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HEALTH CARE FOR THE ECONOMICALLY
DISADVANTAGED—II

? FRIDAY, SEPTEMBER 28, 1984

U.S. SENATE, )
SUBCOMMITTEE ON HEALTH,
CoMMITTEE ON FINANCE,
e Washington, DC.

The subcommittee met, pursuant to notice, at 9:37 a.m. in room
SD-215; Dirksen Senate Office Building, Hon. David Durenberger
" (chairman) presiding. ' -

Present: Senator Durenberger.

[The press release announcing the hearing, the opening state-
ment of Senator Bob Dole, and a background paper by the commit-
tee staff follow:]

[Press Release No. 84-170)

SENATE FINANCE SUBCOMMITTEE - ¢« HEALTH SETS HEARING ON HEALTH CARE FOR
‘ THE ECONOMICALLY DISADVANTAGED

Senator Dave Durenberger (R. Minn.), Chairman of the Subcommittee on Health
of the Senate Committee on Finance, announced today that the Subcommittee will
hold & hearing on the delivery of health care to the economically disadvantaged.

The hearing will be held on Friday, September 28, beginning at 9:30 a.m. in Room
SD-215 of the Dirksen Senate Office Building. ’

In ¥mnouncing the hearing Senator Durenberger noted, that, “This is the second
in a'series of hearings to examine how to reach our goal of ensuring access to qual-
ity care. In many cases, those low income persons who-are ineligible for Medicaid
are ‘falling through the cracks' of our health care delivery system. We began to ad-
dress this problem with our first hearing on April 27, 1984. At that time we sought
tu determine who is economically disadvantaged and the extent of the economically
disadvantaged population lacking access to health care. The purpose of this second
hearing is to determine what services the economically disadvantaged are now pro-
vided, how those services are provided, and how they are financed. Later in the
series of hearings we will focus on identifying what changes need to be made with
respect to both the public and private sectors to ensure access to needed health care.

Senator Durenberger stated that the Subcommittee is interested in hearing from
the Administration with respect to an overview of individual State's Medicaid eligi-
bility, the scope of services provided and an overview of the other federally financed
care provided through such mechanisms as clinics, and from the States as to wheth-
er and to what exlent State programs are used to provide needed care. In this. con-
text, the Subcommittee would be interested in learning of any financing mechanism
incorporated into a State rate setting system. Additionally, where care is made
available through other than a Federal, or State financed program, the Subcommit-
tee is interested in hearing from the entities that finance that care. This includes
local government units, community service organizations, pubic and other communi-
ty hospitals, physicians, clinics, and others.

o0
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ORENING STATEMENT SENATOR BoB DoLE '

I want to thank Senator Durenberger for undertaking this series of hearings to
examine the issue of access to health care for the economically disadvantaged. I be-
lieve that the Federal Government has been involved through the Medicaid Pro-
gram block grants for health care and Medicare tp name but few Federal efforts.
However, the question still remains—have we donf enough and should we do.more?
Before those questions can be answered we must know the extent of the uncovered
populationfand huve as complete an understanding as passible of the current mech-
anisms which finance and provide care—both public and private.

Through today's hearing we will attempt to gain that understanding. I know that
there are a number of providers of care to the economically disadvantaged. I com-
mend those providers, especially our public hospitals. Along with otlter providers,
they help this nation meet the needs of the indigent and provide greater access to
care than would otherwise be available. ’

I welcome today’s witnesses. We look to you to tell us what is going on out there.
Many of you are on the front lines and as such your views will be most helpful.

124
1
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o *
. . HEALTH: CARE TO THE ECONOMICARLY DISADVANTAGED

4

. INTRODUCTION .

.

The purpase of this hearing is to focus on the payment for and accesa to

4? .health care services for the .non-aged poor or medically indigent Jho are not

covered by private %ealth insurance, ) - )
) 7The uncovered population zonsists of two groups, the temporarily uncovered
and those who are l{kely to remain unprotected for long time perioda. The first
group generally consists of persons who are unemp}oyed and have tempornrfly loat
their protection under thrir'employment-bnsed group health ins&rance plans. They
can be expectfd to repain coverage. when thev become reemployed. The second
group consists vf those persona vithvno formal ties to the work force. These"
indwiduals are generally unable to'burchase‘group'health insurance c?vernge
at affordable rates, .'. . N

a +

" The uninsured are freéquently categorized in terms of family income and/or
gmployment status. This grouélincluaen persons who cannot afford private
protection, persone who have loat progection aa a result of unemployment, and
persons employed less than full-time who do not have access to private group
coverage. It also includes some em;loyed individuals (sach.ns the self-_:mployed)
‘who may not have access to affordable protection or are unable to purchase N
coverage at affordable group (versus individual) rateaw In adﬁi:ion to the
uninsured population, there is al{o the under~insured population. These are
persons who have priQate insurance coverage but who are inadequately protected

against the costs of a major illnesy, ’

v
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Many of the uninsured gnd unde}-insured\have some protection ynder a public
: [

program such as Medicaid. Héwever, many persons fail to meet the requisite

vligibility criteria and therefore remain unprotected. The actual number of

persons without public or private pro%ection is not known! Current estimates o
L 4

>f the "uncovered" population range between 15 and 32.5 million persona. .

’
The uncovered population use privete physibians._public clinics and hospi-

tal outpatient departments for primary care. The uncovered population t;nds
to use physician's and other noninstitutional services less freauently than
their 1nsured counterparﬁs. Hospital inpatient services most utE}i;ed by this
population are maternity and infant care services and services related to'
trauma, alcohol and drug abuse, and mental disorders.

R PnXTQ"t for 1qrvices'rendered to the uninsured is generally the responsi~
bility of the patient. To the extent that these individuals canng@. or do not,
pa,; for these services, 1t is referred to as "un?ompa;ga:ed care." Uncompen=-
sated care 1s defined aghthe sum >f "free” or "Charity" car? provided to the
poor uninsured population pl;s "bad debts" attributahle to patientg not offici-‘
ally classified aa charity cases, The American Hospital Association estimates
that community hospitals provided $6.2 billion worth of uncompensated care in
1982, This amount represents an estimated 5 percent of total patient revenues..
OFf this amount, S1.7 billion was classified as charity care and $4.5 billion
as Pad debts. Uncompenaated care is not distributed evenly'among hoapitals.
It 1s concentrated in public hospitals anJ in urban hospitals. "
Hospitals may recover the costs of providing uncompensated care in a
variety of ways. They may increase their charges, thus shifting tHese costs
to third-party payers who reim;utse hospitals on the basis of charges rather
than cosats. In some States, hospitals may obtain revenues from State-operated

"uncompensated care pools." Public hospitals msy also be able to recovér

their cost  hrough State and local tax revenues.

< ~
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Providers other than hospitals also provide care to uninsured patients.

o
Some of this care ia provided on a "charity” or 'reduced fee' basis., No data

' 18 currently available describing the volume or types of care rendered.

.
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[L. SCOPE OF PROBLEM

A, Eatimate of Uncoveced Podﬁlatioq

The Urban Institute estimates l/ that the size of the uncovered population
under ngé 65 was 30.7 million in 1981 and 32.7 in 1982, These numbers represent "
15 and 16 percent respectively of the total number of persons under age 65 in
those years. According to this analysis, the data show that income, more thdan
uny othcr personal characteristic, can be used to predict an adult's insurance
status. In 1982, almost two-thirds of the uninsured (approximately 21 million
persons) had incomes below 200 percent of the poverty level. The second most
important determinant of health inourance(coverage was the employment status
of the adult family member. Among uninsured adults, just over one-fourth were
full-time workers for +0 or more weeks 'in 1942, The data suggest that wmany
of the uninsuied adults were employed part-time or'worﬁed for small firms that
pay low wages and do not offer health insurance as a fringe benefit. The
Urban Institute study further noted that in 1979, tie uninsured represented
only l4 percent of the under 65 population. In 1982, durinﬁ the 1981-1982
recession, this figure increased to 16 percent.

The Health Insurance Association of America (HIAA), in its testimony be-

fore the Subcommittee in April 1984 estimated that as of the end of 1982, 175

1/ As descri in a paper presented a% the First Annual Meeting of the
Association for HealtW Services Researchers, June 11, 1984, These represent
revisions in the estimates presented by Kathy Schwartz at the hearing held by
the Subcommittee on Health of the Senate Finance Committee on Aprii 27,,1984,

v
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million persons or R? petcnt of the under (5 civilian non-~institutionalized
populstion had one or*more forms of private insurance coverage. This figure
corresponds to the number with Hoapital expense protection, the most common

form of private health insurance. Most of these persons also had coverage

for other tvpes of medical services, such as surgical expense protection (169
million) and major medical protection (160 million). The HIAA estimated that

27 million persons among the under-63, civilian, noninstitutionalized population
were not covered under a private plan at the end of 1982. A number of these

persons were, however, receiving assistance under various public programs such R
as Medicaid, the V.A., CHAMPUS, and Medicare. After correcting for enrollments

1n these programs, the number Of persons without any private or public coverage

was estimated to range between 10 and 15 million. These persons generally fall

into two broad categories--those temporarily without coverage as they move in .
and out of nsured status (such as the temporarily unemploved and children

reaching the naximum eligibility age of dependent coverage) and persons who

are likely to be without xn;urance for long time perisds (e.g., the chronically

unemployed or employed persons working for s firm th;t does not have a health

There 13 over a two-fold difference between the estimates of the size of
the uninsured population presentedu by the Urban Institute researchers and HIAA,
32.7 million and 10 to 1S million respectively. 1In it's analysis of the Urban
Institute figure, HIAA cited studies suggesting a 5 percent underreporting of
health insurance coverage in household surveya, which could account for some of
this difference. There are other factors (not cited by HIAA) which also might
explain some of these differences, including whether people not confinuously
insured are counted as insured or ;ninsured. and how the HIAA figures are

ad justed-to account for people with duplicate coverage. After reviewing itas ~~
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own figure, the Urban tnstitate-data and other published estir.ates, the HIAA

suggested that the size of the uninsured population was probably in the range

of LS to 25 million persons.

B. Existing Federal Pregrams

The principal source of health care protection for the low-income nonaged
population is the Federal/State Medicaid program. Medicaid provides medical as-

sistance to specified categories of persons, i.e., the aged, blind, disabled

and members of families with dependent children. In FYB4, Medicaid recipients
total an estimated 22.7 million., ARed recipients total 3.3 million, blind and
disabled 2.9 million, adults tn AFDC families 5.4 million, and children Ll.1
sillon, )

All States cover the “categorically needy" under ‘their Medicaid programs.
In general, these are persons receiving cash assistance under AFDC or SSI
though some States impose more restrictive standards for their SSI populations.
Thirty States (including D.C.) also extend coverage to the medically needy,
i.e., persons whose income is slightly in excess of the standards for cash
assistance but who: (a) are aged, blind, ‘isabled, or members of families
with dependent children; and (b) whose income (after deducting incurred medical
expenses) falls below the State's medically needy stnnd;rd. States are required
to provide certain services, such as hospital care and physicians services,
to the cstegorically needy. They may also include a broad range of additional
services in their benefit packages. States may limit both the number of serv- ¢
ices offered and the extent of coverage within a service category (e.g., a
licit on the numbur of days of hospital care). Thus the scope of services

available to recipients and payments to providers is generous in some States

and more limited in othars, : <:>

e
[,
ot
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Recause of 1te linkagae to the walfare cash aesistance programs, only 38
percent of nonaged individuals with itncomes below the poverty ling were covered
by Medicaid in 1382, Some of the remaining poor population have incomes alight=
ly in excess of the State-established standards of need for AFDC (and therefore
Medicaid), Further, persons not meeting welfare definitions (for example,
singles, childless couples, and in some States, intact two-parent families)
canpot receive Medicaid benefits regardless of their income,

A number of those poor persons not covered by Medicaid receive services
under “he auspices of other Federal and/or State programs. The Federal programs
(which ate described in tﬁe Appendix) generally authorize support. for health
programs peared toward specific target populations such as mothers and children,

migrants, Indians, or persons in low-income arzas.

ERIC 16
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'

[IL. PROVIDERS OF SERVICES

A, Ambulatory Care

Very little is known about the primary care services provided to the un=
insured pcpulation in ambulatory settings. Data €rom the 1977 NMCES study
tuggest that the uninsured are less likely than insured populations to have
a physician’s office as their usual source of medic¢-1 care (67 percent versus
LI éercen;. respectively) and are more likely to receive their care from »
hospital outpatient department or a clinic, On the other hand, the fact thst
two-thi*ds of the uninaure& ﬁé.have a physician as their primary source of
care rins counter to the sterectype that these individuale rely on public facili-
ties or hospital outpatient departments E9r the bulk of their ambulatory care,
Little information is av;ilnble on how much physician care is unreimbqrged. pro=
~ided on a "charity'" basis, or provided for a reduced fee. )

In addition to the care provided in physicians' offices, there are a veriety
of public programa which sponsor primary care facilities., Federslly sponsored
provlderl‘include Community Health Centers (5337 million appropristed in FY 1984
supporting 590 centers), migrant heaalth centers ($42 million Qpproprilted in
FY 1984 for 137 centers), and the Indian Health Service ($770 million appro=
pristed in FY 1984). State, county and municipal government. also provide
direct financisl support for public clinics serving the poor and the uninsured.

“here 18 little information on the amount of this support which is available,

or on how many persons are served.

17
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’

Hospital outpatiant departmente provide a substantial amount of "charitv"”
care on an ambulatory basis. Approximately one-quarter of alb charity care
provided by hoapitals, over $400 million in 1982, waa provided in hospital
outpatient depart&»ntn. 2/ . .

Data from the 1977 NMCES study suggest that health insurance coverage af«-
facts the use of ambulatorv care. People with health insurance averaged 3.4
physician visits per year compared to only 2.4 physician visita per year for

the uninadled.

8. [npatient Services

Hospitals provide a substartial amount of services to the poor and un~
insured. Approximately 4.7 percent of hospitnl"inp.:ient and, outpatient gerv-
ices 1s uncompensated care. According to the American Hospital Association,
community hospitals provided $6.2 hillion of uncompensated care in 1982,
representing the equivalant of nearly 16 million patient days. OFf this amount,
$L.7 billion was due to charity care and $4.5 hillion was bad debts. “Approxi-
mately A8 percent of the bud debta was due to cace provided Lu uninsured pa=
tients. The r;mainlng 32 percent of the baddebts vas due to care provided to
insured patients. The bad debts related to the care of insured patients are
retated in part to the patientd' failure to meet their health insurance deduct-

itle and/or coinsurance obligationa.

2/ Estimated using information presented in Padley, J. and J. Feder,
“Troubled hospitals: poor patienta or management,” Yusiness and Health,
September 1984, p. 15~-19.

o | Al-173 0 - 8 - J[ ég
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Little s known abvut. the patients receivine uncompensated care in nospi-
tuls. One study suggests that most self-pay or charity patients (53 percent )
are either maternity or accident cases. [f patients with digestive disorders,
mental disorders and complicated prognancies are also included, these calés
account for more than 70 percent of all self-pay or charity discharges. 3/ Un-
insured populations do use fewer inpatient hospita} services than insured groups.
The 1977 éMCES data show that the uninusred use only 47 hospitsl d ys per L0OO
people per vear while ‘nsured patients use 90 days per 100 people per vear.

While all houpitafs may provide some care to economically disadvantaged
patients, public and private hospitals in urban areas provide more care to

these individuals than other tvpes of hospitals, This is in part because

these hospitals also provide most of this country's hospital care. In 1982,
hospitals in metropolitan areas provided 79 percent of all uncompensated hospi=
tal care and 76 percent of total hospital care. Fortvetwo percent of all - v
uncompensated Lnpatie.t care was provided bv hospitals in the 10f largest
cities, split nearlv-equally between public and private hospitsls. Public
hospitals in both metropolitan snd non-metrapoiitan areas provided two-fifths
of the Nation's uncompenssted hospital care but only one=fifth of all care.
There are Some dsta which suggest that Medicaid coverage affects poor
people's access to hospital care. While uncompensated care patients are
equally distributed among public and private urban hospitals, the Medicaid
cases are not. In urban areas, three out of four Medicaid patient days were
in private hospitsls, suggesting that insurance (i.e., Medicaid) can improve
poor people's access to private hospitals.

—————

3/ Sloan, F. A., J. Valvona and R, Mullner, "ldentifying the issuea: a
atatistical profile," presentad at the conference on Uncompensated Hospital
Care: Defining Rights and Assigning Revpon!lbllltieﬂ, vanderbilt University,
April Ll9g4,

-

0 19
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There 14 some evidance auggesting that teaching hospitals mayv provide a
disproportionate share of uncompensated care. In 1982, teaching hospitals
provided 36 percent of all uncompensated care while providiﬁﬁ 6n1§'27 percent
of all care, measured on the basis of chnréés. 4/

While urhan hospitals may provide most of the hospital care for the
economlcﬁllv disadvantaged, some rural hospitals also provide a substantial
amount of care to the uninsured. In 1982, over 5 percent of the care in
rural public hospitals and & percent of care in rural private hogpitals was
uncompensated. 5/

There 13 evidence suggesting that some hosptials providing large volumes
of uncompensated care are in Financial difficulty. Fowever, the data sugpest
that the provision of a high volume of &are to poor and uninsured patients is
not the primarv factor explaining the financial gsoundness of an institution,
According to a recent studv h/, the principal factor contributiné to financial
stress L8 i1nadegquate revenues. Lowér revSnuea were attributed to differences
in paver mix, namelv lower percentages of commercially insured patients whose
care is generallyv reimbursed on the basis of charges rather than costs. Thus,
while financially stressed hosptials had the same incentives to shift costs as
sound hospitals, they were less able to do 90. There is evidence that financi-
ally stressed institutions have responsed to their financial pressures by re-
ducing their free care patient load. This raises questions about the fututre

access of the "uncovered" population to needed health services.

—_——

4/ 1bid.
5/ Thud. .

A/ Hadlex. J. and J. Feder, p. 18,




IV. PAYMENTS FOR UNCOMPENBATED CARE

Hoapitals may obtain Einancial‘support for the costs of uncompensated
care from a variety of sources including State and local tax revenues and
revanues from State-established uncompensated care pools. Many- State statutes
also hold counties legally liable for providing health care to indigents. .

.

A, State and Local Programs

State and local povernments sponsor a ‘-ariety of programs supporting medi-

cal care to the economically disadvantaged. Existing programs can be classified
into two maior types==thoae that are targeted toward the provider and those that

v

are targeted toward specific classes of individuals:

L. Programs targeted toward providers

a. Direct reimburaement through all-payer rate setting programa.

Four States have mandatory hospital prospective payment systems which apply to

all payers for hospital care in the Stste. Under these programs, the burden

of uncompensated care coats is apread across all payers, both puSlic and private,

For example, Haryland hospitals are reimbursed for charity care and bad debts -

by having their approved ratee include the lesser of the hospital's actual
uncompensated care cost or the estimate of such costs made by the Maryland

Health Services Cost Review Commission. In New Jersey, specific allowance for

both charity care and bad debt costs is incorporltedlint? each of the diagnosis~ .

° e S
related group payment rates. .

Q i
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b. Revenue pools. Generally, this type of program, sometimes referred
to as an uncompensated care pool, is designed as a mechanism for reimbursing
hospitals for their uncompensated care., These programs may not gnvolve the
creation of new revenues, but simply redistribute existing resources to hospi-
tals with high leyels of uncompensated care., For example, i; New York, ho;pi-
tals psy a surcharge on revenues from third party payers (2 percent in 198)
increasing to & percent in 1985) which is collectedtin a peol. This pool is
then redistributed to hosptials in proportion to their share of all uncompen~-
sated dare. [t was escimated that this pool reimbursed New York hospitals
for 14 percent of their uncompensated care in 1983, increasing to &R percent'
in 1985, Florida‘recently enacted a program under which an indigent care

revenue pool ts financed hv assessing hospitals a fee of one percent on their

annual net operating revenues,

¢. Direct support of institutions such as public hospitals and clinics

which provide care to the medically indigent.

2, Programa targeted toward jindividuals

a, State/county funded indigent care programs. These programs provide

paym;ntl for servicea rendered to indigent persons not eligihble for Medicaid,
for example, single persons and childless couples. Covered services may be
similar to those offered by Medicaid, though the scope of services is generally

more limited, Funding is provided through Stat: and/or county dollars.

b. Programs for certain population subgroups. Economically and/or

medically disadvantaged populations which have been targeted for special as~
sistance by some States include: the aged poor who have inadequate tesources

to meet che costs of prescription drugs (for exanple, the so=called pharmacy

s




assistance programs in Penpsylvania. New Jersey and Maine), and petrsons with

cystic fibrosis (Missouri).

c. Catantfoghjc health inaurancegg;oérams. Several Stgten (Alaska,
Maine and Rhode Island) have programs for financing extremely high-cost medical
care associated with catastrophic illness. While each State program is dif-
ferent, they all specify that the State is the payor of last resort after all

available third-party coverage has been exhausted. They gencrally apply income

and/or asseta tests to determine eligibilty for pavments. Further, certain

cost sharing and/or deductible requirements are imposed.

d. Risk-Sharing ponls. A number of States have developed insurance
rllk-ahuring‘pools to provide access to insurance coverage for high risk in=
dividuals who would otherwise have trouble obtaining coverage. Minnesota,
Indiana, North Dakota, Wisconsin, Flcrida, and Rhode lsland have such pools,
Connecticut also has a pool which is open to all residents, not just thoae

which are considered high risk.

B, Legal Liability for Indigent Health Care

Many State séntutel hold counties legally {iable for providing health care
to indigents. A recent aurvey l/ shows that in nearly half of the Stntei (4R
percent), counties have sole legal responsibility for providing health care to *
indigents reaiding within their county. In 10 percent of the States, countiea
have discretion whether or not to assume full reaponsibility for providing

indigent health care; in 8 percent of the States, the State and counties

7/ HNational Associmtion of Counties, “"County Legal Liability for Indigent

Health Care”; May 1984 (based on 4 survey response from 80 percent of the
States). .
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share the responsxbilify; and 1n 10 percent of the States, Qounties have responai-
“biliey E?S certain programs or certain populations. (In an additional § percent
of the States, counties have adminiatrative functions though no funding responai-
bilities.) T[n 17 percent of the States, the State asaumes all legral and finuncill
. responsibility for indiéent health care coata, while in 5 percent of the States
the reaponsibility is placed on municipalities, . ‘ ‘
It should be noted that the role of States and localitias may chungé'ovet
time. Recently the State of California shifted all responsibility for the

costs of the medically indigent non-Medicaid population to‘the counties.

I.
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v. [3SUES

7 .Several question: can be raised about the provision of and pavment for
haalth care services Lo persons not h{xxng private insurance or public program
coverage, Chief awong these are: (1) the degree of access that the medically
indigent have to needed health services; (2) the extent .o which su:h care
could be .more appropriately rendered in less costly settings; and'(3) the
role of Federal, State and local §overnmentsa, providers, employers, and private
insurery in relation to this population group. 7

There is evidence that persons not coveted under public or private programs
use fewer hospital days arnd have fewer ambulatory visits than other population
groups. These uti{ization,patterns guggest that the uninsured may not have the
access they need to medical care. 1In addition, there is some evidence that some
providers :ur'ent!y rendering services to the uninsured may be restriceinn the
amount of ‘zare they provide to this popu;ation. ‘Some hospitals in financial
difficul:; are reducing the amount of free care they provide. Methods of rationing

. -
care may include discouraging hoapital use by people unsble to pay, transferring
non-paying patienta :2 public hospitals, and reducing the availability of
servicea more heavily uaed by‘:he uninsured poor (for example, restricting
emergency room admiasions). If these responaes by'pro;iders tecome more prevalent,
the access of the uninsured to hospitsl services could declire further. It .
is possible that the uninsured may be able to obtain mqre of their care from
other providers. However, aﬁ; consideration of the question of this population's

K3
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access to.services (y hindered by the the fact that little is known about

the amount of care rendered by providers other than hoapétnla.

1) e utilization patterns of the uninsured suggest that the caic thev

L}
Teceilve is not being provided in a cost=effective manner. Some annlystl\rnve

v

argued that the lower utiliza(ion of primary care services by the uninluré<
suggests that they may delay aeekxng care untll it is uanOldlble. thus lo.&
ing the potential benefltl of early detection and treatment. Also, some may \
rely upon higher cost hospital emergency roomt rather than outpatient depnrt-
ments, clinics, ot xndtvndual'practltioners'for the}r primary care. Some
publié programs, such aa'thg Community Heaich Center Program, do provide altler-
native, lower cost sources of primary care for the medically indigent. How-
evap,ilittle is known about the adequacy of thea? programs for meeting the
exiutiéé.ﬁéedq>of this population. Some States are experimenting with so-=
called "case ;;ﬁ;gument programs” uynder Medicaid freedom-of-chgice waivers,

Under these programs, Medicaid beneficiaries choose a primary provider who

then manages their care., The intention of these programs is that the "case

'mnnngers" will assure that the patient will receive the care be or she needs;

.

and that it will be provided in-a cost-effective ganner. However, it is not
clear how the benefits of these programs could be extended to the uninsured.
Finally, there have been continuing discussions over the néproprinte
role of Federal, State nné local governme:ts. providets, employers and pri-
vate insures in regard to this population. A number of proposals have been
offered to restructure the Federal/State Medicaid program. These have taken
a variety of forms including recommerdations to severe the link between wel-

fare and Medicaid thereby increasing the eligible low-income population, .

and/or to alter the existing balance hetwe%n the Federal and State govern~
/.

ments in financing health care for the poor. Some plans have called for

-




the establishment of ¢ fedarally-funded national program of hasic health
. .
care benefits for low-.ncome populetions. Services not covered under the

Federal Plan vould be covered by State programs vith some Federal assist~
ance. Alternatively, the primary reoponsibility for care to the poor
could be transferred to the States with Fedecal assistance ia the form of
a block !rlnt-. Y
States have also bee1 reassessing their responsibilities. fhls is re~
flected in recent modifications, both expansionp and coﬁcractipna. in their
Medl;:Ld prog';ms. ic is also evident in actions by some States. with respect
to the q;;nsured. These actions include c¢stablishment of uncompensated care

pools and inclusion of uncompensated care costs undet all-paver rate setting

progkams. States are also reassessing their role vis-a-vis the counties.

For example, Callfornia ;ecently transferred all responsibilicy for the cost
of cnre.of the non-Medicaid medically indigent to the counties. In lbout”
half the States, the counties have the sole\legnl responsibility for provids
ing care to the indigent. .

Private insurers and employers are trying to limit the codt of health

care provided to emploved populatiofd. For examole, some employers are de~

manding that their health insurance costs reflect odly their own claihs ex-

- -

perience. Competitively negotiated contracts are also bucoming more preva-
, lent. Thess dctions may limit the ability ofl’ospitals to shift costs to
racover tie cost of their uncompensated care. Further, self-inauring émploy-"
¢ exempt from State insurance regulations undei the Employmenct Retirement
in:ome Security Ac;, may not fully participate in State uncompensaté¢d care

pools. !
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APPENDIX. “gajor Federal Health Programs
Tor Fhe Economically Disadvantaged

Medicaid

The Medicaid program, authorized under title XI¥ of the Social Security

Act, is a Federal-State entitlerent program that purchases medical care for,

certain low-income persons. Within Federa! guidelines, each State designs and
administers 128 own program, . .
All States must provide Medicaid services to the 'categorically needy,”
which generally includes persons receiving assistance from the Aid to Families
with Dependent Children (AFDC) program or the Federal Supplemental Security
Income (SSI) program, for the aged, blind, and disabled. The Deficit Reduction
Act of 1984, P.L. 98-369, requires States to ektend Medicaid coverage to the
Eollowing groups of persons meeting AFDC income and resources requirements:
(a) first-time pregnant women from medical verification of pregnancy; (b) preg~
nant women in two-parent families where the jrincipal breadwinner is unemployed,
Etomrshe medical verification of pregnancy; and (c¢) children born on or after
October'l. 1983, up to age 5 in two-parent families.

States are required to nffer the following rvices to categorically

needy recipients under their Medicuii‘ng m: inpatient and outpatient
hospital services; laboratory and X-ray services; early and periodic screening,

diagnosis, and treatment (EPSDT) for those under age 21l; family planning serve-

'

1ces and supplies;

for those over

ysicians' services; skilled nursing Facility (SNF) services

e 21; home huaith services for those entitled to SNF services;

clinic services; and ¢?rtified nurse midwife services, States

£
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4
mav rffer 4 broad range of addittonal services such as prescription-drugs and

intermediaste care facility services., States may limit the amount, duration

and scope of the services they offer (e.g., L4 hospital days per year, three
physician visits per month). (n addition, the States may impose nominal cost-
sharing ;lth certain ﬁijor exceptions, including charges fcr services to child=
ren ;nder age 18, pregnancy-related services, and family planning services and
supﬁlies. 7/

States mav also cover the "medically needy.“ which includes persons who
are aged, blind, disabled, or memebers of families with dependerit children, and
who are unable to afford medical care but whose iacomes (after deducting incure-
red mediunl"uxpenses) fall below the State's medically needy standard. States
having wedically needv programs must, at & minimum, provide ambulatory services
for children and prenatal nné‘del;very services for pregnant women.

The Federal Government is required to match whatever States spend for
covered services to ¢ligible persons, The Federal Covenment's share is based
on a formula designed to provide a higher percentage of Federal matching to
States with lower per capita incomes and a lower percentage of matching«fu.
States with higher per capita incomes. Federal matching for services varies
from 50 to 78 percent. Total FY 1984 Medicaid costs are estimated to be $37.9
billion (Federal--$20,3 billion; States--51l7.6 bilrion), In FY 1984, Medicaid
Ls expected to provide services to an estimated 22.7 million persons, including

1.1 millinn children under age 21.

Maternal and Child Health Services Block Grant

The Maternal and Child Health (MCH) Services Block Grant, established by
the "Omnibus Budget Reconciliation Act of 1981", (P.L. 97-135), and administered

by the Public Health Service of the Department of Health and Human Services

29




ERIC

Aruitoxt provided by Eic:

26

(DHHS), supports health «are services for mothers and children., Targeted

towvards those with low incomes or with limited access to health services, the

" program’s aim is to reduce infant mortality and the incidence of preventable

disease and handicapping conditions among children, and to increase the avail-
ability of prenaral, delivery, and postpartum cara to [ow-income mothers.

Eligibility criteria are set by the St:tea. States may charge for serv~
ices provided; however, those mothers and ;hildren whose incomes fal. below
the poverty level may not be charged.

‘ tnl:Y 1984, 85 perceﬁt of the appropriation for the blocy is allotted
among the States to be ysed for MCH and crippled‘children'a and related serv-
ices. The remalning 15 percent is reserved under a Federal set-aside for
special proijects of regional and national significance, res;arch and g;lining,
and genetic disease and hémophilia programs.

In FY 1984, $399 million were appropriated for the MCH Block Grant. Since
the implementation of the block grant in FY 1983, no data are available on rhe
numbers of persons served by the program nationwide. 1In FY 198l, the title V
MCH program which preceded the Block grant helped to finance the provision of
ph}slciun maternity scrvices to 397,000 women, nursing maternity services to
522.000“vomen, and midwife services tOISJ.Onnvwomen. In addition, the program
provided physician services to nearly 2.A million children and nursing services
to nearly 5.6 willion children. The program in FY lqﬂl.also financed inpatient

services for 99,000 crippled children.

Health Care Servxces;‘rovidedAgy Hospitals !'nder the Hill-Burton

"Free Care Provision

The "Hospital Suévey and Construction Act of 1946" as amended (title VI of

the PHS Act) commonly known as the Hill-Rurton Act, provided Federal assistance
f

1
1
1



ta .onstruct, renovate and modernize hospitals and cercain other'medicnl facili-
ties. Since 1946, the Hill-Burton progrem distribu.ad about 34.4 billion in
grante {nd $1.5 billion in loans and loan guarantces to roughly 7,000 facilities
Ghroughout the country. In return for such funding, the law required the hospi-
tal rece.ving the Federal assistance to meke available a "reasonable volume of
hospital services to persons unable to pay.” This provision has bacome known as
the Hill-Burton "free care” or "uncompensated care' provision. It wae not until
1972, after a series of class action lawsuits on behalf of indigent persons seek-
ing care, that the Department issued regulations to implemenr the "“free care"
provision. P

Under the free-care obligation, a Hill-Burton facility muet provide each
year a certain amouut of service, based on a formula, at no charge or at a
roduced price of eligible persons. Generally, a hospital must meet the annual
free care level each yo;r for 20 years.

People whose incomes fall below the Federal poverty income guidelines are
eligible fyr services at no cherge at any Hill-Burton hospital with a free~care
obligation. A hospital may also choose to provide free or reduced-cost care to
people with incomes of up to twice theae levels.

The Federal Covernment no longer makes funds available through the Hill-l
Burton program, but in 1984, thg approximately 3,000 hospitals which are still
under the frees-carve obligestion are provlding approximately 83 billion of free

care to indigent individuals,

Community Health Centers

Section 330 of the Public Health Service Act authorizes grants to public

and nonprofit entities to support the operation of community health centers
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(CHCs) in low~incomse urban and rural « ~munities or neighbdrhoods which have
been designated by the PHS as medically underserved areas.

CHCs offer a range of primary health 3ervices on an ambulatory basis, in-
¢luding diagnos:ic, treatment, preventive, emergency, transportation, and pre~
ventive de-tal services. CHC8 can arrange and pay for hospital and other
supplemental services in certain circumstances.

«In FY 1984, the CHC program received an appropriation of $337 million tro
support 590 community health centers which provide services to approximately

4,7 million medically underserved urban and rural residents.

Migrant Health Centers

Section 329 of “he PHS Act authorizes grants to public and nonprofit
private entities for the operation of health clinics providing primary health
services for both migratorv and resident geauonal farm workers living in com~
munities which experience influxes of migrant workers.

The FY 1984 appropriation of $42 million is supporting the operation of

137 migrant health centers serving approximately 460,000 persons.

Appalachian Health Finish~Up Program

The Appalachian Health Finish«Up program is designed to make primary
health care accessible, reduce infant mortality, and recruit health manpower
10 health manpower shortage areas in the Appalachian region,

The Appalachian kegional Commission, under the Appalachian Regi-nal Devel-
opment Act of 1965 as amended, awards project grants to support primary care
facilities, hoapital training courses, public education programs, and prenatal

cdre services in .ural Appalachisn counties which have limited primary health
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care resources or an infant anrcality rate one-and-a-half times the national
average.

The Commission also works with the PHS to recruit and place National Health
Service Corps and other primsry care physicians in the region.

With the 85.2 million it is allocating to the Finish<Up progrsm in FY 19Ra4,
the Appalsachian Regicnel Commission expects to gerve 204,000 persons through the
primsry care progrss® and 9,900 persons through its infant mortslity activities,
Over the past three years the program has recruited 130 phyaicians to practice

in the region.
Family Planning ' ~ .

Title X of the PHS Act authorizes support for fsmily planning clinics
;nd related sctivities. Most of the funding under title X ia awarded to
public or nonprofit pr}vate agencies to operate family plsnning clinics.
These clinics offer such services ss medicsl examinations, counmeling, preg~
nancy tests, informstion and education lctivitlel. birth control, natural
family planning, and infertility services. 1Ir FY 1984, the appropriation of
$140 million for title * {s being used to support directly approximitely
A.Sooﬂclinicn. as well as for related training and informstion and *ducation
activities. Approximately 3.7 million persons will receive family olenning

services under the program in FY 1984.

Childhood lmmunization

Section 317(j) of the PHS sct authorizea grants and related assistance to

Statea sand communities to eatablish snd msintsin {mmunization programs for the

33



control of vaccina~preventable childhood diseasen, such as polio, measles,
tctanu‘. pertuaais, rubslla, and diphtherigs. ‘

The target population of the program is all children 15 the U.S., in the
age groups of: (1) less than one year; (2) one year; and (3) five years who
should be receiving immdnlzntlonu againet thase disease¢ according to recom-
mended medical practice. 1n PY 1984, there are approximately 1l million child-
ren in these age groups in the U.S., about half of whom will recelve their
immunizations through the public sector. 1In PY 1984, the $30.4 million appro-
priated for the childhood immunization program is being used in part to help

pay for 25 million dosages of vaccine administered in the public sector.

Indian Health Service

The Indian Health Service (IHS) of the PHS, under the>uuthority of the
Snyder Act of 1921 and the Indian Health Care Improvement Act of 1974, P.L,
94~437, supports the provlcl;n of'comp;ehenllve health tgrvicel to eligible
Indians and Alaska Nativee. Care is provided through project grants to tribes
and Eribnl organizations, as well as through programs operated and managed
directly by the IHS and tribes and trlbaf organizations under contract. Care
is provided througﬁ hospitals, health centers, and smaller health geations and
and satellite clinics.

In FY 1984, the IHS will spend an estimated $770.4 million to provide

health ee-vices to approximately 931,000 Indians and Alaska Natives.

Alcohol, Drug Abuse, and Mental Health Services Block Grant

The Alcohol, Drug Abuse, and Mental Health Service Block Grant was estab-

lished by the "Omnibus Budget Reconciliation Act of 1981," (P.L. 97=35). This
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block grant consolidates into a single authority offérants to States several
Federal cntcgorlc‘l programs }ot: (1) formula and project grants and contrscts
Eo; slcohol abuse nervicea;'(z) formula and project grants and contracts for
drug lbu;e services; and (3) grants for community mental health centers.

The FY 1984 appropriation for the Alcohol, Drug Abuse, and Mental Health
Block grant is 5462 million. No data is available on the numbers of peraons
served natianwide. However, Statesg have reported a number of trends to the
OHHS with respect to tacrget populations under this block grant. According to
the Department, States are giving priority to: (l).services for the chronically
mentally ill; (2) services for opiate abusers, especially in States with a
large urban population; (3) services in urban aieas; (4) mental health services
for certain special populations, such as the elderly, minorities, and children;
and (5) the provxs?on of direct rather than indirect. clinical services to the

seriously mentally ill,

Preventive Health and Health Services Block Grant

ERIC

The Preventive Health and Health Services Block Grant was created by the
"Omnibus Reconciliation Act of 1081,” (P.L. 97=35), with the consolidation of
eight .categorical health programs into a.single authority of grants to States.
Under ‘this block, States may use their allotments for purposes similar to the
activities conducted under the categorical authorities included in the t-lock,
such as: (1) rodent conirol; (2) community- and school-based fluoridation pro=’
grams; (}) hypertension control; (4) health education/risk reduction programa;
(5) comprehensive public health services; (6) home health demonstration
projects; (7) emergency medical services; and (R) rape prevention and seriices

to rape victims.
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Target populations for some of the programs under this block grant sre:

Hypartension control==Indigent and/or medically underserved persons;
minorities, employable males, the elderly, and rural populstions;

Rodent control~-Low- to middle-income urban communities, and densely

populated communities;

Health-education/risk reduction programe-~school-aged children, minori=-
ties, those at risk of chronic disesses, senior citizens, and adoles-
cents. o

©
The FY 1984 appropriation for the Preventive Heslth and Health Services

Block Grant is $88.165 million. No data are available on the numbers of persona

served by the program nationwide.

Medical Assistance to Refugees and Cuban/Haitisn Entrants

The Refugee Act (P.l. 96-212) authorizes 100 percent federally funded
medical assistance for eligible needy refugees during their first ) years in
" the United States. Title V of the Refugee Education Assistance Act (P,L.
96-622), populerly referred to 4s the Fascell-Stone amendment, authorizes
similar assistance for certain Cubans &nd Haitians who have recently entered
the United Staes. The Federal refugee assistance program reimbursea States
100 percent for the non-Federal share of Medicaid payments to refugees and
entrants who qualify for that program. It also provides "refugee medical
assistance” to needy rafugees and entrants who are not categorically eligible
for M iicaid. Medical assistance to refugees and enttants is authorized
through FY 1984,
Medical benefits consist of payments made on behalf of needy refugees
o to doctsrs, hospitals, and pharmacists. Federal law requires State Medicaid
programe to offer certain basic services, but authorizes States to determine
the scope of services and reimbursement rates, except for hospitsl care.
In FY 1983, the 0ffice of Refugee Resettlement ~f the Social Security
Administration spent an estimated §135.8 million providing medical ;snistance

for 95,000 refugees and Cuban/Haitian entrants.
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Senator DURENBERGER. Good morning, everyone. The hearing
will come to order. ,

A Senate colleague of mine in a recent speech advocated, as I
have on numerous occasions in thé past, the consumer choice ap-
- proach for the American health care system, and during the ques-
tion and answer period following his remarks one of the hospital
administrators attending the session got/up and said, “All right, if
© you want us to be competitive in the marketplace, that’s fine. Just
remember to be competitive. My institution isn’t going to pay for
the care of those who can’t pay by upping the charges for those
who can.” And he went on to say that to make it in the so-called
marketplace I was trying to help him design, that his institution
would have to hold down its prices and not continue tg cross-subsi-
dize the poor. And he concluded by asking my colleague what will
happen to the poor then? Well, my colleague had no easy answer.
I'm sure he had an answer, but it wasn’t satisfactory, and neither
can I satisfactorily answer that question.

The cross-subsidization issue develops whenever price is not a
factor in a purchasing decision. We have seen it in airlines and
trucking and telephones, and a variety of areas, and it certainly
does occur in most areas of public service delivery, where histori-
cally consumers have either been asked to or have been able to
ignore price in choosing provider of service. .

In a regulated system like we had in the telephone industry, long
distance rates subsidized local service. I learned the other day from
Alfred Kahn that in recent years the annual subsidy between long -
distance and local rates—that is, the amount of excess charges, if

ou will, in long distance rates that were being used to subsidize

. local rates—was $8 billion for the interstate long distance and $6

billion for the intrastate long distance. Now, this is no small
amount, and the shift of these dollars back to local ratepayers will
be hardfelt in the coming years. And it's going to happen.

Obviously, since the telephone has become a necessity, accommo-
dations will have to be made to ensure access to phones for rural
consumers, the elderly, the poor, and other groups that are at risk
in our society. However, these accommodations in that area will be
made explicitly, and they will no longer distort the incentives in .
the marketplace for telephone service.

As we create a price-sensitive health care marketplace, accommo-
dations must also be made. These accommodations are necessary
" on moral as well as on economic grounds to assure access to quality
services for all who need health care. We never want to return to a
two-tiered system, with one standard of care for those who can pay
and a second, substandard, for those who cannot.

This is our second hearing to examine the issue of health care
for the economically disadvantaged. In the first hearing we focused
on the issue of who are they. We learned that the population at
risk are those who do not qualify for Medicare, Medicaid, or have
sufficient insurance, and that includ¢ s more than 10 percent of all
Americans. For this number, it appears that a significant propor-
tion may be totally unsponsored in the financial sense.

Today we will learn more about these Americans, as we look at
the issue of where they receive health care services and how the
services they receive are provided and financed.
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A third hearing will focus on the question of health maintenance

for the economically disadvantaged, not just the issue of their sick
' care.

. / The current system has few incentives or programs for Poor
- Americans to seek preventive health services. This earing will ex-
amine existing facilities, and exﬂerimentation with disease preven-
tion and health promotion for the unsponsored populations in our
society. With the record of these three hearings we can move on to
the next step—to identify policy options to resolve the health prob-

lems of the economically disavantaged.

We know there are no easy answers. I have learned this from my

. experience as the chairman of the Intergovernmental Relations
Subcommittee. In that capacity I participated in the negotiations
with President Reagan and State and local government officials
concerning the federalization of Medicaid which took place in 1982,
This experience leads me to the conclusion that the solution to the
problem of the economically disadvantaged lies in a _more explicit
acknowledgement of the national responsibility for the care of the
poor, and also for the need for a rearrangement for those current
cash gnd in-kind income maintenance programs financed by all

) three fevels of government. , ‘
N - Those of us who understand the problem and the opportunities

.in & more.comprehensive approach will have to educate our col-
leagues in Congress and in the executive branch about it; and that
a solution must be found through an explicit Federal policy. With-
out this recognition and commensurate action, I feel the market-
oriented approach to health care reform may cause major social
side effects that none of us want. :

With that statement, I thank all of the witnesses who have }
agreed to join us this morning. I look forward to hearing the back-
ground that you will provide, and I am confident your testimony
will help the process in which we are all now involved.,

Our first two witnesses are Elmer Smith, Director of the Office of
Eligibility Policy for the Bureau of Eligibility, Reimbursement, and
Coverage at HCFA; and Dr. Robert Graham, Administrator, Health
Resources and Services Administration, the Public Health Service,

‘;‘)’artment of Health and Human Services.

. elcome to you both. Elmer, you got announced first; you go
irst,

STATEMENT OF ELMER W. SMITH, DIRECTOR OF THE OFFICE OF
ELIGIBILITY POLICY, BUREAU OF ELIGIBILITY, REIMBURSE-
MENT, AND COVERAGE OF THE HEALTH CARE FINANCING AD-
MINISTRATION

Mr. SmitH. Yes. Mr. Chairman, if I may, I'll file my statement

. for the record, and I'll speak to a few summary highlights.

Senator DURENBERGER. Both of your printed statements will be
made part of the record.
N Mr. Smrt. Fine. Thank you.

. I think the first point is that the Medicaid Program is one of the
major ways that economically disadvantaged persons get help with
their health care expenditures. In 1988, 21.5 million persons re-
ceived care under the auspices of the program, at an expenditure of
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$33.3 billion in Federal/State funds. Of the recipients, 28 percent
were related to the SSI Program, the, aged, blimf and disabled, 66
percent were related to the AFDC Program—Aid to Families with
Dependent Children, and 6 percent were other recipients. Two-
thirds of the Medicaid recipients have income and resources below
the poverty line, and these constitute 38 percent of those persons
living in poverty. Using the poverty line as a reference point, the
remainder of the recipients are basically near-poor, with their eligi-
bility related to the income and resource standards of the cash as-
sistance programs to which they are related, and thus they are still
quite disadvantaged financially.

Overall Medicaid expenditures represent 10.5 percent of the per-
sonal care expenditures in the country at large. -

Now, the second point is, since its inception—and I have been
with the program since its inception—the Medicaid Program has
never been, nor was it designed to be, a comprehensive program for
all poor persons. The major groups of persons who are not covered
by the program are, first, adults aged 22 to 64 who are eithér not
disabled or are not parents of minor children; second, nondisabled
parents in two-parent families who do not meet the AFDC test of?
unemployment; and, third, undocumented and certain other aliens.

Now, until the passage of the Deficit Reduction Act this year, no «

major changes have been made in mandatory eligibility groups in
‘the Medicaid Program since 1973, and in that year Congress en-
acted the Supplemental Security Income Program. In addition to
providing Federal cash benefijs, it granted Medicaid eligibility to
most people who received the Federal SSI payments. Even then,
however, Congress allowed states to relate their eligibility condi-
tions for the aged, blind, and disabled to tlfir 1972 State plan re-
quirements before SSI was enacted. Fourteén States have adopted
_this option which permits them to be more restrictive than the eli-
" gibility conditions applying to the Federal S8I Program.

The fact that there has been litt': effort to expand eligibility
groups is in contrast to the changes that have been made over the
years in the kinds of health services required-to be offered by the
States under the program. For example, among the mandatory
services established since 1965 are the early periodic screening, di-
agnosis, and testing programs for children and family planning
services.

There are four other aspects of the Medicaid Program I would
like to highlight. .

One feature seems to hav®dbeen unintended in the original enact-
ment of Medicaid, and that is its heavy involvement in long-term
care. Currently, over 40 percent of the Medicaid expenditures are
for skilled nursing and intermediate care”facility services. And
these expenditures in and of themselves represent almost 50 per-
cendof the Nation’s spending for these types of services.

Partly as a consequence of this and partly because of the health
status of the indjvidualg involved, almost three-quarters of the
medicaid expenditures are.made on behalf of aged, blind, and dis-
abled persons; although, in terms of numbers of recipients, they
represent less than a third of the recipients eligible under the Med-
icaid Program.

o8 ! L ‘
g ‘ ) pd
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v

Related to something you spoke of earlier, Mr.  Chairman, the
Medicaid Program has moved, I think, far toward one of its origi-
nal goals, which is bringing the poor into the ynainstream of the
provision of health care. We see, for example, that Medicaid recipi-
ents henefit on the average from the same number of physician
visits as does the average insured person with the same health
status. In-other words, if you take people with insurance, and you
placé tiem in groups dccording to their health status—poor, excel-
lent, ard fair—you will find that Medicaid recipients when arrayed
along those same lines will have the same number of physician
visits, . :

In addition, under the EPSDT Program, over 2 million assess-

ments are done each year to detect and identify health needs or
disabling conditions of children. ‘ .
* In recent years, Congress has enacted certain provisions that
extend Medicaid benefits to those who lose their eligibility as a
result or earnings which disqualify them for payments under the
cash programs. For example, some recipients, because of their’
earnings, will lose their AFDC eligibility or disabled recipients will
lose their SSI disubility. And there have been provisions in recent
years which extend, for certain periods of time, the Medicaid bene-
fits to those persons, even though they no longer qualify under the
cash programs. ' v

Finally, in my view the medically needy part of the Medicaid
Program represents a type of catastrophic health financing pro-
gram, since it allows people who have high medical expenses to
spend down to levels to qualify for Medicaid support, provided they
meet the other basic categorical requirements of being aged, blind,
disabled, or in a family with dependent children. About 3.8 million
people spend down in order to obtain Medicaid coverage.

That concludes my highlights, Mr. Chairman. -

Senator DURENBERGER. All right.

Dr. Graham?

.Smith’s written testimony follows:]

~
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| AM PLEASED TO HAVE THE OPPORTUNITY TP DESCRIBE FOR YOU
MEDICAID'S COYERAGE OF HEALTH CARE Fon}rns ECONOM ICALLY
DISADVANTAGED, DR, ROBERT GRAHAM, THE ADMINISTRATOR OF THE
HEALTH RESOURES AND SERVICES ADMINISTRATION, WiLL ADDRESS PUBLIC
HEALTH SERVICE PROGRAMS IN THIS AREA, .
As you kNOW, MEDICAID IS A JOINT FEDERAL AND STATE FINANCIALLY
| : SUPPORTED, STATE-ADMINISTERED ENTJTLEMENT PROGRAM WHICH PAYS FOR
’ THE HEALTH CARE FOR SPECIFIC CATEGORIES OF LON-INCOME PEOPLE.
FEDERAL LAW AND REGULATION MANDATE MEDICAID" COVERAGE OF ALL AID
10 FAMILTES WITH DEPENDENT CHILDREN (AFD() RECIPIENTS AKD MOST
SUPPLEMENTAL SECURITY INCOME (SSI), THE AGED, BLIND AND DISABLED,
RECIPIENTS BUT GIVE STATES SOME ﬁLExllelrv TO MOLD THEIR
PROGRAMS TQ SUIT STATE,NEEDS, THE MEDICAID PROGRAM PROVIDES
DIRECT VENDOR REIMBURSEMENT THROUGH STATE. AGENCIES 70 PUBLIC AND
PRIVATE HEALTH CARE PROVIDERS. ALL FIFTY STATES AND THE DIsTRICT
OF COLUMBIA CURRENTLY HAYE MEDICAID PROGRAMS WHICH VARY
SUBSTANTIALLY IN TERMS OF GROUPS OF RECIPIENTS SERVED, TYPES OF
. SERVICES COVERED AND COST OF THE PROGRAM, GuAM, PUERTO Rico,
AMZRICAN SAMOA, THE VIRGIN ISLANDS AND THE NORTHERN MARIANAS ALSO
HAYE MEDICAID PROGRAMS, '

ELigipiLity

ALL STATES AND PERMITS THE STATES TO MODIFY THAT LEVEL WITHIN °*
CERTAIN CONSTRAINTS AND STILL WECEIVE FEDERAL MATCHING FUNDS,

|
|

|

THE MEDICAID PROGRAM EMPLOYS A BASIC LEVEL OF ELIGIBILITY ACROSS
\

‘ EACH STAYE INDICATES THE PARAMETERS OF 1TS PROGRAM IN A PLAN
|

|
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SUBMITTED TO AND APPROVED BY HCFA, EVERY MEDICAID PROGRAM MUST
PROVIDE COVERAGE TO ALL PERSONS RECEIVING CASH ASSISTANCE IN THE
AFDC PROGRAM, THIS REQUIREMENT INCLUDES THOSE STATES WHICH HAVE
CHOSEN TO COVER TWO-PARENT FAMILIES IN KHICH THE PRINCIPAL WAGE
EARNER 1S UNEMPLOYED AND THE FAMILY 1S RECEIVING AFDC CASH
PAYMENYS. MEDICAID ALSO COVERS MOST PERSONS ELIGIBLE FOR THE $S1
PROGRAM, STATES MUST ALSO COVER PEOPLE WHO LOST SSI DUE TO
SOCIAL SECURITY COST=OF-LIVING ADJUSTMENTS (COLAS) WHO WouLD
CONTINUE TO QUALIFY BUT FOR COLAS, AS A RESULT OF THE DeFicIT
ReEpucTion AcT OF 1484 (P,L. 98-369), STATES MUST NOW ALSO COVER
THREE OTHER GROUPS NOT RECEIVING CASH:

0 POOR CHILDREN UP TO AGE FIVE (PHASED IN BETMEEN NON.AND
198Y) REGARDLESS OF FAMILY STRUCTURE;

0 PREGNANT WOMEN WHO ARE POOR AND WOULD BE ELIGIBLE FOR AFDC
1F THE CHIL6 WERE BORN; AND

0 PREGNANT WOMEN IN TWO-PARENT FAMILIES WHERE THE PRINCIPAL
WAGE EARNER 1S UNEMPLOYED, ‘

ADDITINNALLY, STA(ES HAVE A NUMBER OF OPTIONS TO COVER FAHIL'LS
OR CHILDREN WHO ARE POOR ENOUGH TO QUALI:. FOR AN AFDC CASH
PAYMENT BUT DO NOT REGEIVE IT FOR SOME REASON, THE MOST
IMPORTANT OF THESE ARE THE "RIBICOFF CHILDREN" =~ CHILDREN WHO
FAIL TO MEET THE AFDC DEFINITION OF “DEPENDENT" BECAUSE, FOR




EXAMPLE, THEY LIVE WITH BOTH PARENTS, NEITHER OF WHOM 1S
o DISABLED, ALL STATES COVER AT LEAST LIMITED SUBGROUPS AND 24
STATES COVER ALL SUCH CHILDREN,

. OTHER GROUPS THAT MAY BE COVERED AT THE OPTION OF THE STATES ARE
PERSONS FOR WHOM STYATES ARE MAKING ADDITIONAL CASH PAYMENTS
SUPPLEMENTING THE 8ASIC SSI PAYMENT LEVEL EITHER ACROSS THE BOARD
OR JUST WHEN SPECIAL NEEDS MAVE BEEN IDENTIFIED., SUBJECT TO
CERTAIN FEDERAL REQUIREMENTS, THEY MAY ALSO PROVIDE MEDICAID TO
INSTITUTIONALIZED PERSONS NOT RECEIVING A STATE OR FERERAL S$SI
PAYMENT BUT WHO WOULD BE ELIGIBLE IF THEY LIVED IN THE COMMUNITY,
THIRTY-EIGHT STATES PROVIDE SUCH PAYMENTS AND MEDICAID TO SOME
GROUPS OF AGED, BLIND AND DISABLED,

STATES ALSO CAN USE HIGHER INCOME ELIGIBILITY LEVELS FOR PEOPLE
IN INSTITUTIONS (OF UP TO 30D PERCENT OF THE SSI LEVEL, NOW 3 X

© $314 = $942 MONTH). TWENTY-SEVEN STATES USE THIS OPTION,
INCLUDING ALL STATES WITHOUT A SPEND-DOWN PROGRAM.

STATES MAY. AT THEIR OPTION, ALSO COVER INDIVIDUALS WHO, IF THEY
HAD LESS INCOME, WOULD QUALIFY IN THEIR STATE IN ONE OF THE
ELIGIBILITY GROUPS LISTED ABOVE, THIRTY STATES COYER THIS
“MEDJCALLY NEEDY" POPULATION, THE SAME INCOME AND RESOURCE
LEVELS MUST BE USED FOR ALL MEDICALLY NEEDY INDIVIDUALS IN A
STATE. [INCOME LEVELS MAY NOT €XCEED 133 1/3 PERCENT OF THE AFDC
PAYMENT LEVEL FOR A FAMILY OF THE SAME SIZE. INDIYIDUALS AND
FAMILIES OVCR THIS CEILING MUST "SPEND~DONN" EXCESS INCOME ON
MEDICAL SERVICES BEFORE BECOMING ELIGIBLE FOR MEDICAID,

N
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GrOyPS NOT COVERED

BY LAW, MEDICAID CAN ONLY BE PROVIDED TO GROUPS LISTED IN TITLE
XIX OF THE SOCIAL SECURITY ACT, ANYONE NOT FITTING THOSE
CATEGORIES 1$ INELIGIBLE FOR MEDICAID, NO MATTER HOW POOR OR
SICK, EVEN IN STATES COVERING THE MEDICALLY NEEDY,

THE LARGEST INELIGIBLE GROUPS ARE!

-~ ADULTS AGED 21-64 WHO ARE NOT DISABLED OR PARENTS OF MINOR
CHILDREN, ‘

<= NON-DISABLED PARENTS IN TNO-PARENT FAMILIES WHO DO NOT MEET
THE AFDC DEFINITION OF “UNEMPLOYED."

--  |INDOCUMENTED AND CERTAIN OTHER ALIENS,

RECIPIENTS

IN 1983, NEARLY 21,5 MILLION PERSONS RECEIVED MEDICAID=FINANCED
SERVICES -~ ABOUT 66 PERCENT WERE IN AFDC-TYPE FAMILIES) 28
PERCENT WERE AGED, BLIND OR DISABLED; AND THE REMAINING 6 PERCENT
WERE OTHER TITLE XIX 'RECIPIENTS,

Most MEDICAID RECIPIENTS ARE VERY POOR <= 'OVER TWO-THIRDS HAVE
INCOME OR RESOURCES BELOW THE POVERTY LINE, THE OTHER THIRD ARE
STILL QUITE DISADVANTAGED FINANCIALLY, As I NOTED EARLIER,

-«
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MEbICAID ELIGIMILITY IS TIED TO THE RULES AND STANDARDS SET FOR
THE CASH ASSISTANCE PROGRAMS, THESE STANDARDS VARY WIDELY FRON
STATE TO STATE FOR AFDC BUT CONTAIN A CERTAIN DEGREE OF NATIONAL
. UNIFORMITY FOR SSI, THE AFDC WONTHLY PAYMENT STANDARD OR
MEDICALLY NEEDY INCOME LEVEL FOR A FAMILY OF 4 RANGES FROM $140
IN TEXAS TO $801 IN CALIFORNIA, '

. BECAUSE OF THE WIDE STATE VARIATIONS IN INCOME CUTOFFS, COUPLED
NITH THE CATEGORICAL NATURE OF THE PROGRAM, SONE VERY PQOR
PERSONS ARE NOT COVERED BY MEDICAID. ABOUT 38 PERCENT OF ALL
PERSONS BELON THE POVERTY LINE ARE MEDICAID RECIPIENTS., ROUGHLY
HALF OF ALL PERSONS BELOW. THE POVERTY LINE DO MOT FIT THE
CATEGORICAL PROGRAM REQUIREMENTS AND WOULD NOT BE EL1GIBLE FOR
MEDICAID REGARDLESS OF A STATE'S INCOME CUTOFF.

SERVICES

THE SCOPE OF COVERED SERVICES VARIES CONSIDERABLY FROM STATE T0
STATE. ALL STATES MUST COVER CERTAIN MANDATORY SERVICES FOR THE
CATEGORICALLY NEEDY AND, FOR ALL PRACTICAL PURPOSES, FOR THE
MEDICALLY NEEDY, STATES ALSO WAVE THE OPTION TO PROVIDE A WIDE
RANGE OF OTHER SERVICES, !
>
0  STATES MUST OFFER THE FOLLONING MANDATORY SERVICES TO ALL
CATEGORICALLY NEEDY RECIPIENTS: INPATIENT HOSPITAL
SERVICES, OUTPATIENT HOSPITAL SERVICES, RURAL HEALTH CLINIC
SERVICES, OTHER LABORATORY AND RADIOLOGY SERVICES, SKILLED
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NURSING FACILITY (SNF) SERVICES AND HOME HEALTH SERVICES FOR
INDIVIDUALS AGED 21 AND OVER, EARLY AND PERIODIC SCREENING,
DIAGNOSIS, AND TREATMENT FOR CHILDREN (EPSDT), FAMILY
PLANNING SERVICES AND SUPPLIES, NURSE-MIDWIFE SERVICES (IF
MIDWIVES ARE LICENSED IN THE STATE) AND PHYSICIAN SERVICES.
THIS COVERAGE HAS MEANT, FOR EXAMPLE, THAT OVER 2 MILLION
EPSDT ASSESSMENTS ARE PROVIDED A YEAR AND THAT YHE AVERAGE
MEGICAID RECIPIENT NOW RECEIVES THE SAME NUMBER OF PHYSICIAN
VISITS AS THE AVERAGE INSURED PERSON WITH THE SAME HEALTH
STATUS,

STATES MAY ALSO PROVIDE ADDITIONAL SERVICES SPECIFIED IN THE
FEDERAL REGULATIONS, SHOULD THEY CHOOSE TO OFFER AN
OPTIONAL SERVICE THEY MUST OFFER THE SAME SERVICE, WITH THE
SAME UTILIZATION LIMITS AND THE SAME COPAYMENTS, IF ANY, TO
EACH OF THE CATEGORICALLY NEEDY GROUPS, FOLLOWING PASSAGE

_OF THE OMNiBUS BupGeT RECONCILIATION AcT 1IN 198] (P.L, 97-

35), HOWEVER, STATES WERE GIVEN THE FLEXIBILITY TO VARY THE
BENEFIT PACKAGE AMONG THE DIFFERENT MEDICALLY NEEDY GROUPS,
THE MOST POPULAR ADD.TIONAL SERVICES OFFERED INCLUDE:

CLINIC SERVICES, PRESCRIPTION DRUGS, INTERMEDIATE CARE
FACILITIES (ICFS) AND INTERMEDIATE CARE FACILITIES FOR THE
MENTALLY RETARDED,” OTHER OPTIONAL SERVICES INCLUDE DENTAL
SERVICES, EYEGLASSES. PHYSICAL YHERAPY AND PROSTHETIC
DEVICES., NEARLY HALF THE SYATES OFFER 20 OR MORE ADDITIONAL
SERVICES, THE MOST GENEROUS PROGRAMS TEND TO BE LOCATED IN
LARGE STATES WITH LARGE NUMBERS OF M:DICAID RECIPIENTS, FOR
EXAMPLE, CAUCIZORNIA WHICH OFFERS 30 OUT OF 31 ADDITIONAL
SERVICES

47
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ALONE HAS 16 PERCENT OF ALL MEDICAID RECIPIENTS. NEW YorKk
WHICH OFFERS 28 ADDITIONAL SERVICES HAS 10 PERCENT OF ALL
MEDICAID RECIPIENTS, THROUGH HOME AND COMMUNITY-BASED
WAIVERS, STATES CAN ALSO PROVIDE A WIDE ARRAY OF
NONINSTITUTIONAL LONG TERM CARE SERVICES, SUCH AS PERSONAL
CARE SERVICES, NOT OTHERWISE OFFERED,

EXPENDITURES

MEDICAID SPENDING FOR MEALTH CARE FOR THE POOR IS SUBSTANTIAL, ~
IN FiscAL YEAR 1983, MepicaID sPeNT 33.3 BiILLION FEDERAL AND

STATE DOLLARS, REPRESENTING ABOUT 11 PERCENT OF THE NATION'S

TOTAL PERSONAL HEALTH CARE SPENDING,

NEARLY THREE-FOURTHS OF MEDICAID SPEDING 1S FOR THE MOST
VULNERABLE OF THE SICK, POOR POPULATION -- THE OLD AND DISABLED
(SS13, "Much OF THIS IS FOR LONG TERM CARE. ABOUT 43 PERCENT OF
MEDICAID OUTLAYS WERE SPENT FOR SNF AND ICF SERVICES. MANY OF
THE MEDICAID RECIPIENTS IN LONG TERM CARE INSTITUTIONS STARTED
OUT ABOVE THE MEDICAID INCOME STANDARD AND. LACKING PRIVATE
INSURANCE, SPENT DOWN TO THE MEDICAID LEVEL. ABOUT 7 MILLION
PERSONS EACH YEAR WERE ORIGINALLY ABOVE THE POVERTY LINE AND
EITHER SPENT DOWN TO MEDICAID OR MET THE HIGHER INCOME STANDARDS
MANY STATES HAVE FOR INSTITUTIONAL CARE, BECAUSE THERE ARE FEW
PRIVATE INSURANCE OPTIONS FOR LONG TERM INSTITUTIONAL CARE,
MEDICAID ALONE




CONTRIBUTES ALNOST HALF THE NATJION'S SPENDING FOR THESE SERVICES.

PRIVATE HEALTH INSURANCE CONTRIBUTES LESS THAN 1 PERCENT TOWARD
FUNDING OF SUCH CARE.

IN SUMMARY, THE MEDICAID PROGRAM 1S BY LAW TIED TO THE CASH

ASSISTANCE PROGRAMS, NO MATTER HOW POOR A PERSON 1S, HE OR SHE »
HUST ﬁgt INTO ONE OF THE PRESCRIBED CATEGORIES TO BE ELIGIBLE FOR

THE PROGRAM, WITHIN THOSE CATEGORIES, STATES HAVE A GREAT DEAL

OF LATITUDE' IN SETTING THE INCOME AND RESOURCE LIMITS THAT

DETERMINE ELIGIBILITY, IN 1983, ABOUT 21,5 MILLION PERSONS

RECEIVED SERVICES, SIMILARLY, BEYOND A PRESCRIBED SET OF

SERVICES, STATES HAVE A GREAT DEAL OF .LATITUDE TO DETERMINE WHICH

BENEFITS T0 OFFER., IN 1983, PAYMENTS TOTALED $33,3 BILLION. ,dﬂf‘iwu")

IT 1S CLEAR THAT THE MEDICAI1D PROGRAM MAKES A SUBSTANTIAL

CONTRIBUTION TONARD THE FINANCING OF NEALT? CARE SERVICES FOR THE
ECONOMICALLY DISADYANTAGED,
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STATEMENT OF ROBERT GRAHAM, M.D., ADMINISTRATOR,
HEALTH RESOURCES AND SERVICES ADMINISTRATION,
PUBLIC HEALTH SERVICE, DEPARTMENT OF HEALTH AND
HUMAN SERVICES

. Dr. GRAHAM. Mr. Cha‘rman, I would like to highlight the infor-
“ﬂation in our prepared statement. The responsibility of the Public

ealth Service and our agency is essentially to work in partner-
ship-with community institutions and State apd local governments
to provide increased access to individuals who'would not otherwise
have access to health services. .

Recognizing that the organization and financing for health serv-
ices are undergoing very rapid changes, it becomes increasingly dif-
ficult to assure that individuals do have some assurance of access
to health services. :

- Historically—and by that I take the long view of some 75 to 100

years—the major responsibility for assistance to individuals who
did not have access to or who did not have financial resources for
medical care has been at the local level—State, city, and county
programs. Indigents also were aided by philanthropic individuals
and groups.

During the last 20 to 30 years, Federal programs have been en-
acted to assist local entities in helping these individuals receive
care. Our present strategy is to continue to work closely with
public and private entities who share our mission of trying to im-
prove access. B

We do that through a system of block grants and categorical
grants and manpower training programs.

We administer the community health centers program. At the
present time there are somewhat ovef 600 federally funded commu-
nity health centers. In addition, there are approximately 200
health centers that were formerly federally funded, whose major
mission is to provide services to indiv.duals who might otherwise
be termed medically indigent.
~ The community health centers are trying to establish a viable fi-
- nancial base. The purpose of the Federal supplementation of their
operational revenues is to assure that services are available to indi-
viduals who may otherwise be unable to pay anything or unable to
pay the full cost of the services. .

We administer the National Health Service Corps, which has
well over 3,000 health professionals assigned throughout the
United States. Some of those assignments are in remote geographic
areas where access barriers can be both financial and geographic.
Many are assigned in urban and inner city areas in conjunction
with a community health center program in an effort to augment
the financial resources available to those centers to deliver serv-
ices.

The maternal and child health block grant is providing funds to
States to allow them to supplement their primary care with serv-
ices specifically oriented to mothers and infants.

Our primary care training program strategy-—the training of
family physicians, primary care internists and pediatricians, nurse
practitioners and physician assistants, and support of area health
education centers—has been an effort to produce a type of health

H-t2d o - us - 3 [wdla
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professional who can address the specific needs of access to health
services. It has been demonstrated that one of the barriers to
access is not having the right type of practitioner available in the
right place at the right time. As we produce more of these primary
care practitioners, we find that they are establishing practices both
in rural and inner city areas and expanding access to services.

We also continue to have the responsibility for monitoring the -
Hill-Burton free care assurance. Hospitals nursing homes that re-
ceived grant or loan support from the Federal Government to con-
struct or renovate facilities have an obligation to provide a certain
proportion of their operating revenues for uncompensated services.
It is our responsibility to make sure that those institutions are car-
rymlg out their assurances over the 20-year period as required by
the law.

This brief review shows, the strategy we are following in.concert
with the State and local institutions. We have tried to develop an
infrastructure so that as our system goes through the changes we
do not find ourselves disenfranchising large numbers of our citizens
from access to services.

We do not view this as a solely Federal responsibility but as a
shared public responsibility with other entities. We are working
very closely through these programs and with the other State and
‘local entities to bring this about. I think that we have some meas-
- urable gains and accomplishments to point to. We are very well
- aware of the challenges which still await us.
Thank you.

Senator DURENBERGER. Thank you very much.
[Dr. Graham'’s written statement follows:].
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Mr. Chairman, _ o . '
\ : ..'. .

1 am Dr, Roberb Graham, Adminis{;:kor of the Health Resources and

Services Administrat:op (HRSA), sn agency of the U.S. Public

Health Service. It is with great pleaaure that [ appear before

you today to disguss the delivery of health care to the

individusls of this Nation who are economically disadvantaged.

Y
The structure of our health care finarfcing arrangements is not
one that adapts easily to the stresses of changing unemployment,
welfare poiﬁcies. cost containment measures, and shifting
institutional priorities. As a result, that group of Americans

for whom such inexnct terms as "medically underserved” or

"medically indigent" were invented, is a moving target for any

public or private policies directed at these problems.
&

As this nation continues its effarts to grapple with the overall

problem of health costs and the parverse incentives* that have led

‘to these rising costs, there remains a portign of our population

who yet face serjous barriers to adejuate care. While Medicare
~<

and Medicaid have accomplished much, there has continued to be

the need for 8 constellation of programs that target resources to

|
population gtoups who for a variety of reasons in addition to

lack of adyﬁuate coverage are medically disadvantaged.
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\\

PAFulToxt Provided by ERIC




49

Our p}ograms are ones that both supplement and complement the .
roles of federal financing programs, the activitiea of State and
locel government, &nd the private sector tv make certain that no
. Americen is denied needed medical services. We accompliéh this
(mission by delivering personal health services.directly to
federal beneficiaries--American Indian, Alaskan Natives, Hansen's
; Disease patients--and by helping communities addreas the problems

of those unable to pay or gain access to providers.

Assistance to communities takes many forms including:
Voo

o grents to community and migrant health centers so ‘they
“

can serve the disadventaged and yet maintain a.firm
financial footing while providing quality primary care

aervices; -

o providing National Health Service Corps members to

manpower shortage areas;

o offering suppart to states and academicg institutigns

.

through categorical programs designed to prepare
o
health professionals to function more effectively

in ambulatory and community-based settings.

'
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0 ensuring that hospitals constructed with Federal

funds provide a reasonable volume of uncompensated

care in their localities;

0 previding block grants to statas to help them care
for mothers and chiidren, and particularly crippled

children, Y ' o S
And tnhe strateqies sppear to be working.

MCH
The Msternal and Child Health Services (MCH) Block Grant, which
was created in 1981, consolidated seven existing categorical
programs into one block. It allows each State to develop its own
programs and set its own priorities, States éarry out 8 wide
variety of activities -- Maternal and Infant Care Programs,
Adolescent Health.Proqrams and Outreach, Crippled Children

Identifiretion gand Treatment, School Health, Immunization,.

“Nutrition -~ especially WIC Program Coordination and Programs to

serve Chronically 111 Infants and Children.
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Primary Care Providers

Continued expansion of the supply of primary care physicians and
the resulting chanyes in their geographic distribution can be

expacted to help alleviate much of the Nation's medical service

‘needs over the next decade, Existing programs of financial aid

for primary care physician training include the family medirine
training program, the program of aid to family medicine
departments, and the general internal medicine and general -
pediatric training program, Working in conjunction'with academic
institutions ano community health facilities, the Federal
qovernment also supports training of physici n assistants and

nurse practitioners to provide primary care services.

Community Health Center Programs
As a ctesult of the Community Heaitn Center programs working with
States and medical societies, and eerving only high need areas,
much closer cuopnfation‘has been achieved with the private
wedical community, There are memoranda of agreement with 40
States which provide for Federal/State cooperation in o
adminislering the CHC program and other primary care programs.
Each year, the Govn;hors are invited to comment on each Federal
Ln fundlnd'declsion. Each CHC applicant is renquired to seek
comments from their lncal or State medical society, In addition,

Governors, State Health Departments and State Medical Societies

'
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have been contacted for their views on centers' operations within
their States, and a majority of States have been party to
discussiona thh respect to their extensive inveolvement in
project monitorln? and administration during Fiscal Years 1982

and 1983. L

v

{
Special Health Cate Needs

With the Nation's elderly hopulation continuing to grcw, we are
mandated to re-sxamine the concerns of this group and this has
focused Qreater attention on the Home Healtﬁ Services and
Training Program. fhis effort makes available grants to public
and private nonprcfil entities to meet the initial costs of
establishing and operating home heelth programe, and for loans to
proprietary entitiss for these purposee. .
It ie our intentiqn to give preference to those applicants which
intend to provide services in ereas where there is a high
percentage of the population compoesd of individuals who are
elderly (p?raons over 65 vesrs of age), medically indigent or

disabled.

-




National Health Service Cobpa

Our atudies also .show thalt, despite the increasing numbere of
phyasicians and other health care providers, there will be certain
geographic areas which will probably never be served through
private sector efforts because of the aress’ low income and
aconomicelly depressed situation. The NHSC is developing

an approach which would result in a future program of a small
nucleus of obligated federally paid phyeicisns and other health

care providers who would be assigned to serve these arees.

Mr. Chairman, ! would like to stress again that the examples I
have yiven illustrate HRSA'a role, not as the nation's provider
of last resort, but the sgent of the Federal government which
helps local public and private ecg}ties garve the function of

guarantur of access to services,

In the last few years, great strides have been made in the
distribution of health professions and the placement of
facilities. While continuing to work on these problems, we are
now focusing as well on the access problem in terms of

special population groups with perticular .diaease patterns and

service needs. Togethar with our partners -- atates, localities,
und the private sector -- we can make 8 difference on the
ultimate goal -- improved health atatus.
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Se: ator DureNsERGER. Mr. Smith, I wonder if you would give us
some sense of your view of if we could start over again what it
might look like. You did make the point near the end of your oral
statement what [ know has bothered me a great deal, and that is
the point about the elderly in effect spending down to qualify for
Medicaid. And I have always wondered why it is that in the Medic-

.. aid Program, for example, we treat the aged, blind, and disabled,

and everyone else, in effect, in the same program. But particularly
with regard to the aged, is there a good reason other than income

limits why the aged é)oor should not be, from a programmatic

standpoint, be financed from a different program, say from Medi-
care, as cpposed to the rest of those who are all below a certain
income level? .

Mr. SmitH. Well, the Medicare Program, of course, Mr. Chair-
man, is related to insured status under the social insurance system,
the retirement, survivors, and disability programs, and it is of
course based on work history and earnings credits.

About 3.3 million Medicaid recipients are also receiving Medi-
care, but their incomes are so low that they can still qualify
through the SSI Program or otherwise for Medicaid.

The Medicaid Program, of course, was designed to provide assist-
ance from general revenues for those people whose income was so
low that they needed particular assistance with their medical ex-
penses. One of the tests of that has been, if they qualify for the
cash assistance programs like the Supplementary Security Income
Program, then it is assumed, and the Medicaid title is written that
if you receive a cash payment under the SSI Program you are auto-
matically eligible under the Medicaid Program. Now, that works
everywhere except in those 14 States that have decided to retain
some of the more restrictive provisions that ‘they had under their
1972 State plans.

But I think the basic. thing we are talking about is, the one pro-
gram, Medicare, is related to trust fund payments where people
have work histories and their eligibility is related to their eligibility
under title {I. Under the other program Medicaid, we are talking
about people who either have an insufficient work history or in-
comes toc low from that source and they need some supplementa-
tion.

Senator DURENBERGER. Would you describe for us generally how
the 3.8 million spend down to Medicaid?

Mr. SmitH. Under the program, States have a choice of a so-
called budget period. They can choose a month to look at or they
can chovse up to 6 months to look at. And for that period of time
they look at the question of both the income of the individual as
well as the question of what their medical expenses are. Now, for
people who are in institutions, those expenses are so relatively
stable that we allow a projection, we allow States to look ahead
and estimate what those expenses are going to be. For people who
are not in institutions, when they come and apply, if they do not
have accrued medical bills which will essentially match the differ-
ence between the so-called medically needy income level which
every State establishes ond whatever, income they have, then the

State waits until they actually do accrue thosd bills. They do not
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have to be paid bills; a person does not have to pay them; they just

have to accrue them.

Once that is done and they match the excess, then expenditures
from that period of time for their health care services are provided
by the Medicaid Program until the end of the budget period. Then
this step is done al. over again, a redetermination is done all over
again, for the new budget period. Usually, unless there is some evi-
dence of some change in circumstances, like acquiring more re-
sources, the individual's eligibility continues during the next
budget period. \

Senator DURENBERGER. Can you give us some idea of the kind of
changes that States are making in their Medicaid plans currently?
How might they be using the 2176 and 2175 waivers to expand the
number of persons eligible?

Mr. SMiTH. States have been quite active in using 2175 and 2176
both There are about 23 States, I believe, that have freedom of
choice 2175 waivers, and there are a somewhat larger number of
States that have applied for home and community-based service
waivers. .

Now, under the freedom of choice waivers, they do not act to
expand eligibility at all; they only apply to people who are already
eligible. What they do permit the State to do is to find more cost-
effective ways of providing the care. One way is by establisling an
entity to be a case manager—a physician or an HMO or some other
entity to be a case manager—and to be the point of referral of the
individual recipient to the various kinds of health services they
need. A 1other way is by allowing the State essentially to go out
and seek, through a competitive bidding process or a negotiation
process, providers who will agree to meet all the quality standards
and all of the access standards of the State, but who will agree to
provide the care at a lesser cost. If that is done and there are a
sufficient number of providers available to provide access, the State
can then restrict the individual recipient to receiving services from
that individual.

It is a little trickier under the home and community based waiv-
ers, because then you are making a determination of people who
would be institutionalized, and you are trying to provide them care
in the community. Now, in a sense you are not expanding eligibil-
ity, because you are trying to make that determination; but I
think, in essence, probably some people are getting covered who
otherwise would not get coverage under the Medicaid Program.

In addition, you are permitted to provide certain services under
the home and community based waivers that are not a part of the
ongoing title XIX State plan—I might mention respite services, for
example, that are not generally provided as a part of the title XIX
State plan. g

Senator DURENBERGER. But as you watch this process, are the
States starting to come back now with some recommendation,
either ¢n the expansion of coverage or on the exparnsion of eligibil-
ity, or on some other related issue, nrw that they are starting to
achieve some of the goals that some of those waivers were designed
to help them achieve?
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Mr. SmitH. 1 can speak specifically to the freedom of choice waiv-
ers, because they come under my jurisdiction in the Health Care
Financing Administratton.

As you may recall, we are required to submit a report to the
Congress, making recommendations. This report will be submitted
this fall on the freedom of choice waivers, and will indicate both
what has been done and some recommendations for changes in

‘that authority.

Meanwhile, in addition, Congress enacted the so-called moratori-
um in the Deficit Reduction Act, and that moratorium said that if
States decide to expand their eligibility criteria, if they decide they
will adopt different income standards than those that apply in the
cash programs and are more liberal, they will be permitted to do so
for a 30-month period. In addition, Congress asked for a report in
this area and asked us to look specifically at the interface between
the cash assistance income and resource standards and those ap-
plied to the Medicaid Non-cash Program, and to make recommen- ~ -
dations as to whether we should stay closehy linked with those cash
assistance programs or whether we should depart. We are in the
very early stages, since this authority was only enacted about 2

.months ago, of contacting the States and working with them to get

their views on this subject. We are using at the moment what is
called the “Eligibility Technical Assistance Group” of the State

medicaid directors to canvass the States.

Senator DURENBERGER. Dr. Graham, you trace for us in your oral
statement the transition from the local responsibility for the eco-
nomically disadvantaged to some combination of Federal, State, .
and local. And then, having described specifically the Federal enti-
ties involved—the Community Health Center Program, the Nation-
al Health Service Corps, Primary Care Training Programs, Hill-
Burton, MCH—let me ask you if, as you look at it today, you can
summarize for us what it is the Federal Government is trying to do
to facilitate the delivery of local services to the economically disad-
vantaged? And I don’t mean to ask you to go down each of the pro-

rams and repeat it; but why, for example, is it necessary to have

ederal money going into, primary care training programs, other
than tRe fact that it’s one quick way to get it done and some Sena-
tor or some Congressman started this off as a program?

I'm trying to get out of you, I guess, what you sense of the
curre}?t glue that holds the Federal appropriations in this area
together,

r. GRAHAM. There are probably some dangers of over-simplificag
tion in trying to characterize the Federal philosophy in one or two
terms. [ think a fair characterization would be that our present
strategy is trying to put resources at the disposal of local public
and community groups to provide for increased access to services.
And certainly the block grant approach is very clearly of that phi-
losophy in trying to use Federal tax revenues but to leave the deci-
sion for their expenditure not in Federal hands but in State or
local hands under general Feder®l guidelines.

This is the strategy that we are embarked upon with the Nation-
al Health Service Corps and community health centers. We have
more than 45 memoranda of agreement with State health depart-
ments for community health centers and about 35 for the National

I




57

Health Service Corps. These agreements make us partners in plan- ,
ning with State dfficials as to how those resourcet are to be ex-
pended and what the priorities are for expenditure. Just as there
are Federal expenditures for activities in this area, there are con-
siderable local expenditures, and we are trying to make sure that
those are together, ’

Our primary care training strategy, on which I will elaborate
when I will see you again Monday morning when we will be talk-
ing specifically about graduate medical education, is to agsure that
there will be sufficient primary care providers, particularly physi-
cians, to serve as the front line of care'providers. In the late sixties
training for the general practice of medicine was almost disappear-
ing in medical schools, and that appeared to create a vacuum in
the systeme We are trying o assist in making sure that those types
of physicians and other primary care providers are trained.

- For every dollar of Federal money spent on family practice, $10
of State money was spent over the last two decades. ‘

Senator DURENBERGER, I guess the next step in the question is
not so much a motivation but a timing question. You are still run-
ning a Hill-Burton Free Care Program, and it strikes me that the
rationale behind the Hill-Burton Program was not to brovide
health care for those who couldn’t provide for it themselves; it
wasn't a Medicaid building program in its entirety; it was in large
part an effort to provide access generally to people in parts of the
country that were presumed to lack access or even in rural areas.
It was sort of the REA, if you will, of its tifne. And it was premised
on a variety of notions in which access had some mileage definition
and some doctor definition.

But today we don’t run Hill-Burton4nymore—I mean, we aren’t
building anymore Hill-Burton Programs. And one of these days you
can bail out of the free-care business via Hill-Burton, can you not?
1 mean, at some point there is no obligation?

Dr. GRAHAM. At some point the provisions in the statute will run
out, that is correct. ’

Senator. DURENBERGER. At what point can you predict that the
National Government will not have to be in the Primary Care
Training Prggram? I mean, are we getting close to that? Or do you
want to waif and talk about that on Monday morning?

Dr. GranAM\I think we ought to talk about it more suhstantive-
ly on Monday#morning. That point is a ‘moving target Which de-
pends upon some other actions that are taken related to support
for graduate education and upon what happens in medical educa-
tion.

Senator DURENBERGER. But if we did a good job of meeting the
needs in graduate medical education generally, we might not have
to run a Primary Care Training Prugram because we have sort of
been successful--have we not?

NDr. GrRaHAM. Sure. History shows that the Federal sector or the
public sector, again at the State level, has been involved to address
what appear to be imbalances in the system and that when those
imbalances appear to have been straightened, there is no compel-
ling reason to continue to spend tax revenues.
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Senator DureNBERGER. Then, in that context, where would we
find the Community Health Centers Program and our Federal in-
volvement there?

Dr. GranAM. This is probably a more complicated question. The
community health centers are specifically located in medically un-
- derserved areas. They are located in areas with the greatest need
- for accegs to services to individuals or communities that might not
otherwise get it. .

I don’t think you would find any happier group of people than
the staff in our agency if we were able to declare a victory and not
have a CHC Program any longer because there were no more un-
derserved areas in the United States. Whether that will occur in 5
years or 10 ‘{lears or longer, no one knows. We are still struggling
not only with a complex system but with a very complex response.
It has not been the consensus of the Congress that there should be
uniform entitlement to’health services in the United States. There-
fore, in an effort to provide an infrastructure, we have specific fi-
nancing programs, we have specific capacity-building programs, and
we have manpower training programs. 'Implicity, there is still a
spectrum of access and availability problems that we are addressing.

- Absent any real national policy that our local, State, and nation-
al systems ought to assure in some way access to services as a
matter of policy, I suspect that we must anticipate that there will
be a necessity over the next decade or two for continued targeted
programs at the local, State, or national level to address What con-
tinue to be access problems. And whether those are financing pro-
grams or whether they are categorical or block. grant programs, I
suspect that we will have to deal with both of those issues, because
' we know that the sands are shifting. Although the good news is
that 80 percent or more of Americans have some type of health in-
surance, the difficulty that we are dealing with is that 20 percent
or so have little or no insurance. With that sort of complication, it
i; hard to project that in 5 years we can declare zi victory and go

ome.

Senator DURENBERGER. And I am glad to get that reaction. I am
Just trying to—and it will take a while for me to do it, I'm sure—
find out what role in particular the Public Health Service is play-
ing. I watch my colleagues on the Labor and Human Resources
Committee, and I know what they are doing. They are filling the
cracks, so to speak. I see Orrin Hatch just popping up and down to
get more money into Home Health because he doesn’t see enough
of it there.

So I am trying to search for some role that we play hére. Every
time we see a new problem that exists out there, or an opportunity
sometimes, then there is a national responsibility to come along
with the resources, and then hopefully, over time, having recog-
nized that the problem @an be solved and that the resources can be
utilized in certain ways, then gradually it becomes a State, local,
and to a degree, private sector can sort of move in and take over.

Is that kind of where we have been in our recent history in
terms of using Federal authorization and appropriations in this
area’

Dr. GraHam. T believe it is not an unfair characterization. We
may not be as far along the curve as we would like in, all areas, but
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we have had an experience recently which, I think, gives some
hope for optimism.

n 1981, the Community Health Centers' budget received an ad-
justmént downward so that we could no longer support approxi-
mately 250 CHC’s that we had supported in the prior year. Ap
proximately, 60 percent of those community health centers contin-
ued to operate without Federal funding. That indicates to me that
they had been able to establish roots in the community during the
time of Federal support. They had become good business operations.
These centers operate with boards that reflect the priorities and
makeup of their community. Although it is always difficult and
painful to discontinue grant funds, this is a success story. It indi-
categ that as we go along this continuum we have some reason to
expect that these entities will be able to become freestanding and
not depzndent upon Federal or State grants forever.

How socn can we phase out family medicine grants? How soon
can we phase out CHC grants? I think that is the future toward
which we are going. These-are categorical programs put in place fo
address a need. We hope that these needs would be met and that
the reasony for the categorical programs would disappear. Whether
that is a H-year success or a 15-year success depends upon the res-
olution of the constellation of issues that the committee is getting
into. .

Senator DURENBERGER. Maybe both of you can be responsive to
this: Over the last several years, is there an increase or a decrease
in the population that is utilizing programs that are at least partly
federally financed that deliver both preventive and acute care
health services? Is that population getting bigger or smaller?

Mr. SMmiTH. Let me talk about the overall Medicaid population. It
peaked about 1977, I believe, and we are on a kind of plateau.
There has been a relatively small decline since then in the total
number of people receiving Medicaid services.

Dr. GrRaAHAM. In trying to answer that in terms of not only the
populations under public assistance but perhaps those who we
might term ‘‘medically indigent,” we have to look at this ques-
tion—and a number of people in the private sector have looked at
it. It is an areca of substantial disagreement, and I suspect that the
panel this morning will reflect some of those areas of disagree- .
ment.

Our best judgment is that it is a fluctuating population, and that
the degree to which you have individuals who are classified as
medically indigent or who are eligible for Medicaid or any of the
State assistance programs will depend upon the state of the econo-
my. and upon the level of empﬁ)yment. There have been many
studies on the effects of unemployment on access to services.

Overall, we do not have any firm data which indicate a de-
creased demand for services as delivered through our programs at
the present time. As a matter of fact, this last year tﬂe %ederally
funded, community health centers delivered services to more
people than ever. Is the cup half full or half empty? In a way, we
thought that was good, because it indicated that the centers are
getting services to the people in the community they are supposed
to serve. Does that mean that there are more people in those com-
munities who are without health insurance or without the means
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to pay for their care? That is where the data becomes much softer.
[ have not seen any study or statistics which have shown beyond
the shadow of a doubt that that population is growing or falling in
any marked trend. It seems to me that we know that there is a
population, that does not have day-to-day financial access to serv-
ices, and that that is the population we are trying to serve. And we
hope that overall, it is shrinking. ‘

Senator DURENBERGER. Well, when we get to the third in this
series of hearings we may pick up on this issue a little more. My
concern is on the health side of health care, the prevention side,
and probably needing to deal with the prevention issues—with nu-
trition, with shelter, with a lot of those kinds of things, where are
we at in terms of the impact of the lack of appropriate expendi-
tures in those areas and the impact that it is having on the acute
care system.

Dr. GrRaHAM. I would like to call to your attention a study re-
leased last year by the Robert Wood Johnson Foundation on access
to services in America. You and the staff may have already re-
viewed it. Its message would indicate to us that there is generally a
lot of optimism, that gains are being made. But it does identify cer-
tain pockets of continued problems. As you move into a third set of
hearings, someone involved in this study could be helpful to the
committee.

Senater DURENBERGER. Very good. \

Gentlemen, thank you very much for your testimony. The rest of
our questions we will submit to you for regponse in writing.

[The answers not available at press time.] ‘

Senator DURENBERGER. Next we will have a panel consisting of
Rick Curtis, Director of Health Policy Studies for the Center of
Policy Research, National Governors Association; Dr. David Axel-
rod, Commissioner of Health for the State of New York; Dorothy
Kearns, Guilford County, NC, on behalf of the National Association
of Counties.

Welcome to the three of you.

Rick, why don’t you begin. We have your statements. I think we
have all of your statements. They will be made a part of the
record, if you could summarize. W

Let me say before you get going, I know we had some difficulty
arranging to get a Governor here, and all that sort of thing; but I
just want to say for the record that I would rather have you here
than a whole lot of Governors. And I would say the same thing
about myself, because I know how hard you and the rest of these
people sitting back here work on the issues. So [ am glad you
couldn’t find a Covernor and were able to come here yourself, be-
cause this whole issue area of the economically disadvantaged-—we
are going to be heavily dependent on the Nation’s Governors and
county commissioners in the future to help us wrestle with this
problem.

You may proceed.
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STATEMENT OF RICK CURTIS, DIRECTOR OF HEALTH POLICY

STUDIES FOR THE CENTER OF POLICY RESEARCH, NATIONAL
GOYERNORS ASSOCIATION, WASHINGTON, DC -

Mr. CurTis. I personally appreciate that. Professionally there is
probably no correct response, so I will go directly into the testi-
mony. [Laughter.)

The Governors appreciate your personal leadership, Mr. Duren-
berger, on this issue, and we appreciate the opportunity to partici-

_pate in these hearings. *

at our hearing on

As you personally have brought to the attention of the Governors

Kealth care costs last December and in your per-
sonal meetings with several individual Governors, the health care
market reforms now underway that you support, as well as most of
the Governors, are improving price sensitivity but at the same time
reducing the ability and willingness of private sector providers to
cross-subsidize care for the medically indigent. While there are a
variety of state and local programs to provide access for individuals
not eligible for the Federal-State Medicaid Programs, these infor-

'mal’ cross-subsidies by providers have been critically important as

an indirect financing mechanism for financing care for the poor. p

An understanding of the extent, nature, and adequacy of the ex-
isting programs at the State, Federal, and local levels is a critical
step in designing effective approaches to solving the problem, and
we therefore are very happy you are havin‘g' this series of hearings,
and we’feel that the findings of these hearings will be of great ben-
efit to the Governors as well as to this subcommittee. '

Unfortunately, we do not currently have comprehensive informa-
tion on the very diverse State programs to serve the economically
disadvantaged. About the only safe generalization at this point is
(tihat you can’t generalize about these programs; they are amazingly

iverse,

We and our sister organizations, including the Intergovernmen-
tal Health Policy Project, NACO, the Academy for State and Local
Government, and others, are actively now working on a variety of
papers that will provide far better information in this re ard, and
we will be happy to submit them to you. All of them wil be done
by early December.

Senator DURENBERGER. By when?

Mr. Curtis. Early December, some of them before then. We will
give them to your staff as soon as'each is completed.

While we, do not have comprehensive information on existing
programs at this time, we can offer some initial observations and
examples. ‘

Many States do have a variety of programs that seek to afford
access to health care for the non-Medicaid-eligible poor. No two
Stutes are identical with respect to important variab?g, including
administrative structure, financing mechanisms, eligibility, and
funding. In fact, very few of tiem are even remotely similar.

It might be helpful, though, to mention several categories as ex-
aml;()lle?{, just to give you an overall sense of what these programs
look like. '

In a majority of States, as NACO well knows, there are gtatutes
generally called Health Care Responsibility Acts, which e§tablish
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responsibility for local governments to act as a payor of last resort.
Typically for emergency care, typically the nature of the program
is left up to the local government.

Some States use general assistance income support funds for in- .
dividual medical emergencies, without establishing a formal medi-
cal program. Examples of that approach include Vermont and Wis-
consin, Other States make direct appro;})lriations to selective provid-
ers who have a reXponsibility to serve the indigent, typically public
teaching hospitals\Colorado and Iowa-have relied on such an ap-
proach to date. ’ ~

Two States that I want to mention specificaily are very similar,
and I'll go into why I want to mention them s cifically a bit later.
Michigan and Vermont have State funded peneral assistance
health care programs for primary——

Senator DURENBURGER. Michigan and Virginia?

Mr. CurTis. Michigan and Virginia.

Well—for primary care services with State-set eligibility and.
income standards, really a Medicaid model for the ambulatory side.
And they have, on the hospital side, a State and locally funded hos-
pitalization program with voluntary local government participation
and locally set eligibility and service standards.

Several States have State-rurr‘igeneral assistance medical pro-
rams on both the hospital and dmbulatory side which are similar
ut more limited than Medicaid. Maryland, Illinois, and your own

State of Minnesota-have that sort of grogram. Other programs that
don’t base eligibility purely on the basic of income and resources
include disease-specific programs, pulation-specific programs, cat-
astrophic programs, insurance pools. We ‘have mentioned exainples
of each of those in the written testimony. . :

It should be noted, though, that with respect to arrangements
like the private insurance pools, the Federal Employee Retirement
Insurance Security Act largely exempts self-insured health insur-
ance plans from State regulation. And as you well know, employers
are jncreasingly self-insuring, making it more and more ifficult
for Btates to use pooling and similar private insurance-baged ar-
randements to address the problems of the poor and underinsured,
to rdquire minimum benefit coverage, or a Variety of other things.
To the extent States do that, that makes it more and more attrac-
tive to self-insure exacerbating the possible price differences be-
tween private insurers who are subject to-such State regulations
and self-insured entities who are not.

In addition to the separate programs for the indigents, State hos-
pital rate-setting programs in New Jersey, Maryland, Massachu-
setts, and New York address in one way or another bad debt and/
or charity care payments. An example that I know is of particular
interest to you, in Florida one component that recently enacted
' cost-containment legislation creates a pool of funding for services
for medically needed individuals not heretofore covered under
State grograms. By establishing an assessment on the net revenue
of each hospital, the funding responsibility for this population is |
therefore more equitably distributed among all hogpitals. This ap-
proach not onlf' suppurts the provision of care for indigent individ- P
uals, it also helps to allow price competition among providers based
" on actual differences in efficiency. because providers with relatively

S
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large amounts of charity care will be at a smaller relative competi-
tive disadvantage.

It might be mentioned that New York, through its rate setting
mechanism, has a similar pooling arrangement.

As you know, NGA has long said that basic income support pro-

grams for the poor should be a Federal rather than a State respon-"

sibility. One reason for that is, States with the most depresged
economies that experience sharp reductions in state reveunues
during economic downturns, the sharpest reductions, simultane:s-
ly experience an increased need for indome-support programs tor
the poor. : -

Now we will go'back to Michigan and Virginia, which we hap-
pened to be able to get some data on from the intergovernmental
health policy project and from the budget officers. :

As I mentioned, programs for the medically indigent are very,
very similar. The status of their economy in the most recent reces-
sion was not. From 1980 to 1983 as a result, Michigan State gener-
al fund revenues weht up by like 4.2 percent dver that whole 3-year
period. In fact, from 1980 to 1981 they went down, while State ex-
penditures on hospitalization for the indigent jumped 256 percent.
That'’s 4.2 percent vis-a-vis 256 percent.

Virginia experienced a smaller unemployment rate. State reve-
nues increased by 26 percent from 1980 to 1983, while expenditures
on hospitalization for the medically needy increased by 44 percent
over the 1980 level. And while as in most States the revenues
weren’t keeping up with health care costs and hospital costs more
specifically, at least the difference was not so profound. I think this
example underscores the problem with relying on State revenue
and probably a local revenue structure to fund care for the medi-
cally indigent. This population in particular is very volatile with
respect to the status of the local State economy, and as you well
know, the local State revenue structures are as well. Unfortunate-
ly, they don’t go in the same direction.

In sum, the Governors place a high priority on sustaining serv-
ices under basic Federal income support programs for the poor,
such as Medicaid; but we recognize that the Federal deficit pre-
cludes new programs requiring major new Federal expenditures.

It is important that Federal, State, and local governiments and
the private sector work together to find innovative solutions to the
indigent care proble.n. Otherwise, the improvements underway in
the health care marketplace may severely compromise the avail-
ability of health care for the poor.

Again, we greatly appreciate your individual efforts to find solu-
tions to this critical problem.

Senator DURENBERGER. Dorothy, should we go to you next and
give Dr. Axelrod more time to catch his breath?

[Mr. Curtis’s written testimony follows:]
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MR, CHAIRMAN, WE APPRECIATE THE OPPORTUNITY T0O PARTICIPATE IN
THIS HEARING, AND 'WOULD LIKE 7O THANK YOUR FOR YOUR PERSONAL
INTEREST AND LEADERSHIP REGARDING ACCESS TO HE'ALTH CA'RE FOR THE
ECONOMICALLY DISADOANTAGED. AS YOu HAVE BROUGHT TO THE ATTENTION
OF THE GOVERNORS. THE HEALTH CARE MARKET REFORMS NOW UNDERWAY
THAT  ARE  IMPROVING PR':E SENSITIVITY ARE ALSO MAKING IT
INCREASINGLY DIFFICULT FOR PROVIDERS TO FUND CARE FOR POOR
INDIVIDUALS  THROUGH \ PRICE  INCREASES TO PRIVATE  PATIENTS,
ALTHOUGH A _ VARIETY +OF DIRECT STATE AND Lf:AL PROGRAMS
EXIST TO PROVIDE ACCESS FOR INDIGENT INDIVIDUALS NOT ELIGIBLE POR
MEDICAID, 3UCH CROSS SUBSIDIES HAVE BEEN A CRITICALLY IMPORTANT
INDIRECT MECHANISM FOR i INANCING CARE FOR THE POOR, DBECAUSE 1T
IS INCREASINGLY DIFFICULT FOR HOSPITALS AND OTHER PROVINERS T0
CONTINUE 11CSE PRACTICES, FEDERAL AND STATE POLICIES SHOULD BE
CAREFULLY DESIGNED TO FACILITATE RATHER THAN COMPROMISE ACCESS TO
NEEDED CARE FOR THE ECONOMHI'.ALLY DISADVANTAGED, AN UNDERSTANDING
OF THE EXTENT, NATURE AND ADEQUACY OF EXlSTlNG /PROGRI\MS AND
POLICIES 1S A CRITICAL STEP IN DESIGNING EFFECTIVE APPROACHES,
THE  INFORMAr1ON YOUEARE GATHERING THRO!'-H THIS HEAKING WILL
THEREFORE BE OF SIGNIFICANT BENEFIT TO THE GOVERNORS AS WELL AS
TO YOUR SUBCOMMITTEE, AND WE GREATLY APPRECIATE YOUR CONCERN AND
INITIATIVE IN THIS REGARD,

UNFORTUNATELY, WE DO NOT CURRENTLY HAVE COMPREMENSIVE INFORMATION
ON THE VERY DIVERSE STATE PROGRAMS TO SERVEETHE "ECONOMICALLY
DISADYANTAGED, WE ARE NOW, HOWEVER, PARTICIPATING IN SEVERAL
ACTIVITIES DESIGNED -TD PROVIDE MORE COMPLETE INFORMATION ON

« ;
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EXlSTINa\QJAIE AND LOCAL PROGRAHS AND POLICY OPTIONS TO SERVE THE
MEDICALLY INDIGENT, DOCUMENTS ON THESE ISSUES WILL BE COMPLETED
BY EARLY DECEMBER, AND WE AND OUR SISTER ORGANIZATIONS WILL BE
PLEASED TO SUBMIT COPIES TO THE SUBCOMMITTEE., THEY INCLUDE!

0  SUMMARY PROFILES OF EXISTING STATE INDIGENT  CARE
PROGRAMS ~ BASED UPON A FIFTY  SHIRVEY  BY  THE
INTERGOVERNMENTAL HEALTH PoLicy Prouect (IHPP), GeoRree
WASHINGTON UNIVERSITY,

0 A COMPILATION OF A TERNATIVE  PROPOSALS  UNDER
CONSIDERATION OR DEVELOPMENY BY STATE EXECUTIVE BRANCH
OR LEGISLATIVE 30DIES, BASED UPON SURVEYS BY NGA AND
LHPP.

0 A BACKGROUND PAPER ANALYZING THE LEGAL RESPONSIBILIT{
OF INDIVIDUAL STATE AND/OR LOCAL GOVERNMENTS PURSUART
TO RELEVANT STATE LAWS AND JUDICIAL DECISIONS, BASED ON
A SURVEY CONDUCTED BY THE NATIONAL ASSOCIATION OF
COUNTIES AND TO BE FREPARED AND PUBLISHED BYNGTHE
ACADEMY FOR STATE AND LOCAL GOVERNMENT.

0  (ASE STUDIES OF SELECTED MODEL STATE AND LOCAL
PROGRAMS, WHICH WILL INCLUDE INFORMATION ON FINANCING
MECHANISH.. POPULATIONS SERVED, AND SERVICFS COVERED.
To BE PHEPARED AND PUBLISHED THROUG. THE ACADEMY FOR
STATE AuD LOCAL GOVERNMENT.

ERIC ‘1
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0 <A POLICY OPTION PAPER OUTLINING STRUCTURAL OPTIONS

AVAILABLE AT THE STATE AND LOCAL LEVEL TO FINANCE AND
DELIVER HEALTH CARE FOR THE MEDICALLY INDIGENT,
PREPARED AND PUBLISHED THROUGH THE ACADEMY FOR Sg’TE
AND LOCAL GOVERNMENT,

WHALE WE DO NOT NOW HAVE COMPREHENSIVE INFORMATION ON EXISTING
PROGRAMS TO SERVE THE ECONOMICALLY DISADVANTAGED, WE CAN OFFER
SOME INTTIAL OBSERYATIONS AND EXAMPLES. MANY STATES HAYVE A
YARIETY OF PROGRAMS THAT SEEK TO AFFORD ACCESS TO HEALTH CARE FOR
THIS POPULATION, No TWo STATES ARE IDENTIAL WITH RESPECT TO
IMPORTANT VARIABLES SUCH AS ADMINISTRATIVE STRUCTURE, SERYICE
COVERAGE, ELIGIBILITY AND  FUNDING, HOWEVER, FOR PURPOSES OF
PRESENTATION AND ANALYSIS IT MAY BE USEFUL TO PLACE PUBLIC
FINANCING PROGRAMS ON A CONTINUUM, ARRANuED BY EXTENT OF COVERAGE
AND STATE [INVOLVEMENT, FROM MOST LIMITED TO MOST COMPREHENSIVE
AND FORMAL . .

0 IN A MAJORITY OF STATES, STATE STATUTES ESTABLISH LEGAL
RESPONSIBILITY FOR LOCAL GOYERNMENTS TO ACT AS A PAYOR
OR PROVIDER OF LAST RESORT FOR THE INDIGENT. TYPICALLY
FOR EMERGENCY CARE., USUALLY. THE NATURE OF PROGRAMS 1S
LEFT TO THE DISCRETION OF LOCAL ENTITIES. EX.MPLES OF
STATES THAT HAYE LARGELY OR EXCLUSIVELY USED THIS
APPROACH ARE INDIANA AND TEXAS.
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0 ANOTHER APPROACH 15 THE USE OF STATE GENERAL ASSISTANCE
FUNDS FOR INDIVIDUAL EMERGENCIES FOR STATE ONLY INCOME
_SUPPORT  PROGRAM EL)GIBLES, WITHOUT ESTABLISHING A
FORMAL “MEDICAL PROGRAM. EXAMPLES ARE VERMONT AND
WISTONSIN,

0 SOME STATES MAKE LIMITED APPROPRIATIONS TO _?ROVIDERSA
THAT HAVE  RESPONSIBILITY To SERYE THE INDIGENT,
TYP[CALLY\ PUBLIC TEACHING HROSPITALS. COLORADO AND Towa
RELY ON SUCH AN APPROACH.

0 Two STATES (MICHIGAN AND VIRGINIA) HAVE A STATE FUNDED
GENERAL ASSISTANCE HEALTH CARE PROGRAM FOR PRIMARY CARE
GERVICES WITu STATE SET  ELIGIBILITY AND  INCOME
STANDARDS,  AND A STATE  AND LOCALLY  -FUNDED
HOSPITALIZATION  PROGRAM,  WITH VOLUNTARY  LOCAL
GOVERNMENT PARTICIPATICN, AND LOCALLY SET ELIGIBILITY
AND SERVICE STANDARDS. ,

0  SEVERAL STATES HAVE  STATE-RUN GENERAL  ASSISTANCE
WEDICAL PROGRAMS WHICH ARE  SIMILAR 10 MEDICAID.
HOWEVER, SERVICE LIMITATIONS, COST SHARING REQUIREMENTS
AND INCOME AND R~""URCE STANDARDS TEND TO BE TIGHTER
THAN UNDER MEDICAID, STATES WITH THIS APPROACH INCLUDE
MARYLAND, MINNESOTA AND ILLINOIS, As vou KkNow, 1982
MEDICAL RSTORMS CONVERTED CALIFORNIA'S STATE FUNDED AND
ADHINISTERED PROGRAM FOR MEDICALLY INDIGENT ADULTS TO A
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COUNTY RESPONSIBILITY, WITH A FIXED STATE APPROPRIATION
BASED UPON HISTORIC COSTS OF THE STATE-RUN SYSTEM,

RELATED STATE PROGRAMS THAT DO NGX BASE ELIGIBILITY PURELY ON
INCOME AND RESOURCES INCLUDE:

D

2)

DISEASE SPECIFIC PROGRAMS, SUCH AS THOSE FOR

0  HEMOPHILIA, €.G, WISCONSIN'S

0 CANCER PROGRAMS, E£.G, MISSOURI'S

0 HEART DISEASE PROGRAMS, €.G, NORTH CAROLINA'S
0  SICKLECELL ANEMIA, £,6., NEW YORK'S

POPULATION SPECIFIC PR.OGRAMS, SUCH AS THOSE FOR

0 INDIANS OR NATIVE AMERICANS, £.6, WISCONSIN

0 MIGRANT HORKERS, £.,G, MICHIGAN

0 IMMIGRANTS, E.G. FLORIDA

0  MoTHERS AND CHILDREN THROUGH MATERNAL AND CHILD HeALTH
AND SIMILAR PROGRAMS IN ALL STATES '

MECHANISMS YO PROYIDE PROTECTION FOR INDIVIDUALS WHO ARE
UNINSURABLE OR WHO EXPERIENCE CATASTROPHIC MEDICAL CARE
CasTs.

0 CATASTROPHIC PROGRAMS SUCH AS RHODE ISLAND AND ALASKA

0 INSURANCE POOLS SUCH AS [INDiANA, CONNECTICUT, FLORIDA
AND MINNESOTA '
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1T SHOULD BE NOTED THAT INSURANCE POOLS PROVIDE AN OPPORTUNITY TJ
PURCHASE INSURANCE FOR INDIVIDUALS WHO ARE NOT  CONSIDERED
INSURABLE BY INDIVIDUAL COMPANIES, SUCH AS PERSONS WITH PRE-
EXISTING CONDITIONS, THEY GENERALLY DO NOT PROVIDE FINANCIAL
ACCESS FOR POOR INDIVIDUALS,

FURTHER, THE EMPLOYEE RETIREMENT IncoMe SECURITY Act (ERISA)
LARGELY EXEMPTS SELF-INSURED HEALTH CARE PLANS FROM STATE
REGULATION., THEREFORE, AS EMPLOYERS INCREASINGLY SELF-INSURE, IT
IS MORE AND MORE DIFFICULT FOR STATES TO USE POOLING AND SIMILAR
PRIVATE INSURANCE- BASED ARRANGEMENTS TO ADDRESS THE PROBLEMS OF
THE POOR AND UNDER-INSURED, ~IF STATES DO ADOPT SUCH STRATEGIES,
THE CONCOMITANT COSTS BORNE BY INSURERS SUBJECT TO STATE
REQUIREMENTS MAY MAKE THOSE INSURERS' PLANS MORE COSTLY THAN
SELF-INSURANCE, PROVIDING A FURTHER IMPETUS FOR PURCHASERS TO
SELE-INSURE,  THIS 1S THEREFORE AN IMPORTANT AREA FOR FURTHER
CONSTDERATION BY THE CONGRESS.

IN ADDITION TO THESE SEPARATE PROGRAMS FOR INDIGENT AND UNDER-
INSURED INDIVIDUALS, STATE HOSPITAL RATE-SETTING PROGRAMS IN NEW
JERSEY AND MARYLAND INCLUDE BAD DEBT AND CHARITY CARE PAYMENTS IN
HOSPITAL RATES FOR ALL INSURERS, WHILE 1IN MASSACHUSETTES, ONLY
CHARITY CuSTS ARE INCLUDED BUT MEDICARE AND HMEDICAID ALSO
PARTICIPATE IN PAYMENT OF THESE COSTS,
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FLORIDA AND NeEw YORK HAVE DESIGNED SIMILAR MEDICALLY INDIGENT
FINALCING MECHANISMS THAT ARE COMPATIBLE WITH EITHER MARKET OR

"REGULATORY COST CONTAINMENT APPROACHES,

IN FLORIDA, ONE COMPONENT OF RECENTLY ENACTED COST CONTAINMENT
LEGISLATION CREATES A POOL OF FUNDING FOR SERVICES TO MEDICALLY
NEEDY [INDIVIDUALS NOT HERETOFORE COVERED UNDER STATE PROGRAMS,
BY ESTABLISHING AN ASSESSMENT 'ON THE NET REVENUE OF EACH
HOSPITAL, THE FUNDING RESPONSIBILITY FOR THIS POPULATION 1s
DISTRIBUTER MORE EQUITABLY AMONG HOSPITALS,  THESE REVENUES,
ALONG WITH FEDERAL MEDICAID MATCHING FUNDS AND A SMALL GENERAL
REVENUE APPROPRIATION, WIL. BE USED TO REIMBURSE PROVIDERS FOR
SERVICES RENDERED TO MEDICALLY NEEDY INDIVIDUALS, [PROVIDERS WITH
A LARGER MEDICALLY NEEDY CASELOAD WILL REALIJEK A DIRECTLY
PROPORTIONATE SHARE OF REVENUE AND A REDUCED NEED T0 CROSS-
SUBSIDIZE THROUGH INCREASED CHARGES TO PRIVATE PAYERS.  STATE
ESTIMATES INDICATE THAT FUNDS WILL BE SUFFICIENT ONLY FOR
EXPANSIONS "IN STATE MEDICAID PROGRAM COVERAGE OF THE MEDICALLY
NEEDY BUT WILL NOT BE SUFFICIENT 10 FUNDIfARE FOR OTHER MEDICALLY
INDIGENT POPULATIONS AT THI§ TIME,

THIS APPROACH NOT ONLY SUPPORTS THE PROVISION OF CARE FdR
INDIGENT INDIVIDUALS, BUT ALSO HELPS TO ALLOW PRICE COMPETITION
AMONG  HOSPITALS BASED ON ACTUAL DIFFERENCES IN EFFICIENCY,
HOSPITALS PROVIDING RELATIVELY LARGE AMOUNTS OF CHARITY CARE WILL

BE AT A SMALLER COMPETITIVE DISADYANTAGE, WHILE FLORIDA'S cosT

CONTAINMENT LEGISLATION DOES PROVIDE STANDBY REGULATORY CONTROL
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FOR AREAS AN™ HOSPITALS THAT EXCEED" TARGETS, THE STATE CONTINUES

T0 SUPPORT THL DEVELOPMENT OF EFFECTIVE MARKEY FORCES TO0 CONTROL
LY

COSTS IN THE LONG-RUN, S !

New YORK ADDRESSES THE FINANCING OF INDIGENT CARE THROUGH POOLNG
MECHANISMS .CONTMNED IN 1TS ALL-PAYER RATE SETTING METHODOLOGY,
THE STATE 1S SEPARATED l“’ E1GHT REGIONAL POOLS, EACH PAYER IS
SURCHARGED A PERCENTAGE OF THEIR HOSPITAL REIMBURSEMENT,  EacH
'NOSPITAL  REPORTS  ITS  INPATIENT  AND OUTPATIENT  EXPENSES
ATTRIBUTABLE TO BAD DEBT AND CHARITY CARE.

As YOU «NOW, THE NATIONAL GOVERNORS' ASSOCIATION BELIEVES THAT
BASIC INCOME SUPPORT RELATED PROGRAMS FOR THE POOR ARE
APPROPRIATELY A FEDERAL RATHER THAN STATE RESPONSIBILITY,  THIS
IS IN PART BECAUSE STATES WITH THE LARGEST INDIGENT POPULATIONS
OFTEN ARE LEAST ABLE TO FUND PROGRAMS TO ASSIST THEL. THIs 1S
PARTICULARLY TRUE OF MEDICAL CARE FINANCING PROGRAMS BECAUSE
MEDICAL CARE COSTS OFTEN CONTINUE TO ESCALATE REGARDLESS OF
GENERAL ECONOMIC CONDITICNS, AND CANNOT BE EFFECTIVELY CONTROLLED
BY STATE ADMINISTRATION OF PROGRAMS FOR THE POOR,  STATES WITH
THE MOST DEPRESSED ECONOMIES AND RESULTING SHARP REDUCTIONS IN
STATE REVENUES. SIMULTANEOUSLY EXPERIENCE AN INCREASED NEED FOR
INCOME SUPPORT PROGRAMS FOR THE POOR, THIS IS PARTICULARLY TRUE
FOR, THE WORKING POOR, INDIGENT SINGLE ADULTS -AND CHILDLESS
COUPLES COVERED BY PROGRAMS FOR THE MEDICALLY IEDIGENT  STATES
WITH CHRONICALLY HIGH CONCENTRATIONS OF "POOR PERSONS ALSO HAVE
VERY LIMITED RESOURCES TO MEET THEIR MEDICAL NEEDS.

a ¢
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To ILLUSTRATE THIS PROBLEM,. IT MIGHT BE HELPFUL 0 REVIEW RECENT
DATA FROM TWO STATES WHICH HAPPEN TO HAVE ROUGHLY SIMILAR
PROGRAMS FOR THE MEDICALLY [INDIGENT, MICHIGAN AND VIRGINIA,

THE FOLLOWING TABLE SUMMARIZES THE STATE' GENERAL FUND REVENUE

DATA FOR THE PERIOD 1980 10 1983,

?
a

STATE GENERAL FUND REVENUES, IN MILLIONS OF DOLLARS
(SOURCE: NATHONAL ASSOCIATION OF STATE BUDGET OFFICERS)

FIscAL YEAR 1980, 1981 1982 1983
MICHIGAN 4,720 4386 4445 4,99
VIRGINIA . 2,392 2,582 2,834 3,029

!

MICHIGAN, WHICH WAS PARTICULARLY HARD WIT BY TuE RECESSION,
EXPERIENCED A REVENUE A DROP OF 7,1% FROM 1980 7o 1981. DURING
THIS SAME PERIOD, STATE EXPENDITURES ON HOSPITALIZATIN FOR THE
MEDICALLY INDIGENT WENT FROM $13.9 MILLION TO $24.9 MILLION, A
79%  INCREASE, (ACCORDING  TO DATA  COLLECTED BY THE
INTERGOVERNMENTAL HEALTH PoLicY PROJECT.)  FRoM 1980 1o 1983,

«
- STATE GENERAL FUND REVENUES WENT UP BY ONLY 4,27 WHILE STATE

EXPENDITIVES ON HOSPITALIZATION JUMPED To $44,5 MILLION, 256
OVER THE 1980 LEVEL, (THE RETIPIENT COUNT was 13,185 1N 1983, oR
L14% ovER THE 6, 139 RECIPIENT COUNT [N 1980,) ’

~

°
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THIS EXTRAORDINARY DIFFERENCE BETWEEN GROWTH IN STATE REVENUES
AND  HOSPITALIZATION EXPENDITURES ‘IS IN CONTRAST WITH  THE
EXPERIENCE IN VIRGINIA WHICH EXPERIENCED A SMALLER UNEMPLOYMENT
RATE VIRGINIA STATE REVENUES INCREASED BY 26.6% FROM 1380 To0
1983 WHILE EXPENDITURES ON HOSPITALIZATIN FOR THE MEDICALLY
INDIGENT INCREASED FROM $5.7 MILL1ON To $8.2 IN 1983, OR HHZ OVER
THE 1980 LEVEL, ' ’

\

\
THESE FUNDING PATTERNS uunedscoae THE PROBLEMS WITH PROGRAMS FOR
THE MECICALLY INDIGENT FlNANCED EXCLUSIVELY BY STATE AND LOCAL
GENERAL FUNDS.  DURING Ecoanlc DOWNTURNS, UNEMPLOYMENT AND THE
UNINSURED POPULATION INCREASE\ STATE AND LOCAL REVENUES FALL, AND
. ' HEALTH CARE COST INCREASES  TEND TO CONTINUE UNABATED,  ONE
ADVANTAGE OF A FINANCING SOURCE LINKED TO HOSPITAL REVENUES, SUCH
< AS FLORIDA'S, 1S THAT Fuun!'xucnegse XT THE SAME RATE AS HOSPITAL

. COSTS, )

WHILE A LARGE 'NUMBER OF STATES HAVE LEGISLATION THAT ESTABL}SHES

' “or SL 3ESTS RESPUNSIBILITY FeR THE MEDICALLY lenlsgnf. THIS
APPROACH MAY NOT BE ADEQUATE AS THE POLICY AND nARitr ENVIRONMENT
CHANGE,  IN TEXAS, FOR EXAMPLE, THE STATE ‘pONSTXTUTlON AND
STATUTORY LANGUAGE &TATE THAT COUNTIES ARE ‘RESPONSIBLE FOR
PROVIDING MEDICAL CARE TO THEIR INDIGENT RESIDENYS. THE County
,COMMISSIONERS, COURT OR  THE HOSPITAL DIST7IST DETERMINES
SLIGIBILITY * AND THE EXTENT OF THE SERVICE "o Fivancial ¥

- OBLIGATION, PRIMARILY ON A CASE-BY-CASE BASIS. I RECENT YEARS,
THE INADEQUACIES OF THIS SYSTEM HAYE COME UNDER ATTACK FROM

™
~ . ;.~ ’
. \//
¢
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DIFFERENT sSIDES,  ADVOCATES FOR. THE INDIGENT ARGUE FOR- BETTER
ACCESS TO NEEDED SERVICES, -HQSPITALS COMPLAIN .THAT THEY ARE NOT
BEING REIMBURSED FOR SERVICES TO THE INDIGENT. AND COUNTIGS ARE
SEEKING RELIEF FROM THE INCREASING COSTS OF INDIGENT CAR; THE
GOVERNOR HAS APPOINTED "A COHHISSION TO ' RECOMMEND -ACTIONS HHI‘(}H
ADDRESS THE INDIGENT CARE PROBLEM.

THE GOVERNORS ARE VERY CONCERNED ABOUT  THE FEBERAL BUDGET
CFICIT, AND BELIEVE IT MUST BE REDUCED IN. ORDER TO SUSTAIN
ONOHIC GRONTH.  THE GOVERNORS PLACE A HIGH PRIORITY' oON
TAINING SERVICES UNDER BASIC FEDERAL INCOME SUPPORT PROGRAMS
THE POOR SUCH 'AS MEDICAID, BUT RECOGNIZE THAT THE DEFICIT
PRECLUDES NEW PROGRAMS THAT REQUIRE MAJOR FEDERAL EXPENDITURES,
IT IS IMPORTANT THAT FEDERAL, STATE AND |.0CAL GOVERNMENTS AND THE
\vam SECTOR NORK TOGETHER, TO FIND INNOVATIVE SOLUTIONS,
\ OTHERWISE,  THE IMPROVEMENTS  UNDERNAY IN THE HEALTH CARE
MARKETPLACE MAY SEVERELY COMPROMISE THE AVAILABILITY OF NEEDED
HEALTH CARE FOR THE POOR, AGAIN, WE APPRECIATE YOUR EFFORTS To
" AIND SOLUTIONS TO THIS CRITICAL PROBLEM, !

‘.
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STATEMENT OF DOROTHY KEARNS, COMMISSIONER, GUlLF()Rf) :
COUNTY, NC, ON BEHALF OF THE NATIONAL ASSOCIATION OF -
COUNTIES, WASHINGTON, DC '

Ms. Kearns. Thank you. ’

It is a great pleasure for me to be here. The National Agsociation

/m Counties appreciates your committee’s recognition of the prob-

lem of indigent health care and the role played by local govern-
ment. , ' '

I serve as a member of NACO’s Health and Education Steering
Committee, and I am here on behalf of the National Association of
Counties. In Guilford County I am t% the Mental Health/Mental
Retardation and Substance Abuse ‘Board. Prior to becoming a
county commissioner I served, for 10 years as a locally elected
school board member and as af appointed member of the Guilford
County Board of Health for 4 ypars.

I am proud to tell you that the
established in 1911, was the
Nation. ‘
~ Because we have two maj ies, the third and the sixth largest
in our State, our county ha®two health departments. In our
county, where we have a budget of $119 million, payments for indi-
gent care total $10 million which is all drawn from county property
taxes.. : , -

In North Carolina counties match the State’s share of Medicaid,
and this year, through our department of social services, we will
pay over a million and a half dollars in Medicaid-match money.

{n our two health departments we have traditionally placed an
emphasis on outpatient and primary care to provide health care to
the indigent. As the cost of medical care has risen and revenues
have become tighter, we have nerdssarily had to concentrate on
rr%ét:ng treatment needs first. Our past experience is that preven-
t

i
¢ i

uilford County Board of Health,
t county board of health in the

ivg programs are cost-effective in the long run; thus we are con-
cerMed at any prospect of necessary sustained deemphasis on pre-
vention. .

[ am here to speak to you today on the role of our Nation’s coun-
ties in financing and providing health care to the poor, and to
make some general observations and recommendations regarding
the problem of indigent health care.

For many-decades, counties have provided and have increasingly
financed last-resort health care services to the poor, either through
vendor payments to private doctors and hospitals or in their own
hospitals and clinics.

Nationwide, county governments are charged by the States with
fulfilling this traditional and statutory responsibility for financing
indigent care and providing health care and other social services.
Thirty-four States hold counties legally liable for indigeut care.

We have an indigent health care problem in this country becau -e
we have not resolved the very tough issue of responsibility. Since
we have not done so, the courts are beginning to make some of
these decigions for us. Lawsuits against countied for indigent care
are common, and the courts’ rulings against counties are alarming.

Through cost shifting and by sometimes turning away from the
disenfranchised, we have failed to deal efféctively enough with the
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question of phayical, legal, and moral responsibility for health care
af the poor. 'I‘Ke intergovernmental responsibility is particularly
unresolved. | ' ’

Senatcr DURENBERGER. Dorothy, let me stop you right there. I '
Just want to reinforce those last three or four sentences. That is
the primary reason why we are having these hearings, that some-
body—either 1, or at the Governors level, or at the county level, or
'some understood combination—has to take responsibility for this,

Ms. Kearns. And it is very difficult for the public td know who ’
to ask for, from whom. .

Senator DURENBERGER. Yes. I happen to think this is where the
. responsibility lies. As a nation we shou!dn’t be forcing people to

vote with their feet. I think you can do a lot better job of meeting
the needs; but until I acknowledge my responsibility, we are going
to have a hard time sorting these things out. I am glad you made
- that point. ‘
Ms. KEARNS. I appreciate yopr comments there very much. -
The end of my sentence there was: How shall we have and estab- ‘
lish a good balance between treatment and prevention?
' We are well aware of the consequences of not resolvirg this
issue. Quite simply stated, health care costs are astronomical, and
the state of some of our people’s health is unacceptable. .
While we are spending over 1 billion a day on health care, there
are still over 38 million uninsured Americans. We produce the -
second greatest number of low birth weight babies among Western
countries, and neonatal intensive care is the single largest portion
of uncompensated care costs. ' :
There are hundreds of thousands of homeless without health cov-
erage. Half of our preschool children are not immunized, and our
~elderly are increasingly unable to cover their health care needs.

We face all of this, in spite of a growing deficit and exhorbitant
public spending, which ignites tagpayer revolts at all levels of gov-
ernmerttt. As governments closest to the eopler counties are pain-
fully aware of this growing indigent popufation and the constraints
of resources with which to gerve them. : '

These limitations include regulatory policies within the health
care delivery systems such ag rate setting, which prevents shifting
costs across payors to fund indigent care, and competition among
providers which excludes those who cannot pay.

If we are to provide effectively for health care needs of the indi-
gent, we must first resolve some basic issues the roles of different
levels of government; the roles:of the public and private sectors;
and the capacity of our present political system to make these hard
decisions and to set priorities. ,

A Federal legislutive strategy for indigent care should: (1) Define
~ indigent care.” We strongly advised tﬁat policies not be derived
from ideas that focus predominately on subsidizing providers for
uncompensated care, though we think uncompensated care must be
addressed. ' o

The costly institutional bias of the Medicare and Medicaid pro-
grams should be a lesson to us.to.orlent programs toward keeping
indivi}(liuals healthy, as opposed té solely a provider-oriented ‘ap-
proach. .
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Also, an attempt to define “indigent care” should not overlook
the elderly, as counties are faced with severe shortages in resources
for their care. N

Senator Durenberger, | was particularly impressed by things
which came before our county commission meeiing yesterday—a
request for six additional positions, nurses, aids, and clerk typists,
in the home health service area. And I did bring for your record a
brochure. which tells about our home health efforts. We have found
that since the DRGs have come into effect, we have a lot of elderl
people leaviig the hospitals early who still have great needs whicK
they cannot take care of at home. And we have had such an in-
crease of requests for these services that we did put in those six
positions yesterday; we felt we absolutely had to.

Se.nator DURENBERGER. Are you getting near the end of your
cornments? ) . :

Ms. Kearns. Well, not really. I need to move along quickly.

Senator DURENBERGER. We need to have you try. Your full state-
ment will be made a part of the record.

Ms. Kearns. Exactly. Just stcp me whenever you want me to
stop, then. [Laughter.] / '

I'm going to say all that I can.

Senator .DURENBERGER. If 1 could do it in a nice way, 1 would.
|Laughter.]

Ms. Kearns. OK. Just another minute or two.

Senator DURENBERGER. In conclusion —

[Laughter |

Ms. KEARNS. We waui to recognize and resolve conflicting poli-
cies. For example, we don't want to mandate employee-employer

_ based insurance. Mandating employer-based insurance may be an

effective way to expand health care, but it is problematic at a time
when business is questioning its role in paying for health care.

Also, we do not want to graviwite too quickly to a particular
policy or program, calling for its duplication as a panacea for all
our indigent care problems.

Finally, an effective solution to indigent health care should do
the following: |

Involve local government as prudent purchasers and providers of
care. Why do I say this? Locai governments have the incentive to
provide quality care in the.most cost effective manner because we
are lexally and financially liable. Local overnments are also clos-
et to the people being served, and we leel we are in a good posi-
tion to Know the needs of the population. We can targe! resources
effectiv&y and spot problems before it is too late and gevelop those
unique arrangements of resources to meet the specific problem.

I have some specific examples of that, also.

Local governments have a traditional and historical role in
public health dtd can apply their resources and experience in this
effort to developing basic health care plans for the indigent.

Furthermore, an indigent health care policy shoulzf provide in-
surance coverage, preferably on a prepai capitated basis such as
H{IMO memberships for the indigent, and allow for local govern-
ment or intercounty compacts.

Senaior DURENBERGER. Thdt's a good place to end.

Ms. KrEArNs. Just go ahead?

54
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A Senator Durensercer. No; [ said that's a good place to end.
[Laughter.| .-
Ms. KEarN. We will be sure to give you all of this.
Senator DURENBERGER. | have already incorporated all of that in
the record. Thank you, Dorothy, very much. Dr; Axelrod?
R [Ms. Kearn’s written testimony follows:)

1
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QTATEMENT QF DQRUTHY KEARNS, COMM]SS]ONER
LY s P

A,
BC HE

MMITTEE OM HEALTH,

AR. CHAIRMAN, MEMBERS OF THE COMMITTEE, | AM DOROTHY KEARNS,
COUNTY COMAISSIONER, GUILFORD COUNTY, NORTH CAROLINA, [ AM HERE.
ON BEHALF OF THE NATIONAL ASSOCIATION OF COUNTIES, (NACo).®

a A A MEMBER OF NACO’S HEALTH AND EDUCATION STEERING COM-
AITTEE. IN GUILFORD COUNTY, [ SERVE ON THE AREA MENTAL HEALTH,
MENTAL RETARDATION AND SUBSTANCE ABUSE BOARD AND PRIOR TO BEING
ELECTED TO THE COUNTY COMMISSION, I SERVED FOR TEN YEARS AS A
LOCALLY ELECTED SCHOOL BOAKU MEMBER, AND AS AN APPOINTED MEMBER
ON THE GUILFORD COUNTY BOARD OF HEATLH FOR FOUR YEARS. I AM PROUD
TO SAY THAT THE GUlLFORD.COUNTY BOARD OF HEALTH, ESTABLISHED IN
1911, WAS THE FIRST COUNTY bOARD OF HEALTH IN THE NATION,

OUR COUNTY HAS TWO MEALTH DEPARTMENTS. IN OUR COUNTY, WHERE
WE HAVE A BUDGET JF 5119 MILLION, PAYMENTS FOR INDIGENT CARE TOTAL
ALMOST $10 MILLION, 55% OF WHICH IS DRAWN DIRECTLY FRUI COUNTY TAXES.
ASIDE FROM OQUR INDIGENT CARE RESPONSIBILITIES, COUNTIES IN NORTH
CAROLINA HMATCH HE STATE'S SHARE OF MEDICAID AND GUILDFORD COUNTY
WILL PAY OVER $1.5 MILLION N MEDICAID MATCH DOLLARS THIS YEAR.

WE HAVE TWO HEALTH DECARTMENTS, AND HAVE PLACED AN EMPHASIS N
OUTPATIENT AWD PRIMARY‘CARE TO PROVIDE HEALTH CARE' TO TiF INDIGENT.
[ AM HERE TO SPEAX TO YOU TODAY ON THE RILE OF OUR NATION'S

*NACO 1S THE ONLY NATIONAL ORGANIZATION REPRESENTING COUNT' SOVERNMEMT [N
AMERICA, 173 MEMBERSHIF INCLUDES URBAN, SUBURBAN AND RURAL COUNTIES JOINED TOGETHER
FOR THE COMMON PURPOSE OF STRENGTHENING COUNTY GOVERNVENT TO MEE: THE NFEDS OF ALL
AMERICANS. BY VIRTUE OF A COUNTY'S MEMBERSHIP, ALL ITS ELECTED AND APPOINTED OFF (-
1AL BECOME PARTICIPANTS N AN ORGANIZATION DEDICATED TO THE FOLLOWING GOALS:
[MPROV [NG COUNTY GOVERMMENT; ACTING AS A LIAISON BETWEEN THE NATION'S COUNTIES AND
OTHER LEVEL UF GOVERNMENT; AND ACHIEVING THE PUBLIC UNDERSTAMDING OF THE ROLE OF
COUNTIES IMeTHE FEDERAL JYSTEM.

89
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COUNTIES N FINANCING AND PROVIDING HEALTH CARE TO THE POOR AHD TO
MAKE SOME GENERAL OBSERVATIONS AND RECOMMENDATIONS REGARDING THE
PROBLEM OF INDIGE!'T HEALTH CARE. NACo COMMENDS THIS COMMITTEE FOR
TAKING THE LEAD BY HOLDING HEARINGS ON THIS IHPORTANT [SSUE. WE
THARK YOU FOR THE OPPORTUNITY TO PRESENT OUR VIEWS BEFORE THIS
COMMITTEE, COUNTIES LOOK FORWARD TO CONTINUED DIALOGUE BETWEEN

ALL LEVELS OF GOVERNMENT ON HOW BEST TO MEET THE HEALTH CARE NEEDS
OF THE UNINSURED, MOST VULNERABLE POPULATIONS, ONLY BY RECOGNIZING
THE MUTUALITY UF OUR LONG TERM INTEREST WILL RESPONSIBLE POLICIES
AWD PROGRAMS BE POSSIBLE,

DEFINING VHE PROBRLEM
WE HAVE AN INDIGENT HEALTH CARE PROBLEM IN THIS COUNTRY BE-
CAUSE WE HAVE FAILED TO RESOLVE THE TOUGH QUESTION OF RESPQNSIBILITY,
SIWLE WE HAVE NOT DONE SO, THE COURTS ARE BEGINNING TO MAKE THESE
DcCISIONS FOR US. LAWSUITS AGAINST COUNTIES FOR IWDIGENT CARE ARE
COMiON AND THE COURTS' RULINGS AGAINST COUNTIES ARE ALARMING,
THROUGH COST SHIFTIWG, AND BY TURNING AWAY FROM THE DISENFRAN-
CHISED, THIS NATION HAS FAILED TO DEAL WITH THE QUESTION OF FISCAL,
LEGAL AND ORAL RESPONSIBILITY FOR HEALTH CARE OF THE POOR, THE
INTERGOVERNMENTAL RESPONSIBILITY IS PARTICULARLY UWRESOLVED.
WE ARE ALL wcLL AWARE OF THE CONSEQUENCES. QUITE :[APLY STATED,
HcALTH CARE COSTS ARE ASTRONIMICAL AND THE STATE OF OUR NATION'S
HEALTH 15 UNACCEPTABLE, HEALTH CARE IS STILL THE MOST [NFLATIONARY .
SECTOR OF THE CCONOMY. I 1983, THE COST OF MZDICAL CARE ROSE AT A
TEN PERCENT RATE, MORE THAN TRIPLE THE 3.2 PERCENT INCREASE IN THE \ '

JVERALL CONSUMER PRICE INDEX., WHILE WE ARE UPENDING OVER A BILLION A
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DOLLARS A DAY UN HEALTH CARE, THEKE ARE STILL OVER 38 MILLION

UNINSURED AMERICANS; WE PRODUCE THE SECOND GREATEST NUMBER OF LOW

BIRTH WEIGHT BABIES AMONG WESTERN COUNTRIES; AND NEONATAL INTEN-

SIVE CARE S THE SINGLE LARGEST PORTION OF UNCOMPENSATED CARE

COSTS. THERE ARE HUNDREDS OF THOUSANDS OF HOMELESS WITHOUT HEALTH

COVERAGE; HALF OF OUR PRESCHOOL CHILDREN ARE NOT [MMUNIZED; AND

OUR ELDERLY ARE INCREASINGLY UNABLE TO COVER THEIR HEALTH CARE NEEDS.
WE FACE ALL OF THIS, IN SPITE OF A GRUYING DEFICIT, AND EXHORB-

[TANT PUBLIC SPENDING, WHICH IGNITES TAX PAYOR REVOLTS AT ALL

LEVELS OF GOVERNMENT, 7S THE GOVERNMENTS CLOSEST TO THE PEOPLE,

COUNTIES ARE PAINFULLY AWARE OF THIS GROWING INDIGENT POPULATION,

AND THE CONSTRAINTS OF SEVERE RESOURCES TO SERVE THEM 4

WITH, THESE LIAITATIONS INCLUDE REGULATORY POLICIES WITHIN THE

HEALTH CAKE DELIVERY SYSTEM, SUCH AS RATE SETTING, WHICH PREVENTS

SHIETING €OSTS ACROSS PAYORS TO FUND INDIGENT CARE, AND COMPETITION

AMONG PROVIEKS WHICH EXCLUDES THOSE WHO CANNOT PAY,

RECOMMENDATLONS X
[F WE ARE THULY INTENT ON PROVILING FOR'THE HEALTH CARE NEEDS
OF THE INDIGENT, WE :AUST FIRST RESOLVE THESE'BASIC ISSUES:
L. THE RULES OF THE DIFFERENT LEVELS OF GOVERNMENT;
J Tt RULES OF HE PUBLIC AWD PRIVATE SECTORS; AND
5. Tt CAPACLTY OF OUR PRESENT POLITICAL SYSTEM TO MAKE
Rif s DECISIONS AND SET PRIORITIES,
CPLCIE [ ALY, A FEDERAL LEGISLATIVE STRATEGY FOP INDIGENT CARE
SHOUL D
ULEINE INDIGENT CARE. WE STRONGLY ADVISE THAT POLICIES
N0t ki OfRIVFD TRUA LUins THAT FOCUS PREDUMINANTLY

s
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ON SUBSIDIZING PROVIDERS FOR UNCOMPENSATED CARE. THE

COSTLY INSTITUTIONAL BIAS OF THE MEDICARE AND MEDICAID
PROGRAMS SHOULD BE A LESSON TO US TO ORIENT PROGRAMS TOWARD
KEEMING INDIVIDUALS NIEALTHY, AS OPPOSED TO A PROVIDER ORIENTED
APPROACH, ALL LEVELS OF GOVERMAENT SHOULD BE USED TO I'f-
PLEMENT PROGRAMS. AN ATTEMPT 70 DEFINE INDIGENT CARE

SHOULD NOT OVERLOOK THE ELDERLY, AS COUNTIES ARE FACED WITH
SEVERE SHJRTAGES IN RESOURCES FOR THEIR CARE.

RECOGN :SOLVE CONFLICTING PQ . FOR EXAMPLE,
MANDATING EMPLOYER-BASED INSURANCE MAY BE AN EFFECTIVF nY
TO EXPAND HEALTH CARE COVERAGE TO THE UNINSURED, BUT SUCH A
MANDATE IS UNREALISTIC AT A TIME WHEN BUSINESS IS QUESTIONING
THEIR ROLE IN PAYING FOR HEALTH CARE, AND THEIR CONCERNS
ABOUT THE GROWING COSTS HAVE NOT BEEN ALLAYED,

NOT GRAVITATE TOO GUICKLY TO A PARTICULAR POLICY OR PRO-
GRAM THAT OFFERS A GLIMMER OF HOPE, CALLING FOR [TS
DUPLICATION AS A PANACEA FOR ALL OF OUR INRIGENT CARE
PROBLEMS. FLORIDA'S RECENTLY PASSED LEGISLATION WHICH

TAXES HOSPITALS' NET REVENUES AND CREATES A POOL OUT OF
WHICH T FUND INDIGENT CARE IS A CASE IN POINT, THIS LEGI.-
LATION, DEVEL@PED IN CONSULTATION WITH COUNTIES,

REPRESENTS A GOOD ATTEMPT TO ADDRESS INDIGENT CARE,

WITHOUT [MPOSING ALL-PAYOR RATE SETTING mECHANISMS,

BUT, INDIGENT CARE WILL STILL REMA'N A MAJOR PROBLEM

[ FLORIDA, ,T4E INSTITUT]ONAL PIECE WILL BE TAKEN CARE

OF; MEDICAID WILL BE EXPANDED; AND 510 "ILLION WILL 50
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10 COUNTY HEALTH DEPARTMENTS TO DEVELOP FRIMARY HEALTH

CARE SYSTEMS FOR THE INDIGENT. THIS $10 MILLION TO .

DEVELOP PREVENTIVE AND BASIC HEALTH CARE THAT WILL

KEEP PEOPLE HEALTHY AND CONTROL.-COSTS, 1S A MERE DROP

"IN THE BUCKET.

4. FINALLY, AN EFFECTIVE SOLUTION TO INDIGENT HEALTH CARE

SHOULD DO THE FOLLOWING:

A. INYOLVE LOCAL GOVERNMENTS AS PRUDENT PURCHASERS,
AND PROVIDERS OF CARE. WHY?

LOCAL GOVERNMENTS HAVE THE INCENTIVE TO PRO- .
VIDE QUALITY CARE IN A COST EFFECTIVE MANNER BECAUSE
THEY ARE LEGALLY AND FINANCIALLY LIABLE, AS PUBLIC
OFFICIALS THEY HAVE PROVEN -- AND WE HAVE MANY EX-
AMPLES -- THAT THEY WILL DEVELOP SUCH PROGRAMS.
THEY ARE AT RISK TO MAKE UP THE DIFFERENCE I[F THEY
DON'T,
LOCAL GOVERNMENTS ARE CLOSEST TO THE PEOPLE

BEING SERVED, THEREFORE, THEY ARE [N [HE BEST POSI-
TION TO KNOW THE NEEDS OF THE POPULATION, THEY 'CAN
TARGET RESOURCES EFFECTEVELY AND SPOT PROBLEMS BE-
FORE IT'S TOO LATE, [T WAS PALM BEAGH COUNTY,
FLORIDA . THAT CONVIHCED THE STATE AND THE FEDERAL
GOVERNMENT, IN THE 1970’S THAT THEY SHOULB BE ALLOWED
70 CARRY OUT A PREPAID MEDICAID PROGRAM, THE COUNTY
FELT TYAT BY LIMITING FREEDOM OF CHOICE, THEY COULD
CONTROL THE RISING COSTS AND ASSURE ADEQUATC CARE OF

51 - ,
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THE POOR IN PRIMARY CARE SETTINGS, RATHER THAN IN
EMERGENCY ROOMS, !
NATIONWIDE, COUNTIES ALSO HAVE BROAD RESPONSI- "
BILITIES ‘FOR COORDINATINC . WIDE VARIETY OF SOCIAL i-
SERVICE AND HEALTH PROGRAMS THAT CARE FOR THE INDI-
GENT. LOCAL GOVERNMENTS HAVE A TRADITIONAL AND
HISTORICAL ROLE IN PUBLIC HEALTH AND CAN APPLY THEIR
. RESOURCES AND EXPERIENCE IN THIS AREA TO DEVELOPING }
BASIC HEALTH CARE PLANS FOR THE INDIGENT. o
B. PROVIDE INSURANCE COVERAGE (PREFERABLY ON A PREPAID,
' CAPITATED BASIS), SUCH AS i!MO MEMBERSHIPS FOR THE
INDIGENT,
C. ALLOW FOR LOCAL GOVERNMENT OR “INTER-COUNTY COMPACTS,”
THESE COMPACTS WOULD PROVIDE RURAL COUNTIES WITH
FUNDS TO PURCHASE CARE FROM OTHER COUNTIES WHO HAVE
PROVIDERS AND NECESSARY RESOURCES.

[y

COUNTY ROLE
FOR MANY DECADES COUNTIES HAVE PROVIDED, AND HAVE INCREASINGLY 7T

FINANCED. LAST-RESORT HEALTH CARE SERVICES TO THE POOR. EITHER
THROUGH “VENDOR PAYMENTS” TO PRIVATE DOCTORS AND HOSPITALS, OR IN
THEIR OWN HOSPITALS AND CLINICS. WATIONWIDE, COUNTY GOVERNMENTS
ARE CHARGED BY THE STATES WITH FULFILLING THIS TRADITIONAL AND

<:? STATUTORY RESPONSIBILITY FOR FINANCING INDIGENT CARE AND FOR PRO-
'VIDING HEALTH CARE AND OTHER SOCIAL SERVICES. THE MAJORITY OF STATES
4OLD COUNTIES LFGALLY LIABLE FOR INDIGENT CARE. [N STATES WITH NO
SPECIFIC MANDATE, 1T IS NOT uncommo@ FOR COUNTIES TO FUND AND

-
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ADMINISTER [NDIGENT CARE PROGRAMS.

RECENT COURT DECISIONS DEMONSTRATE THAT IN MANY PARTS OF THE
COUNTRY, PROVIDERS AND OTHERS TURN TO COUNTY GOVERNMENTS TO ASSUME
LEGAL AND FINANCIAL RESPONSIBILITY FOR INDIGENT (ARE. FOR EXampLE,
A RECENT STATE SUPREME COURT DECISION IN NEVADA HELD WASHOE COUNTY N
LIABLE FOR REIMBURSING COSTS ASSOCIATEI NITH CHAIRTY CARE FOR A !
PRIVATE NON-PROFIT HOSPITAL. REGARBLEss OF THE HOSPITAL'S FEDERAL ?
HILL-BURTON OBLIGATION. THE COUNTY WAS CONSTRAINED BY STATE LAW
FROM RAISING THE NECESSARY REVENUES, SO IT TURNED TO THE STATE LEG-
ISLATURE, WHICH GRANTED AN EMERGENCY ALLOCATION. OTHER RECENT COURT
DECISIONS HAVE ESTABLISHED THAT COUNTIES ARE "FIRST PAYORS” OF IN-
DIGENT CARE." PRECEDING HILL-BURTON-AS PAYCR.
C OF THE 1,900 PUBLIC HOSPITALS IN THIS COUNTRY, OVER 900 ARE
DIRECTLY Wcoumv GOVERNMENT, +PUBLIC HOSPITALS_ PRO-
VIDE A HEALTH “SAFETY NET” FOR THE ELDERLY POQR WHO HAVE UNMET NEEDS,
_ CHILDREN OF ,THE WORKING POOR, AHD THE “NEW POOR UNEMPLOYED WHO HAVE
LOST THEIR /MEALIH BENEFITS, BUT 00 NOT QUALIFY FOR MEDICAID OR OTHER
ASSISTANCE. COUNTIES ALSO OWN AND OPERATE OVER 600 NURSING HOVES.
MANY ARE STRUGGLINGFO ACCOMMODATE IHCREASING NUWBERS OF ELDERLY WHO
BECOME ELIGIBLE FOR MEDICAID AND ARE TRANSFERRED TO THE COUNTY FROM
OTHER FACILITIES, WHERE PRIVATE PAYORS ARE MORE COMPETITIVE,
FIFTEEN HUNDRED COUNTY HEALTH DEPARTMENTS OPERATE, FUND, AND ¢ ,
PROVIDE BASIC PUBLIC HEALTH SERVICES, HALF OF WHOM ARE THE SULE PRO-
VIDERS OF MATERNAL AND CHILD HEALTH SERVICES.
* LOCAL REVENUES SUPPORT THE PROVISION OF COUNTY HEALTH SERVICES
FOR MILLIONS OF AMERICANS WHO HAVE NO HEALTH COVERAGE. [N 1983, .
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COUNTIES SPENT OVER 25 BILLION DOLLARS ON HEALTH CARE. THE LARGEST
PUBLIC HOSPITALS PROVIDED CLOSE TO A BILLION DOLLARS IN NON-MEDICAID
CHARITY CARE IN 1980, MWTEPH&MOFWEEM%Eme'
HOSPITALS ARE COUNTY-OWNED,  ° :

OVERALL, “HEALTH CARE EXPENDITURES BY COUNTIES ARE ON THE IN-
CREASE, FROM 1981-32, NATIONWIDE, COUNTY EXPENDITURES FOR HEALTH
CARE WERE OVER $20 BILLION, DURING THAT YEAR, COUNTIES’ HOSPITAL
RELATED:COSTS INCREASED 13% OVER THE PRIOR YEAR, AS THE LOCAL FIS-
CAL SITUATION HAS TIGHTENEDs THE ABILITY TO RAISE OR SHIFT REVENUES
TO MEET NEEDS HAS LESSENED,

A 1982 SURVEY BY THE JOINT ECONOMIC COMMITTEE AND GOVERNMENT
FINANCE OFFICERS ASSOCIATION FOUND THAT SPENDING ROM LOCAL GOVERN-

~ MENTS’ OWN REVENUE SOURCES. HAS CONTINUALLY INCREASED SIWCE 1979, °

THEY DETERMINED THAT COUNTIES WERE BEARING Efwn HARDER ON THEIR OWN

AND STARE, FUNDS. SERI-'
0US CONSTRAINTS ON LOCAL GOVERNMENTS PRONIBIT THER FROM CONTINUALLY
AAKING P THE LOSSES, HOWEVER. THESE CONSTRAINTS NILL SURELY ARFECT
THEIR ABILITY TO ENSURE HEALTH CARE TO THE POOR.

THENTY-S1X STATES IMPOSE SOME TAXING LIMITATIONS. PROPERTY
TAXES, THE PRIMARY SOURCE OF LGCAL GOVERNMEN], REVENUE, ARE UNPOPULAR
WITH THE PUBLIC, [N EACH OF THE TWELVE YEARS THAT THE ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS (ACIR) HAS POLLED THE PUB-
LIC, THEY HAVE CONSISTENTLY FOUND THAT THE PROPERTY TAX IS VIEWEQ AS
THE WORST TAX OF ALL,

BECAUSE OF RISING HEALTH CARE COSTS AND GROWING INDIGENT CARE

- LOADS, AS %!EL‘\L “A3~THE TAXING CONSTRAINTS, MANY COUNTIES ARE SUPPLE -

[




MENTING THE LOCAL WEALTH CARE DOLLARS FROM OTHER GENERAL REVENUE
SOURCES NOT PREVIOUSLY TAPPED FOR“THAT FURPOSE, FOR EXAMPLE, LOS
ANGELES COUNTY NOW SPENDS ITS ENTIRE GENERAL REVENUE SHARING ALLOCA-
TION, $80 MILLION, ON HEALTH CARE, ~-

THESE RESOURCE LIMITATIONS IN CONJUNCTION WITH A RISING TIDE
OF MANDATES, LAWSUITS AND COURT RULINGS WHICH HOLD COUNTIES LEGALLY
LIABLE FOR INDIGENT CARE, THREATEN THE VERY SURVIVAL OF OUR PUBLIC

ING HOME® SALES OR CLOSURESRE ON THE INCREASE. IN FACT, GROWING
FINANCIAL PROBLEMS AND THE LIKELY PURCHASE OF .PUBLIC HOSPITALS BY

. PROPRIETARY HEALTH CARE CHAINS PROMPTED NORTH CAROLINA'S 1983 STATE
GENERAL ASSEYBLY TO TEMPORARILY STOP THE SALE OF COUNTY AND CITY
HOSPITALS TO COUPANIES OWNED BY INVESTORS,

WAYNE COUNTY, MICHIGAN; CUYAHOGA COUNTY, .OHIO; AND oL couNTY,
1mmwwmwwmmﬁmmmwemm@mu
DOORS OPEN. ALL THREE JURISDICTIONS ARE~DENSELYq!!EULATED,T}AVE
HIGH UNEMPLOYHEGT AD SUBSSQUENTLY REPRESENT HANY UWINSURED PEOPLE
WHOSE HEALTH CARE THEY MUST ASSIST IN PAYING FOR, .

[{l 1983, HEWNEPIN COUNTY, MINIESOTA DETERMINED THAT THEIR MEDI-
CALLY INDIGENT POPULATION--THOSE WHO DON'T QUALIFY FOR HEDICAID,

BUT HAVE NO HEALTH INSURANCE--HAS INCREASED AWD IS CLIMBING. THESE
PEOPLE RECEIVE SOME MEDICAL CARE THROUGH COUNTY GENERAL ASSISTANCE,
mmmmwmnm@x@wmmgmmm OTHER COUNTY
STATISTICS POINT TO SHARPCINCREASES IN (IGIBLE 18-21 YEAR OLDS IN

- THE FEDERALLY FUNDED "MEDICA. ASSISTANCE ONLY" CHILDREN'S PROGRAM.

. THE COUNTY SUSPECTS THIS SHARP INCREASE 1S DUE TO HIGH UNEMPLOYNENT.

1]
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ANOTHE& URVEY ON THE EFFECT OF FEDERAL/STATE LIMITS ON REIMBURSE-~
MENT FOUND THAT OVER 30% OF THE RESPONDENTS WHO/LOST COMPREHENSIVE :
HEALTH COVERAGE WERE DEFERRING ALL MEDICAL CARE, ;

! X}, TEXAS, WHERE UNEMPLOYMENT REACHED 1Q.5 PERCENT LAST YEAR,

" HARRIS COUNTY'S INDIGENT OUTPATIENT CARE INCREASED BY 12%, TWO-
: TH}ﬁDS OF THE. INCREASE WAS DIRECTLY RELATED TO UNEMPLOYMENT, IN
1 ///}482, OVER TWO-THIRDS OF THE COUNTY HOSPITAL‘S $150 MILLION BUDGET
.
W

AS FOR, CHARITY CARE, .

NEW YORK STATE HAS BEEN FORCED TO CLOSE OR SUBSTANTIALLY DE-
CREASE MANY SERVICED PROVIDED AT [N-PATIENT MENTAL HEALTH FACILI-
TIES. CHATAUQUA COUNTY NOTES THAT, NHILE THE STRESS OF UNEMPLOYMENT

'LED 80 MORE REQUESTS FOR MENTAL HEALTH SERVICES, THE COUNTY AND

OTHER SERVICE PROVIDERS ARE ALSO BEING INUNDATED WITH FORMER m-
PATIENTS OF STATE FACILITIES,

EXAMPLES SIMILAR TO THESE ABOUND IN COUNTIES ACROSS THE NATION,
ECONOMIC RECOVERY ALONE WILL NOT STEM THE ‘TIDE OF PUBLIC HEALTH
CARE BURDENS, |

ou ND ¢ 9 : .
WE ARE FINDING COUNTIES PROVIDE A WEALTH OF INFORMATION ABOUT

WAYS TO STRUCTURE DELIVERY SYSTEMS FOR INDIGENT HEALTH CARE, NACo

IS DEVELOPING A SUBSTANTIVE PROFILE OF SUCH PROGRAMS THROWGHTOUT

THE COUNTRY -
WE WOULD LIKE TO gIARE A FEW EXAMI%WITH THE COMMITTEE.
TRADITIONALLY, THE FUNDING OF INDfGENT CARE IN FLORIDA HAS
BEEN THE RESPONSIBILITY OF THE COUNTIES, THE-COST OF INDIGENT CARE
SERVICES NOT REIMBURSED BY THE COUNTIES [S USUALLY ABSORBED BY

&




=
e

HOSPITALS -~ ESPECIALLY LARGE FACILITIES LOCATED IN URBAN AREAS.
" MORE' COMPREHENSIVE COUNTY INITIATIVES AND SUPPORTIVE S7ATE POLL-
CIES PROVIDE MODELS FOR OFFIEIALS IN OTHER STATES AND LOGALITIES.
FOR OVER TWO DECADES, PALM BEACH COUNTY, FLORIDA HAS HAD AN
ORGANIYED SYSTEM FOR THE PROVISION OF HEALTH SERVICES TO TS
[NDIGENT POPULATION, THE COUNTY HEALTH DEPARTHENT COMBINES.TRAD!-
TIONAL JUBLIC HEALTH SERVICES WITH GIAGNOSTIC SERVICES AND THE
TREATMENT OF GENERAL ILLNESS TO PROVIDE COMPREHENSIVE HEALTH SERV-
1CES 0 THE INDIGENT POPULATION, THE COUNTY EWPHASIZES PREVENTIVE
CARE TO REDUCE THE INCIDENCE OF MORE COSTLY ACUTE. AND EMERGENCY
SERVICES. . |
10 ASSURE PROFESSIONAL STAFF AND ADEQUATE FACILITIES,: PALM
BEACH COUNTY HAS DEVELOPED RESTE;NCY TRAINING;PROGRAMS , PARTICU-
LARLY IN PREVENTIVE MEDICINE; HAS ESTABLISHED HEALTH CENTERS,
THROUGHOUT THE RURAL AREAS §F THE COUNTY (WITH FEDERAL, STATE AND
LOCAL FINANCING), THE COUNTY HASALSO SOUGHT THE COOPERATION OF
THE_PRIVATE SECTOR OF THE jl:LTH CARE INDUSTRY AT ALL STAGES OF
DEVELOPHENT AND. IWPLENENTATION OF INDIGENT CARE PROGRAYS. -

. | | |
SACRAMENTO, CALIFORNIA | e

7 CALIFORNIA COUNTIESPfRE RESPONSTBLE FOR ALL INDIGENT PERSONS,
SACRAMENTO COUNTY HAS IMPLEMENTED AN INNOVATIVE, READILY ACCESSIBLE,
BUT CONTROLLED DELIVERY SYSTEM FOR A FULL SPECTRUM OF MEDICAL CARE. °

* PRIMARY CARE CLINICS ARE ISPREAD GEOGRAPHICALLY [N THE COUTY AND

v ARE ORGANIZED TO ASSURE Akcsss 70 BASIC PHYSICIAN SERVICES. ALL

ADVAHCED LEVELS OF CASE ARE AVAILABLE THROUGH COUNTY CASE MANAGEMENT,

TYE EHTIRE PROGRAM IS ORGANIZED TO MAXH1IZE AVAILABLE RESOURCES,

EAPANDING OW EXISTING COUi‘lTY PROGRAIS WHERE ECESSARY.

e
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_ ANOTHER MODEL IS THE gg‘EPAxn, MANAGED HEALTH CARE PLAN IN
CONTRA COSTA COUNTY, CALIFORNIA, THE COUNTY:OPERATES A NETWORK OF
HEALTH CLINICS AND A COUNTY HOSPITAL AND IS A MAJOR PRGRHDER oF Co
CARE TG THE COUNTY'S MEDI;CAID. (MEDI-CAL) AND MEDICALLY INDIGENT - L
POPULATIONS:

. THE COUNTY BEGAN EXPERIMENTING WITH PREPAID APPROACHES FOR
THE MED{-CAL POPULATION IN THE EARLY 1979s, BY 1980, THE QOUNTY S.
PREPAID SYSTEM HAD BECOME A FEDERALLY QUALIFI HMO, WITH A LARGE

HEDICAID ENROLLHENT BUT RELATIVELY FEW MEDICALLY (NDIGENT -IND1VID= -
UALS. THE MEDICALLY INDIGENT, IN GENERAL, CONTINUED TO USE THE
COUNTY DELIVERY SYSTEN ON AfFEE-rOR(BERVICE BASts, |
DURING A SEVERE FINANQIAL Ryl IN 1962, THE STATE DROPPED
HEDICALLY mo’m NT ADULTS FROM THE STATE-FUNDED MEDI-CAL PROGRAN
D RETURNED REAPORSIBILITY FOR THEH TO THE COUNTIES, TOGETHER WITH
BLOCK-GRANT FONDING APPROXIMATING,70% OF THE PRIOR YEAR'S EXPENDI-
TURES:  THE'CONPRA COSTA BOARD OF SUPERVISORS DETERMINGD THAT THE
COUNTY WOULD CONTINUE TO MAKE SERVICES AVAILADLE TO THIS POPULATION,
BUT ONLY THROUGH ENROLLMENT IN THE PREPAID CONTRA COSTA HEALTH PLAN,
WITH PREMIUNS OF $125-$135 PER MEMBER MONTH PAID B¥ THE COUNTY TO .
THE HEALTH PLAN, THIS DECISICN REFLECTED THE BOARD'S VIEW THAT
ANAGED HEALTH CARE [N THE PREPAID PLAN WOULD'BE PREFERABLE TO EPI-
SODIC CARC. EOUGHT AS AEEDED BY THE RECIPIENTS AND THAT, BY KEEPLS.
THE RBCIPIENTS HEALTHY, LONG RUN COSTS WOULD BE REDUCED. SHORT RUN
COSTS PROBABLY MOULD HAVE BEEN FEWER FOR THE-COUNTY IF [T HAD MERELY
SUBS IDIZED- THE OPERAT G, LOSSES DUE TO BAD DEBTS AT THE COUNTY

~ CLINICS AND HOSPITALS. ;|

i
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TODAY, THE CONTRA COSTA HEALTH PLAN HAS APPROXIMATELY 13,000
. ENROLLEES, OF WHOM; u |

4,600 ARE MEDI-CAL (MEDICAID)

500 ARE MEDICARE (ON A COST BASIS)

1,600 ARE EMPLOYER GROUPS (MOSTLY COUNTY EMPLOYEES)
AND 6,000 ARE MEDICALLY INDIGENT (CALLED BASIC ADULT CARE)
THE COUNTY DELIVERY SYSTEM STILL OPERATES ABOUT 65% FEE-FOR-
. SERVICE, LARGELY FAOM MEDI-CAL, AND REGUIRES AN ANNUAL SUBSIDY

FROM THE COUNTY (IN ADDITION TO PREPAID PREMIUMS PAID BY THE COUNTY)
OF ABOUT $11 MILLIOW ANNUALLY, HEALTH PLAN OFFICIALS BELIEVE THIS
SUBSIDY COULD BE REDUCED IF ENROLLMENT IN THE HEALTH PLAN WERE IN-
CREASED, -

MULTNOMAH COUNTY, OREGON

" IANOVATIVE APPROACHES DEVELOPED IN MULTNOMAH COUNTY, OREGON.
ALSO PRESENT USEFUL EXPERIENCES WITH ALTERNATIVE MODELS FOR PRO-
VIDING HWEALTH SERVICES TO THE INDIGENT POPULATION. IN 1973, .
AULTNOMAH COUNTY, DEVELOPED PROJECT HEALTA TO ACT AS A BROKER FOR
IADIGENT RESIDENTS BY NEGOTIATING PREPAID CONTRACTS WIT4 PRIVATE
SECTOR HEALTH PLAWS -- A LIMITED VOUCHER APPROACH. PéBJECT HEALTH

¥ . DISCONTINUED IN 1983, WHILE ADVERSE SELECTION WAS A PROBLEM,
PROJECT MEALTH ENDED PRIMARILY BECAUSE OF. THE SEVERE RECESSION

THAT SERIOUSLY AFFECTED COUNTY REVENUES, MULTNOMAH COUNTY NOW
PROVIDES SERVICES TO THE NMEDICALLY INDIGENT THROUGH MULTICARE -- A
PRIMARY CARE NETOWRK DEVELOPED UNDER PROJECT HEALTH [N 1981, COUNTY
CLINIC3 ARE USED AS THE ACCESS POINT FOR PKIMARY CARE AND CASE MANAGE-
MENT, FUNDS THAT WENT TO PROJECT HEALTH ARE NOW USED TO FUND IN-
OATIENT HOSPITAL AND SPECIALTY SERVICES,

MARY

WE HOPE THAT THIS INFORMATION 1S HELPFUL TO YOU I[N YOU' DELIBERA-
TICNS REGARDING INDIGENT HEALTH, NACo LOOKS FORWARD TO WORKING WITH
YOU ON THIS ISSUE AND OTHER HEALTH CARE ISSUES [N THE FUTURE. I

WOULD BE PLEASED TO ANSWER ANY QUESTIONS AT.HiIS TIME.

A
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GUILFORD COUNTY

DEPARTMENT OF PUBLIC HEALTH

MEMORANDUM

A= L L A SR L 1

T0: Board of Heaalth

PROM: Joe L, Holliday, M. D., Heslth Director QY’N ¢
LATE: September 10, 1884 /
RE: Need for Additions! Positions in Home Health Unit ;P

2 - PHN 1, 2 - CHT, 1 - Clerk-Typist 111

) : . T

The Home Hearth Unit hss been experiencing s consistent increase in referrals since
Iste in FY 83/84 snd it is continuing. As Of the end of August, we hsve had to
turn away s tots) of 68 patients when we had days in which we could not scoept.

sdditional patients. As you knov.we have had, from time to Lime, & shortsge of . __
physical therapy services, but this is the first time we hsve experienced so many
referrals for nursing snd aide services than we could accept. The following
statistics {lluatrate the incresae in visitss -

Visits March April May June July .
RN 955 833 979 1,012 1,059
H/HHA 198 349 441 454 546
All Visits 1,616 1,558 1,766 1,850 1,912

With the advent of DRGs in October, 1983, we eéxpected a great increase in referrals
from hospitals ss pstients were diachsrged earlier snd therefore sicker. In
December, the Moses Cone - Wesley Lor. Joint Venture :lome Heslth Agency wss spproved.
It was their intention to begin operativns by April, 1984, We knew from qur te-
cords that if these two hospitals diverted the incressed number of referrsls from .
us the effect would be to reduce the impact of the DRGs, S0, 88 we were developing
our plahs and budgets for 1984-85 in FPebrusry, we realized we faced at best, an
unpredictable year. We conservstively astimated thst with the new ' e heslth
agencies in existence we could handle requests for services without any increase in
positions. We relied on our contrsctual nursea to be s cushion, shd we relied on
aide aervices from the Home Heslth Aide/Homemaker Program, which we cosponsor with
USOA.,

The Joint Venture Home Health Agency did not get underway in Aprilj they now expect
to be in limited opetrstion in December. The H/HHA Program has developed a waiting
1ist for side asrvicas and they have not been able to meet our incressing naeds.
Our agreement w1'' .. p - ;am fa to assist each other in meeting requests for
services. (We &7: cucrest y ser ing 5 of their patients,)

3 Leril, Euéene Street
.03, Box 3508
. Greensporo, N C. 27401

M-174 0 - 85 = 7
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Board of Heslth 4
Page 2 .
September 10, 1984

-
v

At the end of FY 83/84, figures prrsented by H/HHA Progrsn presented a picture
that we did not need 10 full«time aides, 80 twoO positions were eliminated. We
do not find we can rely on any increase for aide aervices during 84/85 to be met
by the H/HRA Program a8 matters now stand. ,

Ths increase ia referrsla is pushing te the limit the number of viaits our PHN's

and Aides cen make and still provide quality care. Every measure, is being tekeén

to asgure that patient service is given in the wost economical fashion; assigning
ataff to patients 1iving in same ;no;rlphicnl area, telephone calla made tO assure
patient hds not been hospitalized since the last contact and thus save an unnecessary

visit, reducing the number of aupervisory visita ~(PHN to Aide) to non-medicare

patients vhen situation is such that it ia safe to do s0.. We are making fewer visits
thau the patients need - i.e, 2 times per week instead of 3 times per veek.

Our tvo Leam lradera who have major responsibility for patient assignments, working
with 10 full-tize PHN's, ? contractual nuraes, 1 Occupltionll,Therlpilt, 4 Physical
Therapists, 2 speech Therapiata. taking referrals from H.D.sy medical centers, etc.
also make home. visits. to_the extent they can in order tot to turn patients avay.

Last FY they made 657 visits. 'fhéi'ﬁiia'ta‘be-relibved of waking visits and be
full-time managers. .

it is wy recommendation that these positions be added in order to nlintiin servicea
st the current level of requests and to provide some relief for our staff., The
Clerk-Typist position ia needed to provide management support ac-vices for medical

records; physicians' orders and billing.

g The addition of 2 nurses, 2 aides and 1 clerk will bring our staff to a level

to meet current patient requests. Aa noted on the attachment, these positions -
can be funded through additionsl medicald/wedicare revenue. should the trend con-
tinue, we will need to consider additional requests later this year.

JLH/ed

Attachuent

c¢C: John V. wWitherspoon
J. D, Rowland

Karl Munson
County Commissioners




Expenditures

2-PHEN1

. Salary and fringes . $20,665,00 ‘
Y : Travel 1,000.00
21,665,.00 .
3 x 2 ] -
$43,330.00
. .
2 - CHT
. Salary and fringes $13,019.00 0
Travel 1,000.00
. 14,019.00
x 2
528.038.00
1 - Clerk-Typist III
\» Salary apnd fringes - S %13,290.00 . \
S 84,658.00
Revenue

n

2,015 nursing visite to be made :
1,329 or 062 reimbursed at medicare rate of $45.00 = $ 59,845.50

* °76 aide visits to be made
16 or 82X reimbursed at wedicare rate of $28.33 = § 41,248.48

$101,093.98
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- GUILFORD COUNTY
’ DEPARTMENT OF PUBLIC HEALTH
September 18, 1984
Charles' €. Riddle, Sr., Executive Director
United Way .
305 N, Main St. * .
High Point, N.C. 27260 4
Dear Mr. Riddle: ' ' .

within the last six months, the demand for in-home health services
by our elderly citizens, expecially ‘those with fixed or 1imited incomes,
has greatly incredsed. The Guilford County Board of Re@ilth is attempting
to meet the health needs of cur elderly but the Board would also strongly
——--—gpcourage—thetnited-Way tov be more responsive to our elderly citizens
with chronic 1llnesses. . "
'e You are probably aware that our local nursing hoﬁt‘beds are full
¢ with waiting liets. Last year's fiscal changes in the medicare program
have resulted in patients being sent home from our local hospitals much
earlier than ever before. At home recuperating,these patients also
require a more intense level of home health setvices than before. In
the last six months, requests for all types of home health services has
escalated greatly, For example, our home health aides made 546 visits in
“July, 1984 as compared to 198 visits in March, 1984,

In antieipation of this trend, the Department of Public Health
assisted a United Way Agency, United Services for Older Adults, in
establishing a central pool of Homemaker /Home Health Aides that could
grow to meet this fieed. USOA has successfully started such a program,
established a needed training program for aides and attracted federal
and foundation funding.

At present, families, physicians and patients are requesting home
_health-services that exceed our community's capacity to provide these x
services. Both The Department of Public Health and USOA dave waiting

ists for [fomemaker/Home Health Alde services. Qur local'for profit ‘
_proyidetrs are now turning avay patfents who cannot a ord the: r servides .
with greater frequency. v : h
The Guilford County Board of Health plans to seek a significant
additTon of five home health staff in the immediate future. Should the
'F_Fe‘ﬁa“céfitinue, the capacity of this additional staff will soon be

\ '

\.
301 North Eugene Street
P.0O. Box 3508
Greensboro, N. C. 27401 ©
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_exceeded~especially that of the Homemaker/Home Health Aides, The Board

.4 Health would hope that the United Way would recognize this increasing

communityewide problem and be equally respousive to Gur elderly's needs.

Could not some additional funding be given to USOA for this purpose? //,
. ' . ~

' . Sipcerely,
. .
’ | ,fjm Yt

Gene Crubb, DDS, Chairman
Guilford County Board of Health

'Y 00/ 1 bm

o
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September 21, 1984

Board of County Commissioners ’
Gree&gboro. N.C. 27401 .

Dear Ladies and Gentlemen of the Commigsion:

We wish to encourage;your favorable consideration of the need for

‘funding the requested additional staff positions of the jlohe Health

gervices of Guilford County (Department of ‘Public Health).

We were made aware of the increasing needs of the community at the

recent meeting of the Advisory Board for Home Health Services. As

representatives of the communfty we agreed that this need shogld be
addressed and we encourage your awareness and positive action. |

Regpectfully Youis,
- FWI:

~J. E. McDowell, President
. Home Health Advisory Board

cc: John V. Witherspoon ‘ ot
Dr, Gene Grubb ’
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DAVID AXELROD, M.D., COMMISSIONEK OF HEALTH, STATE OF
NEW YORK DEPARTMENT OF HEALTH, ALBANY, NY

Dr. AxeLrop. Thank you, Mr. Chairman. -

You have already heard about New York State’s pooling arrange-
ment for the provision of funds for dealing with the probleras of
uncompensated care. As you are all aware, New York State is one
of four States which has received a waiver of Federal regulatiofis
in order to include the Federal Medicare Program in its all-payor
hospital reimburséement $ystem. I am going 1w focus only on one
major component of our system. This is the experience that we
have had with the New York prospective hospital reimbursement
methodology to date in New York State.

In 1983, hospital costs in New York increased by approximately
8.2 percent compared to a nationwide increase of 12.3 percent.
Also, the average Medicare per-patient payment in the State in-
creased by 5.29 percent, compared to a nationwide increase of 9.5
percent, _

In 1983, the New York prespective hospital reimbursement meth-
odology saved Medicare approximately $153 million; all-payors
would have spent a total of $400 million more if costs in the State
increased at the national rate.. .

However, -successful- cost-containment programs i New York
precede the implementation of the existing waiver which occurred
in 1983. Based on data fronr-HCFA it now appears that during the
period from 1976 to 1985 INew York State will have saved the Medi- -
care Program over $11 billion.

- NYPHRM—the New York Prospective Hospital Reimbursement
-Methodology—has kept the doors of New York’s health care insti-
.tutions open for the most vulnerable of our citizens..

! Why have 'l focused upon the savings that have occurred, the
ability of New York State to keep the increase of health care costs
down? I have focused upon it because it provides the ability to in-
corporate mechanisms for dealing with the problems of bad debt
and charity care, uncompensated care, within the available funds
thae have been allocated, assuming a reasonable rate of inflation.

NYPHRM recognizes the need to support hospitals that provide
essentially free: care 1o our most vulnerable citizens. This is a par-

ticularly critical problem in major urban centers due to the high
- proportion of individuals living at poverty or near-poverty levels.

n many cases the hospitals provide the only medical care available
to the population, Last year the State’s nonpublic hospitals provid-
ed over $325 million ot .are to those who could not pay.

One of the reimbursement methodology’s two mechanisms for fi- .
nancing health care for the medically indigent is the bad debt and
charity pool, Each third-party payor of health services increases its
payment rate by a specified percentage. These amounts become
part of a regional funding pool, and they are distributed to hospi-
tals based upon each hospital’'s need. In 1983, the d)ool equalled
$160 million; in 1084, it will equal approximately $250 million; and ,
in 1985, approximately $360 million, .

In addition, during 1983 and 1984, approximately $44 million will
'be available on a regional basis to assist financially distressed hos-

104"
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pitals that are experiencing severe fiscal hardships due their ex-
traordinary b'ad-de%t and charity loads. The purposes of these funds
is to avert a crisis which may threaten an institution’s fiscal liabil-
ity and to jeopardize a community's access to health care. Any -
unused funds are added to the bad-debt and charity-care pools for’
" uniform distribution. .. o -
Within the’legislation that created the Federal system, Congress
~included a provision aimed at encouraging States’ all-payor pro-
grams in order.to provide a safety net as we experiment with a
new national system and-as a way to’ measure the success of the
systéfn - It appears that the Health Care Financing Administration -
has not ghared completely our view that the development of State
all-payor systems should be encouraged. HCFA has not yet issued
_ < final regulations, which are due by October 1, and there are ques-
tions about whether HCFA intends to judge the effectivéness of our
State system in a manner consistent with the statutory intent. ,
" Since we have successfully contained the growth of hospital care
costs at the same time that we are providing-support for the health
care of the economically disadvantaged, we hope that Congress rec- -
ognizés the importance of having the option to continue our
system, and that the administration’s action concerning the grant-
- i isclosely monitored by the Congress.
The chart behind me is one which demonstrates the actual ex-
penditures in- New York State arid projected expenditures from
1975 through 1985 and what otherwise would have occurred in the
absence of New York State's cost containment program.
Thank you, Mr, Chairman.
Senator DURENBERGER. Thank you very much, Doctor.
(Dr. Axelrod’s written testimony follows:]

L. »
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i , : .
Statement of David Axelrod, M.D. - : . ’
Commissioner of Health ’ .
State of New York %
Testimony Presented to the L7
Conmittee on Finance ‘ .
Subcommittee on Health
v JUnited States Senate
} " On Health Care for the Economically ‘ '
? _Disadvantaged ‘ ;) .
. . September 28, 1584 " - ¢ '
R : )
{ am grateful for the opportufifty to present New York State's o .
experience in providing heaIth care for the economically disadvantaged. New
York {s one of the four states which Has received a waiver of federal e
e —— 1} -
regulations in order to tnclude the federa)l Medicare program 1n {ts all-payor
hospital reimbursement system, N '
i Today I would ke to focus in some detail on two of the components
of our State system that specifically address'the financing of health care for
the economically disadvantaged -~ the bad debt and charity care allowance and
the special allowance for financially distressed institutions,
- I would also 1ike to describe why we think our system clearly

addresses the concerns of Congress when it chose to encourage state all-payor
reimbursement programs at the same time that tie-new federal system was being

1mplemented.

Let me begin by proaiding you with a briet overview of the New York’
Prospective Hospital Reimbursement Methodology [NYPHRM]. First and foremost,

our system 1S a success:
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o it has cgntained the rise 1n hosp1ta1 care costs more
_effectively than the new Jederal Prospective Payment System (PPS) - in 1983
hospital costs in New York State increased by 8. 2 percent, compared to a °
natignwide #ncrease of 12.3 pev'cent° also, the average Medicare per patient,
payment 1n New York State 1ncreased by 5.29 percent compared to a nationwide

*

increase of 9.5 percent;

. .
('} it has saved ttle Medicare trust fund Hterany hundreds of

m11110ns of donars - in 1983 alone, this savings amounted to $153 millfon ¢
dollars; all payors uou1d have spent a total of $400 million do1'|ars more if .
costs in the State increased at the national rate. However, successful cost
c0nta1nment programs in New York precede the 1mp1ementat1w of the Prospective
Methgdology 1n 1983¢~ Based on data from the Health
tration, 1t\uw./wears that during the period from 1975

to 1965, New York State will have saved the Medicare program over $11 b1111’6n

Hospttal Reimbursement

Care Financing Adni
dollars. (See T, 1eﬁttahched);

] it has kept the doors of our health care institutions open for
the most vulnerable of our citizens, ‘ ¢

Because of this record, we think that our syete:rf can provide valuapfe/ x’
{nformation to you as you examine how to reach our mutual goin of ensuring
access to quality health care to all - including those iow income persons,
inelfgible for Med!caid, who are faalg through the cracks of our Mealth care

delivery system. .




‘ .
We began our ynique three year hospital 1n-pat1ent_f1pdnc1ng

experiment on January 1, 1983. It is p;edfcafgd on the assumpg&yn that there
are not endless resources to invest in health care -- and therefore, those
dollars Shat are available should be aiiocated prudently and with an eye
toward priority services. The three primary goals of the system are:
. . :

s to mintain expenditure‘growth in the system at reasonable

levels -- for example, inflation -- through a uniform,
- prospective methodology; ‘

-

S ’ .
g e  to achieve a stable and predictable revenue baseyfor hgspitals;
and
.G . > N

e to re.nvest thoﬁéiTUﬁd§“1mitiﬁﬁﬁ?ﬂ‘ﬁfﬁ@?ﬁise have been spent 1a
a . @ less controlled environment, to help meet the costs of
Ve -

. trecting the uninsured -- and to allocate those funds to

fa:111ties most 1n need.

-
.

New York' s reimbursement system xecognizes the need to support
.hospitats that. provide essentially free care to our most vunerable citi&:}s.
The growing cost of health care has removed medical care from the reach of
m1111ons of Americans. There are a number of netghborhoods in the cities of
Néw York State ghatqdre characterized by -a poor economy, poor housing, a ’

system that does not foster economic upward mobility, chronic 111nesd and'high




| infant mortality rates. ~These cre frequently;§he'qpighborhogds with

significant medically indigent popula“fons, These areas are not particulaﬁIy

ﬁttractive places to 1ive and work and few doctors are interested 1n

practicing 1n them. “
v

In many cases, the hospitais in these areas provide the only meﬁica1

care available to this population. They have taken it upon themselves to J

serve their communities regardless of the ability of the residents to

pay--incurring deficits as.a result’ and pushing some hospitals to the brink of

bankruptcy. Providing support for thése fac111t1es takes on an even greater \

importance, 1f we view the hospita1s as major community organizations which \\

provide not only health care, but supportive services and employment. N
Traditionally, hospitals were able to cover the costs of charity care

and bad debts by seeking philanthropic support and by shifting costs to

patients covered by the commercial fnsurance carriers, However, most L

hospitals in the inner-city receive 1ittle philanthropic support and patienfs
covered by commercial health insurance plans usually seek care elsewhere,
Recognizing the haphazard nature of this situat.cn, our State reimburs;ment
program has come tb the support of these {nstitutions through a more equif;b1e
allowance for U¥wdebt and charity care. This allowance has kept many needy
hospitals financially solvent and has enabled the continued provision of care
to the economically disadvantaged., This is & particularly critica;,prob1em in
major urban centers due to the high proportion of individuals 1iving at
poverty level or near-poverty levels, (Lust year, New York's non-public

113 - .




105

* hospitals were able to provide over $325 million dollars of care to those who
could not pay. We have done this while sti1] keeping the increases in
payments to hospftals from government health programs and {nsurance plans well
below the nationa) average. We can only continue to afford financing this
care, if the cost growth of hospital care is maintained at this current Yow
lével. ‘

The mechanism for distribut1n§ ;hhds for bad debt and charity care is

simple. Each third party payor of health care services increases 1ts payment

rate by a specific percentage. These amaunts become part of regional funding
pools and are distributed to hospitals based on each hospital's need. There
are discrete pools for public hospitals and for voluntary nonprofit and

proprietary facilities. A hospital s eligibi11ty for funds s dependent upon
fts making & reasonable effort to obtain payment from those it serves and the

ongoing provision of services to patients unable to pay.

In 1983, tota) statewide resources available to finance bad debt and
charity care equalled 2% of tota) statewide reimburseable costs or $160
| million. 1In 1984, the poo) equals 3% or approximately $250 mi114on and in
\\ 1985, the pool will equal 4% or approximately $360 mil1fon.

Of the $160 miilion available in 1983; major public hospitals
received approximately 193 of this amount or $30 million, This amount was,
based on the ratio of such hospitals' reimbursable ispatient costs to total
statewide reimbursable costs. The remaining $130 million was distributed

N
A}

! -
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through reqional pools to aid voluntary and gropVIetary hospitals based on
specific need to achieve a uniform:levei of support. Voluntary and
proprietary hospitals eligible for this relief received approximately $.39
cents for each dollar spent on bad debt and charity care. In 1984, we
anticipate that the voluntary and proprietary hospitals eligible for this
suppgrt will receive $.62 ¢ents for each dollar spent on bad debt and charity
care, In 1985, we estimate that they will receive $.85 cents on the dollar,
In absolute dollar terms, this means that those facilities which provide the

bulk of the free care will recelve tne bulk of support.

In addition to the allowance for badvd;bt and charity care, New York
. State's reimbursement methodology alsp includes a special allowance for
financially distressed hospitals. During 1983 and 1984, approximately $44
mil1ion dollars, will be available for distribution on a regional basis to
assist facilities experiencing severe fiscal hardship due to their
extraordinary bad debt and charity care loads. The purpose of these funds 1s
to avert a crisis which may threaten an institution's fiscal viability and
Jeopardize the community's access to health care. The funds can be awarded,
based on specific criteria, to specific facilities which qualify for them. If
unused or partially used, the remaindér is added to bad debt and charity pools
for uniform distribution. It is clearly a major factor in our State's efforts

to provide needed health care to the economically di<advantaged.

111
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Allowances for bad debt and charity care and for financially
distressed institutions clearly address concerns expressed by Congress when it
enacted 1egislation to promote state alternativ;s to the national '
reimbursement system. Although the current federal Medicare reimbursement
system is a great improvement ovér the retrospective payment system Medicare
used in @he past, it still raises many unanswersd questions.

' '
Cne of the concerns raised about the new federal reimbursement system

was whether it would bring the cost savings and basic changes in medfcal care

_that its .supporters claimed 1t would, 'n ﬁnny ways, the future of the

Medicare trust fund is dependent on the cost savings the system is intended to
accomplish., Every American has an fnterest in the success of the néew system,
but there is still as yet no sound evidence that these goals will be
accomplished. In the event that our expectations about the new federal system
are not realized, concepts derived from Hew York State's experience, could be
quickly employed to -modify the federal system.

Another concern raised was whether the national program would bring
about cost savings in every state. Like all national programs, the new
reimbursement formula must rely on common denominators and geﬁera1it1es. The
new system works well in some states, but in others 1t may be unable to
accomp)ish its goals. It may overpay hospitals in some states and underpay

and create severe financial hardships for hospitals in other states.
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2\ A third mjor concern was whether the new reimbursement system would
bring about cost shifting and higher health 1nerance premiums. A .
reimbursement System that controls only thﬂ payments of one health care
program may.promote cost shifting and may do 1ittle to control total health
care costs. Cost shifting is simply a means of charging some patients more to
cover the Yoss of revenues from other patfents. It allows hospitals to ignore
the cost control program of a single health care program and to avoid the more
difficult task of containing costs. But cost shifting also has a more
sinister effect. It threatens one of the most basic benefits of the American
worker =~ health insurance coverage. Cost shifting means an increase in '
employee health insurance premiums.. As experience has shown u;. increases in
premiums force many businesses to eliminate or to reduce health: insurance
coverage for their employees. Obviously, this can potentially lead to an
increase 1n the numﬁar of economically disadvantaged people in need of health
ca;:, with no means of paying for 1t. New York's system avoids the potential

cost shifting problem by including all payors in the reimbursement methodology.

A fourth major concern was wheth:r the new reimbursemen:: system would
threaten the very existence of those hospitals that serve the economically
disadvantaged. Few banks and other financial fnvestors consider inner-city
hospitals and other facilities that serve the economically disadvantaggd as
sound investments. Since & large number of patients are unable to pay, the
hospital's financial solvency is alyays questionable. Because ;f this lack of
financial support, ‘these hospit;ls are often unable to make needed renovations

and modernization efforts that would enable them to function as efficiently as
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s
a more prosperous hospital would., As & result of the new federal

reimbu?sement systom, these hospitals will be at an even greater disadvantage

since the system shortly will not recognize hospital specific costs, and will

ultimately establish a uniform price for each diagnosis. This problem {s a

cyclical one since as a facility deteriorates, persons with a payment $ource
‘5w111 tend to‘use more modern and efficient faci{ities, while the economically J

disadvantaged will be forced to continue to utilize the deteriorating

facility. " The financial solvency of the hospital will only deterforate -

further,

Therefore, faced with the untested and untried reimbursement ﬁrogram
that could spawn cost ghifting an& other problems, Congress chose to encourage
state all-payor reimvursement systems. In many ways, Congress looked upor the
state systems as a safety net as we experimented with a new national
reimbursement system, and as a 15& to measure the success of the new system.
As part of the legislation that created the federal Prospective Payment
System, Congress explicitly added a proviston aimed at encouraging state
probrams. This section of law, Section 1886(c) of the Social Security Act,
sets forth the explicit conditions and requirements for Medicare's
participation 1h a state system. Congress also enacted special provisions for

the four states that had already implemented all-payor reimbursement systems.

Although Congress intended that states have the option of developing
all-payor state reimbursement systems, the Health Care Financing

Administration (HCFA) apparently does not share this view.
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Congress had intended that HCFA issue the final regulations governing

state all-payor systems by October 1, 1984. HLFA has yet to propose . o
regulations and there is 1ittle evidence that these regulations will be

forthcoming in the near future. , . ;

Congress explicitly established standards by which HCFA is to judge 0

the effectiveness of state alf—payor refmbursement systems and to recoup

monies if necessary. Hoﬁever; in draft regulations now circulating, HCFA has

developed 1ts own standards, which we believe are contrary to the statute.

In Section 1886{c) of the Social Security Act, Congress required thé
Secretary to judge the effect of such state systems and recoup funds if e
necessary on the basis of the rate of increa;e in the cost of hospital
services in that state as compared t9 the national rate of increase. The law
further explicitly provides that ;tates have the option of having this test

&pp1ied on the basis of aggregate payments or payments per discharge,

HCFA, in reviewing New York State's proposal for determining the
effectiveness of our system, argues that Congress did not really want the
states to have this option. Instead, HCFA argues that Congress really wanted
the Secretary to choose whether to apply this test on the basis of agqregate
paymants or payments per discharge. . B
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We belteve that 1t s not appropriate for HCFA to make an abitrary
a )
decision to judge the effectiveness of our reimbursement system in whatever
. .
wdy suits their purpose. In our view, such a decision represents an effort to

ignore the desire of Congress to assure that alternative reimbursement

methodologies continue to be tested and refined.

"

Although not a panacea, New York's Prospective Hospital Reimbursement.
Methodology offers significant advantages. Most hospitals will receive added
income, and the industry as a whole will benefit from increased fiscal
stability and predictabi]ity of révenues. Our system has successfully
controlled the rate of inciease of hospital costs, 1t has promoted equity
among payors and has strengthened the financial situation of facilities close

to bankruptcy as a result of uncollectable debt and Eharity care. Many states

" “are aurrently ufable td meet their obligations to support health care for the

economically disadvantaged--the New York system allows us to do this while )
successfully controlling cost {ncreases. '
' | 3

I should also note, that althougp our reimbursement methodology 1s,
at this point, only responsive to the bad debt and charity care problems of.
hospitals, New York State has recently taken one additional step. We have
provided a direct State appropriatioﬁ of $2.5 mi11ion dollars for the
provision' of health care to the medically indigent in neighborhood primary

care centers.
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Qlln order to continue our successful all-payor prospective
reimbursement system and to continue to meet our obligations to support health
care fér the economically disadvanfaged. we wisﬁ to to assure that the @ptioﬁ
to seék an extension of our Medicare waiver {s available when the current one
expires on January 1, 1986 -- if 1t is in the best interest of the Staté, 2l
of the payors, and our system of hospital care to do so., We hope that you
continue to suppd%t the need for further testing of reimbursement methodolgies
aﬁd that you closely monitor the Adninistration's actions concerning the

granting of Medicare waivers.

We are pleased to be able to contribute to your efforts to determine
how best to ensure access to health care for all and'hope that you will agree
"that the New York State reimbursement system has made major steps to finance
health’ care for those who are "falling through the cracks" of our health cave

delivery system. Thank you.
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Senator DURENBERGER. I try to keep these questions minimal .
since we've got a number of other panels and a variety of other
questions in writing; but first, Dr. Axelrod, ] wonder if you would
help me understand just a little bit more about the way in which
the third- art{l payors are charged on their rates for the bad-debt
pool and the charity-care pool—or maybe it's one pool. e

As we all know, there are certain experiments going on around
the country. I think Dorothy referred to the Florida situation in
which they are using a slightly different way: to-tax health care for
health care premiums to provide for the poor. I would argue with
your conclusion on the bottom of page 9, that the Congress intend-

“ed that the States have the option of developing all-payor State re-

imbursement systems. To the extent that I am a part of this Con-
gress, there are not going to be any more all-payor systems in thig
country, if I can help it. And HCFA is absolitely right.

Now, someplace in between the good that New York is accom-

lishing, with something that looks somewhat like an all-payor
ind of an arrangement with some regulation on the spreading of
the cost, and what some of the other people are experimenting
with around the country, I suppose is t?\;o future of the waivers.
And we have to be very sympathetic with what New York has been
able to accomplish with a very difficult and complex set of obliga-
tions. But at least New York got out ahead of it a long time age
ang is trying to wrestle with it. - -
ut just so I understand how the New York system of financing
part of that health care for thie medically indigent operates, tell me
a little bit about how the State assesses those rates on payors.

Dr. AxeLron. The major payors, inicluding the major private and
public payors, for whom rates are determined by the State, in-.
volved in the all-payor system, paid an additional 2 percent in
1983, 3 percent in 1984, and will pay 4 Eercent in 1985 for the bad- -
debt and charity-care pools, as part of the revenues paid directly to

-the institutions. What that means, for example, is that commercial

payors for whom charges are set by the institutions will have that
additional add-on put into it by the institutions themselves. There
is a maximum diffgrential also, so that the differential between the
so-called Blue Cross rates as opposed to the commercial rates are
limited to 15 percent.

, Senator DURENBERGER. Take me through that one again.

Dr. AxeLron. OK. _ ) , .

Medicare, Medicaid, and the voluntar pafrors paid an additional
2 percent in 1983, 3 percent in 1984, and will pay 4 percent in 1985,
as part of the rates paid to the institutions. For commercial payors,
the institutions currently have a charge-based system; but the dif-
ferential between Blue Cross and the charge cannot exceed 15 per-
cent total. So that in determining the charges for those commercial
payors, the institutions are treated similarly as those in the all-
gayor system, over which we have direct control of the cost of the

ad-debt and charity-care pool, which is 2 to 4 gercent over the 8
years of the waiver that we currently have in effect. Bad debt and
charity care are combined. '

To deal with the problem of collection, there is a requirement
that there be a maintenance of effort, and we do audit the institu-
tions to make certain that there is not a major shift from what is
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described as “bad debt” to “charity care” over the course of the
~ waiver period. So there is a single pool which covers both elements
" but in which there is independent auditing to assure the mainte-
nance of effort for collection of bad debts.

Senator DURENBERGER. How do you enforce the fee, or whatever
we are calling this, on the payors? -, '

Dr. AXELROD. It is in the rates that are calculated directly in the
paymients to the hospitals. We determine under statute the rates
for all the payors. So when we calculate the rates to be paid to the
institutions, it includes the sums that are allocated for the bad debt

~and charity care, as well as the several other pools that have been”
isncorporated into the rate system under the waiver in New York
tate. :

Senator DURENBERGER. So does that mean that I can’t do Medi-
care business in the State of New York without paying—what is
it>—4 percent this year for your bad debt? .

Dr. AxeLroD. Three percent this year. Yes; that is correct.

Senator DURENBERGER. And has HCFA acknowledged that that is
appropriate, that the Medicare trust fund be charged 3 percent of
these costs to take care of bad debt in New York hospitals?

Dr. AXELROD. Yes. o

Senator DURENBERGER. That’s part of your waiver arrangement?

“ Dr. AXELROD. Yes, sir.

Senator DURENBERGER. Very interesting.

I’d rathet have it happen in New York than in-Boston, but I still
am a little uncomfortable.

Dr. AxeLrop. Well, I tnink there are special considerations. If
one looks at, as I tried to point out, the overall rate of increase in

New York State, there have been major benefits to the Medicare

fund over the course of the last 10 years. Some of those benefits
- have resulted in major problems, with respect to the provision of
care within inner city hospitals that are experinncing the greatest
difficulties with the bad-debt and charity-care issues. So in discus-
sions with HCFA on the waiver, that was a major consideration. It .
was not something that HCFA offered to do without a great deal of
discussion.

_There was another major element, and I think that it needs to be
.acknowledged with respect to the uniqueness of New York State, at
least on the east coast, and that is the number of illegal immi-
grants who are in New York State. The number of illegal aliens for
whom health care is being provided in the public facilities as well
as in some of the voluntary facilities, is enormous. And there was
an acknowledgement on the part of the Federal Government that
it bore some responsibility for those costs, for bad-debt and in this
caslti charity care that were being provided by the institutions as
well.

Senator DURENBERGER. But the anly point with regard to these
hearings is that workers in America are being charge 1.45 percent
of their earnings—and it is going up every year—into a edicare
trust fund that is going broke, so that the Federal Government can
discharge its responsibility for illegal aliens, or whatever. That is
the point of this hearing, I guess. And I'm reall glad that you add
that dimension, because clearly what we are doing here, through
this waiver es an example, is we are sort of indirectly discharging
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some other Federal obligation through the Medicare trust fund, as
are other people.

Now, I am not arguing that it should or shouldn’t be done. Prob-
ably in New York, given a variety of the condition and given the
accuracy of the chart behind you, maybe that’s not a bad way to
go. But before vou came in, in my opening statement, I dealt ‘prin-
cipally with the purpose, or one of the purposes, of this set of hear-
ings, whith is to identify what it is we are doing so that we can -
deal with it in a more explicit fashion. And I guess you would have
to acknowledge that to the degree that a system like New York's—
even though it seems to save money—continues to use Medicare
and Blue Cross and a lot of other systems to finance the bad debt
of hospitals, to finance the care for the poor, to fifiance for refu-
gees, and so forth, it prevents us at least to some degree from deal-
ing a little more specifically and explicitly with how best can those
people be cared for in this system.’ > , :

There is an admission that the existing system works just fine, so
“let’s just continue to send the bill for it to the third-party payors.”

Dr. AxeLreo. If I may, Mr. Chairman, I think that that is pre-

_cisely the intent of the waivers that are granted to the States. I

think there are ways to utilize the waivers to address precisely. the
kinds of questions that you havg raised. We are in fact evaluating
the way in which the waiver has dealt with the whole of the health
care system in precisely the context that you have defined it. I
think that we are going to seek major changes'in the way in which
our waiver is structured, because I'm not sure that it has addressed
adequately some of the other questions that relate to the way in
which heaith care is to be delivered to all segments gf our popula-

_ tion, whether it be in New York Sthte or elsewhere.

But again, it only tends to emphasize the importance of having
other options to evaluate the kinds of pressures that can be
brought on the health care system to be more responsive, rather
than to simply have a single PPS system. ‘ '
~'Senator DURENBERGER. Yes. And-that's why I think the New
York system is a good one, because we won'’t even start getting into
graduate medical education today. But if we don’t deal in the
larger sense with that kind of a problem, you know, we can’t
expect New York to be able to change a lot of the way that it is
doing it, other than in an incremental sense. A

But I do think the State is a good example of the problems we
have created for ourselves in this country, with this variety of cross
subsidies just to keep thé system going.

Dorothy, you mentioned that 55 percent of the money spent on
indigent care is drawn directly from the county taxes, or property
taxes, I guess.

Ms. Kearns. The $10 million that I speak of actually is from the
groperty tax. The $1.5 million is from the Department of Social

ervices, That is their match for Medicaid.

Senator DURENBERGER. Rick, we haven't come badk and visited
for several years the whole issue of State pooling arrangements,
and you mention it in your statement. I sort of have the impression
that they looked like a great thing in about 1979-80 when they
first came up. I know Connecticut had one, and Minnesota had one,
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: P
and maybe there were a couple of others. What has happened to
them since then? ! )

Mr. Curmis. Well, I'm hardly an expert in this area, I think, first
of all, the point has to be made that by and large those pooling
mechanisms do not really imjprove access for the poor. They do im-
prove access for uninsurable}individuals who have preexisting con-
ditions, and so forth. But the way théy aré -normally structured,
people have to pay a premiuin that the poor could not afford, even
with the pooling mechanism. , '

As I mentioned in the testimony, the ERISA exemption of self-
insured entities, which Hawdii has gotten around through specific
explicit exemption language jn Federal law, really severely limits
the potential of this approa¢h at the State level becauge of the
extent to which employers 8ré moving to self-insurance.

A related example of that problem—I understand in Florida,
when they were looking at revenue sources for the medically indi- |
gent, they originally were thinking of some sort™of a tax assess-
ment on insurance. But in Flgrida, as in many other States, an in-
creasing number-and a large| number currently of private sector
employers are self-insured, angd that meant they would have been
exempt, and it would have created all sorts of market problems
and inequities. So instead they Jooked at an assess\nent on the hos-
pital sector. , RN

Now, in fact, they are not now\using those revenues to set up the
indigent fund pool they originally envisioned in hospitalg, because
as a first step they used the funding to establish a medically needy
program—they did not have one in Florida—to shore up the State
match needed for that. {l ,

So as a result, what we have there is a funding source coming
from the hospitals and all-payors 'of hospital services being fun-
neled back into a broader set of services through a Medicaid/medi-
cally needy program. In my view it is a sensible approach, but a
more sensible approach would be an assessment on all payors, rep-
resenting a more comprehensive package of services. R

Senator DURENBERGER. Well, can I ask that question of all three
of you? My access to the health care system is financed through my
work, in effect, the tax on my wage. The elderly’s access is financed
through my work also, and for a coupl of years in their lifétime
through theirs. But when we get to the poor, we come back and tax
my admission to the hospital, or my purchase of a health insurance
premium. Why do we do that? Why don’t.we finance the access of
the poor into the hospital and doctor system bay' taxing me in my
general revenue sense? Why is it that it's my a mission to the hos-
pital that has to be used? Why can’t we spread it so that all people
in the country help to take care of .the poor, not just sick peop e?
What is the rationale for that? .

My, CurTis. Let me start by saying of course Medicaid, State and
local, general assistance fpro rams, and so forth, are by and large
?upported with general fund revenues through Federal, State, or
ocal. .

Senatot DURENBERGER. Right.

.1\’/_1{. Curtis. And those are the largest programs. :
hink it's arguable that, logking at the substantial expansjons
of State and local general fund based revenue sources, not only has

- ‘
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~ have is that we grovide a stability and predictabili :
— to the amou oney thalt oing to be available,:th in-
-~ 2 E'

the problems I outlined in terms of volatility, but in addition, as
you well know, in many States there aré popular referendums that -
& constrain the rate of growth in public sector revenues. Those con-
_straints, I believe, at least, are more severe than you are going to <
+ ‘see as a rate of increase in the health care sector even through ef-
/gective regulation in New York or through an effective-functioning .
market in Porter, MN. I think that the preference through the
marketplace or through regulation of the American people, because
> of improvements in technology, increasing elderli/ population, and |
so forth, 18 going to be that the rate of increase that is acceptable - '

) \Ln'the health care sector is gubstantially larger than the rate of in-

“erease that the American public will allow in the way of revenues
to State and local governiment. If that is the case, then it seems to
me \ery sensible to look at financing sources that are directly tied
to thgse judgments about what is acceptable in the way of an in-
the health care sector. It-will also help to avoid artificial
consifaints on the rate of increase in the health care costs gverall,
upon what .State or local government has for their welfare
programs, which is what you are going to get Back to.

Senator DURENBERGER. But, you. know, I represent. 29 million
people and a payment inechanism under those 29 million people
that is on the verge of bankruptcy. Now, how are you in the indi-
vidual States going to force me t%yay a premium for the poer out
of that bankrupt tgust fund? How’are you going to manage that?

There is one wax. )y can do it—you can go this route right here,
and say that, you know, we're ?ng to freeze in place all of the

hospitals, and we are goingsto haye all-payor systems, and all that
sort of thing. And then the elder]y in New York or Massachusetts, - .
or some other place, will be deprived of a lace to go because i
won’t pay the ‘“poor premium.” You know, then they scream, and
D’'Amato and Moynihan thén get on my back) and then we cave in,
or something like that. [Laughter.] - ;
But why are we going to make the elder
pegfle ay for these systems? .
: r. Curms. OK. I should clarify. I was-tfying to describe the ad-
- vantage of the Florida approach. When it comes to thé arplicabilitf;
and appropriateness of using Medicare trust fund dollars, I will
leave that to an exchange between you and Dr. Axelrod.
.Senator DURENBERGER. Mayhe Dr, Axglrod will respond.
" Dr. AxeLrop, Well, certainly>I would

_ and all of the working

agree that however you

look at it-the tax base is going to ide for it, whéther it comes
out of the Medicare trust fund-or wlether jt comes out of taxes on
employees’ health ﬁlans, or however elfjexit’is structured.

he one thing th

at occurs with respect to usin% g-xe sy}'lstem.we
ity with res

dexed to the actual cost ofde -of health care,.not to ».me arti-
feial indices that arqgEBt to limit the cost of growth for one seg--
ment of our populatign; that there is an equity issue with respect
to the availability gf health care to all of the citizens, not necessari-
ly one who the other pettion of our ¢itizens. And one way of pro-
viding for that equity is to key it to the actual expenditure rate
that is occurring in the rest of the health economy rather than
simply for that which is identified as being a group that somehow
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. [
is a ne'er-do-well popul.tion who cannot afford or should not be af-
forded the availability of health care or access to the same degree
that those other insured populations are.

Senator DURENBEKGER. But, Doctor, what I can’t understand is
why you don’t put a tax on restaurant meals and food in the gro-

. cery stores to explicitly pay for food stamps in New York; or, why
don't you put the property tax, a premium on the property tax, on
homes in New York that will go into subsidizing housing for poor
people th New York? ‘Ghy‘ is it only in the health care area that
people who get sick have to pay for the poor that get si~k? What is
she logic in that? ’

Dr. AxeLrop. I think that there are several issues. I think that
th% first is, of course, that the health care is considered somewhat
differently fro almost any other element, whether it be food or
whether it be housing or any other part of our social program. I
sthink there are differences, and that while we are prepared to
accept certain inequities with respect to availability of housing and
with respect to the availability of foods, I don’t think that our pop-
uldtion is prepared to expect inequities with respect to' the avail-
ability of health-care. And I think that it is true that eventually, if
you have an individual identifiable allocation that is indeperdent
of what otherwise is occuiring within the health care systern, you
will certainly move to a situation in which health care is going to -
be geared to some independent parameter that has nothing neces-
sarily to do with access 4o quality healtn care, which I think is
what we «ii are trying to obtain. TN~ }

Senator DURENBERGER. Well, we are running out, of time, This is
" not, a dead horse, it is a very live horse, so I don’t want to heat it

" anymore. And I don’t think the proposition here is that of diamet-
ric opposites. I just hope that as ye go along through this process
we recognize the weakness of politicians to address these problems.
You know, it is s0 much easier to stick with the old system, in
which ;ou hide the poor in my Blue Cross plan, thun it is to go and

_raise the taxes, because, just as you said, nobody wants “their

" taxes” raised. Elliot Richardson sure knows that. Nobody wants
their taxes raised. [Laughter.] .

So the better thing is “pretend the problem doesn’t exist.” And
my problem is that that’s what is responsible for the $360-360 bil-
lion a year in health care costs in this country, because in New
York I can't play much of a role in holding down those kLospital
costs becapse | just don’t get rewarded in any way—I have to rely
on Dr. Ayelrod and the system to hold down the annual increases
in there, and they are being pushed by the poor, and they are
being pushed by the teaching hospitals, and they are being pushed
by the new liver transplants. And I can't get any reward in ‘that
I\{ew York system, I guess, for getting in there and making some
hatter choices.

But I still like it better than what I see in some of the other
gartlf of the country. So, given the problems that you have in New

ork——

Dr. AxeLrop. Well, I think if you give us an opportunity to con-
tinue our waiver, we will provide you with some other options.
[Laughter.] : g
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Senator DURENBERGER. That was the interesting comment that
you made, that maybe that waiver can be structured or restruc-
tured in some way to give us the value of how you can go after
some of those other subsidies. .

Dr. AxeLrop. With your help. [Laughter.]

Senator DURENBERGER. All right, thank you al! very much. We
appreciate it. ’ '
"~ Ms. Kearns. Can I say one thing to you?

Senator DURENBERGER. Of course.

Ms. Kearns. I agree with you as a public official in your com-

ments about how we go about this. And 1 read a little statement

somewhere about public education that said, “How do we treat this
difficult issue?” And it said, “You attack it on all fronts at once.”

‘ And I think this shared responsibility is our answer to that.,

Senator DURENBERGER. Got it.

Thank you veriy much.

Our next panel consists of Michael D. Bromberg, executive direc-
tor of the Federation of American Hospitals; Robert B. Johnson, ex-
ecutive director, District of Columbia General Hospital, accompa-
nied by Sharon Hildebrandt, director of the State Issues Forum, on
behalf of the AHA; Ray Newman, chairman of the board and chief
operating officer of the Dallas County liospital District, on behalf
of the National Association of Public Hospitals; Dr. Bob Heyssel, .
president of Johns Hopkins, and John Cooper, president of the As-
sociation of American Medical Colleges; and Judith A. Ryan, execu-
tive director of the American Nurses’' Association.

Let me say that I appreciate all of you being here today and your
advance texts, all of which will be made a part of the record.

. Apparently these lights have been working on a 3-minute

?y:dtem. As you notice, if you go over a little bit you don’t get penal-
zed. .
The questions are so lengthy and so numerous in this area that I
am going to have to submit them to all of you in writing. So maybe
if you need to take 5 minutes and make a decent opening state-
ment, then feel free to do that. :
I guess we start in the order you were introduced, with Mr.
Bromberg. :

[The questions follow:]

S’PA’I‘EMEN’P OF MICHAEL D, BROMBERG, EXECUTIVE DIRECTOR,
FEDERATION OF AMERICAN HOSPITALS, WASHINGTON, DC

Mr. BromBerG. Thank you, Mr, Chairman. I want to join with
some of the others in commending you for having th&e hearings. I
have been at several meetings in the last couple of months where
this issue has come up, and people have asked the question, “‘Does
anyone in Washington care?”’ And tlf: mere fact that you are
having this hearing I think is going to hvld out some hope.

Our organization has adopted a resolutin.. vecently clarifying ouy
position on this issue and stating that v ¢ he'ieve it is a national
priority to develop public policy in this «:ea particularly because
price competition is makir:F it clear that m%escan no longér solve
this problem through a hidden tax or a cross subsidy; as we have
been doing historically, Historically it has been done through
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either higher charges and not tellinf patients what they were
really for, or public hospitals, hopefully adequately funded at the
State and locar level, were solving most of the problems.

Price competition is changing all that, and in terms of our indus-
try, we're somewhere between $4 and $5 million of a total that is
over $6 billion in terms of uncompensated care. (

Public hospitals obviously are providing three and four times the
amount of uncompensated care, if not more than that, than private
nonprofit as well as private for-profit hospitals.

e believe a broad tax revenue base is necessary tv finance this
problem and that there is a proper Federal role. Unemployed and
uninsured workers in Detroit 2 years ago, tfor example, could not be -
asked to look to their county or State government alone for ade-

quate financing; there are geographic variations which make thisa .

ndtional problem. ’ ) ,

Ideally, we would urge you to consider a Federal block grant to
provide funds for the States based on their economic needs. The
Federal budget deficit may make that ynlikely; however, we still
think it is a friority issue, and perhaps, other Federal block grant
programs could be expanded to cover indigent care.

Since such a high percentage of the cases are related to materni-
ty, broadening block grants in that area might be a way to start
.along that path.

Since the Federal income tax law subsidizes employer purcased
insurance with no limit, a tax-free fringe benefit which primaril
helps the middle class, a cap on this benefit could Rrovide new Fed-
eraf revenues for such a block grant program.

In our testimony we quote from the President’s Ethics Commis-
sion report chaired by Morris Abrams, I think a quote which really
I won't read now but it does sum up the ethical. F noticed in your
opening comments you mentioned there are moral issues here, and
they did raise the moral and ethical issue of how we can give more
than a $30 billion subsidy to the middle a «d upper-middle class,
more than twice what we spend on Medicaid, and not give @¢nything
directly to the people who fall between the cracks. I re-ly think it
is a moral issue.

I want to talk briefllz'l about the States. Several States, in fact
more than a dozen we think, are presently seriously considering o
tions for dealing with indigent care. One 1s to increase Medicaid eli-
gibilit%: or add a medically needy benefit which obviously would at-
tract Federal matching money. Other options include property tax
earmarking, alcohol, tobacco taxes, or excise taxes on private insur-
ance.

I do want to comment on the Florida situation, because we be-
lieve that this ig kind of a sick tax, a Robin Hood tax, and a much
too limited grolp to be an equitably broad-based tax which wounld
meet what we think is society’s responsibility and not one part of
it. )

Two comments on testimony from a prior witness, very briefly
before I close. One is that the 2-percent add-on in New York, from
the point of view of hospitals, really comes out of the pie. In cther
words, if hospitals wind up with a b-percent price increase, the
don't really look at it as the payors are paying 2 percer .; they loo
at it as they would have gotten 7 and they are only getting 6--simi-
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lar to what is happening in Florida in terms of a Robin Hood ap-
proach.

And second, when I hear talk about waivers benefiting illegal
aliens in New York, I can’t quarrel with that; but I do wonder
about what about the illegal aliens' in California and Texas? In
other words, every time we grant a waiver it has an impact on a
State other than that, as I think you covered.

In conclusion, we do commend you for holding these hearings,
and the only other point we would make—and I think you are
going to do this in your third set of hearings—is hat we do think

« there are many ways in which to deliver the care once the revenue

is raised. We have concentrated on the revenue. And there are
cost-effective ways to do this, using competitive health plans, but
that. really those options should remain at the State level, but more
of the funding should come from the Federal level.

Thank you, Mr Chairman.

Senator DURENBERGER. Thank you.

Mze. Johnson?

[Mr. Bromberg's written testimony follows:]
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The PFederation of American Hospitals is the
national amsociation of investor-owned hospitals and
health care systems representing over 1,100 hospitals
with over 135,000 beds. ‘Our member management compan-
ies also manage under contract more than 300 hospitals
owned by others. Investor-owned hospitals in the United
States represent approximately 25 percent of all non-
governmental hospitals. In many, communities, dinvestor-
owned facilities represent the only hospital serving
the population. '

The Federation of Amefican Hospitals believes
| 1t should be a national priori ¥, to develop an effective
public policy to finance and ‘aeliver health services
to those .who are unable to pay for their heglth care
and who are uncovered by existing government or adequate
private insurance programs. This issue is increasing
in 4mportance as the health'syetem' becomes more price

competitive due to pressures from business, insurers

and government to reduce costs.
More than ten percent of +the population 1lacks

government or employer sponsored health care insurance.

Historically, services to indigent patients have Ybeen
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subsidized by private vpatients as part of charges or
have been provided at pudblic hospitals where pért of
the operating funds were funded from state and local

taxes.

Our health care delivery system is undergoing
a revolution. The revolution, moving from a cost “based
to a price based oystem is causing a change almost .
overnight in the say hospitals do business. Purchasers
_of health care aléo play a significant role in this *
revolqﬁion by now demandiﬁg more cost effective and
efficient care.

-

Price competition has made it difficult for private
hospitals to continue cross-subsidizing indigent care.
Private payers, employers and business coalition have
mohnted increasing resistance to paying for uncompensa-
ted care through this cross-subsidy. The total uncompen-
sated care burden on community hospitals exceeds $6
billion. The investor-owned sector of the hospital
industry assumes over $400 million of that total, repre-
senting over four percent of revenues, approximately

the same percentage as non-profit, non-public hospitals.

Data indicates that more than 50 percent of indi-
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gent patients are hospitalized for maternity or accident
cases énd that about two-thirds of the coate are in
low technology and lower than average cost admissions.
The basic public policy question is whose respon-
8ibility is it to finance this needed care? We believe
government has a proper role as provider of last resort
for the ponT. The public hospital has historically
filled that role as an arm of government but adequate
funding is not bYeing appropriated and more.efficient
delivery of care must be assured. The tax revenue
to finance indigent care should be broadly based because

society as a whole should meet its responsibility +to

care for the disadvantaged.

There is a proper federal role in finaneing indi- —
gent care based on the geogréphic variations in numbers
of disadvantaged individuals. Unemployed and uninsureé
workers in Detroit in 1982, for example, could not
lJook to their city or state alone for adequate financ-

ing.

Ideally, we .would ufge a federal block grant pro-
gram to provide funds to the states based on their
economic needs. While the federal budget deficit makes

such a new program unlikely, this is a priority issue

41-174 0 - BY - 9 13(5
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and perhaps other federal grant programs could bYe ex-
panded to * cover indigent care. Since such a high per-
centage of indiéent cases are related to maternity
care, broadening the maternal and child health program

could be a logical start.

Since the federal income tax law subsidizes employ-

ér plirchased health insurance without limit, a tax-

" free fringe benefit which primarily helps) the middle
class, a cap on this benefit could provide new federal

revenues for an indigent care grant program.

The President's Commission for the Study of Ethical
.Problems»in Medicine has published a volume on "Sacuring
Access to Health\Care," which provides some sound adyice

- on how governmeﬁt» should establish its priorities in

health expenditures.

With reference to the tax-free treatment of employ-
erpurchased health insurance to employees, the Commis-

sion noted:

"The employer-exclusion provision Jgives a large
subsidy to thoge with a small need for financial
protection and exacerbates the tendency of lower-

income people to be less well insﬁred than those
\
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with higher inocomes." The Commission goes on
to say, "This pattern of care is difficult to
Justify from an ethical standpoint. There seens
to be 1little reason for-such government assistance
to middle and upper-income individuals, most of
whom could take financial responsibiliti,for their

own care...without undue hardship."

We heartily endorse this position and believe
that on 'fairness grounds alone the tax cap should be

applied forthwith.

The tax subsidy, now estimated at over $30 billion,
represents substantially more than the federal govern-

ment spendsa on Medicaid.

Several states are conéidering options for financ-
ing indigent care. One option is to increase Medicaid
eligibility or add a medically needy benefit. £ This
option attracts federal matching funds. Another option

is to generate new state revenues through alecohol,

tobacco or property taxes, or an excise tax on private
health insurance plans. - Florida recently passed a
tax on  hospital net revenues; however, we believe this

type of tax on a 1limited provider group 1is not an

equitable way to meet a societal responsibility. We




120 |
13

. AL
velieve the source of financ%ng should be much Ybroader-
based, from all the- peopie in the nation or all the
citizens of a particular state to assure adequate fund- '

ing and a sharing of the responsibility.

The delivery of care to indigents, however financ-
ed, should assure quality and cost effectiveness.
In prder to avoid creation of a new eA;itlement program
with open-ended budgetary impact, we believe state
or local governments should be responsible for adminis-
tration or purchasing of services. Optioné' should
includé direct ~ontract negotiations with providers
for a fixed fee or capitation rates and use of  alterna-
tive delivery systems such as health maintenance organ=
izations (HMOs), prefgrved provider organizations,
and case management programs, &8 well as direct sub-
sidies *o state insurance pools and other institutions
-with high indigent care popﬁlatione. Other items cer-
tainly can be added to wvais list.

In conciusion, we strongly ‘eupport the current
evolution of the health care eystemvtowards competition
 based on price and quality. However, to foster thie
envirpnment we must make solving the indigent care
problem & national priority; it must be <financed in

the bdroadest way, preferably at the federal level or

next at the state level; and these programs should
be ‘adminietered locally with incentives for efficiency

by use of competitive delivery systems.
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STATEMENT OF ROBERT B. JOHNSON, EXECUTIVE DIRECTOR,
DISTRICT OF COLUMBIA GENERAL HOSPITAL, ACCOMPANIED

" BY SHARON L. HILDEBRANDT ON BEHALF OF THE AMERICAN
/ HOSPITAL ASSOCIATION, WASHINGTON, DC

Mr. JOuNsON. Good morning, Mr. Chairman.

Senator DURENBERGER. Good morning to you.

. Mr. JonNsoN. Thank you very much for the opportunity to
‘ appear before the committee. I will try to give you a focus from my
rspective as the administrator of a public hospitdl here in Wash-
ington and to try to give you some sense of the experience that we

have in providing health care to a large indigent population.

D.C. General Hospital is a 500-bed teaching hospital that is affili- -

ated with Howard and Georgetown Universities. We are the onl
public acute-care hospital in Washington, DC. Last year we provid-
ed some 120,000, outpatient visits and about 85,000 emergency room
visits. We are the largest provider of ambulatory care in the Wash-
ington metropolitan area. We provide primary, secondary, and
some tertiary care services ‘to the population we serve. In fiscal
year 1984 we were operating on an $89 million operating budget;
the sources of revenue—approximately 26 percent from medicaid,
A1 dpercent from Medicare, 10 percent from Blue Cross, commercial,
and other sources, and 53 percent from tax-supported local dollars
from the District of Columbia government for medical and nonme-
dical services.

It is clear that the problem of indigency is not an urban problem
along. Though there are many rural Americans who suffer from

- lack®of access to health care, lack of access to care is largely an
, urban problem because of the concentration of large numbers of
' poor in urban centers.
The patients we see are sicker, they seek care later in the disease
process. It has been pointed out in a study by the Urban Institute
that in 1980 $7.5 billion worth of care was provided to the poor pri-
marily in the 100 largest cities. Tt is not surprising that a large por-
~ tion of that care is provided by public hospitals. Some 37 percent of
the care was provided by public hospitals, even though they only
represented some 13 percent of the hospitals in the study.
L..C. General Hospital alone provides some $35 million worth of
uncompensated care each year, in a city where all the other 12 hos-
. bitals collectively provide §70 million of uncompensated care.
Public hospitals that I represent and that serve the poor find
that their survival is threatened. We are threatened principally be-
cause of the mission we have, and that is to serve the residents of
our communities regardless of their ability to pay. Ahd even )
though we take a great deal of Fride in that and believe that that
is our reason for being, the ability to sustain that commitment is -
threatened because of the circumstances that we find ourselves in.
We serve the homeless, we serve illegal aliens, we serve refugees,
we serve a large number of people simply who cannot pay, that are
both working and nonworking individuals. We experience a large
number of transfers to our institutions, simply because of financial
- reasons. In the last 2 years we have had an over 400-percent in-
crease in the number of patients transferred to our hospital solely

tord

134"

S L L




130

3

_ for financial reasons. We don’t call it dumping, because we’believe

tRat that is our role—that is, we are here because the District gov-
erAment and this community has said that it ought to provide care
to those D.C. residents who cannot pay. But it is obvious that as we
incrdasingly provide more care to those who cannot pay, on a tax .
base hat is limited, we will find it difficult to sustain the level of
qualit} that we believe is appropriate. '
We Say that public hospitals are especially impacted by a
numberof things that have occurred in the last 10 years: the com- -
bined effects of the national and local governments’ control of
health cake costs; the development of an intensively competitive
environmeht in which hospitals that have traditional missions of
serving the\poor as well as others are increasingly reducing their
commitment\ because of financial considerations; the increased
number of the r and near-poor who are located in urban areas;
and the demand for high quality care as well as high technological-
ly acceptable care. - '
I would say that public hospitals in general are faced: with three
competing needs. Public hospitals need to have financial arrange-
ments made that ensure their ability to survive as well as encour-
age other hospitals to provide needed health care services. We need
programs that address the facilities in which we provide that care,
and we need to have sufficient flexibility to adapt to changing cir-
cumstances. , ' :
" Very briefly, we have been developing within the last 9 months
an experiment with the District government that will become effec-
tive next week, where they will begin to pay us for indigent care
on a cost-per-care basis much like Medicare and Medicaid in this
city provides care. It also will differentiate that $35 million subsi-
dy, which is now up to $43 million this year and will go to $44 mil-
lion next year. It will distinguish the nonmedical service we pro-
vide to the D.C. government agencies, and it will paKdus for what
we lose under the below-cost reimbursement from Medicare and
Medicaid. It is cost-shifting from ‘the Federal to the local govern- -

ment.
‘" We also are currently studying ways of developing an HMO for
Medicaid patients. We believe that it 1s olur responsibility to be cre-
_ative and try to find ways of solving our own problems, recognizing
that they cannot be solved solely by local initiatives.
We also believe that there needs to be ways of expanding the
way indigent care is provided, whether it is at the Federal or local
level. We believe that all payors have a responsibility to help pay
for indigent care, whether it is the State government or whetﬁer it
is third-party payors. And has clearly been pointed out in the dis-
cussions before, indigent care is a societal problem. There is clearly
a need to have the broadest base of tax support to assist those who
cannot pay for their health care. ‘
Finally, hospitals like D.C. General, a facility that was built-
some 47 years ago and designed 57 years ago, must ultimately be
replaced and must have financial support that would allow us to
maintain an acceptable physical plant. :
And finally, we must have some degree of administrative free-
dom, which is a local problem, to ensure that we egr change to
meet the changing times, can address problems if ‘a' constructive

-
b
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and creative way, and be given relief from burdensome local regu-
lations that are simply inimical to operating as a hospital.

Thank you very much for the opportunity to make a statement,
and I have submitted my formal statement for the record.

Senator DURENBERGER. Right. And it will be made a part of the
record. Thank you. ,

Mr. Newman? .
¢. [Mr. Johnson’s written testimony follows:]

<
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STATEMENT OF THE AMERICAN HOSPITAL ASSOCIATION
TO THE SUBCOMMITTEE ON HEALTH

SENATE m%rgg ON FINANCE
HEALTH CARE FOR THE EGONOMICALLY DI SADVANTAGED
Septesber 28, 1984 '
SUMMARY

The District of Columbia General Hospital, the only public acute cars hospital

. in Washington, D.C., is a 500 bed teaching hospital affiliated with Howard and
Gaorgetown Universities, and provides a range of primary, secondary, and some
tertiary setvices, . Over $35 million in uncompensated care is provided anually
to residents of the District of Columbia by the hospital. Most of our budget
comes from a subsidy provided by D.C. taxpayers.

D.C. General Hog-ital. as other public hospitals, is an endangerad species.

" We are threatened by our mission, which is to serve all patients regardless of
their ability to pay. We idre further jeopatdized because we treat more ser-
fously 111 patients and are bound by local government rules. Moreover, the
combined effects of national and local government efforts to control health
care costs and reduce outlays, the development of a competitive health care
environment, and the growing indigent population impair the level and ability
of public hospitals such as ours to sustain their historical comsitsent to the
poor while remaining financially viable,

Our ability to sustain a viable financial base is dependent on continued sup-
pori trom the D.C: government, efforts to reduce our costs, and developing
alternative financing and delivery Systems, The preservation and strengthen-
ing of D.C, General is crucial to the delivery of highequality health care to
the District's urban poor. The responsibility for health care delivery to the
poor i¢ the sole province or responsiblity of neither public hospitals nor the
government.,

STATEMENT
My name is Robert B. Johnson. I am the Executive Director of the District of

Columbia (D.C.) General Hospital, where I have served for the past eight and
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one-half years. 1 am pleased to have this opportunity to appear before this
subcommittec because I feel strongly that the preservation and strengthening
of the public hospital is crucial to the delivery of hlgh-quall'ty health care
to °le urban poor in this city and in many other cities around the country. I
also telieve that the responsibility for delivery of health care to the poor
is neither the sole province or responsibility of neither public hospitals nor

the government, '

The issue of health care’for the poor is’ receiving increased attention and
recognition a> the most fundamental health care issue facing us today. Health
care for the poor is not solely an urban problem. There are millions of rural
Awericans for whom gccess to and the ability to pay for health care is a ser-
fous daily problem. However, it is an undeniable fact of urban living in the
United States today th;t the boor are disproportionately concentrated in our

large urban centers.

A study by the Urban Institute documented that in fiscal 1980, short-termm
general non-federal, non-profit hospitals in the nation's 100° largest cities
provided care to the pgor--bad debt, charity care, and Medicaid--worth $7.5
billion. Almost two-thimds of the total volume of care to the poor went to
Medicaid recipients. Public hoeziials play a disproportionately large role in
serving the poor. While public hospitals constituted 13.3 percent of all
institutions surveyed by the Urban Institute and contained aboult 14 percent of

the beds, they supplied 37.2 parcent of all care to the poor.
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This is not surprising or particularly unexpected. The principal mission and
responsibikity of public hospitals is to serve the poor, D.C. General Hospi-
tal, the only public acute care hospital in Washington, D.C., provides over
$35 million annually in uncompensated care to D.C. residents. This in spite
of the fact that the other 12 acute care hospitals in Washington provide over
$70 nillion in uncompensated care annually. Most of this care is provided to

District residents, but not all,

I would like to provide you with some background information about D.C.
General Hospital, We have a 500 bed hospital, with 57 bassinets, D.C.
General is a teaching hospital affiliated with Howard and Georgetown Univer-
sities and provides a rtange of primaty, secondary, and some tertiary care
services, We handle about 120,000 outpatient visits and 85,000 emergency room
Jisits each year. Our Fiscal Year 1984 budget was $89 million, of which 50
percent is from a direct tax subsidy for the medical and non-medical services
we provide, Eleven percent of our patients are Medicare; 26 percent are Medi-
caid, and 10 percent are Blue Cross, commercially insured, and others., Over
the past 10 years, D.C. Genenn‘ Hospital has made the transition from a
troubled institution to one that is accredited, better organized and wanaged,
provides high-quality care, and is on a solid planning and fiaancial footing.
However, ‘lest .l lead you to believe that we do not have serious problems, let
me quickly point out that we, like most pui:lic hospitals around the country,

are a threatened and endangered species.
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No are throatened by our mission: to serve all patients
regardless of their ability to pay. This translates into a
patient population made up of transfers from other hospi-
tals, the homeless, refugees, uloui aliens, and other
special  populations historically not served by our

elaborate health care system.

Public hospitals are further jeopardized because we treat
mor: seriously ill patients: patients with multiple diag-
nosc. and those who are victiis of infectious diseases,
accidents, violence, and substance abuse, A high propore

tion of our patients over-utilizes emergency rooms.

We are bound by local government rules: for salaries, reve-
nues, purchase of goods and services, residency require-
ments, borrowing for cepital financing, and building
facilities.

of these factors, D.C. General Hospital has:

regained accreditation from the Joint Commission on
Accreditation of Hospitals; '
been reorganized under the D.C, General Hospital Commission

as an independent agerncy;
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o developed & wodern administrative organization and
attracted many well-qualified medical . and administrative

personnel:

° initiated a $25-million capital construction project to

correct long-standing life safety code violations;

¢ developed our first long-range plan 171979 and a Elve-year
plan this year; ‘

\
‘s developed a mumber of clinical program designed to meet
\
the special needs of our patients, such \as trauma care,

goriatric care, und adolescent nedicine; and

() significantly increased the amount of third-party collec-

tions.

Unlike many other public hospitals, we operate in a local political environ-
ment that is generally supportive of a public hospital. However, to under-
stand the problems that we and other public hospitals face in our efforts to
survive and continue to provide h.gh-quality care, you need only examine four

major trends.

In the past 10 years, public hospitals have witnessed: 1) the combined ef-

fects of national and local governments' efforts to control health care costs
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and reduce thelr outlays for health care; 2) the d‘évelopient of an intensely
competitive environment in which heslth care is delivered; 3) the increase in
the size of the poor and near-poor population and their continuing urbani-
zation; and, finally, 4) the demand for high-quality and high-technology care.

When you combine these environmentsl, social, and political indicators, you

have a situation in which the government wants to pay less for health Eare for

the poor. Many urban public hospitals, such as D.C. General, depend on

government for over 50 percent of their revenues, Cost shifting affects

public hospitals; however, the shift is not from Medicaid and Medicare to Blue

‘ Cross, commercial insurers, and self-pay patjents: it is frolvthe federal to

the local government. The ability of private hospitals to sustain their hise
torical comitment to the poor is rapidly eroding, With the advent of fixed~
rate payment and disc;.ounted care, nuny private non-profit hospitals simply do
not have the financial capacity to offset large amounts of charity and bad
debt care, as thoy formerly could. And as most hospitals compete for patients
and physicians, there is little room in their mission statements for communi ty

service.

Contrary to political rhetoric, the number of people below the poverty line is

- growing. However, the fiscal reality that most Americans face is that few are

able to pay for medical care out of their own pockets. It is estimated that
nearly 35 million Americans have no health care insurance. D.C. General Hose
pital has attempted to be faithful to its primary mission, which is to provide

care to any D.C. resident regardless of ability to pay. In the past two years
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we have seen m 400~percent incresse in transfers to D.C. General Hospital from
other D.C. hospitals, primarily for financial reasons. We recognize and -ac-
cept the responsibility for the care of D.C, residents sho cannot pay. ‘How-
ever, because of the need to ensure the orderly transfer and safe transport of
patients, the Commission and wedical staff adopted a transfer policy last
fall. This policy says:

e that care to D.C. residents unable to pay is our responsi=
" bility,

. that we accept only emergency room to emsrgency room transe
fers of D.C. residents who can be safoly transferred and

for whom prior arrangesents are made,

° that we will hot accept transfers of hospitelized patients
if the transfers are due only to the patients' lack of
health insurance, and

e that appropriate medical records must accompany the patient.

Despite the progress made at D.C. General in the past seven years since it was
reorganized under the Comaission, we face three serious problems that will
affect our ability to survive as a viable institution providing high-quality
care. These problems can be classified as financial, facilities, and flexi-
bility.




139

The development of prospective payment systems for Medicare and Medicaid and
the continuing restriction on payments from all_ third-party payers has led us
to develop a new payment methodclogy with the District Government. It would
subsidize our hospital for non-medical services we provide to other D.C.
Government agencies and permit us to bill the District goveriment, .on a cost*
per-case basis, specifically for indigent care. The goal of the subsidy and
prospective payment for all patient services permits more accountability for
the services we provide on behalf of the D.C. government, yet recognizes. the
District’s obligation to adequately compensate the hospital for the costs

associated with care we provide to D.C. residents unable to pay.

In addition, D.C. General Hospital was the first hospital in the District of
Columbia to come under the Medicare DRG Prospective Payment System in October
1983, During the first year’s experience with the DRG system, we have fared
reasonably well. In fact, we will end the year Septesber 30, 1984, with Medi-
care paywents of $12.5 million, compared to costs of $11.8 million, The three
principal reasons for this occurrence are: an increase 1p the hospital's che
wix, an increase in Medicare admissions, and a reduction in our average lergth
of stay. However, we project thnt when a single national Medicare payment
rate is implemented in FY 1987, we will be losing $2 million annually. This
will happen because the first year under Medicare prospective payment relies
heavily on hospital-specific costs, but by the fourth year, hospitalespecific

prices wiil be eliminated and a national rate will be in place for all hos-

pitals.
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Our ability to remain financislly vlqblo under those pressures uili depend on
continued ﬁupport from the D.C. government, continued efforts by the hospital
to reduce costs without sacrificing quality, increasing the number of patients
we serve, and developing innovative means of financing and delivering -health
care,

.\v

Our second problem’is one of facilities. D.C. General Hospital is housed in a
facility that was designed 57 years ago and built 47 years ago. Many other
public hospitals ate housed in similar aging and obsolete buildings. The
hospital's facilities are a jusble of poorly designed multiple buildings,
spread over an excessively large campus, expensive to operate and maintain,
and in no way meeting pfosent or future demands for modern health care tech-
nology. Faced with loss of reimbursement from Medicare and Medicaid and have
ing lost then regained accreditation, the District of Columbia has had to
invest -over $25‘\,ti'i.1'l'ion in the current plant just to meet life safety code
 requirements, kffer several years of seeking funds to build a new ambulatotry
_ care/critical care facility, we were budgeted $14 million to build this faci-
" .iity beginnihg this fall. But due to £iscal uncertainties and a reexamination
of the Distriut's priorities, the fate of this project is now in question. It
is my contention that if D.C. General Hospital is to remain a viable acute

care hospital serving the city's poor, a new hospital must be built.

Finally, like all hospitals faced with enomous charges in the way health care
is organized, financed, and delivered, we must have the operational flexibili-

ty realized by private institutions. This means corporate .uthority to




operate as any other hospital. Over the bast_ four years we have been pursu-
ing, albeit unsuccessfully, additionsl financial, personnel, and capital con~ N
struction contracting au'thority. The hospital's long~-range plan suggests the .
need to move toward a more flexible model of governance and management, thus

enabling D.C., General to compete ih the marketplace. !

The future of D.C. General and other public hospitals depends on our ability
to ‘operate as a'broad-bued'co-mity resource, providing not only 'irpatient‘
services but arranging for preventive care and health education prograas, -
coordinating health and welfare services with other human service agencies,
and developlna an organized system of ambulatory primary’ care services to

eénsure access to care.

D.C. General Hospital is at the crossroad with future progress at one hand and'
potential stagnation at the o.t.her. In this era of rapid and profound changes,
status quo is, in fact, retrogression. The health care needs of the patients
in the commmity we serve demand that we resain a viable institution. There~
fore, we must serve not only as providers of care, but also as strong advo-
cates for the patients we serve and the f{nstitution through which we meet
their needs. ° .

"‘1}4
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STATEMENT OF RAY G. NEWMAN, EXECUTIVE VICE PRESIDENT
AND CHIEF OPERATING OFFICER OF THE DALLAS COUNTY HOS-
PITAL DISTRICT, DALLAS, TX, ON BEHALF OF THE NATIONAL
gSggg}gATlON OF PUBLIC HOSPITALS, ACCOMPANIED BY LARRY

Mr. NEwMAN. Thank you, Mr. Chairman.,

1 amn chairman of the board of the National Association of Public
Hospitals and accompanied today by Larry Gage, who is president
and general counsel of NAPH. I think also the fact that Bob John-
son is here representing the American Hospital Association lends
substantial weight to the common problem that we feel uncompen-
sated care is. Mr. Johnson also happens to be the next chairman of
NAPH, following me. '

The testimony we have submitted includes some things from re-
vealing data about where the uncompensated patients are receiving-
care, and it includes some substantial information about who is
providing that. ‘ .

One of the questions we wanted to respond to was where there

_gerviges are being received by the disadvantaged economic patients,
and the substantial majority of these are in hospitals that are clas-
sified as public hospitals, because they exist for those patients and’
they provide a wide range of services that are otherwise not avail-
able in many cases in the private sector. Specialty care units such
as burn centers, trauma centers, neonatology, child abuse centers—

“these often are too expensive for the private sector to provide, and
they often are unprofitable; so many of these are available only in
public hospitals, when they are available.

“How are these services financed? Largelgl by local support that

already exists for the public hospitals. The NAPH membership—31

. percent of those hospitals’ support comes from the local communi-
. ty, compared to 22 ‘percent from Medicaid and 14 percent from

. Medicare. On the average, public hospitals have only about 12 per-
cent of private patient population to which they have been able to
shift costs.

We are concerned about safeguarding the access to this care for
the Nation's poor, because sooner or later these public hospitals
are also going to be Sroviding more and more services to the elder-
ly as they become disenfranchised because of the regulatory re-

forms that have taken place.

Recent’ Urban Institute data shows that 40 percent of charity
care in the Nation is delivered by 6 percent of the hospitals, and
these are the public hospitals. Five percent of the beds rovide 40
percent of the charity care. Nonprofit hospitals provide 22 percent
of the charity care, and they represent 26 percent of the beds. Pro-
prietary hospitals—one-tenth of 1 percent of charity care is provid-
ed bly them.

Of the large city public hospitals, according to Urban Institute
data, 50 percent of those hospitals have total deficit margins as
compared to 20 percent from the non rofit or the private sector. So
the publics have 2% times the number of deficits as the private
sector, and where those deficits occur they are six times higher
than the deficits in the private sector.

»
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Several public hospitals have closed around the country in large
cities, and otKers are converting their structure to become private
hospitals. This is in the face of the reforms that have taken place
and the increased competitive pressures that exist. - |

The public hospitals are not dnly absorbing their reductions in
reimbursement, but they are alsq being compounded by absorbing
reductions in cost by other hospitals that are transferring out of
' necessity. '

The new data that are presented\ are fully explaincd, and we also
have some specific data from the Texas situation a State has that
has over 500 hospitals and where the Medicaid program covers
only 25 percent of ¢he people below lthe Federal poverty guidelines.

One of the pieces of data that you will see: in 1981, five public
hospitals alone provided 80 percent more care in charity services
than the entire State Medicaid Program did for all 500 hospitals.

The Texas Hospital Association estimated last year that there
was 1.6 billion dollars worth of uncompensated services. NAPH
data reflect that 30 pe~cent of that total comes from just five hospi-
tals—that’s 1 percent of the total hospitals. = - '

We are concerned about running hospitals as a business, public
hospitals especially, but it is not just business that we are in the
business of. Publics are not on a level playing field to content with
the competitive pressures that are there. We believe in it; however,
it is not level, and it is not on an equitable basis.

Parenthetically, one of our local public hospital administrators
came to the conclusion that the world is not flat nor is it round, it’s
funnel-shaped. And his hospital is at the end of the funnel.

We would encourage you to insist that the provision that js a
veady in the regulation, which requires HHS to provide allowance
for the hospitals providing services to a disproportionate share of
low-income and Medicare patients, be acted upon because it is in
existence now. Theré has been no action taken on it. ‘

Thank you. "

Senator DURENBERGER. Thank you very much.

Dr. Heyssel? ,

[Mr. Newman'’s written testimony follows:]
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NATIONAL ASSOCIATION OF PUBLIC HOSPITALS 1500 TwentyFust § se NW. Wuhailen' 0 C 20036 (202) 061044

STATEMENT OF RAY G. NEWMAN L
Executive Vice President and
Chief Operating Officur
pallas County Hospital District

subcommittee on Health

’ Committee on Tinance A
United States Senate !
September 28, 1984 \
LIS
“Mr, Chairmar, menbers of the Subcommittee, I am Ray

Newﬁan, Executive Vice President and Chief Operuting-Offiéer
of the Dallas County Hospital Diatr;ct iﬁ pallas, Texas.

The District owns and Lperatel arkland Memorial Hélpitul,
an 832 bed major public teaching hogpital. I alpo serve as

Chairman of the Board of Directors of the National Associa-

" tion of Public Hospitals, and I am accompanied this morning

by Larry 6. Gage, president and Gereral Counsel of that

organization, NAPH consists of 50 public hoépitals and

hospital systems which serve ai'mujor referral centers and

hospitals of last resort for the poor in most of our
finally, Parkland is a

Charter Member of the Texas Association of Public Hospitals, |

Nation's largest metropolitan areas.

which was founded last year to address public hospital

concerns at the state and local levels.
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We apprecggte the opportunity to participate in these
hearings today, and we are paiticularly grateful that your
Subcommittee has singled out tzxe- fopié of uncompensated’ care
for a series of oversight hearings this year. ¢ NAPH was
founded nearly four years ago with the‘problem of uncompen-
sated care as its number one long range priority; and
virtually every action we have undertaken in that period has
had@ the goal of achieving and financing access to6 high
quality care for all of our Nation's titizens, regardless of
their "ability to pay or the .nature or severity -of theii

illness. v

Your increased attention to this problem today is

essential, because substantial changes in public'and private ‘

'rgimbugsement systems == ranging from the Medicare

L

prospective payment system to the growth of HMOs, PPOs, and-
other alternative delivery systems =~- have significantly
increased the pressure on hospitals serving disproportionate

numbers of patients unable to pay for their care.

The expressed purpose of your hearing today is to
‘determlne what servicks the economically disadvantaged are
now provided, how those services are provided, and how they
are financed." We feel uniquely well qualified to provide
the committee whth information on this subject, because in
most of our Nation's largest metropolitan areas, a substan-

tial majority of "uncompensated" inpatient and hospital

4
o
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outpatient services are pxovided by public hospitals and
clinics operated by cities, counties, hospital distrxcts,

and state universily teaching facilities. p .

We have  provided chis Committee with considerable
information in the past about the nature'and financinq of
services in such facilities. We welcome this opportunity
today to summarize our response to your primary gquestions,
provide you with an update of our previous submissions
regarding the situation and experiences of public ﬁospitals
nationally and in Texas, and discuss in greater detail the
impact of various implemented and proposed regulatory and

financing changes on our hospitals and the patients they

serve

1. Introduction and Overview

At the outset, I would like to summarize our direct
response to the primary questions you have raised for this

hearings

B, WHAT SERVICES ARE NOW PROVIDED TO THE
ECONOMICALLY DISADVANTAGED, AND HOW ARE ZﬂQﬁh

SERVICES CELIVERED?

Our answer .to this primary guestion has two parts:
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First, we would remind you that in order to measure the
full scope of the need for services by'this population, it
- is also necessary to take into account necessary hpalth

services which are not being received. Earlier this year,

the Robert Wbod Johnson Foundation issued a report with the
disturbing conclusion that fully twelve percent of the
United States population have trouble receiving medical care
when they need it. That report also found that uninsured
iﬂdividuals are three times more likely +to do without needed
care for financial reasons than - those with insurance,.and
that uninsured persons reﬁort no regular source of medical
.care, qenérally have no idea how to seek regular care, and
are far more likely to put off necessary care, particularly
in the first year following loss of insurance.
o

Second, it is clear from recent data gatheted by NAPH,

the Urban Institute and others that when services are
reeived by this population, the substantial majority of
such services are provided by public hospitals. and clinies,
particularly in our nation's larger metropoiitan areas, with
a smaller, rbuL also significant, level of services also
provided by .a handful of private non profit metropolitan
area hcspitals. Fortunately, the nature and quality of the
services received by uninsured patients in such institutions
remains high, due éo the teaching status and wide variety of
inpatient and outpatient services available, While most of

these services are provided on an ad-hoc, "open door" basis,

l
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state and local governments are also experimenting with

alternative delivery mechanisms, such as capitation and

!
{

[

p. HOW; ARE THESLC SERVICES FINANCED?

primary care case Mmanagement.

\ While é certain level of services has traditionally
been financed through cost shifting mechanisms in the
private sector, the vast majority of non-Medicaid services
for the unin;ured poor have been financed through direct
appropriations by cities, counties and (to a lesser extent)
states. NAPH member budjets alone were over $6.2 billion
last year, and 31% of those budgets on average are financed
through local tax dollars -~ property taxes, sales taxes,
and other extremely regressivr: forms of taxation. While one
recent study (by Vanderbilt University) estimated total
"uncompensated" hospital care at $6.2 billion nationally,
that study failed to include a suabstantial proportion' of
such direct local subsidies. The Urban Institute's recent
estimate appears closer to the mark: $9.5 billion was spent
on hospital care for uninsured patients in 1982 from, direct
local and state non-Medicaid appropriations, and another
$3.2 billion was recorded that year in the private secfor as

bad debt or charity care.
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Other than through Medicaid, and a very few current’
demonstration projects such as Arizona's "ACCCHS" program
and several grants to individual hospitals, the federal
government simnly does not participate directly in the

financing of "uncompensated" hospital care. Nor is there

_any indication that such participation will increase in the

future. 1If anything, with a very few minor exceptions, the
prospects for such participation (through direct dgrants,
Medicaid expansion or demonstfations, waiver or other new
programs) seem more remote than ever before. Yet it is the
federal government, not states or localities, that has the
most equitable taxing and re-distributive mechanisms
available. Nor can we realistically look to hospitals in
the private sector to increase =-- let alone maintain -- v
their level of commitment to providing "uncompensated care",
given the tremendous othef economic and erivironmental

pressures at work in our health system today.

As a result of these trends, it should come as no
surprise to you that the commitment =-- particularly of local
governments =- to continue t0 maintain and finance a high
level and Quality of services, and explore improvements in
the delivery of those services, is by no means infinite. 1In
the face of the increased subsidization often reguired to
respond to present economic and health system "reforms", and
the increasing unwillingness of the federal government to

participate financially in current or c¢'eative new delivery

154
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systems, more of our nation's essential public hospitals may
soon follow the thirteen large city hospitals which have
closed since 1970, or the others which have been’ sold or
converted. If attention is not paid to these concerns we
believe these trends could lead to a genuine catastrophe for
our nation's health system, for  our _uninsured and
underinsured citizens, and ultimately, for our very social

order,

At the very least, all major participants in our
nation's health policy debate must come, sooner or later, to
the realization that the kinds of competitive and other
health system reforms considered so desirable today would be
virtually impossible in the abgencé of this institutional

health "safety net".

The remainder of my testimony will be divided into
three parts, which will provide more detailed data aﬁd

information in support of this general response:

In Part II, I will seek to Sring the Committee
up-to-date on the current situation of public hospitals
nationally, including new data comparing the fiscal,
demographic and health services delivery situation of
metropolitan area public Hospitals with other types of

hospitals.
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In Part 111, I will review for you the current
situation with regard to public hospitals in the State of
Texas, and with reyard to Dallas County in particdlar, 1In
that regard, ¥ will pay particular attention to the delivery
of’health gervices to low income persons in a state with an
extremely inadequate Medicaid program, including the impact
on that system of the growing trends in the health industry

toward prospective payment, competition, entrepreneurialism,

‘and the "bottom line" fiscal mentality in health care

delivery and financing.

In Part 1V, I will summarize new information regarding
the impact on public hospitals of s-veral regulatory and
financial amendments and reforms which have recently been
adopted or proposed, including  the Medicare and Medicaid
program changes, In that regard, I recognize that it is not
your intention to discuss potential future reforms in this
hearing, However, we believe you must be aware of the
impact on our Nation's "safety net" hospitals of the many
different reforms already underway or proposed in our

Nation's health system.

I11. The Situation of Public Hospitals in
America Today

A. General Overview

NAPH has described our nation's public hospital system
in considerable detail in previous testimony before this

Committee. However, we have not appeared before this

156

-

¢ .
«f Y7



162

Committee in neverai months. I therefore believe it is
appropriate in the context of this hearing to describe again
in some detail several key service delivery and £financing
elements common to America's "safety net"»hospitals. and
direct your attention to a number of new studies which shed
further light on the role and situation of public hospitals

in our nation today.

This Natinn has repeatedly considere? enacting National
Health Insurance and it may yet be possible for us to design

*solutions® for the problem of uncompensated care which

permits all of our Nation's citizens access to every doctor

and every hospital in our system. Until that time, however,
we must acknowledge that there presently exists a nationwide
network of institutions, the Nation's public, and a handful
of metropolitan area private hospitals, that provide and
finance éany of the services needed by uninsured
individuals, and therefore iﬁ effect ser?e as a less costly
surrogate. We believe the federal government must take

steps to protect and preserve that network,

with ¥egard to specific data in support of this general
observation, NAPH has conducted several new surveys in the
last several months to augment thé iﬁformation we have
provided to this:Committee in the past. We have also ngun
an intensive analysis uof data collected by other

researchers, such as the Urban Institute's survey of 1700




R S eSS

163

hospitals, which focused on the extent of medical care for
the poor and the financial status of hospitals serving the
poor. Atsuﬁmary of the information we have been develpping
and ahalyzing is likgly to be helpful in understanding the -

1

situation of public hospitals today.

B. National Public Hospital Data

-

1, PUBLIC HOSPITALS CONTINUEJTO TAKE ALL PATIENTS ;-
REGARDLESS OF ABILITY TO PAY '

Where public hospitals éxist, they are "de facto"
national -health insurance today. According to a 1983 NAPH
survey, uncompenséted care represented an average of 29% of
1982 inpatient days for NAPH member hospitals (or an average
of 46,010 uncompensated ihgatient days per hospital). 46%
of all outpatient/emergency'room visits to NAPH members, on
average, were also uncompensated (106,000 uncompensated

visits per hospital).

It should be noted that NAPH member hospitals main-
tained this "open door" while serving as an essential source
of care for many insured patients as well, with each
hospital averaging over 158,000 inpatient days and over
229,000 outpatient/emergency roum visits by Medicare,

Medicaid and privately insured patients.

il
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How does this effort compare with other sectors of the
hospital industry? The new AHA/Urban Institute Survey data
enables us to compare the relative lévels of care tg the
poor rendered by various categories of hdspitals. In Table
J., data is presented for hospitals, by ownership and
geographical 1location, indicating relative proportioﬁ of
charity care, bad debt and Medicaid for 1700 o the Nation's
 hospitals. The Urban Institute believes this data is suffi-
ciently comprehensive to permit extrapolation of these
trends to the Nation's 5700 acute care hospitals.

This table shows that hospitals ,in the 100 largest
metropolitan areas accounted for most of the charity care
(638) and care to Medicaid clients (548) and almost half of
the bad debt (48%) incurred in the Nation. However,
although publiq hospitals in those 100 cities represent only
5% of all hospital beds, their level of charity care =--
40,3% -~ far exceeded the next highest ¢roup -- non-profit
hospitals in these cities (22.5%, with over 26% of the
hospital beds), whoée primgry low income patients were
Medicaid recipients. Bad debt in public hospitals was, by
bed .size, proportionately four times greater than in
non-profit facilities. 1In addition, the metropolitan area
public %ospitals averaged oveg $10 Million each in Medicaid
care, compared to an average of $5.3 Millibn for non-profit
facilities. Proprietary facilities in largg cities provided

b




Table 1
‘ . liospital Care to the Poor '
_ by Owneruhip and Location ’
Total Bedi  Total Pooc Care  Charity Cave Bad Debt . Medicald

Mospitals (percent mmount Percent Amount Percent Amount Pecrcent Amunt Percent

of total) {Mill.) (Mi11.) (Mill.) (Mil1.)
universe . 5,719 971,79 14,369.1 100.0 1,849.8 100,0 3,494.3 100.0 9,045.1 100,0

, (1008) . _ _

A) 100 largeat Cities 973 .6 7,744.8 5.8 1,160.2  62.9 1,689.1 48,3 4,892.5 54,0
Ablic 100 5.0 2,49.1 17,4 5.1 . 40,3 6729  19.3 1,08l.1 12,0
Non-Prof it . 681 2.6 . 4,903, 4.1 4164 22,5 9019 258 I,565.0  139.6
Proprietary . 192 3.0 2.4 2 1.7 0.1 114 3,3 226.4 2.5
8) Other SMSA® 1,031 39.6 4,793,5 2,3 SN2 38,7 1,246 U6 10478 337
Rblic “266 6.8 1,000.6 8.2 2167 117 336 9.5 6383 7.0
Mon~Prof it 1,159 28,6 3,090, 2.5 3107 16.8 7101 - 20,3 3,077.1 23,0
km‘.tl!y i 06 4.2 5070‘ 2.5 3.0 0.2 111.9 4.9 1.6 3.7
C) No-SEA 2,915 259 1,850.8 12,9 155.4 8.4 590.6 16,9 1,107 122
Ablic . 1.%17 9.5 676.6 4.7 6.0 3.4 2611 7.6 3526 2.9
NoreProf it 1,366 14.6 1,064,9 7.4 88.7 4.0 2071 8.8 669.1 7.4
Fropeietary 232 3.7 0.2 22.4 0.6 83.1 0.9

1.7 109.2 0.0

v

+ Standard Metropolitan Statlistical Avea
*¢ Extrapolated fram 1700 hospital sarple

SOURCE: NAPH ANALYSIS OF AHA/URBAN INSTITUTE DATA
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an insignificant amount'of charity care (0.1%) and exper-
ienced very 'little bad debt and Medicaid care (3.3% and 2.5%
respectively), .
;n non~-SMSA areas, although ihe amounts per bed were
smaller, public hospitals provided 42% more charity and bad
debt per bed than did non-profit hospitals and 135% more
than did proprietary hospitals. Large - urBan 'public
hospitals provided 358% more free care per bed than the
average large city non-profit hospital, and provided 1.006%‘
more free care per bed than the average large city proprie-

tary hospital in 1982.

2. PUBLIC HOSPITALS HAVE NOT BEEN PART OF THE
HOSPITAL INFLATION PROBLEM.

NAPH data shows an average annual inflation rate for
public hospital budgets of just 9.8%.per year between 1976
and 11980, as opposed to 14.7% for the hospital industry as a
whole. And in just one state, California, all hospital
costs in 1981 increased 17.9%, while pubiic hospital costs
increaseu by just 10.3%, indicating that this historical gap
is continuing and may be widening; More recent data thus
indicate that this trend is continuing on a national basis
as well. We expect to have this data availakle for the

Committee soon.
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Al

3. DESPITE THE PERSTSTENT WASHINGTON, D.C. MYTH THAT
CITIES AND COUNTIES ARE NOT PAYING THEIR WAY, A
SUBSTANTIAL PORTION OF THE PUBLIC HOSPITAL’BUDGET
COMES FROM LOCAL TAX REVENUES.

v
1 .
o

NAPH data shgw that 31% of our members' budgets come .

from local app:i?riations,aanopposed to 22% from Medicaid.

and 16% from Medicare. These local sources of revenue serve
as the primary source of support for the average $29 million

in bad debt and charity care rendered at 24 public hospitals

" in 1983, with $709 million from state and local non-Medicaid

appropriations. And while public hospitals serve a large
proportion of Medicaid and Medicare >patients, there are
relatively far fewer privately insured patients to whom
costs can be shifted ~- just 12%, on average, among. NAPH

members around the country. -/
. ] //
The Urban Institute study has also revealed, from 1982

data, that almost 50% of large ity public hospitals in- the

100 largest cities showed a total margin deficit, compared

to only 20% of the not-~for-profits. Of those hospitals with

a total margin deficit, the deficit for large city hospitals '

averaged almost six times higher llfhan large city
not-for-profits. Charity care and bad debt as a percent of
charges is also #bout six times higher in deficit public

‘

hospitals than deficit not-for-profits.

/
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Among hospitals in the nation's 100 largeét citijg ’
defined as providing a "high volume® of care to the poor
(greater than 13% combined Medicaid, bad debt an&‘ch;rity
care), 32 public hospitals and 72 private hospitals fepotted
operating deficits, averaging ' 14.75%8 for the publ{%'
hospitals and 3,42% for theoprivate institutions. Public

~ .

hospitals in this category averaged lower Meditare days, but

significantly higher Medicaid days and bad debt/charity care

than "high volume® private hospitals, as followss

I

~ .
Table 2 - Operating Deficit of Hospitals
Serving the Poor '

;High volume" . ﬁ'High'Volume"
o Public Hospitals Priva;e Hospitals
(n = 32) . An = 72)
Beds (avg.) o 360 326
§ Medicare Days : 30.89 ' 42,58
% Medicaid Days . 25.39 ' 19.92
Charity care/Bad debt . )
as % of charges 20.29 5.38
Total % MargiQ' -14.75 -3.42

4. THE NQN-MEDICAID UNINSURED CASELOAD OF PUBLIC
HOSPITALS HAS . SUBSTANTIALLY INCREASED IN RECENT

 YEERS. -
The August 1983 NAPH survey of unemployed and uninsured
patients in public hospitals demonstrated that these facili-

ties are now the source of health care for thousands of

. /
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individuals who had relied on other health services before
unemployment. 44% of the unemployed patients surveyed

responded that they had not used the public hospitals.as a

regular source of care béfofe becomiﬁg unemployed. Eight
hospitals reporting inpatient and ‘butpatient dgta“ had a
total of 5506 unemployed and uhinpured visits or admissions
forh;kﬁfven day period -- an average of 688 per hospital.
If this humber is projected for the year, these eight insti-
tutions alone wiil experience over, 280,000. visits and

inpatient days by uninsured and unemployed patients.

“\.The newly unemployed’ comprise just .one ﬁart of the
increaéag‘indigeht caseload of public hospitals in metro-

politan a;éqs. The problem is substantially exacerbated by
AN .

vl

reductions” inMedicaid eligibility, and inadequat¢ funding

L}

for special populatjons such as illegal aliens and refugees.

Moreover, we believe\we_ can also'anticiéate a significant
- increase in hore severely ilf.Medicare patients, as private
%hospitals mer to adjust their caseload to maximize reim-

bursement under the new DRG system.

New NAPH data for 1982 shows that just 17 public
ihospitals attributed 917,120 inpatient days'to bad debt or
Icharity care, or neorly 54,000 per hospital. Expenditures

for unreimbursed inpatient care for just 20 of our members
totalled $379 million in/1982, or nearly $19 million per

hospital. , - .
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5. PUBLIC HOSBPITALS ARE IMPORTANT PROVIDERS OF
PRIMARY AND AMBULATORY CARE TO POOR PERSONS WHO
OFTEN HAVE LITTLE OR NO ACCESS TO PRIVATE
PHYSICIANS. :

[¢

NAPH members averagé almost 106,000 bad aebt: and
éhrrity care outpatient and emergenéy room visits, repre-
senting about 50% of all visits at these facilities. These
un?ompensated care visits are a primary‘reason that public
hospitals average 1.5-3 times the number of visits to all
hospitals in the nation's 100 largest cities. In some
states, the proportion is far higher. Atlanta's Grady
Memorial Hospital, for example, in 1981 provided 28% of all
the outpatient visits to hospitals in the entire state of

Georgia. The costs for this care are high == almost §$11

mtllion.per NAPH institution. '

Public hospitals also experience a far higher average
level of admissions through the emergency room (over 41% for
public hospitals in metropolitan areas, as compared with

\

25-33% for large city hospitals in general).

In addition to the great burden of outpatient/
emergency room charity cace currently borne by public
facilities in our nation's metropolitan areas, the Urban
Institute study finds that high volume providers of care to
the poor outside the 100 largest cities are reducing

emergency room and outpatient hours or staff at a rate

165
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approachind twice that of low volume providers, suggesting
that metropolitan public hospitals mAy have to care for

these patients as well.

6, PUBRIC HOSPITALS IN METROPOLITAN AREAS ALSO
PROVIDE SPECIALIZED TERTIARY CARE, P/'BLIC HEALTH
AND OTHER UNIQUE SERVICES. .

These s.rvices are often too costly or too iunreim-
bursable"” for ment private hospitals fto maintain. They
include burn units -- trauma centers -- emergency
alcoholism, drug abuse, and child abuse centers =-- neonatal
intensive care --- poison cuntrol upiya -- to name just a
few. New Urban Iﬁstitute data shows that public hospitals
with operating deficits in the nation's largest cities were
nearly four times.hore likely to have a burn unit, and about
twice as like;y to have neonatal, pediatric and psychiatric
intensive care units than sim}Iarly located private
hospitals, ;
-

7.  PUBLIC HOSPITALS HAVE MANAGED THEIR RESOURCES
EFFICIENTLY. i

1

» recent study by Alan Sagerﬂ of Bfandeis University,
indicates that public hospitals hafe experienced the largest/
decrease in length of stay, and the only increase in
occupancy rate, among all classes of hospitals 4in the
nation's 52 largest cities. Moreover, public hospitals have

decreased their total number of beds between 1970 and 1980

-- by over 22% -- in those cities. 1In additien, most public
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N
‘ hospiépls are already managed and budgeted prospectively

each year, with full, independent review by State and local

v

governmental entities.

8. IN SUMMARY...

Caring for the poor in our nation exacts a high price
from our public hospitals -- higher costs, lower compen-
sation and'a stressed financial condition. And all of these

factors are likely to have a severe impact on the ability of

public hospitals to attract sufficient capital to enable
them to f£ill this vital role.

Urban Instituté data can also be cited to summarize
this‘perilous situation(see Table 3). They have compared
hospitals in the nation's 165 largest metrupolitan areas by
their costs, revenue and financial status (ag measured by

their operating and total margins). All hospitals in metro-

politan area: generally averaged rrarly $10 or $30 in
surplus revenues per inpatient day, depending on whether

they were characterized as "high volume" or "low volume"
providers of care to the poor. Public hospitals as a
separate group expurieanced a loss of almost $§18 per
inpatient day. in addition, their rate of revenue per
inpatient day was $12-20 lower than the overall average for
high volume and low volume hospitals (which.includes all of

the public hospitals in the sample). This situvation is
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further exacerbated by the fact that the level of inpatient
Medicaid payments per recipient for public hospitals - $1521
- is $230 less than average revenues per patient’ for all

high volume providers (again, including public hospitals),

Finally, public hospital costs per inpatient day were
also $17-$59 higher .than high and low volume hospitals in

general,

Public hospital losses per outpat.ien: visit were well
over twice the rate of losses experienced by high volume
providers in general, while low volume providers actually

experienced a revenue surplus from outpatient visits.

Charity care and bad debt as a percent of charges

averaged 21% for large city public hospitals, almost twice

the rate of the average for high volume providers in

general. Finally, public hospitals are the only group to
show a negative operating margin and a negative total margin
~- characteristics indicative of financia®ly stressed

facilities.
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Table 3

Selected Financial Characteristics of High and Low
Volume Providers of .Care to the Poor in the Nation's
100 Largest Cities and Public Hospitals in the 100
Largest Cities =-- Urban Institute Sample

N . Public
Low Volume Bigh Volume Hospitals

Cost per Inpatient Day §235,14 $277.05 © 293,93
Revenue per Inpatient Day 264,02 286,93 274,95

Cost per Outpatient Vieit 62.93 63.00 69.18
Revenue per Outpatient Visit 70.17 50,95 40.20
Charity Care and Bad Deb.

as a Percent of Charges 2,87 10.90 21 .

Surplus per Inpatient Day 20,89 . 9.88 -17.68
Surplus per Outpatient Visiﬁ 7 24 -12,05 -28.40
Operating Margin . 3.4 . -2.6 -.15
Total Margin 5.67 1.08 -1

*

"High volume" Providers are all hospitals with at least 13.54
percent of gross charges devoted to Medicaid, bad debt and charity
care, while "low volume" providers are those which devoted 7.54%
of their cherges to those categories,

SOURCE:  NAPH ANALYSIS OF AHA/URBAN INSTITUTH DATA




I11. THE BITUATION OF PUBLIC HOSPITALS IN TEXAS

1 t

Public hospitals are particularly important providers
of indigent medical care in Texas, whiéh ranks 4Bth among
the states in terms of Medicaih coverage. ‘The Texas
Medicaid Program covers only approximately 25% of those
people below federal poverty guidelines and no one in the
"medically needy" program category. Compared to their
national counterparts, Texas public hospitals sgee fewer
Medicaid and far fewer vMedicare patients, and out of
necessity direct their primary attention to indigent persons

who have no form of coverage.

The level of local financing of hospital service for
low income patients in Texas far exceeds the effort of the
State Medicaid program. A new study by the Texas Associa-

tion of Public Hospitals indicates that Jjust five public

teachiry hespitals alone’ accounted for $330 million in

locally-fundud care for uninsured patients in 1982, or

one~third more charity care than the total statewide

Medicaid reimbursement for inpatient and outpatient hogspital

gservices.

But while Texas pub&ic hospitals do need, and receive,
greater amounts Of county ad valorem tax support than do
public hospitals in cther states, the amount of city-county

tax support for Texas public hospitals has not kept pace
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with the rate of inflation., Public hospitals have had to
absorb the difference within their operating budgets. They
d&so have not received local support to offset %he:cuts
occurring at the federal level. Just 1% of Texas hospitals
provided almost one-third ‘of the Texas Hospital Associa-
tion's estimate of $1.6 Billion in uncompensated care
provided by all hospitals in Texas. The cost of delivering
uncompensated carg for the large urban public hospitals was
$62 Million more in 1982 than the ad valorem taxes received.
This gap had to be absorbed by either shifting costs to
privately insured patients, or by such mechanisms as
underfunding of depreciation, or to other sources of revenue

such as parking and cafeteria receipts or interest income.

Non-profit hospitals enjoy an exemption from taxation,
yet most such hospitals contribute little in Texas to
helping solve the uncompensated care problem. HNor do the
taxes paid by for-profit hospitals in Texas represent more
than a small percentage of the amount of indigent care
provided by public hospitals. In Dallas County, 16 pro-
prietary hospitals paid approximately $270,000 in taxes for
19;3, and one hospital -alone paid one-half of this total
amount . For the same year, Parkland Memorial Hospital
provided approximately $77 Million in charity care to
wndigent patients and recsived approximately $65 Milljon in

ax support for its operations. The Pproperty taxes paid by

proprictary hospitals amounted to only 2% of the $12 Million
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of underfunding. fThe undérfunded portion alone of the cost
of charity care at Parkland represented at least twice the
amount of uncompensated care provided by any'of the }Srge
urban non~profit teaching hospitals in Dallas? fexas county
hospital districts are legally responsible for the care of
indigent patlents who are residents of their county. But
there are also many less than indigent patients who are
nevertheless uninsured or underinsured in Texas who require
our services -~ who cannot receive treatment at most private
hospitals. Moreover, there are also numerous counties in
Texas without hospitals, whose residents inevitably t;rn to

us for their care.

The transfer of "gelf-pay, non-insured or unemployed”
i.e,, "medically indigent" patients to the public hospitals
from non-profit and for-profit hospitals within the country
is even more of a drain than out-of—county'transfera. In
fact, in 1983 the Dallas Coupty Hospital District delivered
$10.5 Million in out-of-cou ity uncgmpensated care and over
$12 Million 1in in~county care to "self-pay non-insured"
recipients transferred from other institutions, During the
recent recession and the initiation of the perspective ‘
payment system, transfers have become a problem éf national
importance. buriﬁg this period, transfers to Parkland
quadrupled. Clearly, public hospitals met their obli)ation
to indigent care and they continue to exceed their mandate

15 “"safety net  providers" by accepting patients who

i
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I’

represent a transreg of bad debt from private institutions,

At a recent meeting of public hospitals, one chief axecutive

officer commented that he was certaln tha world. was not

round after'all. nor was At flat, but "funnel~shaped" --

with his hospital Jocated at the hottom of the fannel,

The Dallas County Hospital Distrint is aluo typicel of
the major public hoepitals in Texas, ana in other states, in
the range of sarvices we make available teo all of our
patients -~ ether or not they can pay. Becanse «e arxre A
major teaching hospital, we sre able to efffer many special-
ized: tertiary services, includang Dburn énre, nqonatal

intensive care, shock/trauma services, Anpatient and owvt-

.patient dialysis, and transplants. We also serve as one e

the busiest outpatignt clinics in the nation, with over
200,000 visits per year (the majority ot them uncompen-
sated).. And we provide many valvable social services as
well. Table 4 indicates the service mix of a sample of

major public teaching hospitals in Texas.

As a result of our service mix and our "opep qoor"
mission, Tgxas‘public hospitalg now find themselves caughe
botween reimbursement reductions from the federal government
and increased service demands. Our hospitals are typically
associated with a medical school and to a major degree
depend upon the medical school's faculty for the provision

of dirvct patient care or supervision of house staff

173
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Table 4

Spectal Services Provided by Selected Texas Pudlic Teaching Hospitals

wvices Provided Dallas CHD _ Berar CHD  UTMB  Harris CHD El Paso CHD  Lubbock cr
‘raume conter Q X X X X X
furn canter X X X X
win transplant X X X
stute psychiatric services X X X X
S program X X X X
@pe crisig & X X X
«anal transplant ) X H X
sdolescent high-risk program X X X X
wonatal ICU X X X X X X .
.nterprater services:

Lanquage X X X X

Heariny mpaired X X X X

ransportation X X X X X
‘abient education . /X X X X X -
weial services X X X X X ‘
-hD e County Hospital District; UTMB = University of Texas Medical Branch /

f
<
° L3
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physicians. Since the #tate has not increased clinical
faculty positions to keep up with increasing service
déﬁands, medical schools are now turning to the public
teaching hospitals %or financial underwriting'of clinical
\activity felt to be ‘over and beyond the medical schénl's

mission of educatio? and research.

! ’
\ .

The majority Qf Texas punlic teaching hospitals find
themselves with ag1pg plants which have not had adequate
funding ‘for deprecsation. _ They also may have sacrificed
‘youtine maintenance and <guipment replacement in order to
purchase desirable and innovative technologies foz their
'faculties. " The' need to focus resources on ‘acute care
services for indigeéf patients has precluded sensible and
innovative use of morfies ard support personnel to.imprdve
the delivery of services. Hence longllines and long waits,
for\@xample,vtypify‘public hospital clinics and emergency
rooms. This has resulted in two classes of care in Texas’

and the situation is likely to become worse during the era

of prospective reimbursement and DRG's.

( The assumption that all well managed hospitals will
survive prospective' payment and DRG's 1is a, sophomoric
assessment. Hospitaléwthat stay true to their mission of
providing indigent health care and support for medical and
nursing education, and tertiary care services, ,may have

difficulty surviving because they are carrying a dispro-
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portionate share of the responsibilitylfor”ghose'costs. If
we "are to be thoughtful in our approach to a solution, it
will have to address "leveling of the playing field" 80 that

hospitals of different governances can compete fairly.

A IV. Impact on Public Hospitals of Recent
N Regulatory and Competitive Reforms

In this final-fsection xof my' testimony, I would like

_briefly to summarize the impact on the Nation's public
hospitals of several recent health system reforms which have

.been implemented or proposed by Congress, by the States,land

\ in our local health system. fThe purpose of this summary is
A to indicate the extent to which we believe the financial
\ situation of our present health "safety net? is likely to

\ deteriorate in the future as a result of present trends, in

order to lay the groundwork for your considexation in subse-
quent hearings of possible future reforms.

i

! A. Medicare Prospective Payment System

At the time Congress enacted the new Medicare Prospec-
tﬁve payment system, NAPH expressed serious concern that the
nev system would not adequately account for the special
ch;racteristics of public hospitals and their patients. 1In
périicular, we were concerned that Medicare patients in
public hospitals were likely to be sicker, with more|compli-

catiaqns, than their counterparts in priiate hospitals, and

that the specinl costs associated with Hﬁeating low-income
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patients in,genarai would not he accounged for in,ﬁ single~
price prospective eystem. As @ Jéﬁlt, the/ Congress
included in“hat leqiclation an amendment which regﬁire& the
Secretary of HHS fo deternine the extent to wh;cﬁ it would
be '"necessary &0 provJ‘de exceptions, a-iljusﬂtm'e‘nts or some

other form of relief far those hospitals (public and
{

private) which serve a "significantly disproportionate share.

+

ot low income and Mzdicarz patients”.

This amendment was virtaally identical to a sim?&af
requirement adopted by Congress in TEFRA; Like the TEFRL
proviaion, this new amendment has been virtually ignored by
the Adirinistration.. Not only has the AdministFation failed
to authorize spedific adjustments or exceptions for such
hospitals, the Health Care Flnancing Administration has
failed even to éevelop criteria for defining "dispropor-
tionate share", or for identifying hospitéls meet ing
su’in criteria, so that their,_costs and needs could be be
individually and accuratély assessed. Subsequently, the
Congress acted earlier thié year, in the Deficit
Reduction Act of 1984, t. order the Secretary to report
back by December 31st on the identity and location of

-

such hospitals.

t
¢
In addition, the federdd courts have now also expressed
serious concern in this area. -In particular, the Federal

bDistrict Court for the Northern District of California, in
. N

N
N
N
Ay
N
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+ . .

\ " Redbud Hospital District v, Heckler, has ordered the

, 3
Secretary (among other things) to,implement "regulations or
policies" with regard "to the special needs of ~”di§pro-
portionate share"” hospitals. 1t is not yet clear whether

\ ?

o the Setretary intends to appeal this de ‘ision. -
/ s .

I3
i

i

. '/\

.. ional and jhéfcial concern has been well placed, and that

.

Meanwhile, however, we have bugun to accumulate a

significant amount of data indicating that this Congress-

public, and other ”disproBBYfTonate share" hospitals are

indeed likely to be.disadvanéaged under the new PPS system.

—

' ! -

Our preliminéry aralysis of thisf neyJ'data, soﬁe' of
which has Been released as recently as three days ago, .
indiéates the elear need for some ‘fory of exception or
adjustment for suéh hospitals. . '
| AN
o We have, for- ekample, begun ta develop data indicating
,/€hat tée case mix of hospitals servi disproportionate
numbers of low inqome'gatlents is s@bstantially different | |
fraqm tﬁé national average, with more outliers, and-a éreatéE o,
/proporéion of cases in DRGs.'with considerably greater

internal un€ertainty and variation.

¥ y ' [ .

. ) -
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When we first testified before this Committee on the
PPS Svstem, we submitted preliminary data 9gathered by
researchers, such as Jeffrey Merrill and Michael échwértz,
which included findings such as the following:
]
o Public hospital septicimia patients are 2 1/2
times more likely to have tubercilosis than those

in private hospitals.

- Substantially more Ppublic Nospital diabetes

patients have complications: than in private

hospitals.
o 5.5% to 7,1% of all public hespital discharges are
"outliers", with longer than average length of

stay, as compared with 1.,7% to 3.9% in

nonpublic hospitals,

o 90% of "outlier" discharges with cerebro
-circulatory admissinns come into public hospitals

through the Emergency % om.

8] Public hospitals treat significantly more patients
with infectious disecases, mental disorders, and
1ll-defined conditions and injuries (e.qg.

accidents, violence} than private hospitals.
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Subsequept analysis has underscored those findings,
For example, we asked Systemetrics,, Inc., to study:Bellevue
Hospital patients, using their "disease staging'" method-
ology. Their preliminary analysis was that over 30% of
Bellevue's patients were in more COmplicated! sta 's,
requiring more resources, as opposed to just 24% of patients
with similar diagnortes in ten private ﬁrban{ teaching
honpitals.,

D.C. Gencral Hospital is an NﬂPH memb€r that has been
under the new PPS system since its inception, due to the
guertionable honor - of an October 1 fiscal year. Their -
preliminary analysis, set out in Table 5, indicates a
substantially greater prevelance of Medicare DRGs more \
likely to be associated with low income patients -- and
with multiple complications. The second most prevalent
D.C. General Medicare diaynosis, for example, has been
DRG 296 (Nutritional and Miscellaneous Metabolic Disorder),
and the fifth most prevalent 1is DRG 294 (Di;betes).

Together, these two diagnosis have accqunted for 7.1% of-
D.C. General's Mediéare admissions. In addition, 4.4 .
percent of D.C. General's admissions were in the "unrelated"
ana "ungroupable" DRGs 468 and 470. Noticeably ab.ent from

D.¢. General's Medicare admissions were such national "top

1¢" DRGs as #243 {"nedical back proublems"). We are now
secring . to  replicate this analysis for NAPH members

natsonaily,

ERIC
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Table 5
District of Columbis Ganaral Hospital
Camparison of 10 Most frequent Medicare DRGs: Hospital S

Spacific vs. National
(* = connotes DIG which does not appear «n both lists)

National D.C. Genara) Hospital
% of Nat'l : % of DCGH
N Rank DRG Mo.  Description Discharges - DIG,No __ Dascription Digcharges
1. 127 Heart tallure + 4,9 127  Heart failure + 5,84
shock ghock
2. 039  Llans Procedure 4.0% 206"  Mutritional & Misc,  4.4%
Metabolic Disorder
3. 182' Escphagus, Gartrer LN 014 Bpec.fic Cargbro~ 3.2%
Pnteritus + Misc, vasculay Disorders
Digest ive Disorders ‘
. . ‘
4, 89 Sirple Premonia 3.3 468 Unrelated or Procedure 2.7%
av Pleuricy
L ]
Y. uld Specific Cerebro- 3,18 294 Diabetes, Age 36 28
vascular Disorders
6. 140" Amira Puctoris 2.9 039  Lens Procedures 22
7, oss hronic Costructive 2,18 138 Cardisc Arrhythmia +  1.9%
Pulmenary Disease ' Disorders
. [ ]
8, 138 Cardiac Arrhythmia 2,00 470 Ungroupable 1.7%
9, 281 Medical Bk Problems 2,08 089  Simple Preuronia and  1.7%
Pleurisy
.
1. 096" Bromchitis and Asthma  1.9% ‘087" Pluronary Edema + 1.6%
: Respiratory Failure
> 25.9% 77.9%
Michar! Pernt, Director

Cou b Reartrarsrent Branch
Axguct 10, 1984
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We have 1ecently surveyed NAPH members nationally

regarding the general impact on revenues and costs of both
TEFPA and the new PPS system. With 27 respondents.to date,
it seems cleaxr that the concept of "budget neutrality" is
simply not working for large public hospitals. Following
the imposition of the TEFRA payment methodolugy, it appears
that average total Medicare revenues for respondents
increased ?y $1.93 Million, while average costs increased by
$1.01 Million. 1In the first year of PPS, however, average
Medicare revenues have decreasgd by $2.46 Million, while
averaqge Medicare costs have jincreased by $1.1 Million.
Moreover, it appears that the patient care revenue fiqures
for both periods mav in fact be overstated, due to the
inclusion by some hospitals of their teaching cost adjust-
ments in these figures. Even from this. data, however, it
appears that Medicare is no longer paying public hospitals
‘at leest some portion of the extra costs lncurred to meet

the special needs of low income patients.

In addition to our own surveys, and,gs summarized in
Part Il above, new Urban Institute data clearly show that
hospitals with a higher incidence of low income patients
have significantly lower profit margins, oﬁerate more often
with a deficit, &«d are in significantly worse financial

shape generally than hospitals that do not.

&7
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FHS has contended in the past that it has seen "no
evidence" that higher Medicare costs could be attributable
to a greater proportion of low income patients in P;blib and
other "disproportionate share" hospitals. However, after
considerable consultation with MHCFA officials, we have

reason to believe that analysis of HHS' own data will

disprove that statement. We are convinced that historically
higher Medicare costs in such hospitals will be found to be
due in significant measure to serving low income patients =--
and that this factor can be measured spart from the impact
of bed size, urban locétion, teaching program, and other
tactors previously thought to be surrogates for this

important element,

Our expectation with regard to HCFA's internaluanalysis
has been underscored significantly by the findings in a new
study released nly this week by the District of Columbia

Hospital Association. DCHA surveyed 257 hospitals in five

metropolitan areas and determined that the overall costs for
patient care in inner city hospitals with higher low income

cace  'oad are significantly higher than in suburban

hospitals., Furthermore, DCHA found a direct correlation
Letwoon® higher costs and care for low income patients even
gtrer cortecting for the impact of a teaching program and

such other factors as bed size, case mix index, and wage
index. We would be happy to Pprovide copies of the DCHA

study for finance Committee memberrs de staff.

183
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For these reasons, we continue to believe that it is
essential for Congress to insist on the implementation of
the "dispropertionate share" provision, in order té prétect
‘and preserve essential services important to all partici
pants in the health care system, and which we believe are
essentiai tc the fiscal stability of that system. Conqregs
should start with an insistance that: HCFA meet its Deér her
31 deadline for developing criteria for definina what
constitutes a ”disproporiioﬁaté_—share" of 1low income

\‘ patients and identifying hospitals meeting such criteria.
Ajain, HHS's own data can enable the Department.to measure
the relative proportion of hospital revenues, costs, or
admissions attributable to Medicaid patients, “self-pay"
(i.e., wuninsured) patients, bad ﬂhebt, Hill-Burton care,
other charity care, and the proportion of patients whose
care may be partially paid for by publicly funded graat
programs, such as maternal and child health.

B. Impact of Medicaid Changes

In %ddition, the varied experiences of several states
in imp'ementing similar requirements in the Medicaid program

may also be enlightening to HHS and this Committee.

In ldnl, the Congress gave states considerably greater
flexibility to set Medicaid rgg;s for hospital reimburse-

ment In so daoing, however, Cdhgress also recognized the

‘ERIC \
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need tc protect "dismproportionate share" hospitaI%, enacting
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[

an amendment quite similar to the TEFRA and PPS amendments
- discussed above. Specifically, a state's Medicaid~plan wds
required by the 1981 amendments to .provide for payments
"through the use of ra‘es which ... take into account the

situation of hospitals which serve a disproportionate nunber

of low income patients with special needs...". d -

With regard to this provigion, as with regard to the
Medicare provisions, the Department of Hcalth‘ and Human
Services has provided virtually no guidance to states
beyond the simple requirement that state plans reflect
'this statutory mardate. A new ieport prepared for the
National Healt: Law Program now documents the extent ‘to
which individual states have (or have not) actually
implemented‘this provision, State reactions can,be divided

into several general categories.

First, and perhaps wmost disappointing, HCFA has
maintéined that those 25 states which still use Medicare
cost principles afe deemed to be "autoraticaily” ,in ”
compliance wich the provision, as are five additional
states which have operated their Medicaid programs under

"all payer" systems,

O
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Twenty astates, however, have implemented new reimburse-
ment methodologies subsequent-to } * enactment of the 1981
amendment. Of the twenty, four have not defined:'diépro-
portionate” (Florida, Nebra:k?, North Carolina and Oregon}. .
Rather than paraphrase, we think it is worthwhile to provide
the Committee with lengthy excerpts from the NHLP report
regafding the experiences in those states which have chosen

to define this term:

"{E]leven of those states wrote their definitions in
terms of Medicaid patients only. They did not consider
uninsured patients when determining which hospitals served a
"disporportionate number" of low income patients. Not only
does the statute incliude the words "low income patients,®
the Committee Report discusced the intention that this
provigsion apply to Medicaid and uninsured patients. It is
estimated that almcst thirty~three million Americans have no
health insurance. 41/ It therefore sgeems unreasonable for
HCFA to approve state plans which Llatantly ignore this
large portion of the statute's targeted population.

“The states which base their definitions solely on
Medicain revenues range frog requiring as low as_8% Medicaid
revenues (Virginia) to as \high as 51% (Iowa). Wiscongin
usead a “top 3%" approach where hospitals are indexed
aceording to the combination of Medicald yevenues and
medical educstion costs. The four states which corsjider
Medicaid and other luw income patients are California (in
its peer yrouping program only), 42/ Minnesota, Missouri,
and Nevada. California includes revenues frum other public
programs but excludes Medicare revenues, Minnesota con-
siders General Assistance medical care. Missouri includes
all government sponsored patients in its definition. Nevada
conscientiously considers @R patients without resources,
but since no hospitals . in the state qualify as serving a
disproportionate number of 1low 1ucrme patients -~ its
definition was not applied conscientiously,

States have also differed widély on shgir definition of’
how they are required to "take intn account"” the needs of
such hcupitala, although there may be some quidanqe here for
HCFA  an zts; efforts to respond to the condgrecsional and
court . ordered Mmandates. Again, to quote from the NHLP

roeortt,
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.
The number of hospitals which qualify under the states'
definitions range from zero {lIowa and Nevada) to thirty-six
(Pennsylvania) . HCFA approved Iowa's plan when its
qualifying definition (greater than 51% Medicaid patients)
liminates every hospital in the state. This defirition is
unrelated to the average low income ‘patient load in the
state's hospitals ~ it does not represent a dispropoqtionate
number of low inqgﬁe patients for the state. ? )
The definition of  “"disproportionate number" s
essential to the effective implementation of this law. 1n
order for a state to be in-compliance with the law, it must
consider (1, Medicaid and (2) uninsured patients and (3} the
percentage must be related to the average low income patient
populdtion of the state's hospitals. For example, Alabama
defines didproportionate number as one standard deviation
above the avVerage Medicaid utilation rate. This is a good
first.step in establishing a clear definition. If Alabama
corsidered both the Medicaid population and the uninsured
poor, this revised definition would be a model definition of

‘digproportionate number because it would meet all three

criteria. .

¢* The standard deviation is a useful measurement in this
context because (I) it is a precise statistical device; (2)
it is a well known measuxge of variability; (3) it would
allow a cutoff percentage for qualification to vary
according to hospital usage patterns of the different
states. One standard deviation above the mean would account
for approximately 84% of the hospitals in each state. If a
state used this device to déetermine which hospital served
disproportionately more low income patients than the average
hospital, approximately the top 16% of hospitals which serve
the most low income patients in the state would qualify.
42a/

There are no standards in the regulations as to how a
state must "take into accovnt" qualified hospitals in
determining their rates. Unless the method for taking the
"disproportionate number" hospital “"into account" is clearly
defined, how many hospitals qualify is meaningless. The
only related regulation which states must meet is the
provision of an appeals process. 43/ According to this
regulation, hospitals must be given "the opportunity to
appeal their reimbursement rates. In seven state plans,
this ,is the only consideration given to hospitals serving a
"disproportionate number”" of low income patients (Georgia,
Iowa, Nebraska, Missouri, Nevada, North Carolina, Oregon).
Administrative appeal rights are n.* sufficient procedures
for states to be con idered in compl ance with this specific
"disproportionate nunie " provision. Appeal rights do not
insure that the special costs iacurred by hospitals that
serve a disproportionate number of low income people will be

 recongnized an their reimbursement rates.,




The "sliding scale” method of taking hospitals into
account is the best way we have seen to date to satisfy the
intention of the "disproportionate number" provision: Seven
states (Alabama, california, Michigan, Minnesota,
Migsissippi, Pennsylvania, Virginia) take the qualifying
hospitals into account using a sliding scale where the limit
on the hospitals' reimbursement rate increases proportion-
ately to the percentage of Medicaid patients (ideally this
should include all low income patients) served above the
qualifying minimum. For example, <California's ‘“peer
grouping" program entitles a hospital to receive additional
reimbursement according to a published chart.

California State Reimbursement Plan, September 27,
1983, Attachment 4.19-A, p. 7.

Disproportionate share hospitals with rates
per discharge above their peer group's 60th
percentile will be additionally reimbursed at a
percent of the difference between the 60th
percentile and its rate per discharge, according
to thé following schedule:

If the The additidnal reimbursement
dxsproportionate % applied to the amount above
share is: . the 60th percentile is:

9%% - 100% 50% ,

88% - 94% 45% ‘
Bly -~ B7% 40%

74% - 80% . 35%

67% - 73% ) 30%

60% ~ 66% ) - 25%

539 - 39% 20%

46% - 52% 15%

39% ~ 45% 10%

32e -

38% 5%

The hospitals with similar characteristics are grouped
together, and the 60th percentile of all their costs (i.e.,

a little above the average cost) is considered the target
cost of the "efficient hospital.” 1If the "disproportionate
number" share is 40%, then 10% is applied to the amount in
actual cost above the 60th percentile. If thampOth percen-
tile equaled $100 and a hospital with 40% low income
patients expvrienced an average discharge cost of $125,
Medicaid would pay 10% of the $25 (difference) of $102.50

per discharge. If the hospital serves 50% low income
patients, then Medicaid would pay 158 of the actual cost
abhve the 60th percentile or $100 + 15% ($25) = $103.75 per

dx.:h:rqo.
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In theory, “the sliding scdle approach provides
increased compensation in proportion to the percentage of
low income clients served. All disproportionate number
hospitals are reimbursed at a higher rate than @ther

* hospitals serving Medicaid pdtients. The sliding scale

approach also provides hospitals with something concrete to
appeal. If a hospital serves x% low Yncome patients, its
administrators can calculate the reimbursement rate it is
entitled to." . .
We will be happy to provide the Committee with copies
of the full NHLP report, and we would ask that it be printed

\
in the. hearing record.

c.” The Impact of Other Health System Reforths

\

Other governmental health system reformé with the
potential to assist public hospitals have been largely
n?table by the failure of Con?ress to‘enact them. Apart
from a modest but welcome expansion of maternal and child
health coverage in the 1984 amendments, Congress has thus
far considered, but stopped short of‘énact;ng, efforts to
provide health coverage for the unemployed, direct grants to
public hospitals, and additional financing for programs
Qerving illegal aliens. In each case, we have worked hard
to achieve committee approval, and in several cases approval

[
by the full House, of these provisions, only to see them

.

flounder for various reasons,

I1f the federal government has merely refused to assist
public hospitals, more effective "reforns" in the private

anetor promise -to substantially damage ouyr ability to
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provide services. As trends iqcreaseitoward the development
of PPGs and other alternative privite insufer-discounting
arrangements, we are hit.by a double edged swords on the
one hand, we are usually too costly, for reasons often
beyond our control, to participate on an equal footing in
such ventures ourselyes. Therevfore, we risklosingLsueh

private patients as we have. On the .other, as [these
}

b

i ) :
arrangements increase pressure on private hospitals, wq will

be forced to receive thoge less eFonomically viable patients
they are no longer willing to treat. f /
: i

|

H
{

To be sure, a number oi NAPH \mmbers'are going?to try

to compete in this system -- ‘thosé whose physical| plant,
service mix, fliscal situation and patient load permiﬁ. Some
of us will form or join (or evén.start) PPOs or HﬁOs, and
even try to develop such new ehtities for our Medyéaid and

indigent patient pqpulations. But you must‘recogﬁize that

this will be an uphill struggle for many public hospitals,.,"_

and -if you also believe that we are importﬁnt elements of
:'s
the present health care system, then you must be prepared to

; i
§ !

assist us in this area as well.
% -
In conclusion, I would like to ofFur one last general
obsiervation about the rush to find fmore, business~like"
solutions to the crisis in health care financing. We are
involved 1n and witnessing a process ;here y hospitals of
all kinds are being converted' from; chajpitable, social
/ !

i
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institutions Lo ecc.omic business ventuares guided by the
principles of profit and loss.. Buzzwords like "market-
share," "compet{tion,” ”efficieﬁcy,” and "bottom iinef now
govern the non-profit as well as the for-prbfit hospital
indu;try -~ conceivably -at the *loss of goals such as access,

quality and compassion. Hosplials did not necessarily ™.

create this new system =-- although hospitals certainiy

contributed to its creation through a complacent ineffi-
ciency generated by years of cost-plus reimbursement. But

1

that has_certainly not prevented most hospitals from.jnmping
on the ”coﬁpetitive“ bandwagon with a vehgeance -~ parti-
:cularlynghose who believe their very future depends on it.
 And those oflgur citizens rich enough or lucky enough to
have health ingurance:will no doubt reap economic benefits
from this over$rching attention to cost.

) The cost of maintaining quality and a state of

preparednes; in tertiary care for all persons, regardless of
ability to pay. should be viewed as a legitimate cost for a
vital . community.need much like the premiums for a health
insurance pohlcy you hope you never have to use. This cost
could be supﬁorted either on a regional or statewide basis
(the broades¢ tax base possible) and not cn .a per case
basis, THis . reform could be accompanied by a variety of

)

potential deforms, including Medicaid improvements,
!

increased paitticipation by Medicare, and various kinds of
- 1

state pnoling " arrangements, including catastrophic
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ingurance. All payer systems, in those gstates politically
suited to them, are also worthwhile if they provide for

uncompensated care. ) . .

True refdrm in our sectbr, as well as for insured
individuals, will mean moving beyond the idea that we
require' ful} éeimbursement for charges, or even “fully
allocated costs", for servin? indigent and medically
indigent patients. We needi to‘ learn from private
indystry, and recognize the kpportunity of allocating
our marginal capacity and ‘productivity. Obviously,

after Zfixed expenses are underwritten, new money can

stallilfi ze" hospitals that otherwise might fail. The
. } .

staﬁ}#ization of rural  hospitals and urban public
hoap&(als“ can improve access to the pnror and non-poor
alike ' if furding ir fair and equitable, even if not
necessarily as much .as providers would 1like. The same

can be true for physicians who wish to participate in

»

such a progiam of rejmbursement based upon negotiated
rafgs, i.e.; the specified or “preferred" provider
concept. Independent provider health ﬁa;ntenance orgaqi-
zation alternatives can also be used to’ place proper
incentives into the system- for prevent@ve héaith care and
provider utilization reviews. ' But - aggressive federai

financial

artigipation is essential in such a gystem, if it

is to wo ‘
i
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We should be innovative and dtep back from the curtent

system enough to allow a little introspection.‘ We should
not lose sight of the dream of an appropriate ‘level of

health care access for everyone. This can only be achicved

if providers ‘fgnd " the government jointly accept the
responsibility to make that acgess available -in an
efficient, effective and dignified manner.

o

" Health care needs to be run like a busi};gss, but it
'is not "just busineshs." Soci‘ety exprcts more fromrus
-~ and that is one of the reasons that competition on an
unlevel playing field will never yxeld equity nor w‘ill
it improve access for the poor. Hopefully, the publie,
hospitals in Texas will never need to change their
mission and curtail ‘their contributions to tertiary
cam;_g/ innovation in ocommunity medicine, _and teaching in
order to*retrench to a mandated 1eve1 of participation.
. public hospitals must lead this reform~ by efficiently
managing their operations 8o tl‘\at more health ocare oan
' be bought with the dollars _c;urrently available. The
days are over when public hospitals could afford to.
behave as though they were insulated from the realities
of the marketplace and sound business principles. on
« the other hand, public hospitals in Texas and elsewhere
feed to be funded at a level that allows for
deéreciatiou, new technology and the development of

programs for preventive health t¢ ultimately decrease

/\/ .
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' the need for future growth in acute care delivery
systems. Our institutional health safety net in Texas
is at a - crossroads which mirrors the situation ‘in other
partéhof the nation. The right decisions now could prevent
a "separate but equal" approach to health caréwthat will
work no better in our health system than it did fof
education, while preserving and protecting those hospitals
which serve as the foundation of that system.

Today, America is returning ggpidly to a two class
system of health care -~ one composed of private providers
_competing for insured, generally healthy individuals and the
other consisting primarily of the network of public (and a’
few private) hosﬁitaIS‘serving the needs of the indigent and
sevefely ill who have no access to mainstream medical care.
All of this is being done in the name af. cost reduction,

competition and private entrepreneurial spirit.

In order for public¢ hospitals to live in this new R
world, there must be an explicit recognition of these
changes and recognitior of the critical role of bublic
hospitals. Measures must be taken to safeguard our survival
and, tnerefore, access to health care for the nation's poor.
In addition, we believe the sweeping changes in Medicare
o reimbursement -~ from DRGs to the extraction of. a much
higher owt ~f-.-cket cost from the beneficiary «- will

increasingly ..squire 3 to serve the elderly as well. My

Q =174 0 - 85 - 13 194




collaagues in the public hospital sector are absoluteiy

convinced that this will occur =- pargicularly with those
Medicare patients likely to bé. "outliers” in. private '
hospitals, and those who will no longer be able to afford
substantially increased premiums, copayments and
deductibles. As the private sector makes its business
decisions only we, the public hospitals, will, to the extent
that we can survive, remain to care for America's most

vulnerable populations.

\
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STATEMENT OF ROBERT M, HEYSSEL, M.D., PRESIDENT, THE  *
JOHNS HOPKINS HOSPITAL, BALTIMORE, MD, AND JOHN A.D.
COOPER, M.D., PRESIDENT OF THE ASSOCIATION OF AMERICAN
MEDICAL COLLEGES, WASHINGTON, DC '

Senator DURENBERGER. Are you coming back next Monday, by
the wag? t
Dr. HevsseL. No, sir; I'can’t be here, regrettably. '
Thank you for as ing the association to comment, Senator
Durenberger. These hearings are terribly important and certainly
important to society as a whole=—those who are unable to pay for
their medical care as well as the medical care system and hospital
system and teaching system as we know it today.
I don’t plan to go ‘hrough my written testimony, which has been
submitted. ,
Senator-DureNBERGERIt-Will-be-made part of the recoyd.

Dr. Heysser. I do want to make a couple of comments, and I
can’t help but comment on one historic fact, your earlier question
of “g’l’hy should I"—or why should we, any of us—‘“pay for the
poor ,

In 1974, Mr. Hopkins who made possible the Johns Hopkins Hos-
pital and University, gave a charge to the hospital and said, “You
will take care of the poor in Baltimore.” And he gave a charge to
the trusteed: “And you will build facilities to take care of those
who can pay, so you can take care of more than the poor in Balti-
more.” He clearly had a notion—he may rave been the first cost-
shifter, I guess is my point. {Laughter.]

Because Mr. Hopkins had made a lot of money I think he under-
stood the differences and the subsidies.

~_ Senator DurenBeRGER. Well, I will tell you, Will and Charley
Mayo did the same thing, and they are coming from all over the
country now. .

Dr. HeysseL. Second, your comment that legislators find it easier
to continue a hidden tax is also very true, and I wag discussing
with one of the Maryland legislators the question of the fact that
when they put a limit on Medicaid they were simply shifting costs .
over onto another sector, and this kept them from having to raise
"1xes to support the Medicaid Program. He said, “You’re absolute-
. right. It's much easier to do that than to raise taxes.”

I would like to make another point, and it’s been said here today,

" too, that it is a fact that the public teaching hospitals provide a dis-
proportionate share of charity care. However, the averpges can be
very misleading. There are a lot of private voluntary hospitals out
there in urban areas—and it's been noted that many of the publice
hospitals have closed across the country--who render an enormous
amount of charity care, my own institution being one of them. And
80 we've got to reco?'nize that generalities are fine but they don't
get at the issue in all locales and in all hospitals.

I know that in your hearings that you are going to talk about
graduate medical education, and just let me comment that from a
teaching hospital’s viewpoint there are a range of issues here that
need resolution. : N
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If, 4n the new competitive environment and so forth, we lose our
base of su?port for one thing, we lose it for several, or we begin to
make really hard choices about.what we are going to do—whether
we are going to stay in the education business the way vie are, or
whether we are going to meet our obligations to the community for

. care for the poor, whether we can afford some special services, re-
~ gional services and so forth. ‘

So the issue of uncompensated care is an enormously important
one for the teaching hospitals, because, as I say, inevitably if’ we
are squeezed on that we are probably going to have to give up one

. or another societal contributions which I think are important.

Finally, you asked that we comment on any financing mecha-
nism incorporated in the State rate-setting mechanisms, and as you -
know, in Maryland we have an all-payors system—rates set for the
hospital. And incorporated in that originally was a mechanism to
recognize, one, differences between hospitals—teaching, nonteach-
ing, and so forth; twy, their level of bad debt and charity; and
three, all payors participate. ) '

We thought—wrongly—that we were probably somewhat .

. immune from competitive forces. That clearly isn't the case, par-
ticularly as large employers now become increasingly self-insured. I
think there view is that “we gave at the office’”’ for the poor, for
the graduate medical education, for research. I understand that po-
sition. If you ever read in Washington some of the hinterland
papers like the Baltimore Sun, gou bave seen a lot about an orga-
nization called Select Care that Blue Cross is going to do.

“Select Care” is effectively a mechanism selecting the low-
cost hospitals, transferring routine patients, by patient .direction
and by insurance premium changes, to those low-cost hospitals out
of the so-called high-cost hospitals. The high-cost hospitals end up
being 10 hospitals—8 of them are in the inner city in Baltimore
two of them are in Prince Georges County. They happen to be. char-
acterized by containing all of the teaching hospitals in the State
that have a major share of the teaching; they happen to be charac-
terized by the highest average uncompensated care, bad-debt, char-
ity-care thing. They happen to be the hospitals that take care of
the largest part of the minority populations in Baltimore, and in
effect what we will do is to take patients out of those hospitals, put
them in lower cost hospitals, eroding the base of those hospitals’
ability to care out those other functions. They also happen to be
the hospitals that have the regional burn centers, trauma centers,
neonatal intensive care units, and all the special services that hatve
in fact pretty much been mandated and/or placed in those institu-
tions By both Federal and State planning actions.

So we have to find a2 way to deal with that. One of the things
being considered in aryland now is to begin to try to level the
playing field on some of these issues by explicitly funding, through
one form or another, a fund which would then be distributed in

- proportion to bad debts and charity care, in particular, hospitals
and take it out of their rate base. \

We are probably going to have to consider that for graduate med-
ical education, including some limitations on how much we are
willing to pay for. We are going to have to consider that specifical-
ly for research and research technology transfer within certain
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hospitals. Those things I think simply have to Happen if we want to
take advantage of both the competitive system that now is in
place—and no one is going. to stop that, it seems to me—and .at the
’.same time preserve some o. the societal contributions that hospi-
tals in the medical care system have to make for its overall good.

Thank you. . ‘ *

Senator DURENBERGER. Thank you very much, Dr. Heyssel.

! Judith Ryan? . ’
' [Dr. Heyssel’s written testimony follows:] .

- 4
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The Assoctation of American M091cal Colleges is pleaéed that the .
Subcommittee on Health of the Senate Finance Commnittee is continuing to study
.~ health care for the economically disadvantaged. As the hospitals of our nation
confront and adapt to a more traditional commercial marketplace, we must give
Y adequate attention and respond to both the health care needs of our poorer

citizeus and the financial needsQof the hnspitals and health professionals who

a

- . care for.them. \ ’
Because of the long and diétinguished history of hospitals such as Bellevue
Hospital Center in New York, Cook County Hospital in Chicago, and 10s Angeles
Cuunty Hospital, many people perceive iﬁe non-Federal members of the
Association's Counci) of "Teaching Hospitals (COTH) as "charity care teaching
hospitals,” Charity care ard medical education are assumed by sonfe to be
- - -A@EESSANHy 1nturdependent“vbjétt1ves*of majoit medical centers. There is some
validity to this pefception. First, in 1980, non-Federal COTH members, which
comprise 6% of the nation's cnmmun1ty'ﬁbsp1tals and 18%-of their admissions,
incerred 158 of the bad debts and 474 of the charity care. Secondly, ﬁaﬁy
municipally-sponsored “charity" hosETtals histgrically have had difficulty
recruiting an .adequate number of physictans. 'To provide appropriate and
_— necessary medical services to their patients, those hospitals have often
affiliated with local medical schoo!s to obtain the professional medical services
which are provided by residents training under faculty supervision, These
affiliation arrangements have benefittwd both the patients receiving care and the
physiciang receiving supervised training, Thirdly, when states and
municipalities have authori zed appropriated funds to help finance hospitals with

disproportionate charity Eare populations, the funding has sometimes been given

' 200
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" an educatfonal label to either increase its political acceptability or to channel
o

it to particular hospitals. These three relationships between teaching hospitals
and charity care have left many 1n our nation with the stereotypical view that

the terms “teaching hospital" and “charity care hospital® are synonomous.

-

This perception is not completely accurate, and its perpetuation can hamper
approprléte discussions of“the options for addresslng uncompensated care, It

should be noted that the uncompensated care burden of COTH members s bimodal:

- some COTH members, both publicly owned and not- for-profit, “provide vast amounts -

of uncompensated care but many provide an amount comparable to non-teaching,

non-profit hospitals. Secondly, it.must be recognized that medical students and

_residents can be trained without charity care patients, Therefore, if the issue

of uncompensated care is to receive the attention it deserves at this hearing, we
must separate the fssues of uncompensated care and med{nél education wherever
possﬁble and address them separately. The bnlance of this statement will focus
primarily on financlak and organizational impacts of pnov1d1ng necessary cara to

patients who do not pay for it.

At the outset, several observations should be made to help ensure a common
éname of reference, First, major amounts of uncompensated care are presently
being provided by the_nat1on's hospitals. The expenses necessary for this care
.~ staff, supplies, facilities, and equipment -- are already in_the prnsent
hospital system. While the f1nanc?ng of those services is a "hodge- podge“ of
cost shifting, phllanthrophy. lost earnlngs and appropriations, hospitals
currently are able to proyide massive amounts of uncompensated care, What is
most 4t risk in the re-sfructured environments is that the se” f-focused cost

containment efforts of individual third party payers and self-insured employers

»
7
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will silently squeeze the prosent,level of ‘unding for uncompensated gare out of ‘
. the system. . '

. SN

' Th{; s related to a second dhservation: the increases in the price

1 R 1

I3

,coﬁsciousneﬁs nf buyers of hospit;l services places hospitals with large ) ’
uncompensated care burdens at a sjgnificant and growing disadvantage. In the A
absence of a comprehensive entitlement program for financﬁng health serxices of g ’
the poorrand medically indigent, ho;pitals heve historically set their prices to‘ o
. subsidize uncompensated care with funds from their paying patienis. In a '
marketplace of piica sensitive consumers, hospitals which attempt this cost ' ) :
shifting to underwrite uncompensated care will be at a disadvantage. Their
' necegsarily higher prices will make thgm less attractive to paying patients; and, 4
as paying patients choose cheaper hospitals without the uncompensated care ¢
"surcharge," the financial probiem of the hospital with a major uncompensated

P
care burden will get worse ard worse, .

~. This leads directly to the third observation: the 1ncreasin§ly competitive

mé}ketplace for hospital services is'forcing.hospitals to balance the costs of

uncompensated care for ‘current patients with the hospital's fiduciary -
resporsibflity to remain viable-in order to serve future generations.of patients. v
It is a major ethical-ﬁi!emmalwhen a hospital finds that|adeqqately serving its
present'communi;y-may preclude its ability to exist in the future. 9

o Finally, the AAMC must note that teaching hospitals have historically fjlled
special missions as a consequence of their location. Teaching hospitals are
-,

primarily in metropolitan areas; the largest are generally in inner city s

neighborhoods: |In responﬁé to the hospital's location and the area's shortage of

ERIC o
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* AMMC Actions

"health personne), teacqﬁeﬂ huspitals have often established large clinics and

v

Hospitals and the AAMC Executive Council have béen engaged in a strategic

facing COTH is the future financing of uncompensated care, Association efforts

4.

N\ - 198

primary care ser&ices to meet'neighbdfhood needs, even at a financial loss. The
feacning hospital's area-wide programs for bur;, trauma, high risk maternity,
alcohol and drug abuse, and intensive psych1a{}ic care may also attfaci patients
unable to pay for their care. As a result, inany public and private teaching
hospitals are major providers of uncompensate&»ﬁare. '

The bottom-iine conclusion of these observations is clear: uncompensated

care is a major problem in a competitive environment because uncompensated care
~ o
is unevenly distributed across hospitals. This uneven distribution in a '

competitive market handicaps hospitals serving the indigent and medically !

in¢igent and benefits hospitals with primarily paying patients.

Durind the past year, the Administrative Board of the Council of Teaching,

planning effort for the Association's hospital activities, ‘After a thorough

review, it has g!%n determined that one of the most important issues presently

are now giving added emphasis to this issue. The first step in developing
't * N

efforts in the area of uncompensated case has been an attempt to review the“'
research about uncompensated care patients. To date, the staff review has ' 4
identified seven primary concentrations of uncompensated care: .

.
.

0 obstetrical =and pediatric patients,

0 chronically 111 patients repeatedly admitted,
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< program. lhe .MC opposed the three year reduction in Medicare funding enacted
]

8 _‘ 4
0 patients awaiting placement in.g less than acute care ) o

setting, . 4 C o

o \

o pat\ents aamitted for catastrophic medical services such as \\\;

-

. N .
bbrn or trauma care,, . “ L.

%
.
- *

v \ > .
. ~ < 0 uninsured patients including the unemployed and 111eyal
o .

. : ’

~aliens, .

. .
. . .

0 pa*’ants wha nave abused drugs and alconol,. and

0 ins. o4 patients unable to pay copayments and deductibles. s

- Y

In 1nd1vidual teacn1ng nospitals, the mlx of tnese seven typés of patients varies
substantially. MNevertheless, the f1nd1Qg that uncunpensated care patients can be
\

categorized sugyests that focused responses can bbk developed to assist these

patients. *

To ma ntain oresent levels of assistance for these types of patients, the

AW hds- contir:ally lobbied Congress to retai’? adequate funding for the Medicaid

in 1981 and opposed the unsuccessful efforts to extend those red.ictions this

year, The Association alsp actively supported fh\s yeag's successful effort to
. b Y]

expand Medicaid coverage for first time pregnant women, pregnant women in ~

- o .
Nuusenolds wnere the primary wage earner is unemployed, and children under five.

' -

Tne second step in developing efforgs in tne area of uncompensated care has !
been to review and follow the growing body of research seeking to identify the

characteristics ot fospitals with atypical burdens of uncompensated care,
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Inittal findings tndicate thet the most heavily burdened hospitals are publicly
sponsored hospitals in metrOpo\lian areas and not-for-profit hospitals in
s

decaying inner city neighbdrroods. Once again this suggests tne possibility of

developing categorical or focused solutions. .

A number of alternative sulutions are presently being tried and the
Association is reviewing carefully their impact on COTH members. The all payer
approved charge systems in New Jersey and Maryland have assisted COTH members,

e,
with atypicsl uncompensated care burdens, The enthusiasm for this approach 1is

not uniform throughout the Association membershiy. The recent exberience in
which Blue Cross of Maryland tgveloped a preferred provider program giving \\
patients financial 1noent1ves to use suburban hospitals wi{h 1ittle uncompensated

care rather than downtown nhospitals with substantial uncompensated care costs "\
included in approved rates may weaken the enthusiasm of those who Support this \

approach. ' \

Because of the recent Maryland experience, members and stavf are giving
increased attention to the "revenue pools® established in New York and florida to
help finance uncompénsated care. These revenue Dbo\s" are a much more recent
developmest and their intended and unintended consequences are too recent to
fully assess. In an equally preliminary way, members and staff are watching the
developments in California and Arizona to see what lessons may be learned from

those approaches. .

The AAMC- does not yet have a clear, concise, and carefully focused plan for
ameiiorating ;gghyrob\em of uncompensated care, The AAMC applauds the effort of
Lhis Subcommittee and the initiative of its chairman to nighiight this serious problem

and 1s eager to work cooperatively with others having a major interest in solving
L4

this problem. v
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STATEMENT OF JUDITH A. RYAN, PH.D,, RN., EXECUTIVE DIREC-
TOR, AMERICAN NURSES' ASSOCIATION, INC., KANSAS CITY, MO

Dr. RvaN. Mr. Chaiinan, I am Dr. Judith Ryan, the executive_
director of the Americar Nurses’ Association. Appearing with me
today is Thomas Nicholii, ANA'’s legislative director and counsel.

We appreciate this opportunity to present the views of our
185,000 members with respect to the delivery of health care to the
economically disadvantaged.

First of all, let me say that we are plessed that the subject of
providing hewith care to the uninsured and to the poor in this
country is receiving your attention. We thank you for that. Wheth-
er the problem is one of lack of access to adequate health care serv-
ices on the~part of the poor or one of the dilemma being experi-
enced by providers faced with increasing numbers of persons
unable to pay, or both, we must resolve the issue of how to pay for
uncompensated care. _

In many parts of the country, the pressures of increased competi-
tion within the health care industry are already containing costs.
But cost-containment in a health and human services sector has a.
cost all its own. For those unable to compete for services in the
marketplace, increased price competition may result in decreased
access to care as providers become more and more concerned w.th
the bottom line. If the Federal Government is committed to the
marketplace as the strategy of choice to influence the utilization of
health resources, we believe it must also take primary responsibil-
ity for the.impact that such a strategy is having on the health
needs of the disadvantaged.

We have traced in our written statement the. impact that the
whole changing economic environment is having on demand for
nursing services, particularly those services post-discharge from
hospital, and we have also traced some of the historic financing
mechanisms that have been explicit to the delivery of nursing serv-
ices. What we do not know is how to measure the exact extent to
which various groups are being limited in their access to nursing
services. We can only tell you that the broad picture is beginning
to emerge, and to give you some examples: ,

For example, the Ramsey County Public Health Nursing Service
in St. Paul, MN, a division of the Public Health Department, has
provided care to the medically indigent for many years. In 1988,
they averaged 702 visits per month to individuals with no reim-

'bursement source. Thus far in 1984, they have averaged 918 visits

per month to such individuals, an increase of approximately 30 per-
cent, and ihe number of those pat:ents coming without financial re-
sources continues to increase each month.

The way in which they are financing these services is that a lim-
ited pool of funds whidh are provided through property taxes are
providing some compensation for care delivered to those who
cannot pay. ‘

I Providence, RI, the Visiting Nursing Association sees approxi-
mately 75 cases per month who have no reimbursement source.
The agency has had to find a way to limit the proportion of free
care they provide. Rather than refuse referrals, they have put a
cap on the number of vigits an individual whose services are un-
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compensatedsmay .receive. In other words, they are rationing serv-
ices to those who cannot pay in an effort to reduce uncompensated
visits.

Seattle’s King County reports that 264,500 people have received
health care services in their hecalth department and community
clinics in 1984 to date, and that 60 percent of this group were unin-
sured. However, thege health services have been made available
using a combination ‘of small grants, philanthropy, and local gov-
erntent dollars. : w |

The effects of the changing health cace marketplace on the dis-
advantaged are also being felt in the ptiblic hospital sector, That
has been well documented here this mfrning. But nurses in our
innér-city hospitals, as well as in rural facilities which serve high

proportions of publicly financed or uninsured patients, report ex-
traordisary revenue problems. And these institutions are not in.

any position to cover uncompensated care by recouping revenues
from private pay patients because they serve a dwindling number
of those patients. ‘

The American Nurses Association believes that the Federal Gov-
ernment has an obligation to ensure access to essential health serv-
. ices for the poor and uninsured in this country. This is not to imply
that the Federal Government must pay for that care in its entirety;
it is to implore that the Federal Government establish and guaran-
tee a funding mechanism—whether private or public—that will
ensure access to care.

We understand that the major question is: Who will pay for this
care? And how? We believe that it is the Government’s role to es-
tablish a policy affirming access to needed care, which includes the
definition of the appropriate public and private sector financing re-
sponsibilities. .

We urge this committee, which has such broad jurisdiction over
financing of health and human services, to step back and take a
new look at the Federal Government's role in the delivery of
health care to the indigent. We know there is no one single solu-
tion, but there seems to be a variety of strategies which the Feder-
al Government might pursue that have been suggested here this
morning, which, woven together and taken a& a whole, would begin
to address the potential crisis that a continuing lack of access to
health care ancfo a continuing lack of continuity in financing will
engender.

We thank you for thé opportunity to be with you thig morning.

Senator DURENBERGER. Thank you very much.

[Dr. Ryan’s written testimony follows:]
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#r, Chairman, I am Dr. Judith Ryﬂn, Executive Director of the American
Nurses' Association. Appearing with me today is Thomas Nickels, ANA's
Leqislative Director and Counsel, We apprecidte this opportunity to present
tha views of the 185,000 members of our constituent state associations with
respect to the delivery of health care to’ the economically disadvantaged,

The ;ubject of proviﬁlng health care to the uninsured and the poor in

our country has received increased attention within recent months, 'While we

‘do not yet know the extent of the problem, anecdotal evidence indicages that

serious political questions need to be addressed at the federal level.

Whether the problem is a lack of access to adequate health care by the poor,

unable to pay, ox both, providersand policy-makers alike mudt.pe,prepared

to address the issue of how to pay fo. uncompensated care,

COMDPETITION AND HEALTH CARE

Much of the policy debate about future directions of health care has
ﬂnc;aed on new ways to use the forces of the marketplace and the pressures of
price competitioh to constrain rising health care costs. In the public sector,
both federal and state governments, have taken action to gain greater control
over health spending. Such actions include fundamental changcé in the methods
used by government to pay for health services provided to the aged, the dis-
abled, and the poor. Governments have also encouraged wider use of alternativas
to the traditional ways of delivering health services in the community. In
addition, the private sector has explored new ways to use the marketplace as a1
effective instrument for achieving the goal of a more effective, and less costly,

health delivery system.
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Inﬂnany parts of the country, the pressu.ea of increasing competition
within the health care industry are already bein; felt. Public and private
purchasers of health servlces are increasingly conce-ned about the quality
a1 the cost-effectiveness of the care hospitals, physicians and nurses pro- .
vide. Major changés are occurring ln the ways in which health care is being
organized and financed posing new challenges for health care professivnals,
- ] However, cost containment and competition in the health care sector is
not without its own cost. While the effect uf‘market forces may hold promise v
for slowing health spending, there is‘mountinq concern regarding the impact
th;t increased price competition is having on the medically disadvantaged and
others who lack access to care for financial reasdmm. For those whom the
marketplace cannot easily serve in the conpetiti&e environment, increased
price compeé}tion may result in decreased access as providers are more and
more concerned wi*'i the economic bottom line. If the federal government is
committad.to the markotplace as the‘most effective way to infliaence the utili-
zation of health resources, it must also take responsibility for the impagt

that such a strategy is having on the health neads of the disadvantaged. ) \

THE AFPECTED POPULATION

Regrettably, we do not know the exact extent to which various groups are
limited in their access to reasonable health care. We do know, however, that
there is still a sizeable portion of the population that remains outside any
public or private health plan.

Estimates vary on the numbers of the medically indigent and the cost of
sarvices provided to them., Even more difficult to quantify are the costs re-
sulting from delayed treatment and the absence Of preventive services., Récent
data from a number of studies suggest that the range of medically indigent in
the population is now from a l1ow of five percent to a high of 12 parcent., More
importantly, all agree that the number and proportion of these individuals is

rising,
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Tha medically disadvantaged can be characterized as falling into a number
of groups., One of tﬁe largest groups is young adults ages 15-24 who are not
covered by thair parents' insurarnce or do nut secure coverage through their
employment, Others have low family incomes, either slightly above or below the
national poverty level. It is important to remember that Medicaid only covers
53 percent of those below the poverty line, down from 65 percer : in 1979. Some
lose health insurance coverage because of job loss. There are also many employed

persons who have no ihsurance, or whose ,insurance docs not extend to their fami~

‘lies.

one recent study of these issues, conducted last year by the Robert Wood
Johnson Foundation, confirms that lack of\heslth insurance, compounded by low
income, poses overwhelming problems for many americans seeking health care.
The evidence points to a wide disparity between the ability of those who are
insured versds those who are uninsured to obtain needed health care. For
example, the study founﬁ that one million families had at least one member who

needed health care, but did not receive it. The Johnson Foundation Studyvcon-

_cluded that simply to be poor in Amexica “is no longer a major deterrent to

obtaining adequate medical care -- but ko be uninsured is! To.be bath uninsured

and poor remains the most serious problem of all."

The impact of increased numbers of non-reimbursable care is already apparent.

For example, the Ramsey County Public Health Nursing Service of St. Paul,

f

Minnesota, a division of, the public health department, has provided care to the
medically indigent for many years. in 1983; they avéraqe 702 visits per month
of individuals with no reimbursement source. Thus far in 1984, they have

averaged 913 visits per month of such individuals, an increase of approximately
10 percent, and tho number has been increasing each month. Clearly, we have a

mountirg problem as greater and greater demands are placed on providers to de-

A
liver care to those who cannot pay. .




THE PROVIDER RESDONBE

.

The task of actually providing health services to the pooz and to the

¢ ) a
uninsured falls on thousands of hospitals and health ‘care practitioners in

communities across’ the countr;. *Their responses to the needs of the mgdlcally
disadvantaged for medical help cah and do vary widely,

Like cther economic enterprises, health care piovldefs survive only when. o 4
they are i\ a position to recover the costs of the goods andvservicgs they
produce for patientas. If some Ssegment of their business suffers losses be-
cause individuals cannot pay, or because they pay lesc than their_a;tual costs, o
then such losses must be offset in some manner, Most voluntary community hos=
pitals and many health pract.tioners subsidize th}s charity care burden and ,
the bad debt experience of* those who do not pay their full way by 1ncreasin§
the charges to patients covered by private group health insurance programs, )
When the burden of subsidizing the poor and the unL;sufed cannot then be gshift~
ed, providers of care and prpctitloners often respond by restricting or re-
ducing the amount of service théy are willing to supply-to the medically dis- ]
advantaged, , a

Both governments and private employers have recently taken steps to re:a

duce their obligations to finance health care services. The effects of these
developments on the willingness or the agllity of providers of health care to
continue to subsidize the costs of the poor and uninsured are increasingly

apparent. As the competition for paying patients intensifies, and the oppor-
tunities to shift the burdens of uncompensated care diminsh, access to care v
for the medically disadvantaged also becomes more restricted. Some facilities

" in the community will attempt to control the numbers‘of low=-income and uninsured

patients they will admit or treat, Other institutions will increase their trange

fars of such patients to publicly-owned hospitals or clinics. In addition,
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practitioners may.refusa to phrtlc;paﬁa in low=income health care programs
or may Severely limit the nugbers of uninsured patients they are willing to
care (for.

The effect. of the changing health care marketplaceaand the impact on
the disadvantaged are being felt most acutely by the éublic‘hospital secﬁot.
Many inner-city hospital® and some rural Pacilities, with high pr0p0ttionsl

of publicly-flnpnced or uninsured patients, are tacing°e§traordinazy revenue '.1

problems. These institutions are not in any position to cover uncompensated
care expenses with revenues from private paying patients because they serve a

dwindling number of such patients.

ADDRESSING THE PROBLEM

It is critically important that the health needs of the medically dis-,
gnfranchised be served, If we do not mcve swiftly to addgess the problgm,
the costs of both thé indigent, certain hospitals; and federal and state . . .
governmenté will be mammo?h. #While nursing has always been concexned about
the health care of our disadvantaged thizéns, there is an increased urgency
in the new competitive env{;onment regarding their future,

tle believe that the federal government has an obligation to ensu?e access
‘to essential healkh services for the poor of our society. This is not to, im-
ply that the federal qpvernment must pay for that care in its entirety, it is
to implore that government establish and guarantee a funding mechanism, whether
public or private, which will ensure access to care. The major questién fécing
us is who will pay for the health needs of this population; we are suggesting”
that it i3 government's role to establ’ish a policy affirming access to needed
care, and including a definition of the appropriate public and private sector
"financing responsibilities,

There is not a single solution to this financing dilemma, It would be un~

realistic to ask any one public or private entity to bear the entire burden
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of providing care to the Lndlgont. Rather, there are a variety of gtrategies

which the federal governmentAmight pursue, Taken as a whole, these fiscal -

strategies wc'ild begin to address the potential -problems that continuing lack
¢
of care will engender, '

1, The federal government must maintain an‘active role in encouraging
hogpitals to continue to provide access to care to those in the
community unable to provide ‘full payment by requiring implementation
of the provision in the Social Security Amendments of 1983 which
specifically grants the Secretaky authority to adjust prospective
payments to those hospitals with a disproportionate number of in-
digent patients and part A beneficiaries,

2, Explore the possibility of public and -private financial pooling

arrangements to help pay for services for the medically indigent,

An agsessment on thie net oparating costs ‘of hospitals, as in Florida,

or on health insurance premiums, could help pay for uncompensated

care.

3. Coverage should be increased under Medicaid to include preventive
service for the poor and near-poor. Although this action will in-
crease federal spending initially, it will pay off in the long run
and reduced institutionalization., Inclugsion of the child Health -
Assistance Program (CHAP) in the Deficit Reduction Act this year
was a positive step; increasing ¢overage for preventive services
sould be a similar move in the right direction.

THE NURSING PERSPECTIVE -

The nursing profession has a proud history of providing health care to

-the poor in this country. Early in this century, local government carried the

brunt of financing health care to the indigent, tLocal' and county health de~
partmgnts provided a broad range'of public health nursing services to the aged,
the poor, the chronically i11, mothers and children, Voluntary agencies supple-
mented these government gservices, and both sectors appropriated funds for public
health nursing services on a prospective basis.

buring the depreéssion, nurses organized in private uuty registries and
beqan to provide care on a fge per case basis: After the depression, the con-
cept of a third party indemnifying both patient and provider against risk of
financial loss ev@lved, and employers found it increasingly advantageous to

bargain for Blue ’ross/Blue Shield benefits instead of Qages ag these fringe




PAFuiToxt Provided by ERIC

v 210 .

benuficg were exempt frum income tax. However, nurses were not recognized as
providers undey this naw insurarce mechanism, nor were nursing servi:ces recog-

nizud as covered benefits, Unable to compete in the fee for service market

“
.

without insurance coverage, hurges sougnt employment in hyspitals and other
institutional care settinys. With the advent of World war II, hospjitals em-
ployed increasing humiers of practical and ancillary nursing personnel, and
the role of the hurse as employed professioAal continued to evolve. The sub-
sequent explosion of medical technoloygy led to increasing specialization in
hospital nursing practice. Nurses became salaried health professionals[ and
hospitals were compensated for provislon of nursing services as a part of their
pes diem rates. . . ‘

in the 1960's, the federal government acknowledged its role in insuring
health care for the aged, and in sharing the COst for care of the medically
indigent by enacting Medicare and Medicaid. Both prograng were designed to
cover essential mudicﬁl gervices and to pay individual or institutional pro-
viders Jn a tee for aervice basis. Again, the financing mecnanisms desiyned
to pay for deliivery of health services to the poor, the aged, mocheré and
chiidren, failed to recogaize€ nurses as providers, Neither did tnhey recognize
nursing Services as covered penefity. Furthermore, botn Medicare and Medicaid
had tne effect of transtorming tne pzospéctive funding base for comprenensive
publlc health nucsing ssrvices, historically deliverei to these populatidns,
into a retrospect ive, médica;-fee for service syscem. The sysStem was further |
fraguented by tne fact that only certain limited categories of Persons were
eligible or those ~erViCEes.

11, tne 1980's, the fe.eral government moved to rvduce tha 1ncredse in
tedesal dollars gouiny tor hea’th care by reducing inreases in Medicace outlays;

reducing ijcredses in feveral dollars going to scaces tor Medlcaid; and by

shittinj custs TO states, municipalities, health care providers, purchasers,
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'health insurance companies and consumers through categorical block grants, ) r

-4

tax code changes, cost sharing, Rprospactive payment mechanismﬁ, aﬁd by reducing

<

or eliminating federal dollars.fok targeted programs.
Fox the most part, the emphasis has been on cost per case'reductions

rather than on total system cost raductions., FPurthermore, the focus of

.

attention has been on reducing the costs for sick care,-raqher than on de-

veloping a health care strategy that will meet the health needs of a rapldly
) )

changing population in a cost effective manner. -

It seems to the nursing professidn that the aggregate effect of federal

policies designed to allow market price to driye a human services syste.m has
been to drive us back in time. Lewin has egtimateé that there are 15 million
Poor.and underinsured or uninsured persons, and that these persons are in
ggnerally poccer health than higher income persons of comparable age., Further-

more, these new "health poor" seem to be those same populations served by

" public health nurges early in this céﬁtury, i.e., the aged, the chronically il1,

tmothers and children. while there is some uncertainty, about how Serious their
problems are, there is growing certainty that they are getting worse.

The nursing profession's anecdotal evidence is this: Medicare's prospective’
payment snrétegies are reducing cost peg ca;e in the acute care setting.
Directors of nursing tell us that the average length of stay is down. Intensity
of nursing care is up. MNurses are taking care of sicker and sicker patients.
Hospitals are targeting and marketing their services to the patient mix they
can most'brofitabLy serve. As specialize& units &re closed, most hospitals are
cross training experiénced nursing personnel to serve in other specialized "
clinical areas. While most hospitals have not actuélly realized a deficit,
management is worrying about one, and making decisions accordingly.

Nursing directors of skilled nursing facilities, nursing homes, hospices,

home health agencies and community nursing services all report that they are now
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Lexvigz slcker patiant populations, and fnuch larger patient popnlatiehs.

Mothers and babies are coming home to households in which there ate othex

children ani no extended family support just hours after delivery. Eatiencs

on continucus intravenous therapy .are “aring for themselves at home. c;tarac: &
patients are being discharged from ambulatory surgical centers hours aftdr |
surgery. Entrepreneural fhencies are evolving to provide "singjle service" .

post-discharge care. They are marketing this care to the chronically ill,

aged covered for “"cancer care," “respiratory care," or other specific medical
services. once that patients' benefits for specific medical services have
been exhausted, underfunded commun1t3 nursing agencies are trying to provide .

uncompensated care. \

The demand for ,skilled nursing services, post hospital discharge, is ¢
outstripping the nursing profession's ability to transfer or prepare the mix
of nursing manpower appropriate to neéw settings and changing patient popula-
tigns. ‘This massive change poses both challenges and opportunities for nurses.
But the policy dilemma whicﬁ nursing itself Eannot resolve is the frag-
mented syste& for financing the delivery of the whole range of health and hum;;
services to those who simply do not have rhe economic wherewithal to compete
for care in t;e market place.
The American Nurses' Association urges this committee to step back and
che-A new lopk at the federal government's role in delivery of health care
to the indigent. We firmly believe that the federal government has a rolei
The whole history of the development of federal funding for categorical assist-
ance programs would indﬂcate that local and state governments are simply unable
to bear the entire brunt of the cost of health and human services for certain
populatiuns. .

It seems imperative that this committee, which has broad jurisdiction over

health and human service programs, take a hard look at the total level of
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federal regources available tp-/mest health and human need, and develop plnné

2 S -
for a system through Mhich'égliot these regources mtaht be allocated to family
' ¢ ’ e

! /)//!nits or to individuals through one appropriate unit of local government, To T
¢

continue to alldcate in a piecemeal way through categorical assistance programs,

; L . or to continue to patch our failing system for delivering health and human

" .

sarvices, just will not work. -

The American Nurses' Associaiiﬁn has advocated passage of s.A410; the
Community Nursing Centers Act of 1983, fThis bill, sponsored by Senators

e Inouye (D-Hawaii) and Packwood (R-Ore.) would provide a prospeciveiy paid,

community-based alternative for nursing ;eévices under the Medicare and Medicaid K '
programs. This approach would extend the benefits of prgspective paymen£‘ \\
nechanisms to commun. .y-based nursing organ;éations. Such entities would then \
be “in a better position to serve the broadest possible population in need of . °
serviqés. while passage of S, 410 would not extend coverage. to those currently
lacking Medicare and Medicaid eligibility, it would m;ke the nacessary move 3.
toward'eliminating barriers to direct provision of nursing ;ervices. .

The nursing profession stands ready to asist the Committee gn its attempt
to address this growing problem, If it is not addressed adequatély and ﬁuickly,

we may have a situation of crisis proportion. : N

A ’
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Senator DURENBERGER. On that latter point, a general question

to the panel. And I am going to quote from the NACO testimony—

and1 we have been through thiz for those of you who were here
early.

" We have an indigent health care problem in this country because we have failed

to resolve the tough question of responsibility. Since we have not done so, the courts,

are beginning to make these decisions for us. Lawsuits against counties for indigent
care, common in the courts rulings against counties, are alarming.

Thrciugh cost shifting and by turning away from the disenfranchised, this nation
has failed to deal with the c!uestion of fiscal, legal, and moral responsibility for
helalet(}i] care of the poor. The intergovernmental responsibility is particularly unre-
S0lv o . .

Now, none of you were asked to address that subject specifically, but is there

anyone here who disagrees with the significance of that statement as a major prob-
w lem ;n--getti‘n‘g to the heart of adequately providing access for "he indigent to health
care’ .

\“Mr. 'BROMBERG. Mr. 'Chairdn.;an, I don't disagree with it, but I

would like to change some of the emphasis. For example, I think . -~

" cost shifting historically has been a good thing, and I think it's
+ time we admitted that it may be out of date with competition, but
that for years-there was really nothing that terrible with a middle
class or upper middle class patient paying a little more for their
bill to subsidize the poor. The hospital had to do it that way, and

that’s the way the private hospitals did it. ,
_Lthink it 1s also about tinle we recognized, on the other hand,
—~~that a public hospital is government; that’s what a public hospital
is, and that's what it's there for, as several witnesses have said-—

not just their mission, but legally that's what they are there for—

“and that if there was @ fault historicaliy it may be that the State
“ and local governments didn’t adequately fund it.

In a utility-type system it makes sense to send the patients there,

and the Government should fund it. As we move to a price-competi-
tive system, all the rules seem to change. For example, I applaud
the statement of a prior public Afficial here who said, “Don’t give
this money to the hospitals. Dor’t make this an institutional pro-
gram.” .

Mow, if you want to make a co§t-effectivé delivery system out of
thie, maybe you give it to HMO's and maybe you give it to. the
States and let them decide, but the last thing in the world you
should do is set up a pool of money—no matter how you get it—
and say we're %oing to give it to the hospitals that have high char-
ity-care loads, because they may be the wrong hospitads. It may. be

' that a cheaper one is the one that patient should go to, and’ with
the right incentives they would.
We l:?ad to argue about whether there is a right to health care.

There afe some people running around saying they have a right to”

patients now. They don’t want theif cream skimmed, like it's their
cream. You know, “Don't take my cream away, my profitable pa-
tients.” Well, hospitals don’t have a right to patients; patients have
a right to choose. ' : :

But, yes, | agree with the thrust of the urgency of the problem.

Senator DURENBERGER. Dr. Ryan. ]

Dr. Ryan. The history of public health nursing in this country
would indicate that nursing has long believed that there is a gov-
ernment role in providing a broad spectrum of services, both health
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and human services, to the indigent in the local community, We
valieve there Is s competitive role for nursing in the delivery of
services in a health care marketplace in which people can compete,
When we have people who continue to fall out of that marketplace,
then maybe we have to go back to, upfront, prospective, govern-
mental payment for thusc services to those indigent populatiors
that we now are redefining. v

Dr, HeysseL. Mr. Chairman, I would like to comment on cost-
shifting also. As a matter of fact, that really wasn’t very bad. And
if you think about it, it was a reasonably broad base that that was
done upon, until almost every large industry became experience-
rated and really paid their costs—whether they were through a
Blue Cross payor or not. As long as there was some community
rating out there, the facts of the matter are that everybody in the
State bought a piece of the action for the costs of graduate educa-
tion, for uncompensated care, and so forth, wherever it occurred.
. The moment we had the competitive market and everybody

opting out on price, that changed dramatically. And you can't sup-
port the system we have any, longer, increasingly, through cost-
shifting. We must find another way to do it.

I want to make one other point, I agree with my friend Mr.
Bromberg that my cream is what he wants. [Laughter.f

The problem is, I'm not sure he does.

Senator DURENBERGER. I would hive to agree with that, too.
[Laughter.]

Even I'll agree with that. .

Dr. HeysseL. The problem is, I'm not sure he is; because while it
has been said that the major burden is the public teaching hospi-
tal—and an article was published by Frank Slone and colleagues
from Vanderbilt that said that basically that's where the charity
was in teaching hospitals—that's not totally true. The bad debts
that we have are concentrated in neonatal intensive care units, in
trauma care, and those special services we provide.

You know, those special services are things that society has de-
cided they wanted available, and that they should not be available
in every hospital, and they ought to be put in the hospitals that
can really do it.

Now, maybe we need to find a way to fund what I would call
partly firehouse functions and standby functions through a differ-
ent mechanism, as another example. But it isn’t true that teaching
hospitals’ problems are simply because they can’t collect their bills;
it is because you can’t collect bills from people who can’t pay it.
That’s the problem.

Senator DURENBERGER. Bob, I'll give you the last word on this.
. Mr. Jonnson. I just want to say that, as everyone has said, it has

been a hidden tax. I think the Federal Government in 1965 stepped
up to bat for a segment of the poor in this country and said that it
is a national responsibility. I think it is fair to say the care for tha
poor is a national, State, and local responsibility. It ought to be
paid from the broadest tax base. :

It is clear, though, that it should not " left exclusively to the
communities that happen to be, by circ.nost.nce, the places where
the poor live to home should the finai:ia! cost of paying for the
care of the poor. Why should the cost ot taxes of the residents of

)
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this city be so much higher because there coincidentally happens to T

be a large number of poor people in this city? It has got to be fair,

and it's not fair to simply say it's a local -problem; this problem re-,
quires the broadest base of taxing. It has to be a shared responsibil-

'hty, but it certainly ought to be broader than simply the local juris-

iction, :
Senator ‘DURENBERGER. I need to ask you a question that I think

tlates back to something that both MiKe and Judy said. I think I
- hehrd in your oral testimony that you are exploring an HMO.,

Mr. JoHnsoN. Yes, Senator. '

Senator DURENBERGER. Now, you and I live in a town in which I
have lists this long to choose from, among which are HMO's. Why,
on behalf of the indigent or with the help of the indigent, are we
not buying from existing HMO’s—services in your facility or other
facilities? : '

Mr. JounsoN. There is a small amouat of that being done, and
I'h not sure I can answer from the point of view of the State
agency, only from the perspective of an institution, We believe that
we need to develop strategies that allow us to serve the population
better, broaden the number of patients that we serve, to find ways
to control costs but also stay inancially viable, so that we are in- , ..
terested in it %}llrely as survival strategy as well as better provision
of care to the Medicaid population strategy.

"Senator DURENBERGER. But what I hear you say is that you
_ wouldn't agree what some of these other people said, “Let’s cut off
financing the institutions and start financing the people.” Recause
you have a survival problem.

Mr. Jounson. I think we have a short- and long-term problem. I
think in a way one could argue that if you get past the point where
everyone is covered, and reasonable controls are there 8o that it is
not so competitive that gou do away with good institutions that
have traditionally served the poor and have a concentration of
technology then you ca%ocus on simply providing individual cov-

‘erage in the long run ahBility to pay for care should be assumed for
all citizens that is, you'give a person the ability to seek care, 1
think that is the. better choice. In a way, it shouldn’t be just insti-
-+ tutions’ preservation. :

In the short run, we've got to stay in business to continue to pro-
vide service,

Senator DURENBERGER. Is there any reason why, here, this isn't
getting going? I mean, people are experimenting with gatekeeper
programs and exploring some HMO alternatives. Is it happening
around here, or isn’t it? What is the problem?

Larty, do you want to respond to t at?
 Mr. Oack. Yes, if I can respond to that, I think that the answer
is that it is hapgening, and beginning to happen in several parts of
the country. 1 think you are up against the classic problem, the to-
tology that there may not be enough money to buy even the level '
of benefits that are provided in a piecemeal basis in many Medic-
aid Programs on a capitatedtbasis.

One of the problems that HMO'’s Medicaid Programs have had in

urchasing capitated services from existing HMO'’s in some States *
is that they can't pay a high enough premium to genuinely save '
money. And so to design an institut onal package or an HMO that

A t
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can be tailored to either the Medicaid benefit package or sold to
indigent persons at a reasonable cost requires a %lreat deal of crea-
tivity. I think this is being done. I think among the many competi-
tive elements in the system, the only one that I think stands even
a moderate chance of assisting low-income people is the HMO or
the capitated model. We are exploring it.

Senator DURENBERGER. We have to keep moving on behalf of the
other witnesses, but let me ask you and Mr. Newman a question.:
How is the public hospital in America changing? I have seen some- -
where the hospital is just a building, and it got put up there by the
county commiusioners and the State legislature, and that's it—
that's what we call a “public hospital.” But I have seen others who
have sort of taken a look at themselves and said some of these -

© things shouldn’t be done in a hospital but should be done some-
where. else, so they are buying primary care outside the hospital so
people aren’t using the expensive emergency rooms, they are
buying services from other hospitals where that is appropriate.

How is the public hosgital in America changing to meet some of
the gressures of the high cost of delivering services in thoge build- -~ — -
ings

r. NEwMAN. Senator, it is going to run the range of several ac-
tivities, not only under the general rubric of competition, because
we need to compete just like anybody else. It's true, our manuate is
to serve the poor; but we also have the availability to serve other
patients, . R A v

We are exploring with existing HMO's to distribute patients on
an outpatient and ambulatory care basis within the community,
and to do it on a per-capita basis. It probably is going to be less
than what we can provide within our own institution. No 1, we .
have access capacity unavailable in order to meet the increasing
demands, because our volume has béen going up while everybody s
else’s has been going down. : ‘

We aré also contracting with outlying counties to provide serv-
ices that they do not have within their own counties. We were the
ones that started suing other counties, because we would send e
them bills for their indigent patients and they would not even talk
with us about paying it. Now that we have won the first two or
three lawpuits it's amazing how the attitude has changed and they
are willi‘lvlg to communicate with us.

Texas is very active with a State Governor-appointed task force
to look at indigent care. The task force is reporting out later this
month on\its recommendations, because it's recognized that it is a
problem. !

We want to use those things that are competitive in nature as
well as lopking at utilizing the resources we have available. In
many cases we can provide services better than other hospitals can
and if hospitals have the excess capacity to sell, we've got several
of those contracts, and I think it is going to improve our situation
without in¢reasing the tax burden that has to be spread around.

Senator DURENBERGER. Thank you all for your testimony; I ap-
preciate it.

The next panel coisists of Mary Nell Lehnard, vice president,
Blue Cross and Blue Shield of Washington; Eugene Barone, presi-
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dent of Blue Cross of western Pennsgylvania; and Leona Butler, vice
president of public and provider affairs for Blue Cross of California.

All‘of your statements will be made part of the record, and if you
can keep within the 8-minute limitation it will certainly be appre-

" ciated.

STATEMENT OF MARY NELL LEHNARD, VICE PRESIDENT, BLUE
CROSS AND BLUE SHIELD ASSOCIATION, WASHINGTON, DC

Ms.. LEHNARD. Senator Durenberger, I am Mary Nell Lehnard,
vice president for government relations for Blue Cross and Blue
Shield Association. With me today are representatives from two
Blue Cross plans—Blue Cross of western Pennsylvania, and Blue
Cross of Califernia.

Like everyone else today, we are very pleased that you are hold-
ing these hearings. We think it's necessary and timely to explore

the whole issue of who is going to finance health care for the eco- -

nomically disadvantaged.
We are also pleased to be able to share some of our local pro-

grams that individual Blue Cross and Blue Shield plans have devel- -

oped in response to this problem. We think that Blue Cross and
Blue Shield plans and their subscribers have contributed signifi-
cantly to funding care for the economically disadvantaged: First by
making health insurance coverage broadly based, readily available,
and as affordable as possible; second, by developing special pro-
ﬁrams for the unemployed and others; and, third, by reimbursin

ospitals through a variety of payment mechanisms for a signifi-
cant share of the cost of uncompensated care. .

With me today is Gene Barone, president of Blue Cross of west-
ern Pennsylvania, who will address the ways that his plan' deals
with the various problems faced by the economically disadvan-
t:eigeda including their program of health insurance for the unem-
ployed.

Also with me is Leona Butler, vice president of public and pro-
vider affairs for Blue Cross of California. She will explain how that
plan’s contract negotiations with ingividual hospitals under its pre-
ferred provider arrangement considers the hospitals’ cost of uncom-
pensated care. : ‘

Senator DURENBERGER. Mr. Barone?

[Ms. Lehnard’s written testimony follows:]
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1 am Mary Neil Lehnhard, Vice Prgs/ldont of the Office of Government Relatlon's of the
Blue Cross and Blue Shield Association, and with me today are representatlvos'of two
Biue Cross Plans — Blue Cross of Western Pennaylvania and Blue Cross of.'Callfomla'.
We 'appreclgte th[s opportuni®y for these Member Plans to present testimony on the
delivery of health care to the economically disadvantaged. . : -

The issue of ensuring access to needed health care for the economically disadvantaged,
that is, low income persons who have no health insurance and are ineligible for Medicaid,
is of concern-to all sectors of the health care rﬁarketplace. There are a variety of
programs in place or under development which are a direct response to this problem.
We are pleased to be able to share some of the local programs that individual Bluer
Cross and Bine Shield Pians have developed.

yd

We commend the Subcommittee for holding these hearings, We believe it is necessary

. and timely for the issue of financing care for the  economically . disadvantaged to be

expiored.

As you review the effectiveness of existing programs and the need for additionsl
initiatives, we would urge you to keep in mind that the private sector is alteady
providing a significant level of funding for health care for the economically disadvantaged.
The programs you will hear about today, in fact, demonstrate this, To date, Blue Cross
and Blue Shield Plans and their subscribers have contributed significantly to this funding
by: (1) making health Insurance coverage broadly based, teadily available and as
inexpensive as possible; (2) developing special programs for the unemployed and others;
and (3) reimbursing hospitals through a variety of payment mechanisms for a sicnlﬂqant

share of the cost of uncompensated care.
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The Association will have more general comments when we testify at the Committee's
hearing on proposed solutions to the uncompensated care problem,

“With me today is Eugene Barone, President of Blue Cross of Western Pennsylvania, who
will address the various ways that his Plan deals with the problems faced by the
economically disadvantaged, inciuding its successful program of health Insurance for the
unemployed. Also with me is Leona Butler, Vice President ¢f Public and Provider
Affsirs for Blue Cross of California, She will explain how that Plan's contract
negotiations with hospitals undo:r its innovative Preferred Provider Arrangement considers

a hodpital's costs of uncompensated care.
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STATEMENT OF EUGENE BA,R(;RE. PRESIDENT, BLUE CROSS OF
. WESTERN PENNSYLVANIA

Mr. Barong, I am Eugene J. Barone. I am president of Blue
Cross of western Pennsylvania, with headquarters in Pittsburgh,

" and I will-briefly summarize, Senator, the written statement that
is submitted for the record. ’ '

The mission of Blue Cross and Blue Shield is to make coverage
available to all segments of the pogulatio_n. And that includes the
health disadvantaged as well as the economically disadvantaged.
As an example, the high 18vel of unemployment that we have been
experiencing in western Pennsylvania created a special need for
health care coverage. In the early part of 1983 we developed and
offered a program to the unemployed. It was a specially designed
-program, and we were very pleaseti' that-the 96 participating hospi-
tals of western Pennsylvania participated in this program. As we -
were attempting to develop a rate as low as we could get, the hospi-
tals agreed to subsidize the premium rate by 20 percent. Blue Cross
in turn subsidized an additional 20 percent, and also subsidized the
administrative and the.é)romotional aspects of the program, ,

_ Pennsylvania Blue Shield and its participating physicians in
western Pennsylvania also cooperated and offered a medical/surgi-
~ cal program to the unemployed—again heavily subsidized. -

e have offered the program since 1983—May. 1 was the effec-
tive date of coverage. Since then we widely publicized open enroll-
ments of this coverage. In fact, we arein the midst of one now, an

open enrollment that we ha.~ gone into heavily in unemployed
areas and attempted to work with groups in that area to find the
unemployed. , o
““Today there are aﬂproximately 17,000 people covered under this
program, and over the past year approximately 35,000 people par-
ticipated in it. Since then, of course, many of these people have re-
turned to the work rolls and are covered under their existing pro-
grams., - ;

What surprised and pleased us not just the success of the pro-

- gram, but that it verified and strengthened our community-service -
philosophy, in that we found—though there were a lot of skeptica
at the beginning of the progtam—-that many people wanted to
maintain their dignity and independence, and found a way of
paIyinfg the premium for this program.

n fact, we are now developing a similar program for the margin-
allgoemployed people. :
the message today is that we still carry on our prihciples of
oseration that the founders of our corvoration developed back in
© 1937, and that's to provide coverage to all segments, continuity of |
coverage for life—we don’t cancel for high usage—~the subsidized
rates for the disadvantaged segments. And because of these pro- .
grams—and they require, by the way, cooperation of roviders and
the ieneral public—the free care burdén in western Pennsylvania
hosg tals decreased from 43 percent when we went into operation
to the present 2 to 3 percent. ¢

And the ability to achieve balance between the need for health
care services and the ability to pay for those services has been de- |

- tived frora two mechanisms: One is the hospital reimbursement

_2'7
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agreement we have, that pays on the basis of audited costs rather

than cherges, and the second is the surcharge on rates that we

charge to groups that we refer to and identify for the groups as a

- “‘community service factor.” And with this fund we he p to subsi-
dize coverage for disadvantaged segments. ‘ '

So our aim is to continue to pursue the special challenges of
meeting the care financing needs of. the disadvantaged, and we are
confident that the voluntary and community efforts will continue
to play substantial roles in mevting the health care needs of the
people. ° '

Thank you.

Senator DURENBERGER. Thank you very much,

Leona Butler?

[Mr. Barone’s written testimony follows:]
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A Mr. Chairman and honorable members of the Subcommittee on Health of the Senate
' Committee on Finance, I am Eugene J. Barone, ﬁreslden_; 6! Blue Crosa of Western
Pennsylvania, with headquarters in Pittsburgh. Thank you for this opportunity to addréss
the subject of héal_th care coverage for the economically disadvantaged,
2 B
Although I will be commenting primarily on the history and operations of the Blue Cross
Plan which 1 represent, it should be understood that our record of service is typical of
the Blue Cross and Blue Shield Plans serving tha people of Pennsylvania and of many

other Plans in the nation.

~

Early in 1837, the Pennsylvania legislature l;dopted the Non-Profit Hospital :;:n Act

= 8 atatute which recognized the potential public good of a voluntary, non-profit
approach to meeting the health care financing needs of community members_. Peni'.s'ylvanla

. l was the fourth state in thé nation to take such action, and Blue Cross of Western
. Pennsylvania, chartered in the Fall of 1937, became Pernsylvania's first non-profit

hospital service carporation.

Utlls\ng a fund of $20,000 advanced by the Buhl Foundation of Pittsburgh, Blue Cross

" of Western Pennsylvania becaine operational on January 1, 1938, Within two years,
the Plan had repaid the $20,000 loan, and had enrolled more than 200,000 subseribers
~ an enrollment size established in late 1937 as the probable maximum that could ever
be attained. Today, our Corporation provides protection for more than 2,600,000

residents in our 29-county service area.

» With the Corporation's historical roots based In the Depression days of the 1939'3. the
founders of our Plan recognized the unmet needs of the people, and the importance of -

developing a program of health care benefits that would effectively remove the barrier
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.
" between need for care and ability to pay the attendant cost:. With remarkable foresight,

they also recognized the similarity of need between those disddvantaged by economic.

conditions ang those disadvantaged by conditions. of health., They further observed the

direct correlation between age and the usage of fealth care services, \As a result, the

first program of coverage offered by our Plan on January 1, 1938 provid or continuity

of coverage for life, a guarantée against cancellation because of utilization of services
and, through the cg:mmmity-mlrig principle, the same rates for all regardless of age,

sex or other demographic characteristics.

With the evolution of the health care’ ndustry, accompanied by rapidly increasing
competition in the health insurance market, befiefit programs and rating 'prl,gclples have

necessarily changed. But t.hose original agéurances of continuity of coverage, non-

cancellation for high usage and subsidized rates lor the dlsadvantaged segments of the_

community are still in place today. And they continue to function with remarkable

effectiveness,

Another goal.of the founders of our Corporation — the availability of coverage for all

without regard to afe, employment status, or condltion of health — could not be fully .

achieved for a number of years. But, with a constancy of Corporate purpose and
philosophy, progress was continuous and thé goal was reached,
~ ’ ' .
: 9

Our 1938 protection program was designed for employed individuals and their dependents.
] v

But if the employee lost his or her job, became disabled or retired, coverage was

continued on a direct payment basis. If the employee died, coverage for the d_é.pendent
spouse and chlldrofﬁ% continued on a direct payment basis. Although the applicant
for coverage had to be under 65 years of age at the time of enrollment, continuity of

coverage for life was guaranteed.

[y
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In 1948, our Corporation had gained sufficient exf)erlence and financial stability te

begin offerlng a program of non-group benefits, Full service coverage (days of care

regardless of the number or cost of the health care seﬂces required) was provided t‘o

non-group subscribers just as it was to group subseribers, And although non-group

zdverage was subject to medical underwriting at the time of enrollment, there again

was assurance of lifetime protection without regard to subsequent deterioration of health .,

or extensive nee.d tfor benefits.

. .

Throughout the 1940's and 1950's, benefit programs for both group and non-group
v Subscribers were expanded. Coverage qf nervous and mental disorders Became a sta:ldard

inclusion. Renefits for treatment of alcoholism, drug ad@lc'tion. physical rehabllltatfon‘

and inpatient dental care were added, And protectlor; programs were exi)anded to

include a wide range of outpatient services.

In 1981, Blue Cross of Western Pennsylvania took another major step toward its ¢oal

of coverage for ail. A Senior Citizen Agreement was ;ievéloped and offered to all

persons age 65 and older who had not been covered by Blue C‘ross.prlor to age 65.

. - 7

Two years later — in 1963 ~ The Corporation's goal was feached with the introduction

of our Non-Group Speclal Program. This agreement provided protection to all those

otherwise unable to obtaln coverage due to age, {llness or other disability. No health

questionnaire, no medical examination, no medical underwriting of any nature was

required, The agreement simply included a 12-month waiting period for préexlstlng

conditions, after which the coverage became totally unre&rlcted ~ and again in terms

of full days of care.




It was in 'i§83._than. that the Corporate goal of our Blue Cross Plan was fully achievé’d.’
Cémprehensive health 'care protection was available to every resident of Western
Pennsylvania without regard to age, condition of health or employment status,

When Medicare became effective on July 1, 1966, our Plan was providlu; basic coverage
- to approximately 200,000 Western Pennsylvania residents age 85 and older, Benefits
belhg provided to these older persons equated to $2.00 in costs for each ﬂ.l)l) received
In subseription rates, B ' : y

1t is also important to note that the Plan's determination to make cuverage avalléble to
all had ﬁ salutory effect on the financial stability of Westem Pennsylvania hospitals,
With the advent and growth of Blue Cross, the {ree care -burden of voluntury hospitals

in Western Pennsylvania decreased from 43 percent in 1937 to 14 percent in 1968,

(With Madicare and Medicaid in place, free care now averages between 2 and 3 percent.)

h

L] .
The Introduction of Medicare obviously required concirrént changes lnﬂ Blue Cross

coverage for the elderly, The primacy of Medicare coverage obviaied the need for

Blue Cross basic benefits. Hence, complementary Blue Cross coverage was designed to

fill in coinsurance and deductible needs, and to extend benefits beyond the Medicare
limits. This complomentary coverage was, and continues to be, offered to all Medicare
oeneficiarles, including the disabled, regardless of age. Our pay-out ratio for this

complementary coverage over the past 18 years has been $1.09 for each $1.00 received,

Tie Corporation's historical record of achieving reasonable balance between need for
health care services and ability to pay has been derived, in the main, through two
mechanisms: negotiated hospital reimbursement agreements approved by the Pennsylvania

Insurance Department with payment based on audited hospital costs (and, in more recent/'

s
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years, plus factors added to costs to compensate for unreimbursed care provided by

K hospitals and other community service work performed); and a premium surcharge to all
group accounts (with the exception of small community-rated groups) clearly designated

by our Plan as a community service rating factor.

This purposeful subsidization of coverage for disadvantaged segments of the community
.= the elderly, unemployed, dlsab%od and others limited by income or health in the non- '
group and small group (2 to 10 employees) categories — has enabled cur Blue Cross Plan

to provide meaningful coverage to mray thousinds of people who would, by commefclal
- insurance company standards, be cunsidered uninsurabie. This voluntary, non-profit
approach also has enabled these Western Pernsylvania residents to remain self-sufficient
with regard to their hzalth care needs, to be relieved of the fear of potentially
devastating debt when illness or injury strikes, and to enjoy the capacity of seeking
medinal treatment at the onset of illness rather than waiting until the condition is severe.

1

To achieve this public good, our Blue Cross Plan and its subscribers have provided a
cumulative subsidy of nearly $150 million.

During 1983, Blue Cross of Western Pennsylvania again demonstrated its acceptance of
communily obligation by developing a pioneering program for the provision of health
care coverage for unemployed Western Pennsylvanians,

This special program of coverage for the unemployed first became effective on
May 1, 1983. There have been four widely-advertised enroliment periods - the most
recent of which will end next Monday, October 1st, Although we had originally thought

that a one-year duration for the program would meet this special need, the continuing




(A

il e

230

high unemployment levels in various parts of Western Pennsylvania have convinced us
to keep the coverage in force through September, 1985,

A /

With the cooperation of all of our Western Pennsylvania community hospi ‘als, this special
program s offered to the unemployed at- a combined Blue Cross-hospltal subsldy in

excess of 40 percent, Pennsylvania Blue Shield and its participating physicians have

" cooperated fully with us in providing for the unemployed a highly subsidized companion

" program of medical and surgical benefits.

At the present time, about 17,000 people are covered under this special program. Nearly
35,000 people, however, have benefitted from this effort since many enrollees

subsequently became re-employed and returned to our regular programs of coverage.

Here again, | wish to point out that our coneern for the unemployed was shared, and

responded to, by other Pennsylvania Plans and by Plans in other parts of the nation.

As we continue our efforts to serve the Western Pennsylvania community, we shall seek
new opportunities to provide meaningful health cﬁre protection to all segments of the
population, Holding stesdfast to our Corporate philosophy and our historical practices,
we shall continue to pursue the special challenges of meeting the health care financing
needs of the disadvantaged members of society. In so doing, we are confident that we
can also continue our progress to date in helping to shape a mote efficient and economical
health care system. We are equally confident that voluntary, community effort -~ 8o
mueh a tradition in this country — will continue to play a substantial role in meeting

the health care needs of the people.

Thank you for the opportunity to present these comments.
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STATEMENT OF LEONA BUTLER, VICE PRESIDENT OF PUBLIC
AND PROVIDER AFFAIRS, BLUE CROSS OF CALIFORNIA

Ms. BurLER. Thank you.

In my capacity with Blue Cross of Californis as vice president, I
am responsible for contracts with hospitals and physicians, both
for our standard programs and for our new preferred provider type
of option. When the competitive exﬁeriment on a grand scale was
implemented in California through State legislation, there was
much concern expressed similar to concern you heard here today,
particularly the kind of concern from Mr. Johnson that said,
“What's going to happen with the teaching hospitals? What is
going to happen in the competitive model with the county institu-
tions? How are we. going to continue to finance indigent care, un-
compensated care?”’ o

Blue Cross of California, which really set a model which others
are now following, in implementing a preferred provider option in

the State, took that into account in such a way that we believe,

today at least, is showing not only can uncompensated care be
taken into account and dealt with gut as a matter of fact can be
dealt with to the advantage of everyone concerned. )
As we engaged in a competitive model pf selective contracting—
that is, an open bidding process—allowing all hospitals in a given
area to present a proposal to us, to bid with us, we then, in select-
ing what we estimated would be approximately one-third of the
hospital beds in any given area, set about looking at not only the
competitive price which was being offered to us but a number of
other factors, in fact we developed a computer model enabling us to
adjust our decisionmaking based on weighted factors other than
price. Those factors included the amount of uncompensated care

" being given—very specifically, bad debt, charity care—and took

into account also the percentage of a hosfital's Medicare popula-
tion, its Medicaid population, and obviously such other factors as

the current cost of the hospital, the percentage of increased costs in -

the hospital, and access, and of course the scope of services of the
institution, giving greater weight to those institutions with the
more tertiary kinds of services such as burn, neonatal intensive
care, and so on. ,

I am very pleased to say that when my testimony was prepared
we had contracted with 172 hospitals. We actually have now added
6 more since that time, so we now have completed 178 coﬁtracts. of
those, 14 are with teaching hospitals—that's 14 of the State’s total
of 21 teaching hospitals—and three are with county institutior\s, in-
stitutions that people didn't believe we would be able to contract
with at all in the competitive model. Additionally, we contratted
wilth numerous—too numerous to have counted—inner city hospi-
tals

Interestingly, we have managed that and have achieved for the

first year a 23-percent reduction in payments to hospitals as a\

result of this contracting, and in our second year now have seen a
reduction of 28 percent—an additional 5 rcent—maintaining
those same teaching hospitals, county hospitals, and in fact adding
some.

R36
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I believe it speaks to the fact that there can be taken into ac-
count in the competitive model the indigemt care provided, and it -
can still be cost effective. It must be understood, however, that in
California we have a tremendous surplus of beds. More than 40
percent of our beds are vacant. The extent to which a carrier, and
for that fact any payor such as the Medicaid or Medicare Programs
can help a hospital to fill its beds-through patient channeling, is
the extent to which that hospital can operate more effectively, effi-
ciently, and at a lower cost, incrementally, for every patient. |

. Now, that means eventually some hospitals are going to close.
_~"The major issue before us teday in California is how is it going to
-~  be determined which of those hospitals will no longer be viable.

My written testimony I think has quite a bit of data that sup-
- * perts what I have been saying. '
Senator DURENBERGER. | have marked it up already. It is very in-
teresting. A
[Ms. Butler's written testimony follows:]
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Mr. Chairman and members of the Subcommittee on Health of 'the Senate Committes
on Finance, 1 am Leona Butler, Vice President of Public and Provider Affairs of Blue
Cross of California. 1 appreciate the opportunity to appear befora you to speak about
what Blue Cross is doing, on its part, to address the serious issue of provision of
uncompensated care in the hospitals of our state. As Vice President of Blue ggu.
among my major responsibilities is the negotiation, establishment l,l‘ld’ gnlnte/r;nce of
Blue Cross contracts with hospitals and physielans, This lngludos/ !;oth contract? ‘or -
our standard feo-for-seyvlce health care coveragg }nd/fé:.':mmtlve health programs,
_partlcularly our preferred provider opt’i‘é/n_';"'!“ Prudent Buyer Plan,

e
-~ -

-~

To place our approach Jn‘ﬁ;specth're. it is nocessary to briefly profile the health care
~

de.ivery en/monﬁent in California today:
P .

/'/f

"L Number of California hospitals: 3§11

2. Number of available, licensed hospital beds: 89,768
3 Occupancy rate (general acute care, 1983, 58.1%
4. Physician surplus:
A. Number of physicians, metmﬁollun areas: 55,051

B, Number of physicians, rural areas: 1,574
Total (December, 1982) 87,288
C. Estimated need (based on 190° per 100,000 pop.) 46,930
Physician surplus in California (1982) 10,295 (18%)
5  California population (July, 1982): 24,724,000
8.  Medicare population (July, 1982): . 3,457,037
‘Medicald (Medi-Cal) population (1983) 2,804,720
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7. Hospital protile — revenus, bad debts, charity care ' 2
(July, 1981 - June, 1982)

Total Uncom-

» Gross Total pensated Care
Hospital Patient ‘ Uncompensated as a Percent
Type Revenue Bad Debts Charity Care Care of Revenue

County $1,447,900,250 _ 142,784.70) 117,442,010 200,208,783 18.0%

Distelot ____ 604,192,088 22,880,100 1,937,397 . 34,488,518 2.8% s
nvestor- ' ) ..

Owned 2,533,887,570 68,541,951 . 826,154 69,186,108 2.9% b
Non-Profit 7,772,333,303 181,242,660 59,827,418 239,870,086 __3.0%

TOTALS $12,030,021,008 415,100,803 170,032,808 393,733,502 4.69%

8.,  Hospital closings:,

Last year: No closings, two hospitals shifted from
General Acute Tare to Psychiatric Care

‘Last 8 years; 12 hospitals closed doors

13 hospitals me.ged, were absorbed,

changed services, ete, . .
To summarize, in California we have too many acute care beds, too many bhyslclnns.
too many indigents who are not eligible for Medicare or Medicald (called Medi-Cal in
California) and too feﬁ hospitals willing or able to meet the needs of the many poor
who are Ineligible for entitlement programs, Additionally, acute care In California Is
among the costliest in the nation, with a bill for one day In the hospital now averaging
4809, according to the California Health Facillties Commission. This Is an increase of
218 percent in tvhe 10 years since 1974, If hospital charges were to continue to escalate
at this rate, 10 years from now, In 1994, the average one-day stay in a California
hospital would be $1,747,
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Obviously, something hgd to bordone to slow this astonishing rate of increase — an
increase experienced also by the state's Medi-Cal program, with a $4 blilion budget for
health care 6( the paor. For the previous 11 years, members of the state leglslature
had .been trylng to enact some form of hospital yate regulation, but always with the
same lack of success. There was simnly not enough bellef In the effectiveness of the
regulatory process to gain the necessary leadership support, particularly over the
opposition of the medical industry, l

In 1982, however, another approach was tried, one which captured the imagination of

business, labor, the Insurance Industry, the state legisiature and consumer representatives,

who coalesced around- the idea of controlling costs through competition usber than
regulhtlo_n. The approach of selective contracting by the state with hospitals for the
Medi-Cal program and selective contracting by insurance companies with hospitals and
physicians for the private sector was thereby enacted into California law, Much concetn
was expressed at that time over what would happen to uncompensated care as a result
of selective contracting. There was fear that this new compatitive environment,
combined with changes then pending in Medioare ulmbursgment._would forve hospitals
to discontinue thelr needed but poorly relmbursed services, to concentrate upon those

services found to be most profitable in the marketplace.

if, tor example, an obstetrics service was not paying for Itself — particularly if this
were true because of heavy utllization by California's undocumented workers -~ then

the hospital might simply discontinue this service and "let them go somewhere else."

There was, also, a very well bused concern that the state's county and * -aéhing hospitals
would simply not be able to "compete," particularly in a competitive bidding process,

and would thersby be unable to-contraat elther for the Medi-Cal program or for private
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care, fhoreby leaving these hospitals with little soutce of outside revenue but the

continued obligation to provide health care to anyone in need.

While I am not here 10 speak about Medi~Cal contracting, it is of value to note that of
the state's 31 county hospitals, 31 received Medi-Cal contracts. Of the state's 21
teaching hospitals, all have received Medi-Cal contracts. In California, we have seen
no evidence that selective contracting has had ,any adverse effects on access to care

for the economically disadvantaged.

Wiien the competitive legisiation passed in Californis in 1882, Blue Cross of California
moved quickly to establish a preferred provider option based on ulo;:tlve contrﬂctlm
with hospitals and physiclans in the marketplace. It made available, to ‘both groups
and Individuals, a more affordable form of health care coverage, one Iwmeh would include
the abllity to control future rate increnses as well as reduce current costs, We came

to call this approach the Prudent Buyer Plan,

We started our coptracting process in April, 1983 and now have contracts with 172
hospitals and over 12,000 physicians, Thls'reprenents slightly more than one-third of
the hospital beds, and oﬁe—fourth of the private practicing physllclans in the state. This
program Is now covering the health care needs of ovar 350 employee groups and we
expect our membership to fotal over o°no-half miliion people by year's end, including
Individually enrolled members who are being phased into the program. It was first
availabie In the marketplace in October, 1983 on a limited besis, and on a wider scate
in January, 1984,

I believe of particular relevance to this Commlttee's-lnqulry is the process and criteria

we used In our selective hospital contracting, We contracted in the state on an area-
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by-area basls, using s'ate designated "health facility planning areas" as appropriate
geographic units for contrhctlng. The state is divided into 137 health facility planning

areas (HFPA)., For instance, the city of San Francisco is designated as one HFPA.

AS we were ready to contract in an area, we wrote to all hospitals in that HFPA
explaining our approach and offering what In effect was a request for proposal. We
asked each hospital not only for a per diem price for care of Prudent Buyer Plan
member's. but also for considerable descriptive materlal, including data on accupancy,
bed capacity, Medlcare status, Medi-Cal status and occupancy, and extent of indigent
care. As this information was recelved from each hospital, we Incorporated It with
data from the California Health Facllities Commission, the state’s hospital data collection
agency, to develop a specific profile for each hospital. This profile lncll;des such
Infonmathn as bad debt write-off, assets to liabilities ratios, long-term debt, and source

of payment by type of service.
As we began negotlaling, and then finalizing contracts with hospitals in the area, this
and similar data reiating to Blue Cross current utilization and payments was taken

heavily into account,

To make the process as fair and equitable as possible, we developed a computer model

_ which has enabled us to balance price decisions against the other criteria we considered

to be important. As a non-profit organization, we have believed, and continue to
believe, that significant price differentials can be achieved competitively without
sécrlflce of other heaith care objectives. Our computer model has enabled us to consider
in our selection process those other important eiements, such as whether a hospital is
a teaching institution, the extent of community service provided by the Institution,
including uncompen: ated care, and Its importance to the Medicare and Medi-Cal programs.
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- These factors were heavily welghted in our selection process. Obviously, other factors

as well have been important to us — particularly the rate of increase.in hospital charges
in the last few years, the amount of Blue Cross patient utilization wlihln the hospital,
the scope of seév&g of the institution, and patient access. The model we developed
has enabled us to include these "non-price" or qualitative factors as at least one-third

of our decisions as to which huspitals would be offered contracts.

! believe results to dn{e speak for themselves. We have contracted with numerous
inner-city hospitals, 13 teaching hospitals, and 3 county hospitals, >Comblned. these are

the institutions to which the Indigents have looked and continue to look for care,

We are now in the process of completing our second year's contracting and 1 am very
proud to say that there is only one hospital with which we are discontinuing our
contract, a hospital which falls into none of the above categories and with which we

have been unable to come to terms, most probably benause of a change in ownership.

In order to understand why a hospital which provides a significant amount of
uncompensated care can be competitive In Blue Cross contracth;g. it is necessary to
remember the occupancy in California to which | pointed earlier. Over.40 percent of
the /avallable beds in the state are empty. We believe, and our results to date have
verified, that the extent to which we can help a hospital fill its beds is the extent to

which & hospital can operate efficlently, with maximum utilization of resources, and "
o

~N

A hospital has .certain fixed costs which continue whether or net beds are occupied:
the cost of the plant itself, equipment, debt service, and to # cur'ain extent staffing

continues whether'gﬂ' not its beds are full, Through selective contracting, as the
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hospital fills its beos because of lncantlvos.oﬁered to pa'ients to use a contra;!tlng
hospital, the hospital is able to meet its fixed costs and achiwve more efficlent utillzation
as it incrementally adds staff to care for its additional natlent load, t

4
The actual hosplt.al costs per patient decrease considerably as the patient load increases.
We believe, therefore, that uncompensated care can be "compensated” in the .competitive

environment if- a hospital Is, assisted In reasonably filling its beds and In having a

o
reasonable proportion of private pay patients.,

The payment mechanisms we employ In our standard fee-for-service coverage also help

to tinance hospitais' uncompensated care costs. For example, our contracts with hospitals

in Southern California involve cost-based reimbursement that includes consideration of

allowances for bad debt and charity care.

Clearly, there are some hospitals which are simply not going to be able to attract
private pay patients because of long-standing community‘perceptions about “charity"
hospitals. This Is not a new problem nor is it one which vther competjtion or regulation
can solve.
i

Obviously, as we begin to see the results of competition in California, serious issues
remain op~n. If, for instance, selective contracting m.1d the resulting patient channeling -
works on 8 wide scale, there will be those hospitals which have not been able to effect
public or private contracté. Undoubtedly, if selective contracting works, some hospitals
without contracts will be unable to remain economically viable and some hospitals will.
be forced to close. Which hospitals will those be? This must be carefully monitored.
Are there mechanisms which should be offered to appropriate hospitals, to enable them

to convert to more Necessary gervices such as thg provision of long-term care? How

will we [inance the care provlded in the "charity" hospitals which simply will not be

able to attract private patients?

Thank you for ' e Opportunity to present these comments,
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Senator DureNBERGER. Well, thank you all very much.

On the issue of some hospitals closing—and we have heard that
before today, and usually it is the high-cost hospitals, the inner-city
hospitals, the one with the highest number of indigent and bad
debt, and/or they are small and they are rural. .

That gets me to the point of, as you start doing medical contract- .
ing, and so forth, to get a definition of access for the indigent,
where does the—I'm not going to say this right—the “geographic
factor” come in? I keep hearing that Kou can’t let these large inner
city hospitals die. And yet, out in the country people will travel
many, many miles in different directions to get different kinds of
care. It strikes me that it is less expensive to set up some kind of
either primary care or some other kind of unit, like a gatekeeper
approach of some kind, and then a less expensive transportation
system. But they insist that we keep $809 a day hospitals or $1,000
a day hospitals going in this particular area.

Now, I am not taking that position. I am just su gesting that
there is something in here that needs to be examined, You cannot
take out all of your hospitals from your inner-city area; and yet, 1
look at my own community and the communities that I travel in
across this country, und everybody’s downtcwn. We have sort of en-
franchised that with the health planning system so that we are
making sure that they don’t grow up somewhere else. But the larg-
est part of the overbedding seems to be in the so-called inner-city.

I am getting too far from my question. The question is, can you
help us define, when there are restrictions on freedom of choice
and somebody else is starting to make the which hospital do you go
to decisions for the indigent, in defining access where does this
proximity thing fall?

Ms. BuTLER. Yes. Let me use San Francisco as an example; it's a

ood geographic area to talk about. San Francisco has 14 acute-care
10spitals, about 1,200 too many beds. We did some actual market
research to look at, in an employer community, what is an accepta-
ble distance to travel. And this was with somebody buying insur-
ance, paying a premium. How far will they travel for a reduced
rremium? at is the distance that is acceptable? And we found
n an urban area 10 miles was very acceptable, for people to travel
10 miles. : ‘

Now, that depends on where you are. In Los Angeles, 10 miles
might take more than half an hour, then it’s unacceptable. But a
half an hour’s worth of travel or 20 minutes worth of travel is very
acceptable to go for care..As to San Francisco, you can go any-
where in San Francisco in a van or a bus or a car in 20 minutes to
half an hour. The hospitals that are inner city hospitals are all
lumped together within a 2-mile radius. o '

So the argument that is pften presented about access, keeping
them all open, is obviously something that needs to be questioned.

However, what also needs to be takén into account is the public’s
current patterns of getting care. A very specific example: In LA
County, when Martin Luther King Hospital was opened in the
Watts area they had a terrible time ettinﬁ Xatients there. Patients
were more used to traveling out to USC-LA County Hos&ital, and
they would continue to do it even though Martin Luther ing Hos-
pital was far closer, provided better access, but it's not where
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people were used to going. So the patterns of where people are
going to obtain care must be taken into account. .

Many of the more enlightened inner rity hospitals are now be-
_ginning to do van services, so that they are going out and picking -
ilp and delivering people. This is especially important for the elder-
y poor. !

That's not giving you a lot of enlightenment, but some.

Mr. BARONE. Senator, we find in our arsa many of the inner city
hospitals are entering into arrangements with the rural hospitals,
and the rural hospitals are hecoming more short-term type institu-
tions and then referring longer term stays to the inner hospitals.
There is a move to do that extensively in westerh Pennsylvania.
hPeople out in the rural areas are accustomed to travel for every-
thing.

Senator DURENBERGER. But even that is changing. Well, I don’t
want to explore this too much now.

There was a mention earlier on of Select Care in Baltimore and
there was some mention on both of your testimonies about Plus
Factor in western Pennsylvania and to compensate hospitals for
unreimbursed care. What seems to be the trend in the Blue Cross/
Blue Shield system toward the uncompensated care financing and
the graduate medical education financing? One could say it's a sin
for Blue Cross having gotten us into the fix that we're in by—as I
said at your meeting in Twin Cities—being the hospital protective
association and the doctor protective association now to pull out of
this cross-shifting system and saying, “We don't let the middle class
for the poor and for education.” But I can also see the practical side.
What seems to be the trend in Blue Cross right now in that
regard? :

Ms. LEHNARD. Senator, I will try to answer that on behalf of all
of the pluns. As you know, some of our plans pay costs and some
puy eharges for hospital services. Under both of those systems, we
are picking up certain teaching costs and a substantial proportion
of bad-debt and charity care. Of course, the environment is chang-
ing dramatically and very rapidly, and I think it is best character-
ized by saying employers are mad about their premiums. they are
telling us to get the premiums down or they will self-insure. We
have to respond to that.

We have two examples here of different responses. California
represents a plan that has gone the competitive model and has
very carefully taken into account how they are going to sustain-in-
dizent care costs in the community. I think in the Maryland exam-
pie cited—and I might mention that Maryland js reconsidering its
plan—they did not go to those lengths. But I think what that raises
is a v ory fundamental question, which you alluded to earlier, and
that is, what oblizacion do employers have to pay for uncompensat-
ed care costs? That is exact'y the issue in Maryland. When Blue
(‘ross went to hospitals where the prices were lower, there was a
concern about who is going to pay for uncompensated care in the
inner-city hospitals. Well, by Blue Cross of Maryland staying in
those inner-city hospitals, theirpayment for indigent care goes di-
rectly hack to employers. Employers understand this, and they are
insisting—"Tell me how much my people will cost and nobody else,
and that's what 1 want to pay or I'll find some means to do it.”
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It is an extremely difficult problem. It is the very thing you have
raised several times today. :

Senator DURENBERGER. Is that somewhat uniform across the
country, or is it largely in the high-cost areas where you see most
of that, like the east coast or in California? Are you feeling that
{)ressure in the South, for example, where the average cost is
ower?

Ms. LEHNHARD. It is spreading everywhere. Obviously, in the
urban areas, the high-cost urban areas where there are large em-
ployer bases, and where you have heavy industries, we are seeing it
the most. But the level of sophistication now is down to employers
of 200-100 now have the ability to self-insure, or go to third-party
administrators. The competition is really getting all the way down
to a very small groups. In some areas we haven't seen it yet, but
we think hospitals are in fact beginning to position themselves as
evidenced by for the drop in utilization rates, perhaps. Even
though they don’t see it yet in their community, they see it coming,.
and they are beginning to react in anticipation of it.

Senator DURENBERGER. Well, thank you all for your testimony. I
appreciate it a great deal.

The final panel consists of A. Janelle Goetcheus—Dr. Goetcheus
is medical director of the Columbia Road Health Services in Wash-
ington—and John R. Mclntire, chairman of the Mercy Inner City
Hospitals Forum, Detroit, MI.

Your statements will be made part of the record in full. You may
summarize them. I take it you have been here for a while, so you

_ have a bit of a flavur of what we consider to be some of the prob-

lems, searching for some opportunities. if you can help us in (hat
search, we are going to be deeply grateful to you.
Dr. Goetcheus? ’

STATEMENT OF A, JANELLE GOETCHEUS, M.D.

é)r. GorrcHeus. Thank you for the opportunity to share here
today.

I am a physician here in Washington, and many of the patients I
see are poor, inany are homeless. And I want to share with you
what | experience each day.

In this city, the Nation’s Capital, many of the poor go without
health, care; in fact, many have just given up on health care. And
why hae they given up? There are many barriers, but I will just
mention two.

One is the financial barrier. There is a myth among many people
that anyone who is really poor is eligible for some type of coverage,
or Medicaid. Many of the poor that I see are not eligible for any
kind of coverage. That may be the woman who is 40 to 65 who for-
merly was on AFDC; her children have now left the home, and she
is asked to go out and get a job that not only provides her rent and
heat but also provides healté benefits. And that’s nigh unto impos-
sible. Or it 1nay be a gentleman who has had low-paying construc-
tion day-laborer type jobs providing no health benefits, has not
gone for health care, and develops complications—complications
that should never have developed. And by the time he is 50 years
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old he has a body.of a T0-year-old. These men then, not being able
to perform day-laborer jobs, end up homeless in shelters or in aban-
doned buildings. And even if I have somcone with multiple disabil-
itieg, the only way I can get Medicaid for them is through S8I, and
the qualifications for SSI have become more stringent. '

The second barrier which I think is equally important, and often
we don't talk about it, is the dehumanizing system itself. And I
think today we have heard much ir terms of the lack of financial
barrier: byt the dehumanizing system itself keeps the poor from
going for health care.

Most of the poor in the city, in this country, must utilize the
teaching hospitals, both public and private, and where there is
little emphasis on continuity of ca e. For them it will mean long
waits, it will mean being seen in multiple specialty clinics to obtain
basic primary care, and it will mean being reen by multiple doctors
who are in training. Each time the person goes back he sees an-
other doctor, usually an intern or a resident, who will probably ask
the same questions that they were asked before. Few of the poor
ever have the possibility of having a primary care deliverer.

When | was starting practice here in Washington, one of the
teenagers as she was leaving the office said, “How can you be my
doctor?”’ And I said, “Weil, just by your wanting me to be.” And
she said, ‘Do you mean I can tell people I have a private doctor?”

Few of the poor I see ever have the possibility of ever having a
primary-caregiver. Instead, they are shuffled through these outpa-
tient hospital clinics.

Faced with these barriers, the poor just simply give up and do
not go. And we have all the statistics to prove this. If we look at
any health statistics in terms of minorities, we see a much higher
mortality/morbidity rate. Here in Washington, the cancer mortali-
ty rate among men, black men, is 60 percent higher than for white
men, primarily because the diagnosis is made so late.

When will we learn that it is not only more humane but more
cost effective to provide basic health care, that it is less expensive
to provide care for'someone with hypertension than to provide the
long-term care that will be necessary when the person develops a
stroke because the hypertension wasn’t trected? Or when will we
learn that it is much less expensive to provide prenatal care for
women than having lifelong care for the handicapped child of 2
mother who never had prenatal care?

This is the Nation’s Capital, and health care is a disgrace.
Within the site of this building, people die daily, needlessly. It is
like & Third World country. Washington is the Federal City, and
Congress has a responsibility for some of that care, The situation is
desparate, and I ask for your help.

Senator DURENBERGER. Thank you very much.

Mr. Mcintire?

[Dr. Goetcheus' written testimony follows:|
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TESTIMONY PRESENTED BY

N. JANELLE GOETCHEUS, M.D.
on

September 28, 1984

I am a physician in Washington, D.C. My full-time practice
18 1n three health services which are sponsored by ecumenical
churches and where many of the people who come are very poor - and
many are homeless.

People who are poor are victims in many ways: they are aespe-
cially persecuted by being unable to receive basic adequate health
care., Many have just given up on seeking health care except when
the ambulance arrives at the point of a crisis, such as when the
hypertension, which has gone untreated, produces a stroke or heart
attack: .'r when the pain of the undiagnosed cancer finally becomes
S0 bad that they are taken to the emergency room. Poor peoéle are
victims of the health care system that creates enormous barriers to
receiving care. The first barrier is the financial obstacle. Many
of the poor people that I see are ineligible for any type of health
coverage, There is a commonly believed myth among persons of this
country - this city - that anyone who is really poor is eligible
for Medicaid -- and thus uliﬁible for tood medical care. That is a

myth, as many poor people are ineligible for any type of coverage.
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Testimony Presentad by

A. JANELLE GOETCHEUS, M.D.

Medical Director

COMMUNITY OF HOPE HEALTH SERVICES
1417 Belmont Street, N.W.

P.0. Box 13007

Washington, D.C. 20009

(202) 232-9022

Medical Director

COLUMBIA ROAD HEALTH SERVICES
1660 Columbia Road, N.W.
Wasnington, D.C. 20009

(202) 328-3717

Medical Director .
SO OTHERS MIGHT EAT HEALTH SERVICES
71 0" Street, N.W,

Washington, D.C. 20001

{202) 797-88B06
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SUMMARY

I am a physician in Washington, D.C. My full-time practice is
in three health services which are sponsored by ecumenical churches.
Many of the people ' Wo come for care are poor; many are homeless.

Paople who are pour are in many waya victimized by the health
care system. They are often unable to obtain care-ful basic adequate
care. Finding health care may be so difficult, frustrating, and
demoralizing that a person who ig poor may delay or fully abandon
their search until their condition has become terminal, When they do
resume their search for care, they often can turn only to an emergency

‘room, where there is no coordinated care. They may see physician

after physician, be referred to one specialty clinic after another,
and answer the same questions each time.

It is a myth that any poor person is eligible for Medicaid or
some type of government-sponsored health insurance. It is a myth
that poof people have easy access to quality health care. These are
myths that are propagated by many people, includir,k physiciansg, and
that grow out of a lack of contact with those who suffer.

To focus a health care system--its centers, its protocols, its
providers--on the care of patients as people 1s cost effective. It
is much less expensive to provide good early pre-natal care than it
is to provide lifelong care for the handicapped ch]ld who is born
with complications because the mother was unable to obtain pre-natal
care.

In my practice I see people who cry "Why, God, why?" to the
needless deaths caused by poor or no care.

This must be a question that God asks as he anguishes for his
children. "Why do you in America, who claim Me as Almighty God,
allow this type of care (which you would not tolerate for your own
families) to exist?"

Do we not know that as a nation and as individuals we will be
judged on how it is we treat our poor?
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This nerson may be a 40-65 year old woman, a former single parent,
whose children are now not in the home and therefore she is no long-
ar eligible for AFDC and Medicaid. She is now asked to go out and
obtain a job that not only pays for food, rent, heat, etc. but also
provides health benefits - and that is nigh unto impossible. Or the
person may be a black man of any age who is asked to find a job that
provides health benefits. By the time many of the black men I see
reach or survive to age 50, they have bodies of 70-year 2lds having

worked day labor jobs, having gone with minimal if any health care,

and thereforae ha{inq developed complications of illnesses from hy-
pertension, diabates, vascular disease, heart d sease, strokes - com-
plications of illnesses that never should nave developed if basic
adequate health care would have been possible.

For these persons the emergency room becomes the primary source
of health cara, and after the immediate crisis is treated, the pa-
tient is sent home to await the next crisis. Because of their phy-
sical health problems, many of these 50-65 year old gentlemen could
never maintain reqular daily employment. SO'they end up homeless
in shelters, or become squatters in abandoned buildings., And even
i{f I have a 50-year old black man with many of these physical compli-
cations, it is very, very difficult to qualify him for SSI which is
the only route he has in getting Medicaid. He must, instead, wait
until age 65 before getting this health coverage, and many of the
men I see will not live that long. '

But as important as the lack of financial access is, equally
important is the dehumanizing system of hosp'tal out-patient clinics

to which most poor people must go. 1In a study of the utilization
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of health services by people who are poor, the health care system,
itself, was found to be one of the barriers of access resulting jn
a limited use of health services by the pdot people. Among {ts
findings were the following: "To begin with, access itself is often
difficult. Physicians tend to be scarce in poverty areas, and

travel difficulties are often compounded by inadequate transportation,
Access problems frequently continue in the form of long waits in tne
providers' office or clinic. But beyond access, lies a more funda-
mental problem: a dual system of medical care in which the poor uti-
lize public sources - hospital out-patient clinics, ER's and public
clinics - while middle and upper income groups utilize private
sources - physicians in solo and group practice."

"In the so-called "publice sources" - an ironic name in the
light of their frequently high charges - organizational problems are
commonplace. Patients must often maneuver between multiple clinics
to obtain basic primary care services, and these services are usually
diseaseroriented rather than praeventative. Further, the atmosphere !
in such institutions is often dehumanizing. To the low income pa-
tient the institution may seem "terribly massive and complex, crowded
and busy," while the personnel seem often "impersonal, brusque and
even insulting" - the physicians go from patient to patient spending
brief moments with most. Patients may sit for long periods of time

waiting to be called, patients see all of this and th' v simply re-

spond fatalixtically to the rush and bustle."
Specifically, what does health care in this type of setting mean? i
Fcr one thing, it means long waits in hospital out-patient c¢linics. Cd

One of our nurses accompanied a patient to one of the clinics. Thay
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arrived early in the morning. At 1:00 P.M, the nurse in the clinic

came out to take his blood presasure. At 4:00 P.M. she returned to

" say that they were sorry, but that a mistake was made - that they did

not see new patients on that day of the week and he would need to
make another appointment. ' N
one of our patients who is homeless, schizophrenic and without
any type of health insurance came with a large abdominal mass. We
ancouraged her to be seen in the out-patient clinic for surgical
evaluation. However, she was frightened. Finally, after several
visits to our health sarvice,Ashe agreed to.gp to the clinic., One
of the staff went with her. They arrived in the clinic at noon. At
4115 P.M. they were told that the physician, who was a resident ro-
tatinq‘thtouqh the service. was to leave and they would have to
return another day., We have never been able to get her to return again,
Besides the long waits, it means seeing a different doctor each
time you go. Shortly after I began practicing in Wwashington, a teen-
ager came to us and as she was leaving the room, she said, "How can
you be my doctor?" when I responded, "Just by your wanting me to be,"
she said, "You mean I can tell people I have a private doctor?"
For many of the persons we see, that has never been possible.
Nor has it been possible‘to have a consistent health provider - be
it physician, nurse practitioner, physician assistant, or mid-wife -
to coordinate their care.
In the out-patient clinic it will mean seeing different doctor who
will be flipping through your chart trying to put your medical
history together, and reasking the questions that you have answered
each time before: Retelling your story each time, in itself, is

dehumanizing. But it also may lead to misdiagnosis and mistreatment.
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Doris came to us glving a history of having had surgery ten
years before for cancer of the labia. Since then she had been fol-
lowed regularly in one of the hospital out-patient clinics paying
$25.00 each time. She could no longer afford the $25.00 so she
came to us, She had seen a different doctor in training each of
the prior visits to the clinic, and the last four visits she was
told she had vaglnitis which was causing her pain. Unsatisfied. with
the diignosis, we arranged for her to be seen by a privaté g#necol-
'ogist who biopsied the lesion and found cancer. She died a few
months later. )

Besides the long waits and being seen by a different doctor in
training each time, it will also mean being seen in multiple specialty
clinics, Judy came to us a week before she was scheduled for a
hysterectomy. She was a diabetic whose diabetaes was out of control, ,
very obese, with a history of congestive heart failure, phlebitis,
and hypertension requiring hospitalization in the past. Her concern
was that she was not healthy enough to undergo surgery, so she
came to us for advice. She'd been treated in five specialty clinics:
gynecology, diabetic clini¢, hypertensive clinic, orthopedic clinic,
and gastroerterology clinic, The gynecology clinic had scheduled her
for the hysterectomy after noting a uterine fibroid, a benign mass.
But she did not believe that they were aware of her past medical
history or had communicated with the other specialty clinics, We
sent her to a private gynecologist who felt that because of her over-
all health status, surgery was not advisable, The rrimary commun;ca-
tion between the specialty clinics and the doctors therein is a

note written on the chart: "It is hoped that the nev doctor on the
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service reading the chart the next time in the next clinic is aware
of the prior doctor's recommendation,"”

A frequant occurrence - not just here in D.C. but nationwide - is
the transfer of a non-insured patient from a private hospital to a
public hospital. Here in D.C., the number of trangfers to D.C. General

has increased yearly., In the past year the number of such transfers

has increased from 200 to 800. :
Often the primary focus of these hospita} specialty clinics is
to teach and provide cases for medical students, interns, and residents.
And the teaching programs in these settings are often geared to
treating diseases -~ not patients, For a poor pefsop to t: to under-
stand or accept what is happening is often lmpossible. The focus is
not on how best we may care for the poor person who must use these
clinics, with little attempt Leing made to coordinate the person's
health care., Because well—known universities are involved, it is pre-
sumed by many to be the besg medical care.’ However, in fact, it is
'indeed often same of the worst medical care provided because of the
lack of coordinated care for the patient. You and I would not accept
or tolerate being shuffled from one specialty clinic to another,
seeing a different medical student, intern, or resident each time,
with no one cocrdinating our health care. But we allow it to happen

to poor people day in and day out. And the tragic part of it is

that people witp low incomes believe it is all right also. As I
have bean told by one of my paticuts, “When you're poor, you don't
expect that you deserve any better.”

And this model serves well for the medical profession and

teacning institutions, This is not true just in Washington, but

Q .
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is a model used nationwide. 1 remember my own medical education: s

" rotating through clinics, being presented with a thick chart of a

low income patient who had nowhere else to go. I was to see the
patient one time - for the first and last time - trying to put to-
gether his medical history by reading the chart and asking, I know,
the same questions as had been asked before. I also recall how it
was thought gobd to get a rotation in the city hospital, as you got
to do so much more (aﬁd frequently with less supervision).

1 often feel that people who are poor gre, indeed, the pawns of
the medical aducation system - a system that'is often financially de-
pendent on the fact that poor people have nowhere else to go, with

physicians paid well to provide teaching of medical students and with

little emphasis placed on providing continuity of care for the per-
sons required to use these clinics.

Therefore, when confronted with no health coverage and a syﬂtem
that is dehumanizing with long waits, different doctors, shuffling
through specialty clinics, a poor person may give up and notxﬁeek
medical attention until a crisis develops, such as when the hyper-
tension produces a stroke, or the pain of the undiagnosed cancer
reaches a Berminul stage. And we have, all the health statistics to
reflect this kind of care among the low/no income of this cityg such
as the infant mortality rate and the increased cancer mortality rate among
black men as compared to white men primarily because the diagnosis
is made so late.

Do we not know that this kind of crisis health ~are is muchlmore
expensive? For it is much less expensive to provide medication

R
for hypertension than it is to care for a person who requires
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lono~term hospital aﬁd then nursing home care for a disabling stroke
that occurred because the hypertension was untreated, It i8 much
less expensive to provide good prenatal care than it is to provide
life-long care 'for the handicapped child who is born premature and
wigh complications beacause the mother was unable to obtain good
pre-natal care, It tg more effectivg’to provide coordinated pri-
mary -care through community-based health services than througk
out-patient tea;hing hospital clinics. B

A frustration for me has been the difficulty in convincing any-
one that there ig a real problem in access to quality health care '

for poor people. Some of the most resistance to believing this

have been my colleagues, other physicians. A med@cal student attend~

ing ona of the medical schools here in Washington told me of hea;ing

one of his profeasors tell the medical students that he did not believe
that there were any unmet health needs in this city.. That is a myth
which is believgd and SP&EZgated by many persou&, including physi-
cians, and_grows out of lack of contact with those who suffer from a
lack of quality health care. .
In additicn, Washington is not considered a medically under-served
area by the National Health Service. Because we have three medical
schools here in the District and many physiciang, it appears, sta-
tistically, that this citty's poor people would have more th;ﬁ enough . -
physicians to care for their needs, The District has tried in vain
to obtain National Health Service physicians, most recently trying
to obtain a bilinqual OB/GYN physician for the estimated 60,000~
80,000 Central American refugees ho have come to Washington.
Persons who are homeless are victims in additional ways. Daily,

on the streats of Washington, homeless men, women, and children who

y
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ere ill walk the streets because thay are only allowed to stay in
the shelters at night. Daily, after seeing a homeless person who
is 111, but not sick enough}tQ require héspitalization, I send him-
out to walk the streets again oftenjin freezing or very hot weather.
What was a minor illness, such as a respiratory infection, heacones
pneumonia; what was a small ulceratiop becomes 2 large ulceration
eventually requiring amputation.

I wish t;o of my patients, who were homeless, wére here to tell
their own stories. They are dead. Mr, Willis is a 62-year Zld, very

thin looking gentleman who had been homeless for about two years.

During the past very cold winter, he was taken to a private hoppitalig

emerdency room, treated for hypothermia ard released to the ghelter.

Tha shelter staff noted how weak: he apperared: They called the ¢
emergency room physician who said tnat Mr. willis just needed soﬁe :
food and to be kept warm. He was seeu the following day in one of

the health services and admitted to a hospital. He had a hemoglobin'
of 6 which is less than half of normal, and died shortly thereafter

of terminal cancer.

Another one of our~pat1énts was a 74-year old gentleman who froze
to death on the streets of Washington a year ago. I will never. forget
the first time he came to the health service. When I walked into the
ex&m room, he was sitting on a chair humped over with his wet coat
pulled up over his head trying to get warm. He had no shirt under
the wet coat, only bare cold skin. His trousers were soaked and he
had no socks. He stayed with us that day and was given dry clothes,
?nd then left to go back to the shelter. He was to return to us to
dontinue application for hetter housing placement. However, he

'

froze to death before this occurred.

b
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Recently 1 was 1t a wake vl a baby who was a victim of all that
povirty brings - death. A relative, who had helped care for the
child, lay on the floor at the foot of the -~asket and wept and wept
and wept - her whole body and goul in agony. This was the woman
> haa told me a few Weeks before that her boss was a white man who
was prejudiced. "He shakes his finger Ln my face and says, 'When I
talk to you, look at me." But I don't say.anything. I want my job."

Aad as I knelt beside her on the floor in front of the casket of
the thld, she cried out in anguish, "Why, God, why?"

I think this must be a question that God asks as he anguishes
for his children: "Why do you in America, who claim me as Almightly
God, allow this type of health care to exist?”

Do we nhot know that a; a nation and as individuals we Will be

judged on how it is that we treat our poor?

21
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STATEMENT OF JOIHN R. McINTIRE, CHAIRMAN OF THE M}'ZR(!‘_’
INNER CITY HOSPITALS FORUM, DETROIT, M1

Mr. McInTiRE. Thank you very much, Senator.

I would like to thank you for the opportunity of testifying and
for holding these hearings, to allow an expression of these kinds of
problems.

My name is John Mclntire. | am president of Samaritan Health
Center, which is a health center in the city of Detroit composed of
two hospitals and a primary care network, and | am also chairman
of a group called the Mercy Inner City Hospital Forum. Since it is
explained in my,.paper, I won't get into a description of precisely
what the forum is, but let me just say it is composed of hospitals
who, {or one reason or another, basically t ecause of a commitment
to serve, have chosen to stay in the inner cities where the popula- .
tions that they have treated have always been there, and stay and
try to, despite adverse conditions, continue to provide cure to those
populations.

Let me just say that the dominance of the marketplace orienta-
tion iy aggravating everything that we are talking about here
today. I reaily do feel, being the last speaker, much has been said
already, and I will try not to duplicate so much of the previous
comments.

I think what I would like to do, in the main, is support a lot of
the problems that have been reported botk in my own text and in
previous testimony and to maybe just maae some comments.

One is that there has to be some relief to these hospitals who
provide care to a disproportionate share of the poor. Congress has
recognized this, the Health Care Financing Administration has not
acted on this, and I believe Congress has spoken again. Nothing
has been forthcoming yet. We really look toward some help that
has already been recognized as being needed.

The other kinds of issues have been reported in research papers,
which I am sure your staff have made available to you. It is that
the problem that we are talking about in health care delivery to
the poor, especially in the inner city, falls very, very unevenly. And
it falls unevenly because of the geographical pockets of poverty. So
it doesn’t fall on all hospitals the same way, and therefore, prob.
lems suffered by the inner city hospitals that are providing this
care are not exactly the same kinds of problems that are suffered
by all hospitals. Indeed, there is a great difference.

As has been said before, the problem is a societal one. It is not
answered by institutions. Institutions are providers of care, they
are not financiers of care.

A couple of comments from earlier testimony that, if T could, I
wauld like to make. One was the relationship of lack of employ-
ment, and then uninsurability, and then Medicaid eligibility. I
would like to follow up.

Some research has been done recently at the University of Michi-
gan Institute for Social Research. Basically, it is that most people
who lose their jobs lose their healtli care insurance. Now, that may
scem perfectly obvious to some, but it has been challenged in the
past. And most of that loss occurs within the first 4 months, de-
spite the fact that there are spouses, a private family. Still and all,
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a majority of those people who have lost their employment have
ind-ed lost their health insurance.

The interesting followup feature as part of that study is that
three-quarters of those people, then, who have lost their insurance
that have been studied in southeastern Michigan, 75 percent of
those people are not eligible for Medicaid. That is part of the prob-
lem that we are talking about. :

Moving quickly to another comment on the community health
centers, we are a recipient of the Community Health Center Grant
funding. I don't really know that closing community health centers
is a sign of success; but currently we operate a network of primary-
care centers within the city of Detroitetrying to provide this care.
And our funding has been reduced both at the State level and at
the Federal level on the Community Health Center grants. So we
are now losing $2 mi'lion a year in that network. We have lost
cost-based reimbursemvnt and Medicaid through the Michigan cut-
backs, and 1 can teil you—well, starting with a basis of 30 percent
of funding, Federal funding, for the primary care network, it is
now down to 12 percent. We are talking about a network in which
there is an annual increase of patient care. We are now providing
78,000 visits a year, and the Federal Community Health Center
furnding has now been reduced, if you will, to 12 percent of our
total budget.

Basically, commenting about the primary care physicians in the
inner city, [ think it is very laudatory to get to the geographical
distribution problem of health care, physicians especially, and
health care availability. I have a great respect for the American
health care system to follow the American dollar. And I think if
there are dollars available in there, I think there are physicians, if
you will, who are even willing to give service in those areas, even
though they are not very attractive areas. But it is related also not
just to the training of physicians but to the lack of funding for
those patients.

I will just conclude, having said what so many speakers have
said and what vou, Senator, also have said: I. is a societal problem.

i will give you a final example of just two of our hospitals in the
city of Detroit. The city of Detroit has no public general hospitals.
It ‘used to have two available—to Wayne County residents, but
there are none now.

[ think it would be very interesting if some researchers would
tell us how many communities in American do not have an public
peneral hosgpitals.

T'wo of our hospitals in the inner city hove provided $12.2 million
of uncompensated care last year, And we just cannot concnue to-
do that, because we just don't have the funding available.

Thank vou very much for the opportunity to make this presenta-
tion, Senator.

Senator DURENHERGER. [ appreciate your statement. .

[Mr. McIntire's written testimony follows:|
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TESTIMUNY OF THE
MERCY INNER CITY HOSPITALS FORUM
John R. McIntire, Chairman

Mr. Chairman and Members of the Subcommittee:

The Mercy Inner City Hospitals Forum ("Forum”) appreciates this
. opportunity to present its views on the critical issue of nealth care for
| the economically disadvantaged, We commend the Subcommittee for providing
this npportunity for much-needed public discussion on the societal goal of
ensuring access to quality health care services.

The Forum ts a consortium of ten Catholic-sponsored hospitals located
in. and serving residents of the following nine inner city areas:
Baltimore, Detrolt, Chicago, Philadeiphia, Toledo, Pittsburgh, Denver,
Cleveland, and New York. Representing over 5,200 beds, its membership in
the Forum tncludes the following:

Mercy Hospital, Baltimore, Maryland
Samaritan Health Center, Detroit, Michigan
Mercy Hospital and Medical Cenier, Chicago, [llinois
Mercy Catholic Medical Center, Philadelphia, Pennsylvania
Mercy Hospital, Toledo, Ohio
Mount Carmel Mercy Hospital, Detroit, Michigan
Mercy Hospital, Pittsburgh, Pennsylvania
Mercy Medical Center, Denver, Colorado
St. Vincent Charity Hospital, Cleveland, Ohio
st. Vincent's Hospital and Medical Center -
New York, New York

For these Institutions, a commitment to the poor and underserved has
been demonstrated by decisions not only to remain in inner city areas but
also to expand and develop new services.

The Forum was organized in 1978 to provide a vehicle for the leader-
ship of inner city hospitals sponsored by the Sisters of Mercy to examine
common concerns. The mission of the Forum is to strengthen the role of
its member hospitals {n pruviding service to the inner city poor.
Conststent with this vital mission. and in recognition of a need to create
a stronger voice in the public policy arena, the Forum recently expanded
1ts membership to Include other Catholfc inner city hospitals. “In additicn,
the Forum has established on-going communications with several other non-
profit community hospitals located in urban areas throughout the United States.
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Highest among the <on-erns of hospitals represenred by the Forum

1. the 195ue ot tinancing health cere for the poor, As a representative
of the Forum | will speak to this issue. As Chief Executive Officer of
Samaritan Health Center 1n Detroit, Michigan, | will provide you with a
few examples as to how health care for the poor is being tinanced by one
of the nation's 1nner city hospitals.

If health care delivery today faces challenges hitheito unknown to
the tndustry, inner city health care facilities face nut only these
challenges but also threats to thelr very survival. With large numbers |
of persons who are unemploged, uninsured, and unable to pay for health
care, with states running out of ney -- a fact which more adversely
aftecty ynner ity areas than suburbs -- with Hill-Burton facilities
aging, with no allowable return on equity for not-for-profits, inner city
health care facilities are buffeted from all sides. Moreaver, changes
In the environment, particularly the economic ‘environment, threaten the
very ability of the 1nner city hospital to carry out {ts mission.

It 15 generally believed that ail hospitals try 1o make the health
care system work, regardless of the system's enormous problems and gross
inequities, [ would contend, however, that this statement is moSt true of
tnner city hospitals., Hospitals that choose to remain in our nation's
Inner cities do 50 as part of a comm 't to serve the patients in their
own communitien, reqardless of the fact that their patient populations
nysrwhelmingly suffer severe health problems, and are uninsured or lack
financial resources to pay for needed health care‘?ervlces. Inner City
hospitals try to ma'.» the system work; they do their best tc try to reach
the' qoal of ensuring access to quality health care services. The efforts
of these providers in caring for the poor, while admirable, are also by
their voary nature 1nadequate, non-Systematic, and financially destructive
Lo their gnstitutions, et

o

The prohlems of providing be(fih care to the indigent are compounded Ly

thee apeyvennass |n the qgoqribhxc«l distribution of poverty. The
problem, thog ’Q,unV'Jffv1r 1l Bospiral providers in the same way. Far

trom |t ee *he poor, especrally (nourban areas are concentrated in geographic
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pockets, and the institution, which serve these populations are being jeopar-

dized to a point where their survival 15 threatenad. It is tmportant tC note
o that this situation i% not unigue to one type of hospital. It exists,

in varyiny degrees for most non-profit community hospitals, non-teaching

hospitals. teaching haspitals, university hospitals, and public general

hospitals that are located tn impoverished areas, and which largely

serve puor populations. ‘The basis and extent to which health care far

the puor 1s financed by these institutions varies, in some cases, to 4

cansiderable deqree,

Within our society there are many communities that have neither
pubitc general hospitals nor university hospitals. In these comnunities
care ot the indigent 14 entirely cast upon and assumed by private non-
profit nospitals with no special provisions for financing the care of the
non-certitien tndigent. For example, in Detroit five years ago there
existed two nublic qeneral hospitals available for the medically indigent.
Today. there are nt public qeneral hopsitals to provide services to the
indigent in the City of Detrolt.

Samari'an Health Center, Detrott, is a Division of the Sisters of

Mercy Health Corporation headquartered in Farmington Hills, Michigan, and

| “1s a member «f the Forum. Samaritdn Health Center {s comprised of three
organizationa; components: St. Joseph Mercy Hosoital, Evangelical
Deacones. Hi-o:lal and che Primary Care Initiative Program which will be
described in odetarl subsequently. All of the organizational components
f Samaritan Health Center are located within the inner city of Detroit,
and basically, in areas with large indigent populations. The patient

‘ payor mix at Samaritan Health Center reflects this fact: Medicare, 42%;

| Mediciid, 29%; Blue Cross and Commercial Insurance, 19%; Self Pay, 6%;

‘ and HMo (primarily Medicaid recipients), 4%. Since Fiszal Year 1982,
ancompentated care (Charity care and bad debts) provided by the Institution
has tncreased dramati-ally d4s a percentage of qross patient revenues.
Between 1982 snd 1984, the Institution orovided uncompensated care totalling
$10,406,200. Over $3 million I1n uncompensated care is included in Samaritan's

‘ 1985 gperating bodyger.,
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The phencmenon of “cost shifting" has been repurted elsewhere as a
great problem, and as an inequitable tax on private payment mechanisms,
[n the past it ha,, huwever, served as the primary means of financinq
uncompensated care for a number of hospitals. It is evident that, for
an tnstitution with a payor mix llke.Samarltan Health Center, cost
shifting does not offer even a temporary solution to the problem.
Providers which predominately serve patlients covered by publicly
financed programs, like Medicare and Medicald, and large numbers of
uninsured patients have no revenue base upon which to shift costs. All
of this leads to the issue of how health care for the economically

. disadvantaged {s currently being financed under such circumstances --
one of the primary purposes of taday's hearing. As cost shifting becomes
less and less of an option, and as fewer public institutions remain
open, hospitals that do accept and treat Indigent patients, in essence,
will be financing that care out of an erosion of their own financial
equity,

For example, in 1981, Samaritan Health Center .reported equity In
excess of $13 lellon at 1ts year-end audit. At the present time, due to
the problems mentioned previously, and aggravated by federal and state
cutbacks in reimbursement/payment for health ¢are services, Samaritan
HEZ1th Center is now In a position of negative financlal equity. This ts
a situatton whic cannot continue {f Samaritan is to viably fulfill {ts
mission of servlce‘to both poor and non-poor {ndividuals residing in its
service area,

As was touched uponupreviously. there is a very strong interest, among
many hoépitals throughout the country, to sustain the long-standing public
serlee commi tment of the non-profit community hospital -- demonstrated
by a willingness to provide access for all patients that require care.

The current health care environment, characterized by a lack of financing
for the non-certified pogr, reduced federal and state support for health
care services, and also an fincreased movement toward a market-selection
orientation {n health care, ls severely threatening this public service
commi tment, Pat{ents who are uninsured or underinsured simply do not

.
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represent an “"attractive market" for hospitals i{nterested i{n maintaining

their financial viability. For haspitals that continue to maintain their
public service commitment, the future looks bledk; survival in the short

term appears to be even more yuestionable. The real sragedy Is that ‘
those institutions that have historically exhibited the greatest sc.1al d
concern are also those tnat the nation's health care system, and more
impartantly, the nation's poor, stand to lose.

l would like to provide one final example of Samaritan Health Center's
ex;, ‘rience tn providing health care to the economically disadvantaged.in. - - -
Detroit. In 1978, in an effort the meet the known problems of access to
nealth care services for the tndigent in the inner city, a new public-
private primary health care program was initiated between the Sisters of *
Mercy Health Corporation, Samaritan Health Center, Mount Carmel Mercy
Hospital, The Robert Wood Johnson Foundation, and the Department 3f Health
and Human Services. This collaborative effort regulted in the development
of what has been named the Primary Care Initiative Program (PCI), The
PCI Program consists of a network of four primary health centers located
in federally destgnated medically underserved areas in Detrott, While the
Program has been designed to be attractive to all persons in the communities
served, It was also designed to serve, foremost, persons who would generally
be denied access to health care due to their inability to pay. The record
of the Primary Care [nitiative, its patient care and financial history,
provides an interesting vignette in the nlstory of public-private
tnitiatives 1n the delivery and financing of health care for the poor.

o

Since 1980, the PCl Program's first ful] year of operation, patient
encounters have increased from approximately 20,800 to over 78,000 annually.
With this increase in patient activity,the cost of the program has also
tncredsed. At the same time, federal operating support for the program
(5ection 330, Community Health Ceter funding) has remained at the same

level since 1982, thereby representing a decreasing proportion of funding
necessary to support the Program. In addition, recent policy changes in

the state's Medicaid Program have resulted in severe reimbursement shortfalls
for the Program. These facturs, along with an increase in unsponsored
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indigent pattents entering the PCI Program, have resulted in Samaritan
Health Center contributing approximately $2 million annually in support of
the Program. !

The Mercy Inner City Hospitals Forum believes that it is important
that the Congress recognize that the situations just described cannot cnd
need not continue. If hospitals which serve a disproportionate share of
the nation's poor are tc continue to provide A vital community service,
their special needs or financial requirements must be lanen into account.

Responsibiiity Act of 1982), and P.L. 98-21, (the legislation that

initiated the Medicare pruspective pricing system) included a

provision granting the Secretary of Health and Human Services the authority to
Jive special consideration to hosplitals which serve a disproportionate - -
number of patients who have low incomes or who are entitled to be-efits

under Part A of Medicare. This provision has never been {mplemented,

ﬁesplte congressional concern that hospitals that serve heavy Medicaid,
Medicare, and/or indigent patient populations may not be receiving

1dequate federal payment.

The Mercy Inner City Hospitals Forum has, since July of 1983, provided
Jritten comments to the Health Care Financing Administration expressing
its concern Jbout the adequacy of efforts that have been made to date in
tmplementing the provisions contained in both the 1982 TEFRA legislation
and 1983 prospective payment legislation, The Mercy Inner City Hospitals -
Forum believes that the Secretary's failure to implement this provision
aust be addressed as a means of providing some financial relief to those
nospitals which are experiencing financial distress as a result of
providing services to a growing number of economically disadvantaged :
patients. s 4

The Mercy Inner City Hospitals Forum believes strongly that the issue
of rvinancing health care services for the economical ly disadvantaged is not
one that can be adejuately or equitably addressed at the institutional level.
Rather. 1 1s an tssue of such critical importance that it warrants further
public drscussion and a public policy response. :
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Senator DURENBERGER. I am going to ask both of you sort of an
idealistic question, because it is a little unreal, and yet the answer
to it is important from my standpoint as we try to sort our way out
of both the responsibility issues and the financing issues.

Dr. Goetchues does make a point that has not been made that {
can recall so far in our hearing. She is describing the typica
system that you will find in what we have come to call the inner
city, ' . !

She says:

Well known univergitien are involved, and it is presumed by manv to be the best
medical care. However, the fact is, it is indeed often the worst medical care provided
because of the lack of coordinated care for the patient. You and I would not accept
or tolerate being shuffled from one specialty clinic to another, seeing a different

medical student—intern or resident—each time, with no coordinating of our health
care. but we allow it to happen to poor people in this country year in and yéRr out.”

Now, the question I have to keep asking myself and that I have
asked the previous panel, in effect, is: If we were to start all over
again after the .Second’ World War to take care of the veterans’
health needs in this country, would we have created a whole bunch
of veterang’ hospitals, or would we have done what we did—smart-
ly, I think—with the G.I bill, and entitled everybody to buy a uni-
versity education? We have seen what that did to our education in

_ this country.

Now we are faced with a situation where we have Government
hospitals and we have private hospitals, and they are there, and
they are very expensive and they all have to pay off their debt.

What I hear is that somehow those hospitals have to survive be-
cause they are the means, the only means, that many of the poor
have, even though it is inadequate, to get any health care at all.

But 1 have watched some experiments in the Twin Cities and
have gone into some of the HMO’s and talked to people where they
are experimenting with, in effect, financing the poor. They walk
into a prepaid health care facility like an HMO, and they may not
be dressed the same, but cheir card is an HMO card. You can't tell
whether they are totally unsupported financially or whether they
are Medicaid, or what, they are. There is their card. Or whether
they are the richest people in town.

So, yes, they may not see the same doctor each time, but at least
~ is in the same setting. The charts are always there. It is likely
that if you want to wait a little bit you probably will see the same
doctor. Personnel do not turn over that much in that kind of a set-
ting.

It keeps striking me that, if it is good for the middle- and upper-
income folks in this country to utilize systems like that, I can’t un-
derstand why that is not a preferable way for us to go with regard
to those who are financially disadvantaged.

Would you react in termis of if you could start the system from
scratch today? Would it be preferable to start it with consumer fi-
nancing as opposed to building the institutions and then inviting
the consumers to come in, and then sending the bill to some payor,
depending on what their economic status was?

Mr. McInTire. Well, that's a very good series of questions. I will -
try to respond. :

Voaty oo " Y]
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I think one of the things that you are raising is that there can be’
a better organization of health care than currently is being ovid-
ed, and | would agree with that. I am not sure how to rebuﬂ@hthe
entire health care system, but to the extent that there is a more
. effective or more productive method of delivery, I think we are re-
quired to get into it, hot just a good thing.

" "In the instance which I am describing here, we have applied, if
you will, for permission, with the State to provide a capitated am-
bulatory program and td start building off this primary care center

,into something like that. As a matter of fact, it is very interesting.
Lacking a capitajed program that we have right now, the primary-
care initiative has made serious reductions in inpatient utilization,
simply because the doctors in that program have different motiva-

» °,  tlons. ; . <

So to the extent that it can be organized more effectively, we
simply must be mandated to do that. B -

I will just make one ether point on tfat, and that is, for the com-

. * munity that I represent, having gone through the recent recession,
especially with the city of Detroit and the automotive industry, one
of the problems that was mentioned earlier is that it is not just the

“ quegtion of using the Medicaid funds more efficiently; one offthe

* big problems is that there aren’t any funds for a certain segment of
the population. Now, if we could get some funds for that segment, I
think these delivery mechanisms would certainly be a cost-effective

. way of doing it.
~ The problem is, the unermployment, uninsurability, and ineligibil-

ity for any kind of funding is one'of the real things that we haven't
been able to solvegAnd nobody else has really been able to cope
with it. But there }‘s got tc be a better way of delivering that care,.
and I think there are some models out there. It is the coverage that
is the most important factor. '

Senator DURENBERGER. Thank you.

- Dr. Goetcheus?

Dr. Goercurus. Well, I would say your model is a very, very good
one. The most resistance we had when we raised that kind of a
model was among physicians and among the teaching facilities
themselves, because physicians are paid very well to go into these
teaching hospitals. And they have their own private practices,
many of them, and they are paid to go into the public hospital
maybe 4 hours a week, and they are paid very well to do this.

When you begin talking about setting up an HMO so that those
patients aren't funneled through that hospital outpatient clinic,
that's stepping on their livelihood. And the emphasis is not on how
best we can treat these people; it’s on how we can teach the medi-
cal students coming through that public hospital.

Senator DURENBERGER. In Detroit is there—I'm not quite sure,
John, what the forum is that you chair, but is it i part a process?

Mr. McInTire. No. The forum really is built from the Sisters of
Mercy Hospitals throughout the country that have chosen to
remain in the inner city as part of their commitment. So it repre-
sents 10 hospitals. We have since added a couple of Catholic but,
not Sisters of Mercy hospitals. So we are in Baltimore, Detroit, Chi-
cago, New York, Cleveland, and places like that. .
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And the forum basically gets together on its cwn to deal with
these kinds of issues, because the. high focus that we have is in
inner city hospitals and especially in health care for the indigent.
That is our focus, and that is really why the forum is organized.

Senator DURENBERGER. But you are from Detroit?

Mr. McINTIRE. Yes, Senator. '

Senator DURENBERGER. In Detroit is there any kind of a formal
or informal planning process regarding the hospital problem itself
in terms of if I wanted to go into the hospital business in Detroit
how would 1 go about doing it? Could T come in, or does that State
have a process there that would keep me out?

Mr. McINTIRE. Do you mean as far as new hospitals?

Senator D' ~ENBERGER. Yes. :

Mr. McInt re. Yes. As far as new hospitals, first of all there
won't be any new hospitals being built in our service area. The
only brand new hospital that has been approved in the southeast-
ern Michigan area has been a proprietary hospital that has been
built in the area of West Oakland County, which really serves
Bloomfield Hills and a very well-to-do area. = _

It is a very interesting comment on the certificate of need proc-
ess. Both the Health Systems Agency and the Department of

.\ Public Health refused the certificate of need for that hospital; both

\ turned it down. They were both sued, and the proprietary institu-
\ tion won the suit. There is now a certificate of need for a 100-bed

\hospital in the suburbs that nobody really feels is necessary for
health care. ‘ '

. I'don't know if I have answered your question about how to get
i‘lto health care. ’

' Senator DURENBERGER. Well, it sounds to me as though the State
has a process to make sure I don't get in, if [ want to.

Mr. McINTIRE. Yes, there is a certificate of need. That’s right.

Senator DURENBERGER. It has sort of given you your hogpital
franchise, and everybody else who is there has a franchise to oper-
ate. And 1if I wanted to come in and say I could do it for $100 a day
less, or something, they wouldn't let me in the door. Is that, right?

Mr. McINTIRE. Well, as a matter of fact, the market to be served
by t'f;\e hospital in questior is really not a Detroit market. And
there: has been some discussion here about transportation. By and
large,i generally speaking, people have not gone from the suburbs
into the inner city te seek health care. It is Jjust not a phenomenon
that has occurred in the city of Detroit.

There is no question about it, there is overbedding. But I think
that, more than anything else, is the reason for the HSA’s refusal
to grant that certificate of need.

Senator DURENBERGER. Do you know how many people in Detroit
or in the Detroit area beloug to alternative health plans like
HMO's or EPO's? '

- Mr. McINTIRE. | really can't give you an exact number. In the
testimony I provided there is a fair amount of Medicaid HMO ac-
tivity, and our hospital has almost 5 percent of its patient Joad in
HMO activity.

Senator DURENBERGER. 1s that growing in Detrit?

Mr. McInrire. T wonld nay HMO's are growin generally, so it is
probably growing. It is not grrowing very fast. I%elievt‘ what is the

H
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. f
largest HMO in the State has been backed by the “Big-Three”
automakers and the UAW. That is growing and a couple of years ago
had 80,000 subscribers. I am sure it is over 100,000 now. That is
growing.

Senator DURENBERGER. Do the United Auto Workers control an
HMO, so that they would be unlikely to encourage their members
to buy from other HMO's? Is that the way it works in Detroit? 1
don’t want to get too far off the subject, though.

Mr. McINTIRE. Would they discourage going into another HMO?

Senator DURENBERGER. Do they own one of the HMO’s? The one
that has %0-100,000? |

Mr. McINTIRE. No, they don’t own it. They are represented on
the board, along with the “Big-Three” automakers. Of course, as
you probably know, with the negotiations there is a very big and
important activity that goes in in the negotiations that includes
health care benefits. By and large the UAW would resist any ero-
sion of health care benefits; but there still is the availability to
pick Blue Cross coverage as well as to pick that HMO for UAW
workers. | am not an expert on UAW coverage, but there is thet
choice still. :

Senator DURENBERGER. Thank you both very much. You have
added a great deal to-our understanding of the problem and maybe
some of the opportunities to resolve it.

Mr. McInNTIRE. We much appreciate that.

Senator DURENBFRGER. Thank you.

The hearing is concluded.

[Whereupon, at 12:12 p.m., the hearing was -oncluded.]

[By direction of the chairman the following communications were
made part of the hearing record:)
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. Mr. Chalrman and memberd Of tho aubcommlﬁteen

K

' The Children's Detensc Fund appreciates the opportunity to submit

testimony before the Subcommittee on the issue of health care for the

. aconomicilly. disgdventaged. Because of the sheer extent of poverty

. ‘ aaﬂ_yg}psuredno!gngmonq Amgrfggf chil r&n, no issde {n federal heulth
policy ie more important than how th:3nroﬁlnn of medical disadvartage is
addressed, Indeed, the remediul apbroqches to health ocare for the
medicaily indigent will ultimately detérmtné the appropriatencss . L
;ﬁd ac e¢ssibility of the health caré system for children and pregnant ' .
women, WUltimately, if we fail to adequately address children's neeus

tn fashioning aprrosches to uncomppnqotﬂd care, the nation will pay ,

&%fiongterm costs, both human and figcal, that might have ULeen .avvided

through the p:évlsion of approprlaie segv}ces to pregnant women, infanta
—-and—childeen. . / ; g
In order tc' appreciate poor ¢hildren's stake in the medical indigency
debate, and to fashion tuitable temedieﬁ, we must answer the fullowlné

h;fllmtnary questionss r

o what is the extent of tha medicel indigency problem among
children, and who are the children most in heed of assistance?

o Mhat is the health status among poor children, and is their current
utilization of services commensutate with, their need?

o How are medically {ndigent pregnant women and chilaigg/cut:ently
' L

meeting thelr health care needs? o
]
o Do wide gaps in appropriate health care/;ové?zge tor pregpdnt .
women and children make sénse? - - '
. .
Wb WHAT 15 THE BXTENT OF L UNCOM| 5 3D CARE PROBLEM AMNONG CriILDREN,
WL Ak ; 8% 1t SF ABGISTARCET — .
e ., ’//
. We are tn_;be’ﬁTz;t.of'a veritable epidemic of poverty amony ¢hildren, e
. - v - . _
One tg/Laﬂf/chlldten under age slx-ilves in poverty. (98] Betwaean
/,x{§5;/and 1982, childhoqdlgoigkty grew by one~third =~ the greasest tate of
\ncteasc aince poverty atdtistics were first collected. (2)' s
4 4 .
. . P
‘ ]
® /
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—
T
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The anlnclnt;un Letween poverty and health tnsurnndf status ts

borne out strikingly amony children. 89varg;/ntudloa have attempted
to oetlmatu the . extent of unlnauredngsa’omong children, 1In 1978, prlo: |

\ —
to the most tocent rvceanlon nﬂ/ihe rapid growth in childhood poverty, v
the Conqre;:iunal Dudqoﬁ office, using data from the Survey of Income b

\ ‘ .
and Zducotion rslc) estimated that 14y of chlldron undet aye 8ix anu 11.2% ' e

of_gpiiﬁron ages 6-18 wete uninsured. (3) Moraover, ChO Mound that ! P
_~€hildren were a sumewhat disproporticnate petcentagu bf th unlnsuréd
' populatlon, comprising 33% of the general populatton but'cluso £0 40\ '

of the uncovered popuiation. (4) T . |

In 1982, ueing data -from the 1977 National Medical Care Expunagtura \ .

Survey (HMCES) , Wileneky and Berk detorm4ned that, ‘among poor ang neat-poor

chlldﬂen (those with family 1ncomea ot $10,000 per year pe less for a

l/nlry of four) opprogtmafoly two-thirds were eithnt”nqug;jqeured or wlse

'attn puhl\c)y rt. privately Ansured for oniy part of p year, {8) odly 34%. T \

“f ¢ and nea:-pour children were elther always insured undez Mecicvaid \
et olno {nsured all year thtough a combtnation of Medicaid and‘private . \

a

insutance. (6) b . \
: On the b:;la of a 1982 survey on access to health care, the . \
Robert Woud Johnson Foundation egtimated that, in that year, 7 gillion R ' \
children lacked health insutance. (7)  Most recently, the Utban
Instftute eltimatgd thf the number of uninsured gréw from 28,7 nillidn
Amerfcans in 1979 ¢0 38,6 million by 19582, with children ::presenting
forty percent of khe uninsured fls million) or one vut of every five
American childrens The Urban Inetitute also found that, whereas in
1979,.23\ of the uninsured had family incomes below the federal .
puvorty level, by 1982, the percentage of the’untnsured'ltvtng below the

poverty level had gruwn to 323, (9)
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hus, trom thomo atudies a dimturbing pieture ot uninasured children

begins to emerge., First, in genaral, the gxtent of Uninsuredneas among . T

‘ghildren appears to be on the riBe. In 1978, CBO estimated that '12-15% of

childten ware uninsured; by 1982, according to the Urban&instltute, that

number had incteased to 203,

Second, uninsured children appeat to be disproportionately and

-increasingiy concentrated in poor tamilies. S8ince 1978, children,

especially younq children, have been increasingly concentrated in poor
familyes == temilles ir which, according to the 1977 NMCES data, only
one 1in threo'poor children are insured throughout a year.

There 18 no rcason to beljeve that these trends have reversed
themseives 8igniticantly Since 1982, Indeed, we suspect that they may ' . :
have wotsened. First, the recession led to the loss ot hoalth fnaurafie
among #&igniticant numbers ot tamjljes, Hecond, between 1978 and 1982,
bacauss ol Increasing childhood poverty rateg and tlat eligibility rates,
the percentage of Poor children recejving Medicasd benefjts declined
signiticantly. (1t} In Fiscal 1983, the number of child Medicaid q
tecipients did not merely again decline $n relation to the growth in

childhood poverty ;ates: the number dropped in absQlute terms, as well,

“trom 11,110,328 to 10,743,633, (12) Between 1982 and 1983, 200,000 move

children teil i1nto poverty (13), but 366,695 fewer were served by MedJcaid.

Thus, among the imore than 13 million children living in poverty
today, we might expact more than 8 million to be either completely unin-
sutged or exsn.xnsurad tor only part of the year. By definition, these
children are {1ving 1n tumnllé% who do not have the disposable cash to
aubstitute tor health insutance.

petermiing who thase children are s as important as trying to
detetrmine how many there are. There is no single description of the

type Ot tamiiy in which an uninsured poor child lives. Many of these
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children cen be found in ungmplovéd families or Fami)ius not connectod.
to the wotkplace; ot’ers are members of families in which the housvhold
head (or a household member) is employed:

o A 1977 study of familles with minor children receliving
focial Becutity Burvivor's benefits (14) determined
that, amony 605,000 families netionwids headed by widows,

. 311 wore without any health insutance at the time of

: ] their husband'e death., Only 18% had insutence thcough

T, the wife's place of omgloyment. within 6 months ot

: the hugband's death, 45% of the insured had lost their

4 coverage, primarily becaute the deceased husband's

f employment«based coverage lapsed, Ly the time -the

su;vaz wa: actu;lly oonductefl, 26% o alé the familiies,

! an 0 \ 1 A th ¢chi) ;en !ndoi Byg 81X,

‘ : ad no hea ;nuu:anE%TE Younget families wert alBo norfe

_likely tu be pourer, because the widow was nut able to

fecntor the work force Jue to the presence of vary youmy
children. @

O A «:zoabﬁo'pottlon of puor childrgn live in unemployed
households. By 1982 it was estimated that ovet 16 miilien
persong, half of them dependants, had last health insutance
coverage because of unemployment, (lda) UBetween March ‘1979
and Merch 1983, 1 million mmerican children had patents un-
employed. (14b) Children living {n unemployed Ewo=parent
households increasad by 250% duting these years -~ the
bigqest percentdge increase among all types of unemployed
huuseholde. Over half of these 1 million children livea in
fomale-haaded householde, which were significantly poorer
to begin with, (1%}

o hmong low income ch.ldten und dependents 1living in an emploeyeu
househula, uninsuredness 18 also pervasive, CBC determined
that among uncoveted children, half lived with a couvereu
family head, (16)

. 0" Even among children who live in households in which sone
form of health insutance apparently exists, thecte are
striking problems of undorgglurodnqag. Children
eligiblé fo- Medicald may Iive ln states in which
severe limitations are imposed on coveraye of such basic
gervices ag huspital and physician's secrvices. Far wxanple,
a8 number of stetes now ‘imit coverage for huspital care to
as f[ew a8 1: days per yeat, In these 8states, accessibLility
ol crucial services, especially tor c¢hronically 111 chiluren
ot high tisk infants, 18 saverly comptomised.

3. Furthermore, even whete children 1live in poor families with private
insurance, the insutance may be totally inappropriate to chiléren's

needs, 1n 1978 CBO found that only 9% of private insurance plans

v
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covered preventive care; JI2%, children's dental care, and 14y, children's

‘

eyeglasses, (17).

2. WHAT 18 TUE HEALTH BTATUS OF POOR CHILDREN, AND I$ THEIR UTILIZATION
BF EEVICEH CONMENSURATE WITH THEIR NEED? o MR

i

Why should we be $o conceérned about widespread undgr!nsurednesa
among poot ¢hildren? Because the o@ldence shows that: a) poor ch)ldren
sutter a s]gn:txcantly lowgr health status than that of thelr non-boor
counterparvs; b) poor children underuse healt) care in relation to
thesr wncreased need; and c) health jnsurance coveraqo_!s directly
t1ed to utilization of health services.

8. ‘The Health Status ot Poor Children

Among children, poverty §s strongly associated with reduced
health status. (18) Poor children have 304 more fostricted days

af activity and lose 4Us more school days' because ot_!llﬁess. (19)

Three tO si1x* times ag many poor‘é%lldren are ljkely to be reported
in fair to> poor health, and poor children are'40n50\ motre likely
than non~poor ch)ldrven to be tound to have a alqnificantly abnot=
mality on physical examinatjon by a physician, (20)

Mortality among poor children 18 significantly related to
poverty, Neonatal mortality s 1508 higher (21) and postneonatéi
mortality rates are 2008 higher. (22) And, because non-white
children are disproportionately poor: these disparities in health
status are directly retlected in black jnfant mortality rates,
which dre \nearly twice as high as white infant “death ratoc;
Mortality statistics among poor chyldren continue to remain

high atter tnhe tirst year ot ljte. Poor c¢hildren are one and one

hall to three times more likely to die §n childhood. (23) Moreover,
perinatal prablems that do occur have a greater Impact and ﬁo:e sequalae
in poor children. (24) Thus, poor children who survive infancy are at

K
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graater clsk for a litetimo of -handicaps and reduced productivity.
There ate indfcations that over the past suveral years the health
risks facing poor children have heightened: '

s o Babies born to mothers réceiving little or no prenatal
. cere are three times more likely to be low birthwelght,
and low birthwolght InCresses the risk of death 20
times, (25) Yot after nearly a ten-year period in
wich on increasing number of women began ptenatal care
early In pregnancy, since 1980 there han ogourred a
nationwide erosion in the percentage of women teceiving
early prenstal cate and an Increase in the Percentage
of women re.a@iving little or no prenatal care. (26)

The trend has been particularly sevete among non-white
women, whose bsbies were already at heightened health
tisk, In a national survey of natality statistics,
sighteen out of 23 states rcgorting natality data by
tace showed an incresse in the perdentagu Of non=whlte
women teceiving little or no ptenatal care, Nineteen
Oof 23 states reported a degresse—in—the—percentage
of non-white women recelving prenatal care early {n
pregnancy. (27} o o
o .Dotween 1970 and 1982, there ocurrsd A serious decline
in the percentage of Freschool children adequately .
ismunized againet disease, In 1978, 51,7% of black
preschool children were not fulily immunized againsc’
diptheria, pereusain and tevanus, By 1982, that
tigute had climbed 50 66%, (28) 1n 1978 60.7% of
Black preschool children wete not adequately
. lmmunized ageinst pneumonis, By 1982 the number haa
climbed to 65%, (29) ‘\

b, Children's Utilization of Health Services In kelation to Their Need

A number of studies show that, when adjusted for health status,
children and pre. nant women ‘seriously underuse health services:

o Among widows and minot chiidren receiving Social Security

Sutvivar's benefits, 2.6 times more reported a minor

child 1n [altr to poor health than smony Lhe general populationt
<« and 1 times more widows, aged 17-44 reported fair to poot

health than women in the general population. Yyet children in

these famiiias had a third fewetr physician visits (3,0 per

year) then children in the genetal population (4,1 per year).

Widows similarly had fewer physician's visits, (30)

o The Robert wood Jehnson Foundation, in fts 1982 stuay,
foun® that while the poot who actually oLtained health
services used more than the non~poot (5.9 physician
visits vs 4.7 physician visits per year) the poor were
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twige as likely aw the nonepoor to be unable to obtain “

any service, (11)

A atudy ot uninsuved poor in Arjzona prior to the advent of
that state's Medicaid demonstration projest (32) tound :
that, while low income persons were significantly more 5 .
likely to veport themseives in fair toO poor health than the poor 3
population nationwide (3208 vs 264), over 15% of the - E
: Artzona poor, as compared to 11.,9% of the poor nationwide, did N !
1 not have a usual source of health care, Arjzona's poor , S 2
reported an average of 4,6 Phyaigjan visits psv year, as . : 3
compared ,to 5.9 Per year tor the peor nationally.

o

While 8.,9% ot the U,.8, poor veported béing unable to obtain . AN .
health care, among Arizona poor 10,7% of families were unable . -
to obtain needed care, Over 5 percent sajd thay were

retused health care, compared to 2.8% of the poor natjonwide.

o Researchers at the National Centeéer tor lth statistics,
reviewing 1978 Health Interview Survey data, found that, : ‘
adjusting tor health status, the poor received substantially
fewaer services than the non«poor (3.5 ~ 4 visjts/year vs
5.2 visits par year). (31) Disparities jn the use of :
preventive services were partigularly striking; low jncome . K
women were less likely to reagejve prenstal ‘cara, pap smears '
and breast exams, and younq low jncome c¢hildren were less
likely to be immunized, {34) ’

. The Bttects of Health Insurance Coverage on Health Care Utfljzation

’Whon 1ndividuals' utylization of health services is aonslqered
{n light ot the aettects ot \oalthllnaurance. it js evjdent that the
un)nsure% use substantially tewsr services than their jnsured
counterpartss . ’

0 "1978 HIS duata showed thas the unjnsured poot recejved
one«~thicd tewer Physjcian visits than those with
Medicaid and 16% fewer visits than other insured
persong. (35}

0 1977 NMCES data revealed that the uninsured were least
likaly to receive hospital, ?hyelcian and drug services,
A 3008 ditterende in hospital usage exjsted between
the uninsured and the insured., When the unigsured
81ck were compared to.the irsured sjck, the uninsured
. used 50% fewer physicidn #services and 254 as much
~.afbulatoty non«physician services, {36)

o In 1ts 1982 study, the Robert Wood Johnson Foundation

tound that one milifon tamilies were refused care P » .
Pecause they were unable to pay. (37) .
L -
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Thus, glven peor childten's lowered heslth status and their general

'underutllnzattonfof services relative to need, woe shoulc be particularly

concerned sbout t?e situation of .uninsured poo* chiloren whu ate
without resoutces tc obtain easential health o-cvices, The need for
concetn is particularly reinfurced by a study of uncompensated Care
canducted by Prank Sloan and sevetal colloaguee. (37a) © In that study
Sloan daterminrd that a hospital's facility mix ‘nas an important eflact
on ity umcorpensated care cascload and that obstetrics, and neonatal
intensive cafe, are leading sources of 'se}l pay/no pay" patients.
SEloan noted that "[a]l hospital whizth decided to substantially reouce
or eliminate its 2ctivities tin these areas would substantially crecuce Cthe
institution's chagity care - bad debt oaswload." Indood; 8loan [ound
that betweén 1981 and 1982, fifteen percent of hospitals adopted
explicit limits on the amount of charity caée they provideu., ‘o the
cxtent fhat olstetrics and neonatology tend to dominate hospitals'
uncompenpateé~carc casoloags at a time when hospitals are less able
and ;llllnq to resapond to the needs of the medically inaigent, policy~
makers necd to be ulpecially sensitive to wmaternal and child health

' .

needs in feshiuniny tenedies.
P

1
3 HOV. Wi L), AFL GE CURPENTLY MEETING THE HEEDS OF MEULICALLY INDIGENMT
PRECNANT WOMEN. AND CHILDREH?

For years, cases have come tou out atPention that graphically

teveal the real-life effccts of the statistical portrait set forth above,

The followiny 3 cascs (a{l naves hav®€ bien changed) cume from the
files of the Offrce fot Civil Rights of the Depattment of Health and

Human Setvices:

e et aabel S 5




° v . THE WALKERS ‘ “

' Jsan Walker, in laboc, was rushed one night Im early Janua’y to a
amall south-central Tennessce hospital along the Tannesses-Alabama
border, Her husband, Bdward, was a day laborer who edtrned Just enough

: money to dis§ualify thom for public assistance. The family had no

# health Snsurance. .

| Mrs. Walker had no physicjan because the twn obatetriciana !n theicr

i _ county wanted $400 for delivery. Mrs. Walker arrived at the hospjtal

: in tne middle ot tne night amidst an ice and rain storm. The i

| hospital stait admitted to the d4auwar room and got her into g

| hospita! ciothing. A tew'Minutes later, the nurse came back and told

‘ her she vae norrY but Mrs. Walker would have to leave because she had no

| ' doctor, Mrs., Walker dressed and returned to the waiting room, still

| . In labor. The nurses thought better, readmitted her to the labor

room, and undrassed hér again., The nirges contactad the two local

obstetticians 1n towa. The nutses contacted the two local obstetriziansg

I In town., Both ratused to deljver her because it was late at night,

| the weatheP was bad, and she had no money. The nuirses told Mra. Walker

\ to get dressca sjain. They told her they were very sorry but that she

; would have to go slsewhsre. The Walkers drove 35 miles through the-

X storm to & hospital in Hunteville, Alabama where thulr baby was deljveted.
*® » .

b4

. The Hogans

r— coemear
S Frunk end Ella Hogan brought thejr baby to the Ross Count Medscal *
Center )n Coiumbus, Ohio, for care. Thelr desperately,.jl]l baby had
been examined by a physician at a public clinic in Pike County who
immedimtely reterred the Hogans to Ross lounty so that their baby could

‘be admitied and treated. ,The Hogans were indigent and had no doctor
ot theit own. :

_ Upon arriving at Rosa.County, the Hogans were kept wa:ting in the

/ emsrqency room tor Lour hours. The baby was finally admitted by a
Padiologist atter the pedistrician on call had refused to admit or treat,
the baby. The baby dr8d a tew hours later without having recejved medical
attention other than that provided by the radjologist. :

wWhen adked wny he rétused to admit the baby, the pediatrician
sa31d that he was not going to serve as back«up to any n"free-clinjc.”
1he physiclan appesred to have a nistory ot retusing to admit
yndigént patients, ’

gy .
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ine anitns

When she was 8 months. pregriant, Mavsha &mith of Abingdon,
Vicginia, was rushed to Johnston Memorial Hospital, She had not seen
an obutotrlclan, There are only two gbstetricians Iin the gouhty
and both requirdd payment of $650 before they could see her or deliver
her baby, She and her husband could ot afford medical care,

The tirst time she arrived at Johnston Memorial, she wag told
8he could not be aumitted without a personal physician, After a
legal eervices attorney Intervened, the hospital admitted and treated
her tor an acute Kidney intection, EBhe was veleased the tollowing day,

The next day, Mrs. Smith returned to the hospital again in acute
pPain, sure that -she was In premature labor, The Cniet of Energency
Sarvices retused her admission saying. “she knew she was not supposad
to return to that hogpital,* The physician then chased Mrs. Snith R
and her husband out to the parking 1ot, threatening to call the poiice
It they d1d not leave, He told her that he would not admjt her, even .
it sre wam n lavor., .

Mrs, @mith arove twenty miles across the state line to Bristo}
Memoriat Hospitat in Bristol, Tennessee, -8he ,was hospitalized tor tive
days with a major kidney intection, Remarkably, she delivered a healthy
baby amonth later at Bristol-Memorial Hospital, which bent the rule

against asimitting out-ot-state residents,

' N -
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. .
-
in an effort to more ay-tn@}ilcnlly mvasure the adequacy and

] . ;
scope of state maternal and child health services for meuically inuiyent i

/
mothers and children, the CDF health diwision recently commenced a 23 . /
state survey of public health programs. While the results are still »

baing tabulated, we have been able to conclude yrelimlnarily that not a-
a single state had the un#acity tu ensure occoess to apy:oﬁtlate

matecnity and pediatric services for women and chlld:e;

living below federal govecty levels. While all of thg Survey states
offer ot lﬂflt some preventive servifes (such as he&ring tests,
{mmunizations, Or LAp smears) in at least some counties, and while

many st-tes and localities have yone to extraocdinary lengthe to insti-
tute special programs for cectain high rlsi populations'(such as ptegnant

wnman) , no stéte is able to routinely provide or support the tange ol

zationc as the Americen Acadamy of Pediatrics, The American College

of Oustetriciane and Gynecologists, the Natlonal Petrinatal Association,
the Harch of Diwes and other vrganizatjions, Som; examples of the yag
hetween mGthers ano children's needs and states' and logalxtias'
copacity include the following:

o “hete are an estimated 90,000 poot .pregnant women living

in Texas at or below 150% of the federal poverty level.
sixty-one thousand vumen were seen through health depart-
mant clinics last year. Medicaid paid for ‘only 14,095
deliveries, however, leaving approximately 36,000 . .
~dellV!tlel to a predominantly uninsured pogulation. '
Many local hospitals in Texas now charye subgtantial >
preadmission deposits fot & preynant woman who wishes
to tegister al the hospital for del:v‘ry uf her chila.

. Preregistratich is, of cuutse, ctucial, so that a é'
hospital ‘and t ¢ attending physician can be alerted as to
whether the patient presents & high tis) of delivery
complications (most of these women have no Lersonal
obstetrician tu deliver their balies, since they ate

indigent}. .

S
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' pacausge the preadmission Jeposit requirements areé so

prohibitive, howsver, a large Aumbe ¢ of birtiis happen. ¢
outside ot the hoepital, In 1482, Tex4s alona ac¢counted
tor ongwggjrd of all out~ot-hogpital birthu in tie Unjted
Brat®€., "WOmen who do not deliver at home (unattended by
an obstetrician, since they cannot affprd one) wialt until
they are in labor to present themselves at the nearest
hospital as an emevgency case, LAst year, Texas uged halt
ita supplemental MCH Bloock Qrant appropriations, !
not to impfove . preventive services, (approximately 17 of 72
€Tty and eounty hesith departments and one regional health
depacrtmant still.dd not otter any maternity gare) but to |
undervwrite hospital delivery costs for somé ot the pregnant
women who had no .Medicasd. When those monles run put, the
delivery program will cease.

'
f

L . e .
8pacial rntuslons ot tunds jn Louisiana through the Title v
improved! Pregnant Outcome (I1IPO) Program and the Fiscal .

1983 MCH Bloek Grant aupflemental approprdation made it possible

tor etate ‘and local health otticjals to deliver important

new services to poor wqmen and children, Because of 100

funds, mortaiit rato:q*n aanglpahoa parish dropped from

- 24.9 deaths/1000 live bigths in 1978 to a provigional rate
Ot 14.9 deaths/1000 live bikths sn 1982, Simflarly, clinjcs

throughout the state were able to increase their maternit

cegeloads by 34% and thelr pediatric caseloads by 12,

But the TPO and Jobs Act funds are now running out. Wh

they do, the lay oytreach porkers and extra clinjdsans

made these earvices and results possible will be gone,

-

In Minnesota, about 51,000 famijies wity children [1/3 of
all wsuch tamilies) live below the feder)l ‘poverty level.
Yet Medicaid covatage 1?'M1nnesota regghed only about
19% ot poor ¢hildren £n/1980, Moreower, in 982, because
of the tederal budget guts, the Univereity of Minngsota
estimatgs that more thAn 13,500° households lost Medicaid

. ®#ligibility, S8ince heads of households in these cases tend
to work at marginal jobg with ljittle or no ehployer-paid
health ingurance, they are otten wholly dependant on pubdblie
health sérvices, LG

The state has developed a Community Health Servigés plan
which covers most araeas ot the state for well child care,
pPublic health nursing home visits and health education,
.Despite these very basic servidces, state MCHUFficials report
that in rbral counties, which comprise 508 of/the state,

all eick=child and maternity medlcal services are provided

by ptivate physicians, Famjliesg are required to make their
own arrangements with physicians, In 1980, infant moftality
rates in some Ot thes¢ countles were as high as 2] di¥aths

per 1000, 11ve births, twice the ndtional average. A yecent
University ot Minnasota survey ftound that 200 wonen choosing
out-ot~hospital births did so, not out of personal pretbrepce,
but 1n great measure because ot tinancial considerations,

,

.' "'
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o In ERansas, 7.8V of a}l families in the astate live in
poverty. Yet the state’s Matarnity and Infant Care
Projects reached only 2.7¢ of women giving birth in
1982. 38tate officials reported incidents in whioh
{ndfgont women Were denied preénatal ‘care bacause of
outstanding medical bills., Jobs Aot funds were used
last year to expand preventive serives in 52 counties
; ' at showad the largest numbars of births to poor

. woxen in 1982, Even those funda, howevezr, would
over hospital and obstetrical coste at the time

ivery., County officiaie do flot know what ‘
)pean to these modest progcams when the Jobg—
Qe run out.

the cutrent gaps in

and children. Materniby and pediatric seryices are hot only

effective; they have beeh shown to be a remarkably cost-effective
N r

type of health care investment.

a, Thoitéfectlvenedi and cost\Effectiveness of Prenatal Care

Through prenatal care, women are linked up with the medfcal

care they anc thefr bables may nhed. Prenatal care can identity
. amony infants. Afcess to prenatal re is thus the first step
. toward ensuring aj healthy bicth outcokes
, I o fTheee quartlers of the health riskg that are associated

with low birthweight (the leading \cause of infant death’
and handicdpping) can be evaluated\in the firet.prenatal

o A roview of infant deaths amony low iycome mothers founa
that 26% wEro pteventable. Of thaso ﬂ%:entable deaths,

1/3 could have been prevented during prtenatal period,
The study lalso found that fmproved healkh care for expectant
mothers du

ing the 1 8ix months of prégnancy would cut

fn hatf thp mental retardatlon rate. (39)

.

e T

conditibns and prgblems that lead to prematurity and low birthweiyht

vigtt, anu'tntervontlons can be takin to reduce the risks. (38)




© A Clorsdo study found vthat women whu have cumglote
preratal care have 8 prematurity birthrate of
womnen who receive no care have a prematurity cate of .
28%. (40 o ‘ o

. ‘ , !
o0 A Missouri study found that white mothers with lnadequate .
ptanatal care have a 0% greater prematurity rate than / :
: : white mothers receiving adeqyate, care. For non-white- o '%
b wamen the prezaturity difforanttal i3 19%, (41) * B

I 1979 in response to the inability of poor pregnant women
S to' obtain care, had provided maternity~related sgrvices
0 . tu over 7000 womsn in-the Jast 3 years., SHtatewida resulte o
%&; — av the ond of the firoL yeur of the project showed low ’
birghweight ratos 50V lower tham those among comparable
infants whose nothers-did not participate in tha pro;ouca (42)

o The Califoraia Obstetrical Accesa Proyrem, initiated in i
-

\ o A study in Clevolund‘bonduated in the late 19708 found,
L , - thdt women who received comprehonsive prenatal care at - >
(- the city's Maternity and Inlant .Cale Progech_éxyg;ggpcea e R
4 ) 60% lens perinatal mortality and a[25% lower rate of "
. : : preterm deliveries thin comparalle wonren not; eurolloa in
3“ the projoct. (43)

N , 0 The Mew York City COmgrehonsive Mategnity ahd Intant Care

; Project yielded significant decreasas i{n {nfant mortality )
" retes in the areas served by the project, and neonatal 1
R ' m( tality rates were over 20% lower for MiC partlclynntb. (44) //
l’ 7

Miitecnity and Infant Care Praoject yesulted in a 25% decline
infant mortality rates in the areas it serveo. (48)

tudies of the impact of necessary intensive care for
rwborns have shown that these serviges not only. save

ves but reduce by 2 to 1 times the percent of high~risk
ntants suffering from definite sbhormasl physical ot
ental development. ,46)

Morgover, comprehensive maternity cate is éxttcmely éost~ef€ect1vq:
L]

. . ! -~
o The California Department of Consumer Affairs found a |av1ngs)
of 81.4 millioh per 1001 wdmen served over a S5-ywar period i
in e perinatal cate project, versus costs pet 1000 women ,
A . - where no such care was avajlable. ‘The net S-year perinatal /
e’ / Program c-ate for 1000 women totaled $750,000. or women .
/ who did not recefve such cate, costs wery $4.6 million.
i The bases for the cost reduction includea: increased birth
s weight amony bables born vto patiente; teduced premeturiiy;
reduced costs f{or child protective services; reduceo costs
for special education and similar services; akd keduceu
/ ' costs for smergency room and ‘hospital care, (47)

(O,
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Michigan state offjcials examining 9,732 jnfants who
were born at low birthweight and 6000 babjes who
received care in newhorn jntensjve care units,
estimataed that, with 9ood prenatal care, at a minimum
2%% (1500 1ntynts) would not have requsred such services.
The state then determined that, while the cost ot
providing prenatal care to all 14,000 uninsured women
was $4.9 m)lion, the cost ot providing neonatal care to
the 1500 intants was $30 million. Thus for every
dollar spent by the state on prenatal care, it would
save $6.12, (48)

)

Otticialas at the Lea County, New Mexicc, High Rysk Perinatal
care project tound that women who received adequate prenatal
care showed the tollowing ¢! aracteristics:

8% low pirthweight
15¢ resulting in maternal complications

Without adequate prenatal care, women showed the tollowing
outcomes?

164 low birthwe,ght
30% resulting sn maternal complicatjons

By spending $64,000 on maternsty care, the low birthweight
rate would be cut in half, and savings of $310,000.

Thus, torx ever¥ dollar spent on maternity care, researchers
Taund Eive dollars in savings. (49)

The Colorado health department found that only 54 rf low
1ncome women begin prenatal care in the first trimester of
preqgnancy, as opposed to §0% of nonpoor women. By providing
adequate prenatal care to poor women, the state antjicipated
that 343 premature births could have been prevented (based

on a 124 prematurity bhsrthrate among 8675 live births fn 1975},

Based on a 1977 study, the state estimated that among low
birthwe.ght survivors, lifetime costs were $20,000 per

child., Moreover, specjiaijzed education and institutional
services were required for 4% of low birthweight babjes
{between 3 and 5.5 pounds) and for 25¢ of very low birthweight
babies (weighing under 3 pounds). For each of the babies
with special probleins, the cost would he approximately
$123,000/chsld,

Based on the estimated costs‘of Prematurity, the health
department concluded that, tor each §1.00 spent on prenatal
care, $9.00 would be saved. If all longtetin costs were
1nciuded, the cost/henetjt ratio would escalate to $11.00
raved tor every $1.00 spent., (50)

289
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b. ‘the Bttectiveness and Cost Fttectiveness ot Pediatric Care

0 A Texas study which examined the costs and benetite
ot Medicaid preventive care (visjon acreenan?, hearing
screening, preventive dental care, and identification
ot congenital maltormatjons) showed that for each state
dollar spent, more than $8 was saved in the long term
costs and in the jincome 10ss avoided. (51)

4 o A 1977 General Accounting QOffjce report to the Congress
found the cost ot genetic acreening at birth plus early '
treatment tor seven common disorders was less than
one-@31ghth the projected cost ot c¢aring tor an jmpasred
-.chi1ld over a ji1tetims, even without taking into account

3 the extent to which inflatjon would drive up long term
ncosts. {(52)

o A study by the Center for Disease Control showed that
$180 million spent on a measles vaccination program
between 1966 and 1974 saved $1.3 billjon In medijcal care
and long term care by reducing deafness, retardation,
and other problems. (53)

o In North Dakota, total Medjcajd expendjtures per chjld
were 36 percent to 44 percent lower for children who
were scresned than tor those who were not, Expenditures
tor inpatient hospital services were 47-57 percent
lower tor those who had been screened. (54)

o In Baltimore, Maryland, where tour preventjve health
* programs were established in the most underserved areas
of the city, the jncidence of rheumatjc fever was reduced
by 60 percent among chfldren in the census tracts eligible
tor any of the programs, while in thé surrounding areas
1ts incidence increased by 20 percent. (55}

o A recent federa. study demonstrated that among low-jnrome
tamilies with access to comprehensive primary and preventive
services, dramatic reductions in hospjtaljzation costs =--
some 25 percent below hospitalizatjon rates tor persons
without access to such care ~- are noted. (56)

o A Pennsylvanja study of that state's Medicald EPSDT program
found that children participating in the comprehensjve
preventive health project had 30 percent fewer abnormalijties
on rescreening with attendant cost-savings. (57)

o An evaluation of the Medicasd EPSDT program by the State
ot Missouri tound that participating children had annual
medical costs 16 percent lower than those not particioating
(5253,79 tor ch)ldren in EPSDT versus $318.58 in expendl-
tures tor non-participants}. (58)

O
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0 A New York sutvey of Suffolk County Medicald children
found that those recejving continuous, comprehensive
preventive care had annual cbsts of £312.74. Thqpe
who did not have annual costs of $484.39, (59)

o A study conducted by the American Academy of Pediatrics
shows a decrease in annual costs for children receiving
continuing care. Those regelving the least amount
of care had annual costs of §618.23; those receiving
the most care cost $378.47, (60)

\

© An eviluation by Michigan ot that state's Medicald
EPSDT program tound that, among children
participating continuously ir the program
not only d1d they display increasingly fewer health
problems upon each rescreening but also, that medical
costs tor program participants were 7% lower than
medical costs tor non-EPSDT participants when program
costs were considered. (61}

RECOMMENDATIONS

The jssue ot medical indigency 18 not only an extremely serjous one
for the Poor: but 13 also a substantjal threat to the health care system
that cares tot the poor. Many of the Public and communjty clinics
and i1nstitutions treating the poor are undet Serjous financial stress,
chiefly because ot the combined ettects of the large medically indiyent
porulavion they treat and shortfalls among varjous public and private
payers tor their insured patients. (62) Moreover, &s noted above
in the Jdiscussjon ot cost-eftectiveness literature, medical indigency
ultimately represents an enormous longterm drain on federal, state and
local resources.

There are two basic approaches to dealing with the problem.
Neither is exclusive. First, we need to improve public and
private health insurance programs 1n order ts‘qenerate a health care
financing system that insutes indjviduals for basic services, In

the case of pregnant women and children, insurance reforms may
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particularly modest in comparison tou the longtern cousts associated
W] with failing to make such reforms., Second, direct subLsiaies to
public and community institutions providing a larye volume of care for
the uninsured are nee;edh in order to promote targeted improvements and
4 services,
a, Heafth Insurance' keforms

As noted above, chidren in uninsured families can be tuunc in

g

a variety of family settings, including unemployeu and engloyea
householde, as well as houscholds unconnected to the workplace.

There¢ are several possible approaches to insurance reforn:

Medicaid: Rescarch has shown & strong relationship between dMedicéid
coveraye and health status. The Medicaid EPEDT s;udies noteu atuve,
have demonstrated a relationship between program participation and
child health outcomes. Other studies have shown similar re;u{t;.

The U'rhan Institute founc a 5i§nlfic$nt correlaélon between the
availabitity of Medicain coverage for pregnant women and imporvewents
in gtates' neonatal mortality rates., (63) The Califurr-a Obstetrical
Access Project which led to a %508 decline in low birthweight infants
among farticipating wom>n, involved the Lrovision of comprehensive
Medicaid coverage for an array of prenatal care for women enrolled

in the project. (64) Additionally, researchers in California
examining the impact of Medicaid on infant death rates, found a

major relationchip between a 50% decline in perinatal death rates
from 1968-1978 in that state and Medicaid coveraye for low incone

women., hky J978, 10 years after Medicaid was implemented, rescarchers /
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Aruitoxt provided by Eic:




Aruitoxt provided by Eic:

288

foand access to prenatal care greatly increased, Standardizeo
mortality rates for infants born to poor women eliy'ble four
Medicaid were 4-5% lower than among low income infants whose
mothers were nut insured. (65)

Medicaid benefits for preynant woumen and chilaren also
saves money. For example, the California Ubstetrical Access
Project provided corprehensive Medicaid maternity coverage fur
pregnant wonen, The study found that, because low birthweight
rates for Pruject participants were 50% less than among thuse
not particifpating in the prugrem, the savings from reduced need
fuor neonatal intensive care and rehospitalization in the first
year of lite resulted in & savings of $4.00 for every lledicalu
dullar spﬁnl on maternity care., (66} Similarly, a study done

by the Texas hepartment of Human Resources, after looking at 1981

“data un over 9009 births, concluded that Hedicaid-eligible

pregnant women had $210 fewer birth-related expenses than mouthers
who were ineligible tor Medicaid at the time of delivery. Women
Tecwlving Nedicaid during pregnancy weres of course eligible four
;renatal care and other medical care to maintain their health,
Medicalid-ineligible women were not only less likely to receive
prenatal care but were also less likely to receive needeo basic
medical attention and were therefore at heightened risk for

complicatiuns arising fror such untrested conditions as hypertension

or diabetes, (67)
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beapite the tact that Medicaitd has made a major

contribution to improving the health status amnng the poor, the

program still talls tar short of the need., While Congress enacted
crucial improvements this past summer that extended benefits to an
additional halt million children and 200,000 pregnant women, nvarly
30 states st1'l tail to provide Medicaid to chjldren ages 5-18,
and more than 30 states tail to provide coverage to marrjed pregnant
women in two-parent tamilies, no matter how poor they are. Moreover, .
si1nc: eligibslyty 18 tied to welfare eligibjlity, coverage is availe-
able only tor tamilies meeting state welfare financial eligibility
criteria -- trequently less than h&lf the federal poverty rate.
Final.y, as noted previously, numerous states impose saﬁstantlal
restrlcglons on covetrage of vital services.

One way tn reach nore medlcalxx 1nd1qen§ tamilies, therefore,

18 to improve Medicald, Specific options might include: establish-

. ment _ol. unitorm-tinancial-eltgibility criterra-under-the program — ---~—-—~ -—- -

O
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that are tied to the tederal poverty standard, with benefits
available to tamilies with incomes Slightly over the federal
poverty level 1n accordance with a sliding fee ‘scale, 1Insofar as
maternity and pediatric services are . ‘cerned, the cost of such
an expansion would be relatlvely‘modest. Complete prenatal

ang delivery care for a pregncnt woman currently costs about
$2,000 under Medicaid., (68) Pediatric costs are about $600 per
child. (69) The development of a unitorm servirce package could
algso eliminate some Of the most signiftjcant state-to-state

dispar'ties that currently exist,

234
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Medicaie: 8 noted previously, hundreds of thousands ot widuwed
tamilies with minor children currently recejve Social Security
Survivor's benetits but are ineligible for Medicare., For these
familses, 1t might be possible to develop a special Medjcare proqraﬁ
with governmentally subsidized premjums. Such a program would enable
survivor tam11{§§ to purchasé modest but crucjal packages of health
services tor themselves and their childcen. Such a package (or,
similarly, a Medica)d package turnished 1n accordance with a

sli1ding tee) could be made avajlable to unemployed families.

private Insurance: When governmental expenditures on health care

for the noninstitutionalized population is calculated to include
tax expenditures, the government spends about the Same on the poor
and ne;r-poor as 1t does on the middle and high income population.(70)
Yet, as note} above, employer based health inSurance may be serjously
deficient tor dependents of workers. Even though ;ggloyer—purchased
health snsurance accounts for 85V of all private insurance purchased
1n the United States, (71) many workers are completely
uncovered, Other workers may be unable to purchase family coverage.
when they do, workers may discover that thejtr plans are gerjously
deficient insotar as maternal and child health needs are concerned.
CBO estimated 1n 1978 that 1f all workers and their dependents
had employer-bas2d coverzge, and 3£ all self-employed persons were
covered, then the number of uncovered Americans would drop by
‘halt. (72)

In addition to expanding public health insurance programs,
we must develop approaches to employer-based health coverage that
assist poorer workers in purchasing tamily coverage. The

Admin) stration and Congress should also consider establishinag
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minimum standards for employer-purcnased health jnsurance to

eliminate the serious gaps in maternal and chiid hea'th coverage.

b, Support

tor Institutions Serving the Unjinsured

Even w)

to be a need

th more comprehensjve insurance, there will contjnue

to directly support jnstijtutions serving thé

unjinsured and underinsured, since operating such

instjtutions

not adequate

may require certain types of expendjtures that are

ly tinanced through jnsurance (e.g., establishment

ot clinics, modernization of tacilities and equipment and so torth).

While such subsidies are cruclai, we beljeve, for two reasons, that

they should not be allowed to become the central thrust in the

government's

1nalgency.

ettort to grapple with the problem of medical

First, the medically indigent, especially children and

pregnant women, generally require gervices that are not appro-

priately or cost-etfectively provided in an jnrtitutjonal setting.

Yat-uncompensated. care remedjes that take the form of direct

subsidies to

institutions threaten to perpetuate fragmented and

inappropriate patterns of care., If we have learned nothing else

in the past

20 years, it is that we end up with the type of

health system that we finance. I%ﬂour approach to uncompensated

carve 18 Inst
shat we will

Second,

problem, sub

directly, as
serjous lega
the eligsbil

meted out?

1tution-based rather than sndividual-based, 1 fear
only perpetuate an already strong jinstitutional bjas.
health tinancing reforms that deal with the medical
rosa, through uncompensated care Pools, rather than
in the case Ot health jsnsurance reform, may rajse

1 and equijtable conceins. Who will control

1ty determination process? How will benefits be

What happens §t a pool is inadequate to furnish
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for the uninsured the scope of care avaflable to tht insu}ed?
Wwhat do "bad debt pools® say about how government percelves jts
role in allocating health care resources, especially if we
purport to believe that need, rather chan-dbility to pay, is
what should determine access tO health care? '

In 1983 the President's Commission for the Study of Ethical
Problems ’n Medicine and Biomedical -and Behavioral Research

1gsued 1ts seminal report, Securing Access to Health Care.

In that report the Commission concluded that society has an
ethical obligation to ensure that all its member have access tO
basic health services and that the ultipate responsibility for
ensuring that ;he obligation §s met lies with government, We hope
that iha: report and jts conclusions will guide the Committee in
determining the appropriate remedy for the nation's medical

N

indigency problem, Thank you.
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