over the next thirty years, the U.S. popu.
lation age 65 and older is projected to increase by
over 50%, and the population age 85 and older is
projected to triple, even though the total population
isprojected to remain almost stable. Population aging
alone %il make long-term care a continuing nation.
al policy concern.
One final trend in health regulation must be
noted. In the past, Congress has left the business of
regulating private insurance products largely to the
states. Thus now appears to be changing. In 1990,
Congress enacted extensive new federal standards
for Medicare supplemental insurance (Medigap)
plans. Congress is now contemplating federal stan.
dards for long-term care policies. If this is a new
trend, insurers may increasingly see federal stan.
dards that are state adniinistered and enforced.
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The Uninsured: Searching for aSolution
Requiring EmployerSponsored Coverage. The current
health insurance debate began in early 1987 when
Senator Kennedy (D-Massachusetts), a longtime
proponent of national health insurance, introduced
his "mandated benefits bill." This bill was designed
to provide near-universal health insurance coverage
for Amencans under age 65. The proposal would
have preempted state-mandated benefits and
replaced them %kith a federally mandated minimum
benefit package that most employers would hase
been required to provide.
To insure the a ailability of health insurance and
to build on the current private system, the bill
%kould ha%e established regional pools of insurance
prodcrs for shich private insurers could bid for
entry Enmploycrs could self Insure, or they' could
purchase insurance from one of the regional carners
ro provide flcu-bilit,, employers %sould have had the
option of providing benefits actuanally equivalent to
those in Kennedy's minimum mandated benefits
package. Actuanal equivalence would be certified
by a member of the Amnencan Academy of Actuanes.
The move tos ard universal coverage never got
off the ground in the 100th Congress. Nearly every
interest group opposed Kennedy's mandated
approach. The Reagan administration was staunchly
oppocd to employer mandates; small businesses
feared the cost; big business was already providing
health insurance and viewed Kennedy's "minimum"
benefits astoo expansive; and the major unions were
concerned that employers would use Kennedy's
package asa rationale for decreasing current benefits.
With so little support for Kennedy's mandated
benefits approach and no other options on the table,
the health insurance debate of the late 1980s could
have quietly disappeared. No large vocal bloc of
voters was demanding that something be done, and
anything that would financially help a significant
number of the uninsured was highly controversial.
Surpnsingly, the debate did not die.

The Pepper Commission.

During the 100th Congr ss,
a number of studies were begun to explore alterna.
ties. The Pepper Commission, a biparusan group
of members of Congress and presidential

appointees, conducted the most publicized study
In its September 1990 final report, the commission
recommended that all businesses %ith more than
100 employees be required either to provide health
insurance or to contribute to a public plan for their
employees and nonworlung dependents. The min.
mum benefit package would include primary aiid
preventive care, and physician and hospital care.
Tax credits would offset health insurance costs for
certain small employers, and the self-employed
would receive full deductibility of premiums.
In addition, the Pepper Commission proposed
prohibiting medical underw-nting in pnvate insurance and eliminating exclusions for preexisting con.
ditions---practices many in Congress believed were
reducing affordable access to health insurance
.Medijgap reforms %%crc also proposed, as'sere extensise changes to Mcdicaid and a national program for
long term care.
The final outcome of the Pepper Commission
disappointed many who supported health care
reform. The commission could not reach agreemient on how to finance its proposed reforms and
was seriously split along partisan lines on many
other issues.

Cared Proxpks and Apprc

Too many Americans

lack financial access to insurance. During 1991, the
first session of the current Congress, over a dozen
bills have been introduced that would ensure near.
universal access to health care. The approaches proposed include:
J expanding Medicaid to cover large segments of
the currently uninsured;
Jcovring the are US. populatbi under Medicare,
and limting private insurance to supplemental coverages;
C] requiring the states to establish their own indi.
duall programs to cover the uninsured -ithin the
state; and
C mandating employer-proided coverage, and coxring others through an existing or new public program.
Many of the bills would expand tax incentives for
non-incorporated businesses and preempt statemandated benefits. Others would encourage expan.
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s1011 of multiple employer trusts and establish
Medicaid buy-in arrangements.
After extensive hearings, Congress has, for the
moment, narrowed the range of options. All proposals currently under serious discussion build on
the nation's exisung private, employcr-based system
and havc a "play-or-pay" provision asa key element.
Thcse provisions require employers to provide health
in-urance for their employees or pay an additional
tax. All proposals replace state mandates with feder.
al minimums, and all would alter the marketing of
private health insurance by prohibiting many current
undcrwriting practices.
The most recently introduced bill of the r, andatcd-bcncfits/plas or pay genre is S 1227, -calth
Aimerica. Alffordable Hcalth (are for All Americans
Act." The DMnocratic lcadcrship in the Senate
dc eloped this bill Senate Majority Leader
Mitchell [l) Maine) is the principal sponsor of the
bill, and its cosponsors include Senators Kennedy,
Rcglc, and Rockefellcr

The Progoosis for Near-Term Reform. The Senate
Democratic leadership's bill \\ill undoubtedly be the
springboard for many Senate hearings over the next
year. Howe\,er, there is considerable doubt t hether
the bill wvill become a centerpiece for consensus and
compromise.
The House Democratic leadership has yet to
introduce a bill. If the House Democratic bill paral.
lels the Senate Democratic bill, then it is possible
that the Senate bill will be central in any major
reform during the next three to four years. On the
other hand, if the House Democrats reject the
employer based system and, instead, propose a
national public program, then any broad-based
reform seems doubtful.
Even %vithconsensus among the Democrats, the
chances may still be remote for enactment of extensive changes like those proposed in S.1227. Only
two days before the bill's introduction, President
Bush stated publicly that hiisadministration would
resist mandated benefits programs in all areas,
including federally mandated national health care.
The President's public statements indicate that any
administration proposal would rely heavily on the
states, would not require employer coverage, would

focus on reducing certain costs (such as the cost of
malpracuce insurance and private.sector administra.
tive costs), and might limit state mandates in some
areas. Regarding private insurance, the administra.
tion might prohibit certain rating and underwriting
practices, especially in the small-group market.
In any case, no major Republican proposals are
expected to be introduced this year. The Republican
leadership in Congress has said there will be a
Republican bill in 1992. An administition proposal, however, may not be forthcoming until the 1992
election campaign begins.
Ultimately, major change in the nation's health
policy wNill
depend upon how concern-d middleclass
Arncncans become tith reduced benrfits from their
emplo ers or whether they will be killing to take
jobs %%here health insurance is not prcuided. And it
\%illdepend on how many states %\illsoon enact pro.
grams to expand coverage. It will also depend upon
how strongly businesses, large and small, resist the
changes mot faorcd by Congress. Full,,, Republicans
and Democrats \ill have to agree on some middle
ground acceptable to voters

Incremental Reform. Although the prospect for near.
term comprehensive reform is remote, change
seems inevitable. If change is to be incremental,
then broad~ranging proposals such as the Pepper
Comnuission's and the Senate Democratic leadership's
bill deserve careful study, Individual pieces of these
proposals are likely to become the guidelines for
piecemeal change. In fact, it is probably fair to say
that an incremental approach isalready taking shape.
The Pepper plan has already achkived a level of
success. As part of the Omnibus Budget and
Reconciliaton Act of 1990 (OBRA 1990), Congress
implemented three measures proposed by the commission. The budget act established extensive new
federal standards for Medigap policies, guaranteed
access to public insurance for all pregnant mothers
and children below the poverty line, and began the
first phase of the commission's long-term care plan
by providing more home care services through
Medicaid. Federal standards for private long-term
care insurance nom, seem likely. Underwrinng restrictions for employer-provided insurance in the smallgroup market are included in the major comprehen.
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sie reform bills, and Congress could decide to enact
these pros sions independent of ,.omprehensive
rc form.
Thus, the hkely result of failure to achieve a poet.
ical consensus for broad healthpolic changes may
well mean a senes of annual smaller changes. These
could slowly improve the system over time, or they
could prove disruptive and tend to undermine the
current private group insurance system for the nonaged working population and their dependents.
One simply has to look at the pnvate pension system
to see just how disruptive continual congressional
tampering can be.

Academy's Committe on H1ealth has appeared
before congressional comnittces to provide expert
testimony. In addition, members of the Committee
on Health have met privately with subcommittee
staff and personal staff of members who arc actively
insolsed in health reform. The Academy's executive
vice president also has met with members of
Congress and their staffs. Finally, a number of
Academy members have briefed members of
Congress and congressional staff and have testified
in their private capacities as health actuaries or as
insurance company executives,
Among the man- topics on uhich the Academy
Committee on Hiealth has briefed Congress are:

Actuarial Invovemen'i.rthough greatly expanded
insurance" coverage..9W-goal all Lian share, aLcom.

plishing this objective is difficult %%ithin the context
of a mixed public and private insurance system
Poorly designed combinations of expanded public
programs and more restrictive rules for private insurance can create opportunities for individuals to opt
for coverage only when they need it and, thus, avoid
paying their share of the real cost of insurance.
Programs can also create opportunities for employers
to make choices that shift costs to others ,%ithsn the
system.
Cost containment is also a serious concern.
Aggregate health care expenditures could increase
substantially because of induced utilization or the
coverage of medical services that legislators inadvertently failed to exclude. Poorly designed programs
also can lead to costs being inequitably distributed in
ways not intended. Health care costs have reached
such high levels that the impact of policy changes on
how the cost is distributed among groups in society
can easily overwhelm the direct impact on total public and private spending for health care.
For Congress to succeed in its current deliberations, it needs objective, expert information on the
operation of private health insurance and the impact
new programs and any new regulation of private
insurance may havc on the behavior of individuals
and employers.
Over the past two years, a major objective of the
Academy's health committees has been to assist
Congress in meeting its pressing need for objective
information. On four separate occasions the

4. the basic risks insurers face in pro%iding group
insurance, and ho-', nsks differ btssecn small and
large groups,
J the principles underls'ng the proision of private
insurance, the inportance of these principles in a
coMpetitise marketplace, and hos, the principles
operate in pracuce;

J differences in undersnting practices for large and
small groups, and the evolution of current underssnung practices for small groups;
J the impact of under'hnung on premium costs;
J whether loss ratio requirements would force
insurers to concentrate more on reducing costs and
less on insuring ondy healthy groups; and
J the ramifications of community rang under the
several defintions that are currency being given that
term.

In addition, the committee has commented on
specific bills at the request of their sponsors and co-

sponsors.
In its various public statements and private convcrsations, the committee had repeatedly empha.
sized a number of points. Among the most important of these are the followAing:
U The current problem is not one of access to health
insurance in fact, relatively few people ar uninsurable
at any time. The problem is affordability. Health
insurance is expensive, because health care is expert-

175
X "N OfACTMAIEI
AlWC.,AI

siwe.Creating larger pools or pooling groups %ith
different risks cannot reduce the average cost.
0 Within the current voluntary market, resticins
underwriting practices for small groups is almost
certain to have the unintended consequence of' rais
ing the average cost of insurance for small groups
and reducing the number with coverage.
O Pum community rating means pooling allentrants
of a particular class together to pay the same rate for
the same level of benefits, The principle work as
long as the pool has a gcod cross section of high

Medicare

and low users. However, one problem is that community rating does not reflect variation in health
care costs due to factors such a age, induaty, and
geogpaphy. If pool membenhip Is voluntary and
rates increase, then good risks drop out, leaving
behind the poorer risks for whom the community
rates are a good buy. This means the rates must
rise, or someone must subsidy the group,
To illustrate its points on community raring, the
committee has developed and presented data on
what the redistributibn of premium costs would be
among age groups if age rating were prohibited.

Recent Major Reforms, Over the past sceral

years,
congressional and regulatory acti ity for Mcdicare
has focused on escalating costs and the iong-tcrm
cledicaire is one of the three major insurance %clci, financial viability of the program. As part of the
ldesthat protect the aged against the nsk of illness
Social Security amendments of 1983, Congress
and disability,. The other two are Medagap (pnvate
enacted the prospecuve payment system (PPS) for
Medicare supplenientai insurance) and Medicaid,
hospitals under Part A of the program. The system
the latter relied upon heavily for skilled nursing
established Diagnosis Related Groups (DRGs), and
home care.
hospitals are paid a 6ixed fee based on the DRG of a
Medicare is designed to meet the acute care
patient at time of admission.
needs of the aged and disabled. Currendy there are
In 1989, Congress enacted the first major revs.
nearly 35 million beneficiaries, and the program
son of the system for paying physicians in the twenfinances about 65% the acute care costs for the aged.
ty-five.year history of Medicare. The new system,
rhe program has two components. Hospital
called RBRVS (Resource-Based Relative Value
Insurance (Ill), Medicare Pan A, which covers inpa.
Scale), is the result of several years of research
tient hospital care and care related to a hospitaliza.
designed to assign relative work values to the
tion including short-term skilled-nursuig,facility ser.
amount of a physician's time, the inherent complex.
%iccs,home health-agency visits, and hospice care.
ty, and the risk involved to pro%ide a given service.
Supplementary Medical Insurance (SMI), Medicate
RBRVS also assigns values to each service for prac.
Part B, pays for physicians' services, outpatient hostwiceexpenses, such as rent and office personnel, as
pital care, laboratory and X-ray services, and medical
well as for malpractice insurance premiums. The
equipment supplies.
resulting scale gives relative weights to the value.of
Medicare Pan A is financed through the HI paydifferent physicians' services. The weight given the
roll tax. Medicare Part B is a voluntary program in
service is then multiplied by a dollar value to fieldd
Shich enrolled partcipants pay a premium to receive
the price the physician may charge for the service.
benefits. Part A beneficiaries and persons over Age Geographic adjustments are weighted to reflect dif.
65 are eligible to enroll in Medicare Part B Monthly
ferences in local practice costs.
premiums cover 25% of the program's costs, s'hue
The new RBRVS is intended to correct histoncal
general revenues cover the remaining 75%.
price distortions that have led to overpayments for
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Model Legislation Based on the
Needs of the Uninsured
The American Legislative Exchange Council (ALEC) also looked into the uninsured
problem. Before reaching a proposal, ALEC cut through all the myths and took three
pertinent facts about the uninsured into consideration:
" Most small groups do not offer health insurance because they cannot afford it.
Small businesses are much poorer than the large business counterparts and tend
to have fewer than 25 employees, pay low wages, and have a high turnover.
" The vast majority of the uninsured are, in fact, insurable. The uninsured tend to
be young, healthy, and full-time workers.
" Seventy percent of all uninsured periods last one year or less. Half end within
four months, while only 15 percent last longer than twenty-four months.
Unlike the NAIC and HIAA proposals, the ALEC modcl does not guarantee the issue
of insurance to anyone whenever they want it. Guaranteed access will encourage
individuals to not buy health insurance until they become sick. ALEC believes that
guaranteed access to health insurance will have virtually no impact on the problem of
the uninsured, and, in fact, it will make it worse.
Most people do not need guaranteed access -- they are insurable. They need more
affordable insurance. Guaranteed access will increase the floor of insurance
premium. Those who cannot afford insurance now still will not be ab!e to afford
insurance. Others who can afford insurance currently might be forced out of the
system because of the additional premium costs of guaranteed access.
The ALEC proposal makes affordability and rate stability top priorities, but it also
encourages individuals to be insured and stay insured through its access and
portability provisions. Guaranteed issue legislation encourages individuals to enter
the system when they become sick because they know they will be guaranteed
insurance.
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Small Group Reform Synopsis
ALEC examined four vexing issues faced by small employers today and adopted a
model bill, which is currently being considered in several states. Once enacted by the
states, the ALEC proposal will bring rate stability and increased health insurance
access to the small group market without significantly increasing the cost of
insurance. This legislation recommends reforms for the following areas of health
insurance.
F

Premium rating and renewal stability
By making small group insurance collectively renewable, no small group can be
singled out for termination due to health, claim cost, or length of coverage (the only
reasons for singular termination are for acceptable reasons, such as fraud,
nonpayment of premiums, etc.). Thus, a small group knows for a fact that it will be
pooled with many other small groups and that no amount of high claims cost can be
used to terminate its coverage. This means that employer units can be singled out for
rate increases and even nonrenewal.
By making small group insurance collectively renewable, no small group can be
singled out for abusive rate increases. Again, the small business, by definition, will
be pooled with many other small businesses. The most that an insurer can raise rates
for any given group due to its own claims cost--no matter how high--is 15 percent per
year.
Thus, these two concepts, used together, mean that no small group should ever need
to seek replacement coverage and possibly face an access problem.

Access
No small group can be denied coverage simply due to nature of business. This will
have an immediate and significant impact on a large number of "high risk" industries,
such as nursing homes, restaurants, hospitals, bars, barbers, hair dressers, off-shore
drillers, miners, and long-haul truckers, to name just a few.
Furthermore, no individual who has maintained coverage continuously for a year can
be denied access to a small group plan. Coverage would be guaranteed with full
credit for the previous satisfaction of preexisting condition limitations. This has
powerful implications for people changing jobs, young people entering the job
market, self-employed people reentering the job market, and women returning to the
, job market, again, to name just a few.
Thus, this model act significantly improves access for both individuals and whole
groups.

Portability
This model guarantees that, once you enter the health insurance system, you can stay
in. In other words, if you were to lose your employer-based coverage, you would be
guaranteed the right to convert to a permanent individual health insurance plan, The
benefits would be identical to those you had, and your premium would.be limited to a
small surcharge over the rate you would have paid had you stayed with your group
plan.
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Think of this as permanent COBRA that would extend downto the very smallest
groups. With this, a person cannot lose coverage simply because he or she loses
eligibility for coverage through the loss of employment.
Again, this has powerful implications for people leaving employment to start a new
business, for the youngperson who ceases to be a dependent but is not joining a
group which provides health insurance, for the divorce situation, or for the widow
who has a small life insurance benefit to live on, no employable skills, and a chronic
medical problem.

Affordability
This model calls for the repeal of anti-managed care laws and special-interest
mandated benefits.
With respect to anti-managed care laws, some states have put barriers in the way of
insurers and providers that wish to form health care delivery and financing
partnerships. This takes one of two forms: either the carrier cannot be selective with
the providers it wishes to contract with or the carrier is limited in its ability to give
strong incentives to insureds to use one provider over another. Either way, it limits a
carrier's ability to forcefully affect health care costs.
With respect to mandated benefits, special-interest groups have forced carriers to
build costly benefits into their plans. These take many forms and range from
mandating coverage for in-vitro fertilization to substance abuse counseling. In some
states, Connecticut, for example, rates are estimated to be 25 percent higher than
necessary for good, quality health insurance coverage because of mandated benefits.
But these have an even more onerous implication. Large groups typically self-fund.
That means they are not insured by an insurance company. The Employee Retirement
Income Security Act (ERISA) allows them to be exempted from all insurance laws
including mandated benefits.
Thus, the weight of anti-managed care and mandated benefits laws is carried by
individuals and small businesses that have insurance plans. It is a totally inequitable
and unfair situation; the big corporations can simply ignore these laws.

Conclusion
The way to bring meaningful, effective, low cost change, and reform to the health
insurance system is within our grasp. We do not need high-cost, complex solutions
that will end up fixing the wrong problem.
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Proposed Model Small
Employer Group Insurance Act
This proposed act would:
(1) Make small group plans collectively renewable by state;
(2) Limit premium increases charged to individual groups with high claims;
(3) Limit rate differentials which may be charged to small groups with similar case
characteristics to ratio of two to one;
(4) Limit premium charged to employers engaged in higher risk businesses;
(5) Require insurers to offer conversions identical to the group plan and limit charges
for such conversions;
(6) Enable employees who have maintained prior coverage for one year to obtain
small group coverage on no-loss/no-gain basis;
(7) Prevent insurers from refusing to offer group coverage to small employers based
on the nature of the employer's business;
(8) Exempt small employer plans from complying with mandated benefit and antimanaged care laws.

Provisions in this model act include:
1. Definitions as used in this Act:
(a) The term "insurer" means any entity which provides health insurance in this
state.
(b) The terms "small employer" and "employer" mean a business which, during
the most recent calendar year, employed at least [one; two; three] and not
more than twenty-five employees who are eligible for coverage under a
health benefit plan on at least 50 percent of that business' working days.
(c) The term "employee welfare benefit plan" has the same meaning as that
term is given by the Employee Retirement Income Security Act of 1974 (29
USC Section 1001 at seq.).
(d) The terms "health benefit plan" means any employee welfare
benefit plan which is insured by an insurer and which provides medical,
surgical, or hospital care or benefits to employees of a small employer and
their dependent. The term shall exclude any individual major medical
policy which is renewable at the option of the insured except for reasons set
forth in paragraphs 2(a) or 2(c) of this Act if the insurer nonrenews all
policies issued on the same policy form in this state. These terms also
exclude any policy of group insurance which is not designed, administered,
or marketed as a health benefit plan to be provided by an employer for its
employees.
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(e) The term "similar plans" means plans which do not materially differ from
one another in any of the following respects:
(1) The set of services covered;
(2) Utilization management provisions;
(3) Managed care network provisions;
(4) The criteria used by the insurer in underwriting coverage under a plan
where variations in such criteria may reasonably be expected to produce
substantial variation in the claims costs incurred under the plan.
(f) The term "case characteristics" means demographic and other relevant
characteristics as determined by the insurer that are considered by the
insurer in the determination of premium rates for a small employer but
excluding:
(i) Claims experience;
(2) Health Status; and
(3) Duration of coverage since date of issue.
2. Nonrenewal.
(a) No insurer providing coverage under a small employer health benefit plan
shall nonrenew such plan except for any of the following reasons:
(1) Nonpayment of required premium;
(2) Fraud or misrepresentation on the part of the employer;
(3) Non-compliance with provisions of the plan including provisions
regarding minimum numbers of or percentages of insured employees;
(4) Nonrenewal upon ninety (90) days written notice with respect to all
small employers in this state.
(b) An insurer that exercises its right of non-renewal as provided in paragraph
2(a) (4) may not accept any new small employer business for a period of
five (5) years after it provides notice of such non-renewal;
(c) Nothing herein shall be deemed to prevent any insurer from rescinding or
non-renewing the coverage of any individual employee or dependent of such
employee for fraud or material misrepresentation to the extent allowed by
the law of this state.
3. Experience Rating.
(a) The premium rate charged in connection with a small employer health
benefit plan shall be the same for all small employers with similar case
characteristics covered under similar plans. Notwithstanding the foregoing,
an insurer may adjust the premium charged to an employer in connection
with the plan based upon that employer's claims experience, the health of
persons covered under the plan, and the duration of coverage since the date
of issue, provided that the total premium shall not exceed two times the
lowest premium charged to an employer with similar case characteristics.
For purposes of this paragraph, the term "average premium" means the
arithmetic average of the lowest and highest premium rates charged to
employers with similar case characteristics.
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(b) Subject to the limitations set forth in paragraph 3(a), the percentage

increase in the premium rate charged to a small employer may not exceed
the sum of:
(I) The percentage change in the new business premium rate for employers
with similar case characteristics as measured between the first day of

the calendar year in which the new rates take effect and the first day of
the prior calendar year; plus
(2) An adjustment not to exceed 15 percent annually based on claims
experience, health status, or duration or coverage; plus
(3) Any adjustment due to changes in the coverage provided or changes in

the case characteristics of the employer.
4. No Excluded Occupations.
No insurer may refuse to offer coverage under a health benefit plan to employees
of a small employer based solely on the nature of the employers business. An
insurer may charge additional premium based on the nature of the employer's
business, but the total premium may not exceed 150 percent of the premium which
would be charged to that employer under paragraph 3 of this Act without regard
for the nature of the employer's business.
5. No Mandated Benefits.
No statute or regulation of this state which mandates the provision of specified
health insurance benefits or which prohibits or limits the use of managed care
shall be construed to apply to any small employer health benefit plan or any
conversion policy provided in accordance with paragraph 6 of this Act.
6. Conversion Privilege.
(a) Any person who has been continuously covered for at least 90 days under a
small employer health benefit plan and who thereafter loses such coverage
by reason of:
(i) Termination of employment;
(2) Reduction of hours;
(3) Divorce;
(4) Attainment of any age specified in the plan;
(5) Expiration of any continuation of coverage available as required by
state or federal law;
(6) Cancellation of the plan by the employer or nonrenewal thereof due to
benefit plan which provides medical, surgical, or hospital care or
benefits; employer provides coverage to any employee under any
employee welfare (b)Nonrenewal of the plan as set forth in paragraph
2(a(4) of this Act; shall,
upon written request to the insurer, be entitled to receive an individual
conversion policy. Such request shall be made within 31 days of loss of
coverage. The premium for any given period shall not exceed 135
percent of the rate that would have been charged with respect to that
person had the person been covered as an employee under the plan
during the same period. When the plan under which such person was
covered has been canceled or nonrenewed, the rates shall be based on
the rate which would have been charged to such person had the plan

continued in force as determined by the insurer in accordance with
standard actuarial principles.
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(c) Benefits provided under such conversion policy shall not be less than the
benefits provided under the plan. The insurer may apply any benefits paid
under the plan against the benefit limits of the conversion policy provided
that if it dies so, itshall also credit the insured with any waiting period,
deductible and coinsurance to the extent credited under the plan.
7. New Employees Who Were Previously Insured.
This provision applies only to persons who first become employees of an
employer following the date an insurer first insures any employee of such

employer under a given plan. No insurer of a small employer health benefit plan

shall refuse to accept for coverage, under the plan, any person, who on the date of

application for such coverage would be eligible therefore, except for underwriting
considerations relating to such person's health status, provided such person has, as
of that date, been continuously covered under an employee welfare benefit plan or
other health insurance policy (other than any policy issued by or in connection
with any state high risk insurance pool) for a period of one year. Nothing herein
shall require such insurer to provide benefits greater than those provided to a
person insured as a standard risk under the small employer health benefit plan or
greater than those that would have been provided under such prior coverage had it
remained in force. For purposes of this paragraph, a person shall be deemed to be
continuously covered for a period of one year if such person is insured at the
beginning and end of such period and has not had any breaks in coverage during
such period totaling more than thirty-one (31) days.
This legislation should be accompanied by the Discontinuance and
Replacement Model Act.

STATEMENT OF Tie HFAtTH INDuSTRY MiAUFAcrUuRERs AsSOCIATION

Good morning Mr. Chairman and members of the Committee. I am Alan Magazine, President of the Health Industry Manufacturers Association ). HIMA is a ia.
tional trade Association representing nearly 300 companies that manufacture medical devices, diagnostic products, ad health care information systems. HIMA comps.
lies' sales represent more than 90 percent of the domestic market. I appreciate the
opportunity to appear before you to discuss H[M's perspective on S.18 2, the Better
Access to Affordable Health Care Act.
HIMA supports a market-based approach to health reform that will expand access
to care, reduce costs, and maintain the high quality of health care Americans have
come to expect. We believe that the American health care delivery system is the
best in the world. Any reforms should build on this existing solid foundation, and
individual choice should be the principal mechanism for determining medical expenditures, utilization of health services, ad resource allocation.
Mr. Chairman, the Better Access to Affordable Care Act that you have introduced
with 24 of your colleagues is a market-based approach that is consistent with the
principles that HIMA compames endorse.
You have addressed the problem of 'job lock" that makes workers fearful of
changing jobs. Today there is nothing to prevent a new carrier from excluding employees or their dependents from coverage because of pre-existing conditions. S.
1872 would limit the extent to which workers could have their coverage restricted.
S. 1872 uses minimum Federal standards for the availability of affordable health
insurance to attack the problem of "cherry picking" that some insurers use to exclude high-risk employees. HIMA is especially interested in the Health Care Cost
Commission that tis bill authorizes. This Commission would advise Congress and
the President on methods to reduce health care costs.
In addition your bill woldd increase the tax deduction for the self-employed, permit flexible benefit packages, ad expand Medicare screening ad preventive care serv.
ices.
This is a thoughtful, balanced bill that offers realistic solutions to many of the
most serious problems in our health care system. Mr. Chairman, HIMA would like
to commend you aid your colleagues for developing S. 1872 and bringing it before
this Committee for consideration.
HIMA has not proposed or endorsed any global health care reform plan. We claim
no special expertise in many of the insurance and tax laws that are involved in formulating a comprehensive plan. HIMA is using the principles I mentioned earlier
to evaluate all of these proposals, and we will continue to monitor them closely.
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However, HIMA companies do have extensive expertise in the development and
use of medical technology. We are committed to using this expertise to fashion strategies that we believe will reduce costs without compromising quality of care. We will
tailor these ideas to fit within the framework of any major health reform plan considered by Congress.
HIMA companies would like to suggest an amendment'to S. 1872 that we believe
would best utilize our expertise and would contribute to you? objective of controlling
health care costs. This amendment would add representation from the medical technology industry to the Health Care Cost Commission.
Section 401 of S. 1872 would establish a Health Care Cost Commission (Commission). 'l'he Conmmission would he composed of individuals with national expertise in
health insurance, health economics, health care provider reimbursement, and related fields.
An analysis of the Commission's duties in section 401(c) shows that medical technology manufacturers have expertise in these areas. For example, in its annual report to Congress and the President the Commission must include information on the
sources of health care costs.
An analysis of the cost of medical technology and its impact on the total cost of
health care should be included in this annual Commission report. There is no question that there are dollar costs associated with the development and use of technology, and there is no sector of the health care community that knows more about
the cost of developing and using medical technology than this industry.
HIMA companies spend considerable time and resources generating clinical data
about their products. They invested an average of 6.3 percent of sales in research
and development D), which amounted to more than $2 billion in 1991. A good deal
of this investment, which is double the national average for U.S. companies, results
in clinical data that can be of great value in analyzing health costs. We believe this
is the most compelling reason for putting industry representatives on the Commission.
Another good reason for including representation from this industry on the Commission is that one of its directives is to study the impact of adnnistrative costs
on national health spending. A whole subset of HIMA's membership develops and
manufactures health care information systems.
These manufacturers are developing and producing state-of-the-art hardware and
software for bedside patient terminals and medical billing systems. This group
would be an invaluable resource in the effort to reduce administrative costs.
Thank you, Mr. Chairman, for the opportunity to present HIMA's views on the
Better Access to Affordable Health Care Act. We respectfully request that you seriously consider adding an amendment to the bill that will include on the Health Care
Cost Commission representation from our industry. These companies are the undisputed experts on the development of medical technology, and we believe they would
make a significant contribution to the Commission's work.
STATEMENT OF THE

INTEtREuoious HEALTH CmtE ACCESS

CAMPAIGN

Mr. Chairman and members of the Committee, this ftstimon is presented in the
name
the lnterreligious
Health
Careworking
Access together
Campaignto on
behalf for
of the
undersigned ofreligious
organizations.
We are
advocate
legislation
which will provide access to comprehensive health care for everyone living in the
United States. To accomplish this, we believe that systemic reform of the current
health care system is required to insure that our Nation does not continue to waste
our resources, provide inequitable care and leave moot of us without real health security.
The religious community represented by this testimony applauds the members of
the Senate Finance Committee for providing the opportunity to the public to give
input into the debate on health care. The religious communities represented in this
testimony are made up of consumers, providers, insurers and employers. We are
concerned about and have examined the technical aspects of the health care delivery
system. Our driving concern, however, stems from our religious commitment which
holds that everyone living in the United States of America today has a right to
health care.
Our religious entities have a long history of commitment to provide health care.
We are providers of health care services through the hospitals we operate, nursing
homes, community health centers and congregation. We are also institutional and
congregaticnal employers who strive to provide benefits for our employees. However,
we too are challenged by the continued escalation of the costs to provide health care
coverage and the im nIshing value of the health care dollar spent.
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Our testimony is the result of listening to many sectors and voices throughout the
country: headquarters personnel, religious-based health providers, communities of
need (such as people with disabilities), national and State public policy offices wom.
en's organizations, racial and ethnic groups, hospital chaplains and more. We are
responding to S. 1872 based on a consensus document entitled "Working Principles
for Assessing National Health Care Legislation," which guides the work of the
Interreligious Health Care Access Campaign.
STATEMENT OF CONCERN

From the viewpoint of the religious community, the expressions of concern from
all sectors of our country, along with the tremendous amount of legislative activity
in congress and the State legislatures, demonstrate the need for comprehensive reform of the health care delivery system and the methods of financing it. The cost
of health care has become a burden on individuals, families and the Nation. It is
clear that some remedy is needed; however, we believe that the nature of the delivery system demands wholistic reform. Therefore, we approach the analysis of S.
1872 as legislation which may indeed impede progress in enacting systemic reform.
'his country has some of the best health care that money can buy, yet it is unavailable to too many who cannot afford it.
The February 1991 General Accounting Office report on HEALTH INSURANCE
COVERAGE which was prepared for Senator Riegle stated that in 1988, about 32
million Aomericans (under age 65) did not have some form of health insurance coverage. Those 66 and older did not seem to be as adversely affected as others by lack
of coverage because about 99 percent had Medicare or private insurance. The GAO
report revealed the uninsured tend to be concentrated among the lower income, people of color, youth, unmarried and less educated segments of the population. It was
particularly significant that a large majority of the uninsured were employed. Parttime/part-year workers represented the highest percentage of uninsured workers in
the States examined. However, full-time workers make up a substantial share of the
uninsured population in many States.
Many people who have some form of health insurance or other health coverage
are finding they are not secure. Religious institutions, like other employers, are
struggling to pay for health insurance benefits. Too many of our workers, with the
coverage we strain to provide, end up with out-of-pocket costs that their salaries are
not high enough to absorb.
The United States is rationing health care. People who can afford to pay or who
have health insurance receive health care while low income people receive minimal
care or have to go without attention to their health needs. We are denying ca e and
delaying care while we have a surplus of hospital beds, medical personnel and medical technology. This country is paying enough to deliver high quality medical care
to everyone within its boundaries.
The religious community represented by this testimony believes NOW is the time
to develop and deliver a fully comprehensive and accessible health care system. We
must stop the piecemeal approach to reform and the incrementalism in solving special problems that have brought us to this current state of affairs. The religious
community believes that health care is a basic right which flows from the inherent
dignity of each person. Extended and continuing conversations within the religious
community have helped us to see clearly that an adequate solution must (1) aerve
those who do not have access to health care, and (2) serve those who are in danger
of being pushed out of the system because of rising costs.
To provide the services needed requires that our health care system must also
work for those who are the providers. This will not happen unless we can significantly restrain rising costs and distribute costs on a more equitable basis. Moreover,
targeting only one sector of the health delivery system for reform will not correct
a system gone awry.
Our share of the gross national product spent on health care is the highest in the
world and rising at about half a percent per year. We believe that systemic reform
can be accomplished without a significant increase in the costs of health to the society. We have a substantial supply of health care capital already in place. Indeed,
we have an expensive oversupply of hospital rooms and high technology in some
places. Systemic health care reform would distribute health care capital more equitably across the United States.
The religious community, like the general public, is deeply concerned about the
impact of being uninsured or underinsured. The attempt to contain cost as proposed
in . 1872 may lead to limiting access to health care even more. We believe the way
insurance plans are structured contribute to the problems of cost and access.
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LEGISLATIVE ANALYSIS

Principle: We seek a national health care system with financial support
drawn from the broadest possible resource base. Financial support realized
from individuals (and corporations) should be progressive, based on the
ability to pay. Funding should be generated in an efficient and least costly
manner.
S. 1872 is essentially an insurance reform proposal. The National Association of
Insurance Commissioners (NAIC) has the role of establishing standards for small
employer health insurance. This seems to assume that reshaping services offered
through the insurance industry will address the problems of our health care system.
It focuses attention on the small group market, so the problems of individuals seeking insurance, people in larger groups and employers who self-insure remain
unaddressed. Repair of the system in the manner proposed is carried on the backs
of the consumers who would have less coverage and more out-of-pocket expenses;
therefore, some people would pay more money for even less services. Insurance reform does not get to the underlying problems of rising health care costs and declining access. It provides no guarantee that health care coverage will be affordable,
We believe use of the private insurance model to expand access is too costly.
Under this proposal, it is possible to use grant funds for administrative costs including marketing and outreach efforts, negotiations with insurers, and performance of
administrative functions such as eligibility screening, claims administration and
customer services. The $10 billion costs spread over five years will not guarantee
universal access; people will still fall through the safety net.
Commercial insurers cannot provide the highest cost efficiency and s, ill offer accessibility to all. Private insurers, who spend 33.6 cents to provide a dollar's worth
of health service, cannot compete with a government rim insurance a 'stem such as
Medicare, which spends only 2.6 cents per health care dollar for administration. A
universal access system administered by a nonprofit agency would reduce costs by
eliminating the need to determine coverage, eligibility, risk status and by eliminating marketing costs.(June 1991 GAO report on Canadian Health Insurance)
Principle: We seek a universal access national health plan which would
provide services based on principles of equity, efficiency, and quality of
output. The process of paying for health services should be equitable, cost
effective and easy to administer and understand.
Principle: We seek a national health care plan which provides the following benefits for the whole population of the Nation: programs of health
promotion and risk reduction, including prevention of illness and disability
through pre- and post-natal care, immunizations and epidemiologic services; provision of early screening, diagnosis and treatment through phys.
ical examinations (inclusive of dental, eye and hearing care); programs of
mental health which provide services to enhance the capacity of individuals to function in society to diminish emotional and cognitive distress and
to treat neurological disorders/mental illness.
We have serious concerns that our comprehensive goals regarding availability are
not presented in this bill. In our opinion, the provisions in S. 1872 which guarantee
availability of insurance to all employers in a State does not provide accessibility
to all employees of small businesses. 7Cle guarantee is for the availability of a health
insurance plan to all small employers in a State but employers have options about
participating. Insurance may be available to all employers, yet coverage may still
be unaccessib le for employees and their families. In a 1987 survey of small employers, fewer than 20 percent cited unavailability as the reason they did not provide
health insurance (CBO report, April 1991). Guaranteed availability does not eliminate the potential for medical underwriting which is common for groups of under
15 persons, and is increasingly including groups with as many as 99. Even in assigning high-risk groups among all insurers, the costs for similar insurance would
still be higher for small employers than for larger ones. The unequal burden between large and small employers will remain rather than spreading risks throughout the entire population on the basis of ability to pay.
We find the benefits package to be inadequak... The basic package does not include
mental health services. There are no prescribed limits on cost sharing although it
does allow for an unspecified out-of-pocket limit. Since this bill would allow States
to go to minimum benefits, some employees may lose benefits that are currently
mandated by some States (e.q. mental health and OB/GYN benefits). This provides
the potential for smallgroup insurers to discriminate against segments of the population with special needs or chronic health conditions.
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We commend the bill for addressing the concerns about preexisting conditions and
portability. The bill limits preexisting condition waiting periods to six months for
conditions that are diagnosed or treated in the three months prior to coverage. However, some people will remain at risk of not getting care or will have to bear exorbitant expenses until time-eligibility is met, Many employees of small employers are
engaged in a relatively low wage job. If this is combined with wide variations in
rating practices (20 percent variation) this could lead to discrimination in hiring of
women, older people and people with disabilities. This exacerbates the needs of individuals or families.
We understand that the introduction of a small employer insurance proposal is
not presented as a comprehensive solution to the health care crisis. However, we repeat we believe that premature consideration of legislation will actually impede
progress in enacting tlu. systemic reform that is needed. The timetables for studies
and reports contained in the bill suggest a holding pattern through 1996. In the
meantime, State laws that offer consumers protection in the form of mandated beneite, requirements for the managed care industry, and regulation of utilization review are eliminated; thus exposing consumers to greater erosion of health care security in the interim.
We are enclosing a copy of the Interreligious Health Care Access Campaign Working Principles for Amessing National Heath Care Legislation. We shall continue to
use these principles in assesing legislation.
Attachments.
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Interreligious
Health Care Access
Campaign
110 Maryland Ave,, NE - Box 63, Suite 509 • Washington, DC 20002
phone: 202.543-5878
fax: 202-547.8107

March 4, 1992
Testimony regarding S. 1872
The following religious organizations, which are members of the Interreligious Health Care
Access Campaign, have endorsed this testimony:
Church of the Brethren Washington Office
Church Women United
Commission on Religion in Appalachia
Evangelical Lutheran Church in America
General Board of Church and Society, The United Methodist Church
INTERFAITH IMPACT for Justice and Peace
National Council of the Churches of Christ in the U.S.A.
Presbyterian Church (U.S.A.), Social Justice and Peacemaking Unit
United Church of Christ, Office for Church in Society
The following religious organizations, which are not members of the Interreligious Health Care
Access Campaign, have also endorsed this testimony:
AIDS National Interfaith Network
Jesuit Social Ministries, National Office
NETWORK: National Catholic Social Justice Lobby

A Cooperative Project with
INTERFAITH IMPACT for Justice and Peace and the National Council of the Churches of Christ in the USA,
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Interreligious Health Care Access Campaign*
Working Principles for Assessing National Health Care Legislation
SUMMARY: We seek a national health care plan which grants universal access to health care
benefits, including access to primary and acute health care, immunization services, early diagnostic and treatment programs, provider and consumer education, programs of extended care
and rehabilitation, mental health and health and welness promotion. Such a program should
provide for education, training and re-training of health care workers as well asjust compensation and affirmative action in hiring. An effective plan will provide for cost containmenti equitable financing and assure quality of services.
OUR FIRST PRIORITY IS ACCESS TO PRLMARYAND ACUTE HEALTH CAPE PLUS
IMMUNIZATION SERVICES, EARLY DIAGNOSTIC AND TREATMENT PROGRAMS,
AND PROVIDER AND CONSUMER EDUCATION. PROGRAMS OF EXTENDED CARE
AND REHABILITATION AND PROGRAMS OF METrrAL HEALTH ARE VERY
IMPORTANT Ar)DmONS.
Principles: The following principles guide our assessment of national health care legislation.
The unifying concern is a commitment to work to enact legislation that provides universal access to health care benefits and systemic reform of health services through a national health
care plan.
1. We seek a national health care plan which serves everyone living in the United States. Participation must not be limited due to discrimination, on the bases of race, income, gender,
geography (urban or rural), age, disability, health status, sexual orientation, religion, country
of origin, or legal status.
2. We seek a national health care plan whicl" provides the following benefits for the whole
population of the nation:
a. Programs of health promotion and risk reduction, including:
(1) Prevention of illness and disability through pre- and post-natal care,
immunizations, and epidemiologic senices.
(2) Education of providers and individuals about early symptom identification,
appropriate use of health care services through risk assessment, public health
materials, and educational events.
(3) Provision of early screening, diagnosis and treatment through physical
examinations (inclusive of dental, eye, and hearing care.)
b. Programs of primary and acute care which would treat health problems by medical
and para medical professionals in hospitals, health clinics, and through outpatient
services.
c. Programs of extended care and rehabilitation which treat health problems through
services offered by health care providers in home settings, hospitals, clinics, extended
care facilities, specialized nursing facilities congregational settings and hospice care.
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d. Programs of mental health which provide services to enhance the capacity of
individuals to function in society to dlminaih emotional and cognitive distress and to
treat neurological disorders/mental illness.
The more benefits included in any single piece of legislation, the more positively we will
regard that bill.
S. We seek a national health care system with financial support drawn from the broadest pos.
sible resources base.
a. Financial support realized from individuals (and corporations) should be progressive,
based on the ability to pay.
b. Funding should be generated in an efficient and least costly manner.
c. Consideration should be given to taxes on products and manufacturing methods that
damage health to help fund the health care program.
4. We seek a national health plan which guarantees access to care everywhere in the nation.
a. Legislation should provide for integrated planning, coordination and
communication between all organizations affected b7 this plan.
b. To assure such access, we seek a plan in which benefits are defined and standards of
evaluation established at the national level. This suggestion is compatible with state
administration of national standards.
c. The agencies or commissions, which establish benefits, standards of evaluation for the
quality of health services, guidelines for medical practice and the authorization and
geographic location of appropriate service providers, must include participation by
citizens, health professionals, and governments.
d. Delivery of health services should not be denied on the basis of behavioral patterns,
illness diagnosis, treatment plan or facilities utilized.
5. We seek a national health plan which sets prospective budgets for payments to health care
institutions from federal funds in a way that assures services for all parts of a region.
a. The needs of underserved rural and urban areas must be met.
b. Unnecessary duplication of services should be eliminated.
c. This principle does NOT mean that we favor "nationalized" medical services or the
ending of administrative control by independent health care providers.
d. The establishment of proqetive budgets should include health care provider
participation, and should be based on realistic and adequate reimbursement levels.
6. We seek a national health care plan that is sensitive to the needs of persons working in the
various components of the health care system.
a. The plan must provide for the education and training of health care workers and for
aflirmative action programs in the recruitment, training and employment of these
workers.
b. The plan must provide forjust compensation for all workers at all levels of the health
care system.
c. The plan must provide for retraining and placement of workers displaced by changes
in the health care system.
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7. We seek a universal access national health plan which would provide services based on
principles of equity, efficiency and quality of output. The process of paying for health services
should be equitable, cost effective, and easy to administer and understand, The administration
of claim reimbursement should be operated on a regional or state basis.
8. We seek a national health plan which sets a national budget for health education and weU.
ness promotion.
9. We seek a national health care plan which promotes effective and safe innovation and re.
search in medical techniques, research on the delivery of health services, and research on
health practices of individuals and families. Priority in health research should be given to is.
sues that benefit large sectors of the population and to thom which address the concerns of
women and people of color,
10. We seek a national health care plan which reduces the burden of malpractice litigation.
Such a reduction should be consistent with appropriate discipline for unprofessional a t'L)w
medical providers and should provide appropriate recompense for injured patient.
11. We seek a national health care plan which significantly reduces the current rapid infla.
tion in the costs of providing medical services. Several of the above principles address this con.
cem, including: the setting of standards for the quality of medical care and guidelines for the
appropriateness of medical services, regional planning and prospective budgeting for health institutions, limiting the effect of malpractice litigation, inclusion of citizens and governments
on key regulatory boards, and in other ways. However, the pursuit of cost containment should
not place undue burdens on medical providers or upon those who receive services. Where possible, individuals should have a choice of medical providers.
12, We recognize that universal access to health care services and the systemic reform of the
delivery of health services is only one aspect of improving the health of the population. The national health plan should also provide the federal health leadership in preventive health care
that can address the need to improve the health of the population by ausesng the health irm.
pacti of standard of living issues, housing, nutrition, physical ftness, environmental safety, and
sanitation,
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NATIONAL A8sOcImrTOI

OF R2HAIwiTATON FACturrrg

Washington, DC, March 4, 1992.

Hon. LLOYD BRNTSMN, Chairnaan,

Senate Finance Con ntittee,
205-SD,

Washington, DC.

Re: S. 1872, Better Access to Affordable Health Care Act of 1991

Dear Mr. Chairman: This statement is submitted on behalf of the National Asso-

ciation of Rehabilitation Facilities (NARF). NARF is the national voluntary associa.
tion of community based facilities. Our membership includes over 800 medical, vocational, and residential facilities. Our medical membership includes freestanding rehabilitation hospitals, rehabilitation units in general hospitals and comprehensive
outpatient rehabilitation facilities. Almost all of them are Medicare providers. The
hospitals and uilts are exempt from the Medicare prospective payment system
I I ).
NARF is interested in and concerned about the current health care reform debate.
Recently our Board of Directors approved the Statement of Principles against which
to Measure Health Care Reform and Characteristics of a Reformed Payment System
as they relate to rehabilitation. Additionally, NARF supports the National Rehabili.
tation Caucus' statement on health care reform, also attached.
I. BACKGROUND

Rehabilitation is an integral-not peripheral-part of the current health care delivery system. It prevent. numerous complications as well as preventing
reinstitutionahzation and extended institutionalization. Over 80 percent of people
receiving rehabilitation services return to their homes, work, schools, or an active

retirement.

Rehabilitation services are individualized, goal-oriented medical services designed
to maximize functional ability and promote quality of life and independence for peo.
ple who through accident or illness, have acquired a temporary or permanent disability. These services are provided by qualified health care professionals including
physiatrist occupational therapists, physical therapists, speech-language pathologist., audiologists, rehabilitation nurses, respiratory therapists, and others. Rehabilitation services are delivered in a variety of settings, depending on diagnostic and
therapeutic requirements including hospitals, nursing facilities comprehensive out.
patient rehabilitation facilities, rehabilitation agencies, and clinics,
Millions of people receive rehabilitation services annually-people who have had
a heart attack or stroke, have arthritis, cancer or a neurological disorder, have had
joint replacements or have experienced a traumatic accdent or debilitating illness,
as well as children with congenital or acquired physical impairments.
Peter Drucker, a well known management consultant, has said, "The health area
in which we have made the greatest progress in recent decades has been rehabilitation; to restore badly injured people to functioning. Of all health care dollars, they
are the best spent."
Rehabilitat on is a cost effective alternative to extended acute care. A survey conducted by the Health Insurance Amociation of America found a savings of $11 for
every $1 invested in rehablilitation services and a savings per claimant of between
$1,500 and $250,000. Similar results have been shown in studies conducted by several insurance and case management companies. Northwestern National Life Insurance Company finds that rehabilitating workers can save companies $30 for every
$1 spent. We believe premium costs, if any, associated with coverage of medical rehabilitation services are modest when contrasted wvith potential savings due to prevention or complications, institutionalization and toxtended institutionalization. For
example, according to 1990 figures from Blue Cross/Blue Shield of Massachusetts,
the cost of full coverage in patient and outpatient settings of occupational, phys.
ical and speech langa e pathology therapies mid services amount to 1.5 percent
of the average individual monthly insurance premium or $3.70.
11. COMMENT

In light of the above, we have reviewed S. 1872 and wish to offer specific coinments,. We commend you for introducing this measure to tackle one aspect of the
health care dilemma and for being one of the leaders in the health care reform de.
bate. Our comments follow.
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A. Coverage
Our primary concern is the approtich taken in the standard benefits package and
the basic benefits package as defined in Section 2113 (b) and (c). We acknowledge
that the approach is to allow the National Association of Insurance Commissioners
to draft a model act and regulations eud to allow the States to enact their own defi.
nitions. However, our first recommendation is that the definition of inpatient and
outpatient hospital care be clarified to include inpatient and outpatient rehabilitation care. Second, we recommend that community based medical rehabilitation services based outside the hospital also be included in the benefits package. To do so
would parallel current practice in covering these services. The Medicare definition
of hospital specifically references rehabilitation hospitals and the therapeutic services they provide. Medicare has traditionally covered inpatient and outpatient rehabilitation hospital services since 1966. See Sections 1861(b), definition of inpatient
hospital services, and (e) definition of hospital, (s) definition of medical and other
health services, (p) outpatient physical therapy services, (g) outpatient occupational
therapy services, and (cc) definition of a comprehensive outpatient rehabilitation facility.
MyMedicaid programs also cover inpatient and outpatient rehabilitation hospitals services. At least 76 percent of the States cover outpatient physical therapy
and each State offers at least one outpatient rehabilitation service. See Sections
1902(aX 10) and 1905(a)(13).
Also commercial insurers recognize these services. The Health Insurance Association of America has issued two bulletins regarding the coverage of inpatient hospital
services by insurance carriers.
Finally, many Blue Cross and Blue Shield plans cover at least inpatient rehabilitation hospitals and units aid the services they provide.
B. Pakyrnett/Finacing,Section 1103 Study of the use of Medicare Rates
Currently most rehabilitation hospitals and units are exempt from the Medicare
diagnosis related group (DRG) based prospective payment system (PPS) under
which most acute care hospitals are paid. They were excludedbecause the DRGs
did not include data from rehabilitation hospitals and units and do not recognize
diagnoses with long lengths of stay.
We have two concerns with the use of the current Medicare payment methodology
for private plans. First, the current system, known as TEFRA, pays excluded facfities on the basis of cost subject to a ceiling limitation. Hospitals are designated a
base year based on the date of exclusion from the PPS. At the end of the base year
the Medicare costs are divided by the number of Medicare discharges to create a
cost per discharge. This amount is updated annually, theoretically to recognize the
cost of inflation. The maximum amount a hospital receives in subsequent years is
the number of discharges times the cost per discharge. If the hospital's costs exceed
this cost per discharge it loses money. If its Medicare costs are less it receives a
small incentive payment. T1EFRA is based on the presumption that all operations
remain stable. It presumes that case mix, severity, utilization, and patient acuity
remain stable; that the updates will be adequate to account for inflation and any
changes; and that management can keep costs within the targets if there is any
change. However in realty, this is not true. The same assumptions on which
TEFPA was based are now proving to be its weaknesses. Case mix severity, utilization, and acuity do change and cause facilities' costs to increase. lhe net result is
that for a facilit to stay below the limits it must cut length of stay. One way to
achieve this is to take less complicated cases. Hence, there is an inherent bias
against admitting more complicated cases that could benefit from rehabilitation.
Therefore, we recontmend' that TEFRA be changed to address the defects in the
system for payment beyond Medicare at this time. Any such change must also recognize all the real costs of delivering health care that Medicare and the TEFRA sys.
tem do not do. NARF is investigating possible patient classification systems that
may lead to a way to estimate resource utilization and recognition of the full costs
of treatment of Medicare patients.
Second, Medicare currently covers the elderly and disabled. If expanded to all populations any payment methodology would have to be amended considerably to recognize the medical needs and therefore costs of these new populations. These incrude pediatric cases, those who serve spinal cord and traumatic brain injury, and
numerous rehabilitation cases in the younger age groups.
C. Definition of Small Employer
Section 2103(c) defines smaU employer as one with 1-1 employees. We rec.
ommend that this number not be increased, and would prefer that ifbe decreased
to 26 employees.
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D, General Requirements
Section 2111(cX2XB) outlines the alternative mechanisms that are to be available
within a State to assure insurance availability to the defined small employers. This
mechanism includes a program for assigning high risk groups among all Insurers.
We support the need to address and assure access for high risk groups. NARF has
heard too frequently of occupations that have lost insurance or cannot afford it.
Many times we find that the patients our facilities serve are in these occupations.
E. Community Rating
Section 2112(c) allows insurers to make certain adjustments for premiums across
small employers and requires a form of community rating based on an area no
smaller than a county or an area that includes all areas in which the first three
zip code numbers are the same. We support community rating over group rating to
lower premium costs by spreading the risk.
F. Copayntente and Deductibles
Sections 2113 (bX5) and (6) outline the allowable deductible and copayments. We
simply caution that the 20 percent amotut may prove too high for some persons
with disabilities. The same may be true of the deductible levels, but we commend
you for putting a cap on the amount by percent. We make the same observation
with respect to (7), limit on out-of-pocket expenses.
0. Preexisting Conditions
In Section 2111(eX1) we support the provision on non-discrimination based on
health status. In (eX2) we support the intent to limit exclusions for preexisting conditions to 6 months. We would recommend that all preexisting conditions clauses
be deleted to eliminate the possibility of lack of receipt of health care for persons
with disabilities and therefore the almost total bar to coverage that these provisions
create.
H. Portability
Title III seeks to assure the portability of insurance so that employees are not
faced with staying in jobs that are unsatisfactory or losing health insurance if they
leave. This is the-fabled "job lock." We support the nondicrimination provisions in
(e) (1) and have the same comments on preexisting conditions mentioned above
which is in (e) (2).
i. Managed Care, Health Care Cost Containment Title IV Section 401(c)(3)
This section requires the Commission to make recommendations to the Secretary
for standards for managed care plans. Section 402, creating section 2114 of itle
XXI, sets forth a voluntary certification program for managed-care plans and utiliza.
tion review programs.
NARF has several concerns with these types of programs based on the current
experience of our members. First, with respect to any type of utilization review pro.
gram, we recommend that reviewers have experience and training for the area they
are reviewing. This means that physical therapists must review the work of other
physical therapists and physlatrists or other physicians with training and experionce in rehabilitation must review the work of siinfarly qualified physicians. All too
frequently this is not the case with disastrous results. Secondly, under Section 2114
(b), Requirements for Certification, we recommend that (D) be emphasied. Under
current managed care plans for the non-elderly, our members find that many HMOs
are not providing full and adequate coverage for inpatient and outpatient rehabilitation hospital and other outpatient rehabilitation services. In some quarters this is
due to a fear of additional costs. Even the federally qualified HMOs that by Federal
regulation are to deliver 60 days of rehabilitation services often do not. The result
is that the patient is not restored to an independent life when this may be posGible.
For many patients, this means transferring to Medicaid and then fLnding themselves dependent on services based on the lottery of which State they live n Also,
we have heard from our members in over 9 States that Medicare risk contracting
HMOs will not inform enrollees about their rehabilitation benefits and send them
to a less appropriate level of care, denying them a needed benefit that in many
cases, as with the younger age groups, Is medically necessary and required because
of illness, jury, or their condtion.
We recommend that these requirements for certification be examined more closely
iven the comments above and we also recommend that (D) be amended by remov.
I,# the terms "immediately" and "unforeseen." The burden of showing the need for
the services and the impact of what happens if care is not provided not be put on
the enrollee or his or her family. Illness and injury and their results and complications do not go on hold while an administrative hearing is held.
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Finally, we do not agree with Section 2114(c) and the provision that would allow
States to wive these programs, even given the exceptions in (c2).
J. Other
1. Outcones Research
We support continued outcomes research in Section 403. With respect to rehabilitation, we firmly believe that it will be shown to be cost effective and efficient.
2. Medicare Prevention Denefits, Title V. and Prevention
We commnend your inclusion in the benefits package discussed above of several
recognized screens and procedures which when utilized help detect disease early
and thereby prevent death and serious illness. Rehabilitation plays a major role in
prevention of certain complications such as bed sores and deep vein thrombosis, for
example.
We also support coverage for these procedures and services under Medicare.
We would be pleased to discuss any of these concerns and recommendations with
you or your staff as an association of providers, the Nation, and the Congress face
these major health care issues.
Sincerely,

CAROLYN C. ZOLLAR, General Counsel,
Directorof Government Relations /
Medical

Enclosures.
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ACCESS RRBABXLITATXON: A FOCUS FOR THR
HEALTH CARZ DEBATE
The following are several principles for a reformed health care
system as reviewed by the NARY
Board of Directors.
They are
excerpted from an upcoming publication "Access Rehabilitation A
Focus for the Health Care Debate."
1.

GENERAL
REFORM

PRINCIPLES

AGAINST

WHICH

TO

MEASURE

HEALTH

CARE

No existing payment mechanisms meet
rehabilitation's needs
exactly. There are a
number of principles against which to
evaluate health care reform proposals. These principles all take
into account that rehabilitation is, and should continue to be,
an integral part of the health care system. They are:
A.

Responsive

The needs of persons with disabilities must be taken into
consideration.
Providers
of
care
for
persons
with
disabilities and prevention of disability are an integral
part of any heath care system and must be considered in a
system and must be involved in all discussions about system
reform.
B.

Access

Access to health care should be available for all people
without regard to age, income, disability or employment
status.
C.

Coverage

Any
benefit
package
must
include
the
appropriate
rehabilitation components throughout the continuum of care.
Rehabilitation is a vital part of the health care system and
must continue to be so.
0.

Quality Care

High quality care should be provided. Mechanisms that assure
the services meet appropriate standards of quality must be
included. These mechanisms might include measures of quality
of life, functional status, and social integration.
E.

Compensation

Rehabilitation
providers
settings throughout the
levels.
F.

should be
compensated in
all
continuum at fair and adequate

Cost Containment

Any system should contain the rapidly tsing costs of health
care delivery, insure more appropriate
se of health care
services, and promote greater efficiency in the health care
delivery system.
0.

Other

A health care system must include the following in a manner
that isolates them from payment related to actual service
delivery:

197
1.

primary and secondary disability prevention

2.

health promotion;

3.

public education and awareness; and

4. education and training of rehabilitation personnel.
It. CAAACTRRI8TIC8 OF A RWFORKED PAYREMTE

SYSTEM

The current system creates discomfort among all publics. Sporadic
access to health care, limited resources, inconsistent coverage,
and payment help highlight the need for a reformed payment
system.
The principles outlined above suggest a set of characteristics
which should be coordinated into any payment system. They ned
to be used in analysing all proposals. The ma or characteristics
specific to a payment system for medical rehabilitation aret
A.

Quality Promotion

Outcomes
Any new system musl promote high quality care.
These measures
would be a measure of effective quality.
could be developed over the next decade and Include specific
components of quality of life, functional independence, and
Incentives would be balanced by a
social integration.
those receiving
the benefit of
quality component for
There would be no incentive to take easy cases
services.
disproportionately.
B.

Outcomes Focus

Outcomes would be a measure of a provider's services and
continued ability to participate in the payment system.
Outcomes would be on an aggregate versus individual basis in
order to avoid not taking difficult cases that have potential
Payment would not be withheld in
for important gains.
For
individual cases that did not meet outcome targets.
example, there is an outcome measure now under Medicare
requiring that every two weeks the provider show the
coverage.
to continue
in
order
improvement
ationt's
ensures of outcome would be reproducible for patients and
providers and be able to be reviewed for appropriate
utilization.
C.

Classification System

To effectively use outcomes in a payment system, patients
need to be classified by those that have similar outcomes and
in a
to use
the variables
Two of
resource use.
classification system are severity of the medical condition
It would include
and status of the functional compromise.
incentives to take more severely involved patients.
D.

Incentives

Any reform system would include incentives for efficiency.
If facilities have incentives they can develop resources to
These would include incentives to
relate to their mission.
take severe cases.
X.

Payment

Any payment
process.
r.

system must

include an exceptions and appeals

Periods of Coverage

Payments should be based on medical necessity of the event as
apposed to being arbitrarily restricted in amount, by
setting, or period of time because of inadequate resources.
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STATEMENT OF THE NATIONAL CoMwMrE To PREsERVE SoCIAL SECURITY AND
MZDICAU
Mr. Chairman my name is Martha McSteen President of the National Commit-

tee to Preserve Social Security and Medicare.

I

welcome the opportunity to testify

on behalf of the approximately five million members and supporters of the National
Committee on the critical issue of health care reform,
Nearly 36 million Americans, 16.6 percent of the non-elderly population, did not
have health insurance coverage in 1990, according to the Employee Benefit Re-

search Institute (EBRI). The number of uninsured Americans has increased by two

million since 1988--or about one million a year. While some of tie increase is due
to population growth most of the increase is due to a decline in employer-provided
coverage. EBRI found that the number of employees covered through their employer
has declined considerably-partly because of higher unemployment partly because
the high cost of premiums is causing employers to drop coverage. The result is that
more people go without health insurance and more people are seeking coverage
under Medicaid.
Everyone is feeling the effects of the increasing cost of health care. Employers
have problems paying for health insurance coverage for their employees; States hve
serious problems paying for a Medicaid program which has increased by about 30
percent over the last few years; many people with health insurance coverage have
trouble paying for increases in premiums.
One National Cormittee member experienced a more than 30 percent. increase in
his and his wife's medigap coverage. The two policies combined sent up from $2,460
to $3,320 per year. Such a large increase is serious for people living on fixed incomes-and perhaps even more serious for seniors living on a shrinking income.
Many seniors depend on interest from their savings, mid declining interest rates
have taken a big bite out of their retirement income.
Americans want solutions to these health care problems. Younger people want to
be assured of protection against the cost of illness. Seniors, uninsured for long-term
care, want protection against the exorbitant costs of nursing home and home care.
And everyone wants relief from escalating health care costs.
Mr. Chairman, as you have stated, your legislation, S. 1872, Better Access to Affordable Health Care Act, will not solve all of our health care problems. However,
it does represent an important hicremental step towards reform.
The National Committee fully supports the goal of comprehensive health care reform to guarantee health insurance protection as a right of every American regardles of income and age. National Committee members especially want a public longterm care insurance program. Long-term care is the health care problem which most
severely impacts seniors and their families. If children or grandchildren lack cov.
erage for acute care, it affects the entire family. If parents or grandparents lack coverage for long-term care, it affects the entire family. Both are necessary for full proteuon.

The National Committee supports financing of such proposals through a social instorance concept. Medicare trust fund dollars or dedicatedpayroll taxes should only
be used to pay for Medicare or long-term care related benefits.
Several provisions in S. 1872 are particularly attractive to the National Committee. S, 1872 expands preventive care under Medicare such as annual mammograms
and screenings for colon-rectal cancers, The National Committee has long supported
such cancer screenings, because with early detection they save lives. fEtabishbig
a National Commission for Cost Containment to advise Congress and the Administration on ways to reduce health care costs also makes good sense, Such a commission could be very influential in proposing methods of reducing cost by streamlining
billing systems, claims processes and other administrative expenses, We would only
urge you to assure that the commission has broad representation including consum.
ere, and that it be required to issue reports on a short, regular time frame.
Establishing meaningful Federal standards for small group insurance would help
to correct some of the access problems now experienced by small employers. Likewise, we would encourage Federal standards for long-term care insurance products
as you propose in your bill S. 1693. We particularly like the portability aspect of
your S. 1872 reform proposal which allows employees with pre-existing conditions
to receive coverage through a new employer. The National Committee supports community rating. Your bill will limit rate variations, especially those based on health
conditions, but it will still permit some variation by age and sex. le National Committee is concerned that the age and sex variations make employment of older workers more costly.
In conclusion, the National Committee commends you Mr. Chairman, for bringing
this legislation to make incremental changes before the Congress in an effort to
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move the debate on comprehensive health care reform ahead. The National Commit-

tee supports S. 1872 only as a first step towards true reform that includes long-term
care, and looks forward to working with you and your staff in making comprehensive reform a reality. Thank you for the opportunity to express our views.

STATEMENT OF TE NATIONAL ORGANIZATION OF PHYICIANS WHO CARE
Hr. Chairman and members of the Committee, thank you for the
opportunity to discuss health care reform in the United States. Hr.
Chairman, I especially vant to thank you for your leadership in
addressing this important issue. My name is Dr. Ron Bronov and I am
President of the National Organization of Physicians Who Care, Our
organization represents over 3,000 doctors in private practice.
We are a growing organization of physicians who believe in
patients' rights and advocating those rights, We don't have some
hidden, self-serving agenda. Our purpose is to attempt to preserve
quality medicine and our patients' rights within an environment of cost
cutting.
PRESIDENT BUSH'S PLAN
Physicians Who Care believes that any serious health care reform
proposal must consider several issues including expanding health care
coverage for all Americans; maintaining quality of care; allowing for
patient choice; protecting the traditional doctor-patient relationship
and providing incentives for cost control in a quality medical
environment.
President Bush's health care proposal has several components that
deserve support and are included in the Physicians Who Care plan. Those
provisions include reducing state mandated benefits; disallowing
preexisting conditions in group coverage and restricting malpractice
cases.
However, the plan relies heavily on encouraging and almost pushing
patients into so-called coordinated care programs or managed care
programs, such as HMOs, The Bush Administration hope is that managed
care will reduce costs.
That assumption is open to debate. There is little debate that
managed care does reduce patients' choice, often provides incentives for
doctors in such programs not to recommend further care or referrals to
specialists, and can restrict access to medical technology. Managed
care is all too often more concerned about costs and profits than
patients.
A strength of American medical care is the choice that it allows
patients. The providers of medical care in the United States have
historically been physicians in private practice. The vast majority of
physicians today are still in private practice. The managed care
approach attempts to push both physicians and patients into HHOs and
other such organizations. This type of care forces the physician into
an untenable 'gatekeeper' position, deciding on the type of care for a
patient based more on limiting costs through capitation and other
incentives rather than on the medical needs of the patients.
Managed care is not the answer to cost control or to providing
quality medical care to more Americans. Some people are predicting that
40 of the population will be in HMOs by the year 2000, but I'd say
that's a lot of wishful thinking.
Host people oppose restricting their choice of doctors. Today,
only 36? of Americans would agree to go to a clinic to see an available
doctor instead of their own private physician vs 501 in 1982. Only 302
of eligible employees choose HMOs.
The President's proposal would revoke regulations on HMOs which
are protective of patients' rights. I and Physicians Who Care suggest a
different approach. before any more encouragement is given to managed
care, HMOs and other managed care providers should disclose to the
public and to their patients what financial incentives are provided
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doctors to restrict services and to reduce referrals to specialists.
Patients have a right to know about such incentives before they join an
HMO, not after it's too late.
We physicians took a Hippocratic Oath to do our best for our
patients. But, the HMO creates a basic conflict of interest for the
physician. The physician is rewarded for deliberately limiting care,
not for the good of the patient, but for generation of a profit for the
corporation. An HMO that puts its physicians in a gatekeeper role by
offering financial rewards or penalties for tests or referrals places
physicians in an ethically and professionally untenable position.
Physicians must feel free to make medical decisions based on the needs
of the individual patient without fear of economic sanctions or
reprisals.
When the General Accounting Office recently looked at Medicare
HMOs they concluded that 'the incentives of a capitation system may
encourage the inappropriate reduction of necessary services.' About 301
of Medicare patients disenroll within 2 years, not a very good
indication of satisfaction with the plans
There has to be a better way than % doctor being paid more money
to provide less cars, all to increase the profit margin of large
insurance companies. Our patients are not commodities to be bought and
sold. We are talking about lives, not growth stocks. Rather than the
President trying to push patients to doctors and groups that discount
fees, why not consider rewarding good doctors as business leaders have
learned in Cleveland. The government could save much more money by
referring to physicians who practice conservative, high quality medicine
than by looking for bargain basement doctors and HMOs.
Before looking at several other alternatives, I will point out
that the Bush proposal for vouchers also does not effectively address
the issue of rising costs. Unfortunately, too much of the Bush
proposals are built on a concept of managed care.
'PAY OR PLAY' AND THE CANADIAN SYSTEM
One of the other health care proposals that is getting attention
is the 'pay or play' concept.
An Urban Institute study concludes that
352 of employees currently covered would be shifted to the 'pay' or
public plan. Other estimates are even higher, Various legislative
proposals would allow companies to pay 71 or 92 of payroll instead of
buying health insurance. According to a Chamber of Commerce survey,
employer medical costs averaged 9.92 of payrolls in 1990 vhile
manufacturers' costs averaged 11.62.
Once employers find out it's cheaper to pay than play, they'll
pay. The result? - An instant Canadian medical system. So let's take a
look at Canada.
The Canadian medical system is in crisis. You will likely see at
least partial privatiaation as the money runs out.
In Canada, the government, not the physician nor the patient,
makes basic health care decisions. The budget, not'the needs of the
patient, drives the system. Between 1986 and 1996 the federal
government will have cut $30 billion out of health care, while seeing
health care costs continue to rise.
As medical costs increase and payments from the Canadian federal
government dry up, the provinces are telling hospitals that they won't
pay any more for operating deficits. So, emergency departments in large
hospitals in major Canadian cities have been shut down because of the
lack of beds. Teaching hospitals can't purchase new equipment without
cutting back on other services and medical schools are deleting courses.
Funds for research have disappeared.
More and more Canadian hospital beds are being occupied by elderly
patients who stay there longer than 60 days because their costs are well
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below average. everybody waits in line for surgery and diagnostic
tests. Health care workers are unhappy, In the first 5 years of
National Health Care, there were no days lost because of strikes or
lockouts. That has changed. The average between 1985 and 1990 has been
175,000 person-days lost per year.
This year, Ontario physicians were given a take it or leave it
deal. If the total costs of medical care incurred by consumers increase
more than 1.5? in the next fiscal year, half of the increase will be
deducted from the physician's future billings, That completely places
the burden of medical inflation on the backs of doctors, particularly as
Ontario health care costs continue to rise at an annual rate of 11-12?.
Forget technology, forget the aging of the population, Ontario is now
one large HMO and the doctors are the gatekeepers in charge of the
rationing.
Michael Decter, the Deputy Minister of Health in Ontario, has set
priorities for the provincial government. Recently he said, 'There are
four principal determinants of health income distribution; broad public
policy (that insures clean water and air, for instance); personal choice
(on issues like smoking, for example), and treatments within the system.
The problem right now is that we're putting all the money into
treatment.'
The article in which this quote appears continues, 'Decter figures

some health care dollars might be better spent on highway design or
antismoking campaigns, which could save more lives than many existing
health care services. Better to increase employment, goes the thinking
of the RD? Cabinet, than to fund more bypass surgery.' Perhaps, the
House Public Vorks Committee here in Congress might appreciate that
rationale about highways. But it sure is not medical care as we in the
United States have understood it,
Vhile Americans recognize that the problems of funding our present
health care are serious, they are not willing to solve these problems by
giving up their claim to first-class medicine, not to mention that $340
billion or more in new taxes, that one study estimated, would be needed
for the United States to implement a Canadian-style health care system.
That would make the United States one of the most highly taxed countries
in the world. To fund it, either income tax or payroll tax rates would
have to increase by at least 14 percentage points.
Now, if we don't pay for it, who will? The government?
Considering the current budget deficit? And, do you know what's really
absurd about national health insurance proposals - casting the federal
government as an efficiency expert.
Without even mentioning the other problems with the Canadian
system, I would Just like to close this part of my testimony with the
following observations Canada doesn't have to develop such of its own
medical technology. It looks south to the United States for that.
Under a Canadian type-system in the United States, where would the
United States look for further advances in medical technology? South to
Mexico or maybe across the Pacific to Japan?
PVC PLAN
Now that I've raised some of the problems with the Bush proposal,
the pay or play concept and the Canadian system, I wish to share with
you some approaches that can work.
One way to bring the 33 million Americans without insurance into
the system is a nationwide mandate for employer.funded health care
insurance. This coverage would protect two-thirds of the uninsured, 24
million workers and their dependents. If you extended it to the selfemployed, it would protect 70* of the uninsured.
light now,
health benefits,
workers eam too
are going to ask
offer a solution

only 391 of businesses with 25 or fewer employees offer
because it's too expensive. And, most uninsured
little to afford their own private coverage. So, if we
small businesses to offer health benefits, we must
that's economically feasible.

As a starting point, we must make health benefits mandatory for
all because only benefits that are mandatory ate economically fair. If
everybody has basic health insurance, then the costs of insurance and
health care are shared equitably. Right now, people who are poor and
uninsured get medical care for serious illnesses and accidents through
emergency departments. So, then the rest of society pays the bill.
Everybody pays more for medical insurance to cover those who receive
benefits but haven't contributed to the insurance pool.
Mandatory benefits are economically sound, We can keep costs down
only if everyone, including those at low risk for illness and accidents,
is part of the insurance pool. In any kind of voluntary arrangement,
low risk workers are going to opt out of the plan so that they can get
higher wages or other fringe benefits. This adverse selection leaves
the insurer holding the bag, covering only the higher risk employees, so
everybody pays higher rates
High deductible
In order not to burden any employer unduly, however, mandatory
insurance has to be available at a reasonable cost. This can only be
done through a high deductible -- our number is $1,000, and provides
basic coverage. All workers must be covered regardless of pre-existing
illnesses, and rates must be based on community ratings. State mandated
coverages must be eliminated.
A high deductible is essential for keeping costs down for two
reasons it discourages a credit card mentality (if medical care is
free, overuse is inevitable) and, it provides greater value. At
present, some employers offer low deductibles and co-payments. Why?
Because employee groups demand that their health care benefits be paid
from pretax dollars. But, since the insurance company pays the bill,
neither the doctor nor the patient has any incentive to economize.
In Canada, the number of medical services par elderly patient has
more than tripled since the institution of the national health program.
An experiment conducted by the land Corporation involving over 5800
people over several years demonstrated substantial reductions in
hospital use when patients paid for some of their care as opposed to the
insurance company paying. But, under our present insurance system, most
insured patients have no financial incentives to achieve savings.
A high deductible makes patients sore responsible about health
care decisions. It also provides more value for the money. Patients
should pay for minor illnesses. Insurance should be for the serious
problems. lot of the population with serious or catastrophic illnesses
account for 70? of our medical expenses. That's where insurance money
should be spent.
Low deductible policies are expensive and employers often pay
considerably more in premiums than any value the policies hold for their
employees. If an employer was to lower the deductible from $250 to
$100, each dollar of additional coverage would cost $2.14 in additional
premiums. The annual premium saved by increasing the deductible from
$100 to $1000 is over $1150 (male, age 40, in a city with high health
care costs).
Considering how the money is being spent, it makes a lot more
sense to reserve insurance coverage for major illnesses, but policies
should have a cap limiting employee liability for physician and hospital
expenses. Catastrophic coverage should be triggered when out-of-pocket
costs exceed a certain percentage of adjusted gross income.
Employees who want to buy additional insurance could do so with
after-tax dollars. but, basic coverage would not be limited to the
employer-provided policy. It could be chosen fro any other
individually tailored plan. In either case, the employerr would
contribute the same amount. All $1,000 deductible policies, whether
individual or group, would have the same tax benefits of not being
taxable as income. That is the only way to make health insurance fair.
There must be a level playing field, whether you are self-employed, work
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in a gas station or for a large corporation, you should have the same
tax benefits.
It is much easier to obtain health insurance as a member of a
group than as an individual. Group insurance is usually issued without
medical examination or other evidence of insurability of the individual
members of the group. But, for individual policies it's another ball
game. The underwriter evaluates every risk, looking at state of health,
medical history, occupation and habits. Applicants are frequently
rejected or the policies contain riders because of pre-existing
illnesses, Small businesses, particularly those with older employees or
employees with pre-existing illnesses, may find their premium rates
pushed up to unaffordable levels. About 201 of applicants for
Individual-health insurance receive substandard risk classification,
leading to either a pre-existing illness exclusion or an above average
premium.
Community Rating
A second important feature of our mandated insurance, then, is
setting rates for basic coverage according to a community rating
process. In this way, the insurer can apply a single rate or set of
rates to a large number of people, greatly simplifying the process of
determining premiums. There would be no adverse selection because the
healthy wouldn't be able to opt out for other benefits.
Physicians Who Care believes that without community ratings there
will be no future health insurance industry. By default the United
States will be forced into a Canadian system. Discontent against
current insurance practices (i.e., rapidly increasing premiums,
rejection for previous illnesses and refusal to pay legitimate claims)
is already at fever pitch.
The $1,000 deductible and community ratings are essential parts of
the Physicians Who Care plan. Both together can make health insurance
affordable for small businesses. Lower premiums will also bring back
companies into the insurance market place which currently self-insure.
Eliminate State Mandates
We also have to eliminate state mandates in order to keep costs
down. Over 700 laws have been enacted by state legislatures, mandating
benefits for everything from drug and alcohol abuse treatment,
chiropractic care, in vetro fertilization, to acupuncture, vigs and
pastoral counseling. These mandates raise insurance rates by as much as
201. According to one study, one out of four people lack health
insurance because state regulations have priced it out of the reach of
the employer.
Medisave Accounts
We realize that even small medical bills as well as the $1,000
deductible can overwhelm people with limited means. So, as an
alternative to lover deductibles or having insurance companies pay small
bills, we believe that special medical savings accounts known as
medisave accounts should be establi-hed with pre-tax dollars. A
medisave contribution up to $1000 a year would be a form of selfinsurance. This would give workers direct control of their health cars
dollars and strong incentives to be prudent buyers in the medical market
place. As medisave accounts increase, they would eventually become an
important source of funds for purchasing additional health insurance or
paying for uncovered medical expenses.
Mow, the argument could be made that low income workers don't care
about IRAs and wouldn't be able to afford deductibles. Ve can deal with
this problem. Employers could be 6iven tax credits to contribute to
their employees' IRAs, or we could have refundable tax credits for the
employees. Low income workers could be given cash payments to fund the
IRA.
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Funding for Medicare

The graying of the population and the continued growth of
technological innovation put increased pressure on Medicare. But, at
the same time, the federal budget deficit threatens the health of the
entire program. Over the past 10 years, the Medicare budget has been
cut by more than $50 billion, but every year the Administration comes
back and asks for more. Entitlement programs are always fair game
during budget negotiations.
If Medicare premiums had initially been based on recipients
incomes, the program would probably be self-sustaining today. But now
when there is a deficit, the usual bureaucratic solution is either to
cut the program or to raise taxes. Ve believe that there is a third
solution.
The only way to protect the integrity of Medicare is to begin to
change the nature of its funding. Instead of funding it entirely
through taxes received each year, tt could be partially funded through
medical IRAs. An IRA would be a required purchase for every child in
the first year of life. An IRA that costs $125 and earns 101 annual
interest would accumulate to $65,000 by Medicare age. This money
combined with that from-the Medisave account could then be used to
obtain private health care to supplement or replace government funds.
Depending on family income, this one-time $125 payment could be
partially or completely subsidized by the government. The funds
accumulated in this reserve would not be used until the individual
reaches 65 years of age unless he or she suffers a medical disability
before that time.

Revamp Medicaid
Medicaid is another perennial headache. It was set up 26 years
ago to provide the poor with health care, but now this joint
federal/state health insurance program is experiencing severe financial
difficulties. Between 1980 and 1989, the number of Medicaid recipients
increased by only 9t, but the expenditures rose an incredible 123?.
As a sign of how serious the funding problem is, state governments
and hospitals are now adversaries. The states cut the payments and the
hospitals fight back in the courts. But law suits only deal with the
symptom, not the source of the problem. Medicaid is in crisis for one
basic reason. It dedicates almost half of its payments to long-term
care. In 1986, 451 of total Medicaid spending provided only 71 of its
eligible population with services in nursing facilities or institutes
for the mentally retarded or mentally ill.
As the population ages, the problem will only grow worse. There
is only one solution and that is to take long-term care out of Medicaid
and change Medicaid eligibility requirements then long-term care could
then be addressed as a problem that affects the entire population, not
just the poor. The solutions will probably be a combination of private
and public programs including tax relief to help families who pay for
care of their elderly relatives, tax exemptions for long term care
insurance, and a federal-state long-term care assistance program. Then
Medicaid would be free to focus on the health care problems of the poor.
Medicaid should cover everyone below the poverty line. Persons
just above the poverty line should be given the opportunity to buy an
income-related package of primary preventive care as in the Hawaii
S.H.I.P. program.
Scientific Guidelines for Medical Care
Most of our suggestions for controlling medical costs involve
business, government and insurance companies. But, there is one area in
which we physicians can and must take the lead, and that is in
scientific guidelines for medical care. Rather than wait for the
insurance companies to tell us how to practice medicine and set health
benefits arbitrarily, primarily on the basis of costs, physicians must
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set up these guidelines themselves because only physicians, not
insurance companies, can change the way we practice medicine.
And whether ye use local or national guidelines, we must have
local validation. Only with this local validation will the greatest
number of physicians participate.
Guidelines will give us strategies which will be based on accepted
principles of good medical care. They should outline a whole range of
appropriate tests and procedures for given clinical conditions. It
still will remain the responsibility of the physician to choose what is
best for the individual patient.
We must develop more effective mechanisms to assess cost
effectiveness and cost benefits of new and existing technology. We
should consider possible conflicts of interest when researchers evaluate
technology in which they have financial interests. Physicians must
fight all unethical practices (i.e., self-referral). If we defend these
practices, how can we expect responsible people to respond to our
proposals?
RBRVS (Resource Based Relative Value Scale)
Before concluding, let me raise one other issue that comes before
the purview of this Committee in the health care area. That is the
issue of RBRVS. The new HCFA rules on RBRVS will have the effect of
restricting care for Medicare patients and reducing quality. Let me
explain. This new method of paying doctors will change the way
physicians get reimbursed for Medicare services.
Several studies have already been done. One comparison shows that
family doctors viii receive less for taking care of a patient than an
auto mechanic or an air conditioner repairman will receive for fixing
your car or air conditioner. Is this the value that you as Members of
Congress want to place on the medical care of Medicare patients?
The American Academy of Home Care Physicians has completed a
comparison of Medicare reimbursements for home visits. The figures show
that a home health aide is reimbursed more that a physician for a home
visit. All specialists are seeing huge cuts. CPT coding changes have
eliminated any possible gains for cognitive services.
As physicians across the country see their overhead become higher
than their Medicare incomes, many villa refuse to see new Medicare
patients. In fact, this iv already happening. Many doctors with large
numbers of Medicare patients will be pushed out of practice entirely.
Others viii be forced into HMOs. This vill lead to the destruction of
the private practice of medicine, the quality core of our medical
system.
It looks like a dermatologist practicing in Vest Los Angeles may
take about a 40Z pay cut in the next 5 years because of RJRVS. Every
year my practice expenses increase. What am I supposed to do? If I do
If I see less Medicare
more procedures, HCFA will say, 'I told you so,'
patients, I will be accused of greed. If I shift costs from my Medicare
patients, then the rest of society pays the bill. Vhen insurance
companies all switch to RBRVS, many more physicians will be driven out
of practice. Was this the intent of Congress?

RBRVS creates an Eastern Europe style pay schedule which rewards
volume rather than quality - and compromises the integrity of the
physician. Physicians Vho Care viii certainly bri..g this to the
attention of our colleagues and our patients,
CONCLUSION
Physicians Who Care believes that by combining the proposals that
1 have outlined above that include an equitable mandated employer.funded
insurance plan for catastrophic illness, a high deductible, individual
'Medi-save' accounts (similar to what was recently proposed by a number
of House Republicans), community rating of insurance and by privatising
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medicare. the U.S. health care system can become better. More Americans
will be covered. Costs can be curtailed. And Americans will continue
to have choices in their medical care.
The vast majority of physicians are honest. We're not
entrepreneurs. We don't refer to ourselves for profit. We don't
unbundle our bills, cheat insurance companies, run Medicaid mills or
write phony insurance reports. We practice medicine. The Physicians
Who Care plan was designed to let us do our job the way we were trained.
That's all we want.
To show our sincerity in wanting to curb health care costs, and as
a service to society, we recommend that physicians devote one day a
month to caring for persons who are unable to afford medical services.
We have urged members of Physicians Who Care to donate their services to
their communities, making no charges and accepting no payments. We let
the community know that this is part of the Physicians Who Care
volunteer program. We encourage all physicians to follow our lead.
We at Physicians Who Care have over 12,000 of our patients in
We keep them well informed about their medical
Patients Who Care,
rights and our proposals.
We have had tremendous positive feedback
from our patients about the Physicians Who Care plan. Together, along
with our patients, we are working to promote the fairest system for all.
Mr. Chairman, thank you for the including Physicians Who Care in
these important hearings.
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