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INSURANCE PROTECTION FOR CATASTROPHIC
HEALTH EXPENSES FOR INDIVIDUALS UNDER
AGE 65

TUESDAY, MAY 12, 1987

HOUSE OF REPRESENTATIVES,
COMMTITEF ON WAYS AND MEANS,

SUBCOMMITTEE ON HEALTH,
Washington, P.C.

The subcommittee met, pursuant to notice, at 9:35 a.m., in room
1100, Longworth House Office Building, Hon. Fortney H. (Pete)
Stark (chairman of the subcommittee) presiding.

[The press release announcing the hearing follows:]
(1)
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FOR IMMEDIATE RELEASE
TUESDAY, MAY 5, 1987

2

PRESS RELEASE 413
SUBCOMMITTEE ON HEALTH
COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES
1102 LONGWORT9 HOUSE OFFICE BLDG.
WASHINGTON, D.C. 20515
TELEPHONE: (202) 225-7785

fHE HONORABLE FORTNEY E. (PETE) STARK (D., CALIF.).
CHAIRMAN, SUBCOMMITTEE ON HEALTH, COMMITTEE ON WAYS AND MEANS,

U.S. HOUSE OF REPRESENTATIVES, ANNOUNCES A HEARING ON

INSURANCE PROTECTION FOR CATASTROPHIC HEALTH EXPENSES
FOR INDIVIDUALS UNDER AGE 65

TO BE HELD ON TUESDAY, MAY 12, 1987

The Honorable Fortney H. (Pete; Stark (D. Calif.).

Chairman, Subcommitt-e on Health, Committee on Ways and Means,

U.S. House of Representatives, announced today that the
Subcommittee will conduct a hearing on insurance protectioL for
catastrophic health expenses for those under age 65. The

hearing will be held on Tuesday, May 12, 1987, beginning at

10:00 a.m., in room 1100 Longworth House Office Building.

In announcing the hearing, Chairman rtark said, "A
significant and growing number of America..s do not have
financial access to necessary health services and are at risk

for catastrophic expenses. More than two-thirds of these
individuals, or their dependents, are employed. It is

essential that we explore approaches to assuring basic health

benefits to each of our citizens."

The purpose of the Subcommittee hearing i3 to obtain
information concerning the nature and extent of this problem

and to examine possible solutions. Representatives of labor,

management, and the health insurance industry will have an

opportunity to present information on alternative responses to

the problem of lack of health insurance coverage.

Oral testimony will be heard from invited witnesses only.
However, any individual or organization may submit a written

statement for consideration by the Subcommittee and for
inclusion in the printed record of the hearing.

BACKGROUND

In 1985, 17.4 perc3nt of the civilian nonagricultural
population under age 65 reported no health insurance coverage

from any source. This group totalled more than 35 million

persons. The proportion of the nonelderly population without

health insurance coverage has grown since 1982, when 15.5 per-

cent of the population were uninsured.
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In 1985, more than half of the uninsured, or 19 million
people, were workers. Another one-third, or 11 million people,
were children, age 18 or under. Only 13 precent of the
uninsured were nonworking adults.

In addition to the uninsured, many Americans are
underinsured. Almost 40 percent of the under age-65 population
have no out-of-pocket limit for both hospital and medical
expenses. Survey results indicate ghat uninsured families are
significantly less likely to receive needed medical attention
than insured families. Uninsured persons also are twice as
likely to be without a regular source of health care than
insured persons.

WRITTEN STATEMENT IN LIEU OF PERSONAL APPEARANCE

For those who wish to file a written statement for the
printed record of the hearing, six (6) copies are required and
must be submitted by the close of business on Friday,
June 5, 1987 to Robert J. Leonard, Chief Counsel, Committee on
Ways and Means, U.S. House of Representatives, 1102 Longworth
House Office Building, Washington, D.C., 20515. An additional
supply of statements may be furnished for distribution to the
press and public if supplied to the Subcommittee office, 1114
Longworth House Office Building, before the hearing begins.

SEC ENCLOSED FORMATTING REQUIREMENTS
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Chairman STARK. The Subcommittee on Health of the Committee
on Ways and Means will commence its hearing on catastrophic cov-
erage for the population under age 65 who do not qualify for Medi-
care.

The hearing will focus on the question mandating health care
benefits for the uninsured as well as the insured.

In 1986, there were an estimated 37 million Americans without
health insurance and another 7 to 10 million Americans with par-
tial coverage for a portion of the year.

There is no such thing as a noncatastrophic encounter with the
health care delivery system when a family is poor and has no
health insurance.

From all signs, the number of uninsured is growing. Almost 16
percent of the nonfarm population were not covered in 1982, a year
in which the economy was in recession. Almost 18 percent were not
covered in 1985. a stronger year economically.

What is startling is that 19 million of the uninsured, or 55 percent
are employed, and almost 70 percent of this population live in
families of full-time, full-year workers. For most of these families,
the family heads have never experienced unemployment.

A particular problem is lack of insurance for children. Almost 20
percent of children under age 16 are not covered. Clearly these
children face a catastrophic expense every time they need basic
health care services.

Lack of catastrophic covey age is a problem that faces many
Americans. This lack of coverage for a significant portion of the
uninsured population is a serious concern and one that needs to be
addressed.

Mr. Gradison has proposed legislation to resolve this problem,
and I am pleased to join with him in supporting it.

I hope our witnesses today will help the subcommittee define the
problem and suggest ways in which health care for the uninsured
can be addressed. I look forward to their testimony.

As is the custom in the subcommittee, we will ask the witnesses
to summarize or expand on their prepared testimony, giving the
committee some more time to enter into a dialogue as we inquire.

I would like to recognize Mr. Gradison at this time.
Mr. GRADISON. Thank you, Mr. Chairman.
I am delighted that this hearing could be scheduled to give the

subcommittee the opportunity to hear testimony on this subject of
extending the catastrophic protection which we are now working
on for the elderly to those who are not yet eligible for Medicare.

It seems to me, Mr. Chairman, that it would be a lost opportuni-
ty if this year the only action which we took on the catastrophic
issue applied to the elderly. Certainly the problems of other age
groups are very much the same.

I had hoped that it would be possible to have a bill ready to in-
clude in the catastrophic measure which the full committee ap-
proved last week, that would cover those under 65 who are current-
ly covered by private health insurance plans. Unfortunately, it was
not possible to have the bill ready at that time. But we may have
an opportunity to develop art appropriate vehicle to cover this pop-
ulation as part of the reconciliation language which we will be
called upon to furnish in connection with the budget.

6
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I particularly want to thank you, Mr. Chairman, for joining with
me in th3 introduction of H.R. 2300, and I look forward to gaining
the insights of the witnesses who will appear before us this morn-
ing.

Chairman STARK. Our first witness this morning is Mr. Robert L.
Crandall, chairman and President of American Airlines.

Mr. Crandall, it is a pleasure to have you appear before us this
morning, and I hope that yGu will proceed to enlighten us in any
manner you are comfortable.

STATEMENT OF ROBERT L. CRANDALL, CHAIRMAN OF THE
BOARD AND PRESIDENT, AMERICAN AIRLINES, INC., ACCOMPA-
NIED BY DELORES WALLACE, VICE PRESIDENT OF PERSON-
NEL

Mr. CRANDALL. Thank you, Mr. Chairman.
I appreciate the invitation to testify. I have with me Delores

Wallace, our vice president of personnel, who will join me in re-
sponding to any questions that you and the other members of the
subcommittee may have.

We a' e glad to be here this morning because we believe it's time
for American business to take a fresh look at the costs and the eq-
uities of health care for employees. And my purpose in being here
is to encourage the committee to enact legislation that will require
employers to provide health benefits for all employees and for re-
tirees.

I am convinced, considering the alternatives, that other business-
es will soon join us in supporting such legislation, and I would like
to tell you why.

As you pointed out, our current system has left millions of Amer-
icans without any health care coverage whatsoever, and many mil-
lions more inadequately covered. And as you have also pointed out,
that can be a very real tragedy for any family.

If for no other reason, I think we ought to have a goal of univer-
sal health care coverage because it 's the right thing to do. There
is, in addition, a more pragmatic side of that issue. I would argue
that for most U.S. firms, a policy of mandatory health benefits
would be simply good business. Let me say why.

Everyone, I think, knows there is no such thing as a free lunch.
In fact, being in the airline business, I can assure you there is no
such thing as even a free bag of peanuts. Companies that believe
they are avoiding health care costs by not offering employee retire-
ment benefits are simply wrong. They, like the rest of us, are
paying in one way or another for the health care costs of the
roughly 37 million Americans who do not have insurance. Unfortu-
nately, those employers that do not provide coverage for their em-
ployees probably are managing to avoid paying their fair share.

And that leads us to the problem, which is that companies like
our own pay twice, once for their own employees, and then again,
by means of taxes and inflated health insurance premiums for the
employees of those businesses who do not provide benefits.

While many millions of Americans don't have health care insur-
ance, only a very few actually go without health care. Some of the

9
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uninsured pay their own way, but the majority, on the other hand,
rely either on public health programs or charitable services.

Now, I want to be very clear about the fact that America has no
objection to paying its fair share of the health care costs of low
income individuals and senior citizens. We do, on the other hand,
object to paying for the health care costs of individuals who are
employed by or retired from other businesses, some of whom may
even be our competitors. And that is what's happening today and,
in my view, it is inequitable to allow some businesses to shift those
costs to others. Indeed, I think there is some possibility that we
may be seeing the start of a very unhappy trend by which employ-
ers will avoid providing health care benefits as a means of gaining
competitive advantage, and that has already happened in the air-
line business. In fact, I think that is one of the factors accounting
for the much discussed decline in the airline service standards.

Let me offer, if I can, one concrete example of how this problem
is going to get worse if we don't take appropriate action.

Some years ago, Continental Airlines declared bankruptcy. As a
byproduct of that, it abrogated its labor contracts and it eliminat-
ed, among many other benefits, medical benefits for its retirees.
From a business perspective, that bankruptcy was an extraordi-
n .ry success. Continental has since emerged from bankruptcy, and
its parent company, Texas Air, is now the Nation's largest airline
company.

From a public perspective, however, it is a different question. As
a result of that bankruptcy, Continental's labor costs, which en-
compass both their wage and benefit costs, are now about one-half
those of other airlines.

Now, you do not have to be a business genius to figure out that
when a company has labor costs which are twice those of a larger
competitor, something somewhere along the way is going to give.

Consider the question of medical coverage for retirees as a single
example. I have ircluded in my written testimony a chart that
shows that in less than 10 years time, American Airlines' costs for
retiree health insurance is going to be more than $120 million an-
nually. Continental doesn't provide medical benefits for retirees.
Thus, unless something changes, we will have to collect about $10
million a month more from our passengers than they will from
their, and that is only about 20 percent of the problem.

On an overall basis, their labor cost advantage amounts to sonic -
thing like $600 million a year, or about $50 million a month.

Now, in the airline business, costs really don't vary much from
one company to another. There isn't much to this whole notion of
no frills. We all pay about the same thing for fuel and equipment
and food and interest rates and so on. There is one significant dif-
ference between carriers, and that is their labor costs. And if we
have to turn around and cut our labor cost and benefits costs to
match those of Continental, we and our employees have got some
very painful times ahead.

Jn my own view, permitting companies to skimp on employee
and retiree benefits, things like pensions and adequate medical in-
surance is simply not sound public policy. And if that should repre-
sent the beginning of a trend, our Nation is in very deep trouble.
And it is my view that now is the time to put a stop to it.

10
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I think we also need to recognize that when an employer has a
stake in the health of its employees, it is much more inclined to
provide a working atmosphere that encourages fitness and good
:iealth. If every company pays its fair share of health costs, I am
inclined to think that workplace health programs will expand and
that the Nation's total health care costs will decline.

In the course of these remarks, I have referred to both employee
and retiree benefits. I should like to make a freMal appeal, that
you include retiree health care benefits exiicitly in whatever
package you put together. In my opinion, every company ought to
provide a full range of retiree benefits and no company ought to be
allowed to withdraw benefits already promised to retirees. Retire-
ment ought to be a time of reduced anxiety and uncertainty, and it
seems to me nothing short of outrageous that companies might
withhold or withdraw benefits from these most in need.

To summarize, legislation prescribing mandatory employer paid
health benefits for employees and retirees will accomplish what I
think are four important objective:;. First, it will serve to keep re-
sponsibility to health care in the private sector where it can be ad-
ministered on the most cost effective basis.

Second, it will provide a more equitable distribution of health
care costa.

Third, it will eliminate the practice of reducing benefits for com-
petitive reasons.

And, finally, in my opinion, it will ultimately lower total health
care costs as more employers attach importance to maintaining the
good health of their employees.

Mr. Chairman, Ms. Wallace and I will be happy to respend to
any questions you may have.

[The prepared statement follows:)
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Statement of Robert L. Crandall
Chairman and President
American Airlines, Inc.

Before the
Health Subcommittee of the
Committee on Ways and Means

May 12, 1987

My name is Robert L. Crandall. I am Chairman and
President of American Airlines. I welcome this opportunity
to testify because I Ltheve it is time for American
business to take a fresh look at the costs and equities of
health care for employees.

1 am here to encourage the Committee to enact
legislation that will require employers to provide basic
health benefits for all employees and retirees. I am
convinced -- considering the alternatives -- that other
businesses will soon join us in supporting such legislation.
Let me tell you why.

Our current voluntary system has left millions of
Americans without any health coverage whatsoever, and
millions more inadequately covered. Unforeseen health care
expenditures -- even ones that normally aren't classified as
catastrophic -- can have a devastating impact on the
economic well-being of families. Health care insurance can
prevent families from having a health tragedy compounded by
economic ruin -- and everyone needs that protection.

If for no other reason, we should have a goal of
universal health care coverage because it is the right thing
to do. There is, of course, a more pragmatic side of the
issue. I would argue that for most U.S. firms, a policy of
mandatory health ^fits would be good business. Let me
explain why.

Everyone knows that there is no such thing as a
free lunch. In cart, being in the airline business, I can
assure you that there is not even such a thing as a free bag
of peanuts. Companies that believe they are avoiding health
care costs hi not offering employee or retiree benefits are
simply wrong. They, like the rest of us, are in fact paying
-- in one way or another -- for the health care costs of the
roughly 37 million Americans who are without insurance.
Unfortunately, those employers that do not offer their
employees coverage probably are avoiding paying their fair
share.

That leads us to the problem, which is that
companies like ours pay twice -- once for our own employees
and then again, via taxes and inflated health insurance
premiums -- for the employees of those businesses who don't
provide Lenefits for their own people.

While tens of millions of Americans do not 'xave
health care insurance, only a very few actually go without
health care. Some of the uninsured pay their own way, but
the majority rely either on public health programs or
charitable services.

Let me make it clear that American Airlines does
not object to paying its fair share of the health care costs

12
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of low income individuals and senior citizens. But we do
object to paying for the health care costs of inaividuals
.mployed by or retired from other businesses, SOMP of whom
may ,ven be our competitors. An6 that is precisely what is
happening today. It is lbsolutely inequitable to allow some
businesses to shift these costs to others.

Indeed, I fear that we may he seeing the start of
an unhappy trend by which employers will avoid providing
health care benefits ,s a mean, of obtaining advantages over
the. competitors. It has already happened in the airline
industry. In fact, I think this is one of many factors
accounting for the much discussed decline in the service
standards of ou. industry.

Let me give you one concrete example of how this
problem will get worse if we don't take appropriate action.
When Continental Airlines declared bankruptcy a few years
ago, it abrogated its labor contracts and eliminated, among
other benefits, medical benefits for many of its retirees.
From a business perspective, the bankruptcy was an
extraordinary success. Continental has since emerged from
bankruptcy and its parent -- Texas Air -- is now the
nation's largest airline company. But from a public point
of view, it is a different question. As a result of the
bankrurtcy, Continental's labor costs are now about half
those of many other airlines.

You don't have to be a business genius to figure
out that when a company has labor costs twi-e that of a
larger competitor, something has to give. Consider the
question of medical coverage for retirees as a single
example. I have included a chart in my testimony the- shows
that in less than 10 years American's costs for retiree
medical coverage will be over $120 million annual'"
Continental does not provide medical benefits for retirees.
Thus, unless something changes, well have to collect $10
million a month more from our passengers than Continental
Airlinea does -- and that's only about 20% of the problem.
Overall, Continental's wage and benefit costs give it an
annual advartage of more than $600 million a year -- or
about $50 million a month.

In the airline business most costs do not varr
much from one company to another. There really isn't much
to the "no frills" idea; we all pay about the same for fuel,
equipment, food, interest rates, and so on. The only
significant difference between carriers is their respective
labor costs and if we must cut our labor costs to match
Continental, we and our employees have some painful times
ahead.

In my view, rermitting companies to scrimp on
employee and retiree b nefits like fair pensions and
adequate medical insurance is simply not sound t'lic
policy. If this is the beginning of a trend, our nation is
in deep trouble -- and now is the time to put a stop to it.

Our current international trade problems have made
us all particularly sensitive to competition from Japan;
among other characteristics of Japan's indust:4a1 strength
is the commitment of its businesses to the basic needs of
workers. There is something here we can learn from the
Japanese -- a decent regard for the health of our nation's
workers is both good business sense and good public policy.

13
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We should also recognize that when an employer has
a stake in the health of its employees, it is mach more
inclined to provide a working atmosphere that encourages
fitness and good health. Progressive companies in America
work with their employees to reduce illness and accidents --
not only because it is the right thing to do, but also
because it is cost-effective. That incentive is
substantially less if employers have no direct financial
stake in the cost of health care. If every company pays its
fair share of health costs, I believe that workplace health
programs will expand and that the nation's total health care
costs will fall.

Throughout these remarks, I have referred to both
employee and retiree benefits. I want to make a special
appeal that you include retiree health care benefits in
whatever package you put together. In my view, every
company ought to provide a full range of retiree benefits
and no company should be allowed to withdraw benefits
already promised to retirees. Retirement should be a time
of reduced anxiety and uncertainty. It is nothing less than
outrageous to withhold or withdraw benefits from those most
in need of them.

In 6ummary, legislation prescribing mandatory
employer-paid health benefits for employees and retirees
will accomplish four important objectives: First, it will
serve to keep responsibility for health care in the private
sector, where it can be administered on the most cost
effective basis. Second, it will provide a more equitable
distribution of health care costs. Third, it will eliminate
the practice of reducing benefits for competitive reasons.
Fourth, it will ultimately lower total health care costs as
more employers attarh importance to maintaining the good
health of their employees.

14
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Chairman STARK. Mr. Crandall, thank you. It is always reassur-
ing to find that great minds go in the same direction.

And if I have said once since becoming Chair of this subcommit-
tee, I guess I have said a dozen times, and paraphrased your open-
ing statement, that we are providing medical care for better or for
worse for all but probably 5 or 6 million Americans, and you are
picking up the extra costs for the uninsured or indigent in real
estate taxes, higher hospital bills and higher medical insurance
bills. If it is postponed medical care, you are paying for it in the
outyears where we do not get budget scoring; if it is lack of prena-
tal care and gynecological and pediatric care, we pay for it in more
severe illnesses in later years.

We are not a country that rations medical services, so somehow
it gets paid for. I suspect that your concern is to do two things. Dis-
tribute the service a little more efficiently, if everybody can pay
and determine how to fairly distribute the costs.

Is that a fair statement?
Mr. CRANDAT.X. I think that's a very fair summation, Mr. Chair-

man.
As I say, in my own summary of the benefits of such legislation,

I do think that from our own experience that two things happen
when an employer provides a comprehensive package of benefits.
One is that we become very concerned about the efficient delivery
of those benefits. And I believe that the work we have done and
that many other employers have done in trying to find more effi-
cient delivery methods, preferred providers and HMOs and so
forth, stems from the fact that we have a very real financial inter-
est in being certain that the coverage we are paying for is deliv-
ered efficiently.

And, second, I think it is not appropriate to distribute the bur-
dens unfairly. I think we are not going to allow people to go with-
out medical care in this country, nor do I think we should. On the
other hand, I think that is not an appropriate way to try and estab-
lish competitive advantage as between companies seeking a posi-
tion in the marketplace.

Chairman STARK. Let me just summarize with you a little bit,
the kind of procedural dilemma we are in.

As you know, the Federal Government 1L-As virtually no regula-
tory authority over any insurance compar t this point. Our reg-
ulatory approach examines benefits, and eLiployee benefits are di-
vided among labor committees and tax committees, so we are kind
of spread about.

We found, through our experience last year, that we can encour-
age businesses to do what we think is the right thing by talking to
them through the Tax Code. That tends to get their attention, and
we can, by indirection and through the code, require certain mini-
mum benefits for those people who provide health insurence at all.
If they don't provide any health or medical insurance , we can't
deny the deductibility of something they don't care about.

So I would like to set aside for a moment the easy part of the job,
the companies, such as yours, who do the right thing, provide a
decent selection of benefits for their employees or negotiate in good
faith, if they are with bargaining units, to provide them. That's the
easy job.

t 1 5
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The tough part is to kelp your costs competitive. What do we do
with those small businesses who are too small to be economic?
There we have got a little bit bigger problem because, looking at
the financing, if we do a head tax in effect or a premium tax, then
we are only coming after the people with insured or self-insured
plans, and the 30-year 20 million with no insurance get out of the
box.

If we go c+_s the payroll tax and make the Government the insur-
er of last resort, you may pay an unfair amount.

We have started to encourage the States to do risk pools, first of
all, on those uninsurable the diabetic, the epilepticthe person
who is just absolutely uninsurable. A very small number of people,
about 11 States, do that s'iccessfully and with a minimum amount
of complaint. Taking the next step, the people who can't get it effi-
ciently, is going to be tough, but I think we can do that.

The real question is hov, do we pay for it? We can go to, as I say,
the premium or head tax or so much a month from those who have
a program. We could go to a payroll tax. We could go to increasing
the minimum wage by virtue of not raising the wage by a dollar,
but say we put in a minimum benefit standard which would have
the effect of raising the minimum wage. But for you there wouldn't
be one because presumably your plan would meet the minimum
standard.

What is the most attractive way for you to spread that?
Mr. CRANDALL. Of those approaches, Mr. Chairman, I would

and let me hasten to say that you are a far better judge of method
than Ibut in a conceptual sense, I would personally favor a statu-
tory minimum benefit package.

It seems to me that the very direct method, rather than the use
of the Tax Code, woald be to simply establish a minimum benefit
package very much like the minimum wage, which says that one of
the prices of being in business in this country is that you must pro-
vide this.

Moreover, I believr' that the private markets, that the mecha-
nisms would deal very nice!y with that. In our own case, for exam-
ple, and in the case of other mijor companies, there isn't any in-
surance element to our program. We are self-insured. In effect, we
hire insurance companies to administer the plan for us.

In an environment characterized by a minimum benefit package,
I think the insurance industry would quickly come forward with
mechanisms which would create pools from which would essential-
ly represent for many small businesses the equivalent of the self-
insurance pool that our own employees constitute for us.

It seems to me that that is the most direct way and, in addition,
the way which does the most to keep the program firmly in the pri-
vate sector. And that is an objective that I think is very important
because now you have got all of the competitive mechanisms that
are out there today which we are working hard to harness, and I
think as more and more private plans and private providers come
into this business, you will find a lot more pressure to find more
and more effective delivery systems.

Chairman STARK. Well, I think you are right. We have to con-
vince the business community that this would be effective and eco-
nomic.

16
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I think we have a precedent in the workmen's compensation, and
that is the one problem we still have to address. We can mandate a
minimum benefit, but what do we do then to the small employer
who can't buy it, for whatever reason? He may have an elderly
work force. He may have a work force with some preexisting condi-
tions that are uninsurable.

Don't we then have to either mandate the States to have a pool
as we do in workmen's compensation or have some other form to
allow that relief valve and find a way to pay for thai.? That is the
only problem that I see. And if we followed the pattern of work-
men's compensation, would you have any objection to that as an
alternative?

Mr. CRANDALL. I would have no objection to that with the proviso
that, in our own cast for example, as the workmen's compensation
mechanism has emerged over the years, once again we find our-
selves paying premiums for coverage that we could provide mere
effectively ourselves. And I would hope that the various commit-
tees and people who work on this would try to avoid that dilemma,
that we wouldn't end up paying twice.

Chairman STARK. If you could provide the benefits, you would
stay out of the pools?

Mr. CRANDALL. Yes.
Chairman STARK. I see the pool only as the relief valve for those

who would be put out of business because they can't provide a
mandated minimum benefit.

Mr. CRANDALL. Mr. Chairman, I think that is something you cer-
tainly have got to worry about, think about. And my own belief is
that the market is very flexible and will provide those tools. You
no doubt need to provide for them in a legislation. My own guess is
that they wouldn't be very widely used.

Chairman STARK. Mr. Gradison.
Mr. GRADISON. Thank you, Mr. Chairman.
I want to thank you very much simply for being here. I have

been hearing in more private settings from representatives of
major American corporations the point of view which you have ex-
pressed this morning, but this is the first time that I have been
present in a public session where this point of view has been taken.

I happen to agree with you. I think it is a courageous thing, and
I mean that sincerely, for you to step forward and indicate that
this is becoming a competitive factor. And while I don't think you
totally dwelled upon the failure to have broader coverage as a
result of cost shifting and the rest does saddle you not only with
the costs of caring for your own employees and retirees, but other
folks as well. And there's a question of fairness about all that.

I think the principal question that we have had raised about this
whole matter has been the concern that while there may be an
analogy with workers' compensation, that health care, even a mini-
mum package, is a lot more expensive. And the concept is similar,
but in terms of price this comparison may be apples and oranges.
The question therefore, is are we simply going to price out of busi-
ness many small ventures which in recent years have been the key
to production of new jobs in our economy?

And I don't know how to balance that. I would welcome your
thoughts on it.
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Mr. CRANDALL. Mr. Gradison, I obviously don't know the answer
to that any more than I suppose anyone does.

I would respond to it in this way. In a macro sense, in the broad-
eat sense, we are paying for health care today. We are paying for it
through various mechanisms in various States, but the dollars are
being spent. So we are not talking about incremental expenditures
for society as a whole, or for individual States, or for the Federal
Government. We are talking about simply spreading that burden
in a different way. And in my view, as I said in my testimony, I
believe that the total burden will decline.

I think, therefore, that the argument which says that a particu-
lar small business enterprise cannot bear the costs, obviously it is
going to have to b3 passed through and priced, and obviously socie-
ty as a whole is going to pay the bill.

On the other hand, if all small enterprises have the same cost
burden, it is very hard for me to see how that macro result is going
to produce micro inequities.

On the other hand, it is very easy to see how today's situation
can produce those micro inequities.

If I may take your time for just a moment to give you an exam-
ple of the kind of unanticipated problems that less than explicit
thinking can produce. We are talking about the Pension Guarantee
Corporation, a problem with which I am sure you are all familiar.
They are now talking about increasing the premiums for compa-
nies like my own, which provide benefit pension programs for all
our employees.

Those of our competitors who do not provide pension plans at all
will not participate in that increased cost.

So what we are talking about here is, first, the cost of providing
the pension; then the cost of providing insurance for those compa-
nies that say they provide pensions but don't fund them. And both
of those costs are being avoided by the irresponsible employer that
simply does not provide for his employees in the first plaze.

That, in my opinion, is a far greater risk. I think there is a mini-
mum price of poker, a minimum price of being in business in this
country, and it is you've got to pay the minimum wage and, in my
opinion, you ought to have to provide a minimum benefit package
as well.

Chairman STARK. Mr. Coyne.
Mr. COYNE. Nothing.
Chairman STARK. Mr. Moody.
Mr. MOODY. No questions.
Chairman STARK. Mr. Levin.
Mr. LEVIN. No questions.
Chairman STARK. Well, again, as a person who a long time ago in

the private sector used to enjoy making speeches about corporate
responsibility to smaller audiences, I think it is refreshing to hear
from a leader of a major American industry who is taking extra
time to do what is right.

The other thing that American Airlines does so well is it has this
marvelous wine consultant in Texas who tests our California wines
before he purchases them, and then sometimes he even purchases
them on a basis other than price which we in California want to
thank American Airlines for doing. We would like to be your part-
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ners in that kind of venture any time we can. And I would be
remiss without saying that your approach, just from this member's
district, is deeply appreciated. I hope we can work together. I
would like to try more ideas on you as we attempt to expand cover-
age, both in this committee and other committees of the House, to
resolve the problem and get exactly to where I think yon want us
all to be, and that is some form of coverage that is financed on an
equitable basis.

Mr. CRANDALL. Mr. Chairman, we appreciate the opportunity to
be here, and we look forward to working with you, and we appreci-
ate your excellent wines as well.

Thank you very much.
Chairman STARK. Thank you.
Our next witnesses will comprise a panel, Ms. Rosenbaum, the

director of the health division of the Children's Defense Fund, and
Mr. Robert Sweeney, the president of the National Association of
Children's llospitals.

My colleague and neighbor, Congressman George Miller, had
wanted to be here. He chairs the Select Committee ou Children
and the Family, and has a strong interest in this topic but, unfortu-
nately, he had a scheduling conflict and wasn't able to be here at
this time. He Laay show up and will recognize you at that time.

If you would like to proceed, Ms. Rosenbaum, in any manner you
are comfortable.

STATEMENT OF SARA ROSENBAUM, DIRECTOR, HEALTH
DIVISION, CHILDREN'S DEFENSE FUND

Ms. ROSENBAUM. Yes. Thank you.
Chairman STARK. Welcome to the committee.
Ms. ROSENBAUM. Thank you very much for extending us an invi-

tation to testify.
The lack of catastrophic health care cost is no longer a small

problem for children, but a very major one, as you mentioned in
your opening statement. Any child who is low income and unin-
sured faces a health care catastrophe among almost a daily basis.

If we are going to remedy the catastrophic health problem on
children, we must address the needs of America's 8 million poor
and near-poor uninsured children, as well as the needs of about
300,000 children who annually incur medical costs that exceed
$5,000, and another 19,000 who exceed incurred cost exceeding
about $50,000 a year.

In 1985, nearly one in five children and one in three poor chil-
dren was completely uninsured. For low income uninsured chil-
dren, even routine health care can be a catastrophic event. Unfor-
tunately, the forces that are making children the most disinsured
segment of American society are long term, and they are intensify-
ing. They 'include the growth of single parent headed households in
which children are three times more likely to be uninsured, the
loss of high paying jobs with good fringe benefits, and a decrease in
employer contributions to employee and dependent health insur-
ance coverage costs. Thus, living in a working family means less
and less for a poor child insofar as insurance coverage is concerned.
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By 1985, two-thirds of all uninsured children lived in a home in
which a parent worked full time and full year, and 20 percent lived
with a working parent who himself or herself was insured.

Over the past several years, one-third of employers have reduced
their contributions to their employees' group health insurance pre-
miums most frequently in the case of dependent coverage. This
means that poorer families can no longer afford to buy dependent
coverage for their children.

Finally, major erosions in Medicaid, the public health :assurance
program for children meant that by 1985, even after some Federal
and State improvements, the program served some 400,000 fewer
children than it had reached in 1978.

Even children who are insured face major hardships when they
are severely ill. Each year, 9,600 infants will require more than
$50,000 worth of care in the first year of life alone. Several thou-
sand children will need a lifetime of care that can easily amount to
a million dollars or more. Even privately insured families can be
destroyed by these events. Only 75 percent of all employer insur-
ance plans include a significant stop-loss against out-of-pocket ex-
penditures in the event of a catastrophic illness. One-third of all
children have private insurance coverage that covers less than a
quarter of a million dollars worth of care.

To remedy these problems, we recommend several steps. First we
need to do something to assist lower income families who cannot
pay the premium cost in their employer plans. This could be ac-
complished through a tax credit to help families meet the cost of
their employer-provided insurance. It also could be provided in the
form of a Medicaid subsidy to lower income working families to
buy them into their employer peAages.

Second, as H.R. 2300 would do, we must improve the content and
depth of private insurance, in combination with a premium subsi-
dy, in order to avoid further erosion of employer contributions.

Our fear with a bill such as H.R. 2300, which increases the con-
tent of insurance without also addressing the pren.ium problem is
that employers will divert funds now going into premium costs in
order to cover the cost of a deeper coverage. An employer may
decide that he is going to spend x number of dollars on employee
provided benefits, and if he has to provide more depth, he will
divert some of those dollars into meeting the depth requirements
and away from the premium contribution requirements.

Finally we would likr to see creation of a special supplemental
care coordination and financial assistance program for families, in-
sured or otherwise, whose children have health costs exceeding
even those levels that are provided under a catastrophic medical
wrap around program.

Thank you.
[The prepared statement follows:]
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Statement of the Children's Defense Fund, Presented by
Sara Rosenbaum, Director, Health Division

Mr. Chairman and Distinguished /limbers of your Subcommittee:

The Children's Defense Fund (CDF) is pleased to have this
opportunity to testify today regarding children's catastrophic
health costs. CDF is a national public charity which engages in
research and advocacy on behalf of the nation's low income and
minority children. For fifteen years, CDF's health division has
:seen involved in extensive efforts to improve poor children's
access to medically necessary care, including both primary and
preventive services, and medical care requiring the most
sophisticated and co_tly interventions currently available. I
have submitted a longer statement for the record and will present
a summary of my testimony at this time.

I. The Health Status of Children

Both ends of the medical care spectrum -- preventive and
intensive -- are vital to the health and well-being of children.
All childrn need primary care, including comprehensive maternity
care prior to birth, ongoing health exams and followup treatment,
care for self-limiting illnesses and impairments (such as
influenza or strep), and vision, hearing and dental care.
Additionally about one in five children will be affected by at
least one mild chronic impairment, such as asthma, a correctable
vision or hearing problem, or a moderate emotional disturbance,
which will require ongoing basic medical attention.

Beyond these basic health needs, a small percentage of
children require more extensive and expensive medical care; a
modest proportion of this latter group will face truly extra-
ordinary health care costs over their lifetimes. About four
percent of all children (a figure which by 1979 was more than
double the percentage reported in 1967) suffer from one or mPre
chronic impairments that result in a significant loss of
functioning. Included in this group are children suffering from
degenerative illnesses, multiple handicaps, and major orthopedic
impairments. About two percent of all children suffer from one
of eleven major childhood diseases including cystic fibrosis,
spina bifida, leukemia, juvenile diabetes, chronic kidney
disease, muscular dystrophy, hevphilia, cleft palate, sickle
cell anemia, asthma, and cancer. Also included in this group
are the several thousand children who are dependent on some form
of life support system.

Finally, nearly 7 percent of all infants are born at low
birthweight (weighing less than 5.5 pounds) each year.'
Virtually all will require some additional medical services.
Moreover, about eighteen percent of all low birthweight infants
(approximately 43,000 infants) weigh less than 3.3 pounds at
birth and will require major medical care during the first year
of life. Abort 9600 infants will incur first yea medical costs
alone that exceed $50,000, and a portion will -equine ongoing
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care throughout their lives.4 Low birthweight infants are at
three times the risk of developing suckpermanent impairments as
autism, cerebral palsy and retardation.'

II. The Health Needs of Children

Most children, even children with impairments, require
relatively modest levels of health care. Only about five percent
of all children incur annual medical costs in excess of $5,000.
However, both groups of children -- those with relatively low-
cost medical care needs and those with high cost problems -- can
be considered catastrophic cases, in either relative or absolute
terms.

A. "Relative' Catastrophic Health Needs Among Children

For low income uninsured families, even routine child
health needs can result in catastrophic expenditures if the term
"catastrophic" is measured in relation to a family's overall
income. Ir. 1985, nearly one in every five children, and one in
every three poor children, was uninsured. (Table I)

A'.lditionally, one in six women, and one in three poor women, of
childbearing age, was completely uninsured.

Poor and near-poor uninsured families, when confronted with
even normal child health expenditures of several hundred dollars
per year, face insurmountable health care barriers. As a result,
uninsured low income children receive 40 per-ent less physician
care and hajf as much hospital care _s their insured
counterparts."

The uninsured are disproportionately likely to be children.
In 1985, Chi'dren under 18 comprise 25 percent of the under-65
population, bot one-third of the uninsured under -65 population.'
Moreover, they are disproportionately likely to be poor. Over 60
percent of all the uninsured had family incomes below 200 percent
of the federal poverty level, aq4 one-third had family incomes
below the federal poverty level." Finally, a parent's access to
employer insurance by no means assures relief for a child. In
1985 the majority of uninsured children in 1985 (65 inrcent)
lived in families where the head was a full-time worker", Yet
20 percent of all uninsured children that year live0,with a
parent who had private coverage under an employer plan (Table

II).

The two main causes of children's lack of health insurance
are the major gaps in the employer-based health insurance system
and the failure of Medicaid, the nation's major residual public
health insurance program for children, to compensate for the
failings of the private insurance system.

"2 2
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1. The Private Health Insurance System Is Leaving More American
Children Uninsured

Our nation relies primarily on private health insurance to
meet much of the health care costs of the working-age population
and its dependents. Most of this private insurance is provided
as an employment-related benefit. Employer-sponsored health care
plans are the single most important source of private nealth care
coverage for Americans younger than sixty-five. In 1984, over 80
percent of all privately insured American children were covered
by employer plans.

Yet between 1982 and 1985 the dependent coverage aspect of
the employer-provided health insurance system underwent serious
erosion. In 1982, employer plans covered over 47 million non-
workers, including 36 million children. By 1985, even though
there were actually more workers covered by employer plans than
in 1982 (88 million versus 84 million), the qupber of covered
children dropped to less than 35 million (Table III).
Indeed, the recent decline in employer- provided coverage has been
most apparent among children.'"

As a result, the number of children without any paalth coverage
grew by nearly 16 percent between 1982 and 1985.1Jc (Tables III
and IV.)

The growing number of uninsured children in working families
results from two factors. First, employers have increasingly
reduced or eliminAW their contributions to dependent coverage
under their plans. For the two-thirds of uninsured children
living in poor or near-poor working families, the financial
burden of a dependent premium is impossible.

Second, the employer insurance system also completely
excludes millions families of the lower end of the wage of scale
-- the fastest growing part of the job sector. Thirty percent of
all employers who pay the minimum wagtpo more than half their
work force offer no health insurance.L' As these young adult
workers have families, their children are affected by their
parents' lack of coverage.

Thus, the employer-sponsored health insurance system
excludes those children whose parents' employers either do not
offer any coverage to either workers and/or workers' dependents
or else offer it only at an unaffordable cost. As a result of
these two trends, a child living in a poor working family is only
about half as likely to have private insurance as a similarly
situated, non-poor child. (Table I.)

There is every indication that the deficiencies in the
private insurance system are growing, not shrinking. First, as
children increasingly live in single-parent headed families,
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there is a greater likelihood that they will be left without
private insurance coverage. Children living in single-parent
households are three tirnns more likely,to be uninsured than
children living in two-parent households."

Moreover, the United States is witnessing a major shift in
the type of jobs the economy provides, away from job growth in
the manufacturing industries and toward growth in the service
sector. Manufacturing jobs generally have greater levels of
employer-paid fringe benefits, particularly health insurance.
Service jobs, by contrast, are generally lower-paying and often
part-time. These jobs, even if full-kpe, are significantly less
likely to provide health insurance. To the extent that the
American economy continues this shift, we may be witnessing the
inexorable erosion of the employer-based insurance system and the
resulting disinsurance of the middle class and their families
over the lony term.

2. Medicaid, the Major Public Insurance Program for Families
with Children, Is Covering Fewer Children

Medicaid, enacted in 1965, is the nation's largest public
health financing program for families with cnildren. Unlike
Medicare, which provides almost universal coverage of the elderly
without regard to income, Medicaid is not a program of universal
ar broad coverage. Rather, it is based on need. Eligibility
depends on having extremely low income.

Because Medicaid Is fundamentally an extension of America's
patchwork of welfare programs, it makes coverage available
primarily to families that receive welfare. With a few
exceptions (including pregnant women and children younger than
five with family incomes and resources below state-set Aid to
Families with Dependent Children levels), individuals and
families the* do not receive either AFDC or Supplemental Security
Income (SSI) are categorically excluded. For example, a family
consisting of a full-time working father, mother, and two
children normally is excluded from Medicaid even if the father is
working at a minimum wage job with no health insurance and the
family':. income is well below the poverty line. Moreover, even
though states have had the option since 1965 to cover all
children living below state poverty levels regardless of family
strrjture, as of December, 1986, 20 states still failed to do
so.

In addition to its use of restrictive eligibility
categories, Medicaid excludes millions of poor families because
of its financial eligibility standards, which fp; most families
are tied to tho4e used under the AFDC program. In more than
half the states, a woman with two children, who earns the
minimum wage (about two-thirds of the federal poverty level for a
family of three in 1986) would find that she and her children are
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ineligible for coverage.18 By 1986, the combined impact of
Medicaid's restrictive categorical and financial eligibility
standards had reduced the proportion of the poor and near-poor
covered by the pxogram to only 46 percent--down from 65 percent a
decade earlier.

As a result of improvements enacted by Congress in 1984 and
1986, many previously uninsured low-income pregnant women and
children will be aided.

o The Deficit Reduction Act of 1984 mandated that states
provide Medicaid coverage to all children younger than
five with family incomes and resources below AFDC
eligibility levels.

o The Deficit Reduction Act or 1984 and the Consolidated
Omnibus Budget Reconciliation Act of 1986 together
mandate coverage of all pregnant women with income and
resources below state AFDC eligibility levels.

o The Sixth Omnibus Budget Reconciliation Act (SOBRA)
passed in late 1986 permits states at their option to
extend automatic Medicaid coverage to pregnant women
and children under age five with incomes less than the
federal poverty level but in excess of state AFDC
eligibilty levels.

If fully implemented in every state, these amendments will reduce
by 36 to 40 percent the nimber of uninsured pregnant women and
young children nationwide.

However, even if fully implemented, these new laws will not
compensate for Medicaid's growing failures. SOBRA's age
limitations mean that Medicaid still will not reach low-income
children over age five, and in 20 states, even extraordinarily
poor children over age five are still excluded, no matter how
great their poverty, simply because they live with two parents
and are beyond the age mandate of the Deficit Reduction Act. Nor
do these new laws aid the millions of uninsured, nonpregnant,
poor parents, whether they are working or unemployed.

Moreover, these recent improvements are unlikely even to
offset the years of stagnation and erosion that Medicaid has
experienced. In Fiscal Year 1985, Medicaid sere ' 10.9 million
children younger than twentys-one--more than 400, 3 fewer than
were served in Fiscal 1978.'1 This drop occurred despite the
fact that Fiscal 1985 was the first year that the 1984 Deficit
Reduction Act amendments were in effect, and it followed
enactment by about a dozen states of additional optional Medicaid
child coverage improvements. Finally, this decline occurred even
though the number of children in poverty rose fro 9.7 million to
more than 12.5 million over the same time period. 2
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The primary causes of declining Medicaid coverage include
stagnation in Medicaid's financial eligibility levels, and,
beginning in Fiscal 19'2, virtual exclusion of poor working
families from the program. Even in 1977, prior to tae 1981
reductions, a child living in a poor working family was 1.8 times
more likely to be cgropletely uninsured than one living in a poor,
non-working family. This figure has undoubtedly worsened.

3. Remedying Children's Relative Catastrophic Health Needs

If children's "relative" catastrophic health needs are to be
met, it is essential that they be given health insurance. This
might be accomplished by requiring all employers to offer health
insurance, by providing poor and near-poor families with
subsidies to meet the cost of dependent coverage under their
employer plans, or by expanding Medicaid to include coverage (on
an income-adjusted premium basis) of any individual or family
with income below 200 percent of the federal poverty level.
At a minimum, however, we believe that any catastrophic health
package for the under - 65 population should include the
following, in order to reduce the number of poor children facing
"relative" catastrophic hcalth costs:

o Mandate Medicaid coverage of all children under sit
7.17VITvinZeic3w the federal poverty level i to be
phased in on a year-by-year basis beg in

1988. Such cover.ge is now optional.

o Mandate Medicaid covera e of all children under age 18
ia-117.7bYmR7i7E-01 s n lobs, or 2E42
program s,. whose family income and resources do not
excee their state?' AFDC eligibility levels. As nOTO

19Th rearms extended stTamandatory
coverage to children under age 5 but left uncovered
children ages 5 to 21. Legislation recently introduced
by Congressman Waxman and Senator Bradley (H.R.1018 and
S.422) would increase this age limit to age 8. We
recommend a further increase to age 18 (and to 21 in
the case of older children enrolled in school, jobs, or
job training program..), with a phase-in of all such
newly eligible children over age five by 1992.

o Provide extended Medicaid benefits to all families
making the transiTTU-B77 M95157-171cludNi 9 months
automatic coverage, and contiEWd coverage for working
families with incomes below 100 percent of the federal
poverty level.

o Provide states the option of extending Medicaid to Any
Tfill7T-uRd717414e 18 land any 18-to-21
school, job or 2212 trailing) with family income below

2'6
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the federal poverty level but over the AFDC eligibility
Creeted i7 new option 1717F presently

terminates c.Jverage at age five. The Waxman/Bradley
legislatic% would raise the age limit to 8 years. We
recommend that the age limitation be increased.

B. "Children's Absolute' Catastrophic Health Needs

In addressing children's "relative" catastrophic health
needs by expanding the number of children with health insurance,
Congress would also provide extensive relief for children with
absolute catastrophic health needs which arise as a result of
severe illness or disau:lity. However, it is also evident that
normal levels of insurance, public or private, are inadequ,Ite in
the case of the most seve.ely catastrophically ill or disabled
infants and children, particularly the 19,000 with more than
fifty thousand dollars a year in health care costs.

Our traditional notion of health insuz,:nce is that its
primary purpo s is to provide pzotection against grave health
risks. But over time the nation has developed public and private
health insurance systems that are designed to meet normative,
rather than catastrophic, medical care needs. Both public and
private health insurers have developed myriad ways ,o limit their
exposure for high-cost illnesses and disabilities, in favor of
providing subsidies for more routine and normative health needs.
o Among employers responding to a major health insurance
survey conducted in 1986, 73 percent indicatg4 that their plans
exclude coverage of preexisting conditinnz." More plans now
also contain riders that exclude coverage of certain conditions
that may develop among enrollees, such as cancer.

o Only about 75 percent of plans offered by medium and
large-sized firms between 1980 and 1985 contained
protections against huge out-of-pocket costsnliorn by
enrollees in the event of catastrophic illness.'"

o Only 67 percent of mid-and-large-sized firms offered
extended care benefits between 1980 and,k985, and only
56 percent offered home health benefits."

o In 1977 only 8.3 percent of all children had unlimited
private coverage for major medical benefits, and one-
third hae courage for a quarter million dollars of
care or less.'"

o Fourteen state Medicaid programs place absolute limits
on the number of inpatient hosptial days they will
cover each year, with some states limiting coverage to
as few as 12-15 days per year. About an equal number
place similar limits on coverage of physicians'

v
.
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services. Others place strict limitations on such
vital services as prescribed drugs and diagrostic
services.

o Finally, both Medicaid and private insurance frequently
fail to cover extended home health and related services
(including such non-traditional items as home
adaptation). When such coverage is available, it may
be provided on a case-by-case exception basis.

The question of whether private and public insurers should
be required to meet more than normative patient needs is complex,
particularly since so many Americans are uncovered for even basic
health needs. We believe that, as one part of a longterm effort
to improve the scope and depth of public and private insurance
coverage, employers should be required to include catastrophic
protections as Congressman Gradison's bill proposes. However we
would caution that if this mandate is not coupled with a minimum
employer contribution requirement at least some employers will
meet is new obligation by reducing their individual and/or family
premium contributions, thereby completely disinsuring even more
dependents.

We would therefore amend the Gradison bill to add a new
premium subsidy for families with incomes below 200 percent of
the federal poverty level. We also recommend that the definition
of out of pocket expenditures include those out-of-pocket costs
that ultimately may be covered by ...dicaid in the case of lower
income medically needy persons. Without this modification, a
Medicaid-eligible person also covered by private insurance will
never be able to trigger his or her private coverage, and state
Medicaid programs will bear the full brunt of the beneficiary's
catastrophic illness without benefit of third party liability.

Finally, we would urge this Committee to provide at least
some incremental relief for the sma'l number children facing
major catastrophic illnesses, regardless of whether they live in
insured or uninsured families. We believe that two basic changes
are needed. First, Congress should enact a program to provide
care coordination and other assistance to families whose children
incur annual medical expenses in excess of $5000. This program
should be administered by state maternal and child health
programs under Title V of the Social Security Act.

Second, Congress should create a special fund for families
of the 9600 newborns and infants whose first year medical costs
exceed $50,000, and who incur out-of-pocket costs of at least
$5000. While the Medicaid medically needy program provides some
assistance for such families, fifteen states currently have no
medically needy programs. Moreover because spend-down
requirements are so restrictive, we estimate that, based on a
telephone survey of state Nodicaid agencies with medically needy
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programs, only about 100 such medically needy infants are
assisted annually. Thus, a more appropriate assistance fund is
needed for families with catastrophically infants, particularly
because half of all severe childhood illnesses and disabilities
have their onset in infancy.

Our proposal, which would cost about $600 million for full year
funding, wou10 provide ongoing medical services to these
children, in accordance with individually developed case plans
(developed by Title V agencies) which emphasize community-based
care in the least restrictive setting.

In conclusion, any catastrophic approach for children should
address both their relative and absolute catastrophic needs. In
the immediate future, we recommend exnanding Medicaid to reach
more poor children, enactment of Congressman Gradison's bill with
two modifications, and development of a supplemental funding
program to aid families whose children have major, ongoing
catastrophic health needs.
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TABLE II

Children Under Age 18 Without Health Insurance Uving in
Poverty by Family tyoe, 1985

21.4%
0.9

7.1%

02 Spouse present, Family
mike- head is worker

1.3

U

02

35.7%

4.8%

Spouse present, Family
head is nonworker

Spouse absent, Family
head is female worker

a Spouse absent, Family
head is female nonworker

Spouse absent, Family
head is male worker

30.9%
Note This matter of inkeured poor chicken Peng *eh o Ingle male nonworker I too mot to be stottelccey relmble

Source Drown* brunt Reuromn ktsituto tobulallons or Me March 1986 Gwent Populoven Survey
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Table III

Inc Civilian Nonagricultural Populations/ Without Health Insurance
and Percent by Own Work Status, 1982 and 1985

1982 1985 Percent
People People Change

Work Status (millions) Percent (millions) Percent 1982-1985

Total 30.3 15.6% 34.8 17.4% 14.9%

Workers 16.0 13.9% 19.1 15.5% 19.4%
Family Head b/ 10.4 14.1% 12.3 15.6% 18.3%
Other 5.6 13.4% 6.8 15.3% 21.1%

Nonworkers 14.2 18.2% 15.6 20.4% 11.0%
Children ci 9.6 17 0% 11.1 19.7% 15.6%
Other 4.7 21.3% 4.6 22.8% 2.1%

Source: MI tabulations of the March Current Population Survey and the March 1986
Current Population Survey.

a/ Data exlude people under age 65 employed In the military or in agriculture, and members of their
families.

b/ The family head worker Is the family or subfamily member with the greatest earnings; all
other family members with earnings are designated as secondary workers. Family head workers
include unrelated Individuals who are workers.

el People under age 18 who reported no earnings and were not the family head.
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Table /V

Civilian Nonagricultural Population a/ With Private Health Insurance
Coverage by Own Work Status and Source of Coverage, 1982 and 1985

1982 1985
Total Other Total Other

Private Employer Private Private Employer Private
Coverage Coverage Coverage Coverage Coverage Coverage

Total

Workers
Family Head b/
Other

Nonworkers
Children c/
Other

146.9

92.9
57.5
35.4

54.0
39.5
14.5

130.8

83.7
51.1
32.6

47.1
36.1
10.9

(In millions)

24.0

14.7
9.9
4.8

9.3
4.9
4.4

147.6

97.1
60.3
36.8

50.6
37.7
12.8

131.8

87.6
53.6
34.0

44.3
34.9

9.4

23.0

14.8
10.0

4.8 co
1-.

8.2
4.1
4.1

(percent within work status group)

Total 75.8T. 67.5% 12.4% 73.9% 66.0% 11.5%

Workers 80.4% 72.4% 12.7% 78.8% 71.0% 12.0%
Family Head b/ 78.1% 69.4% 13.4% 76.5% 68.0% 12.0%
Other 84.4% 77.7% 11.6% 82.7% 76.4% 10.8%

Nonworkers 69.1% 60.37. 11.8% 66.1% 57.97. 10.7%
Ch!ldren c/ 70.1% 64.3% 8.7% 66.8% 61.9% 7.3%
Other 66.3% 50.07. 19.9% 63.4% 46.57. 20.37.

Source and Notes: See table
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Chairman STARK. Thank you.
Mr. Sweeney.

STATEMENT OF J.E. STIBBARDS, PH.D., CHAIRMAN, BOARD OF
TRUSTEES, AS PRESENTED BY ROBERT H. SWEENEY, PRESI-
DENT, NATIONAL ASSOCIATION OF CHILDREN'S HOSPITALS
AND RELATED INSTITUTIONS

Mr. SWEENEY. Thank you, Mr. Chairman.
I am Robert Sweeney, and I am president of the National Asso-

ciation of Children's Hospitals and Related Institutions.
It had been our intention that our Chairman, Dr. Stibbards, from

the Buffalo Children's Hospital would be presenting this morning.
Apparently a mixup in our communications and also the vagaries
of Washington traffic have delayed him. So I will, if I may, present
the statement.

Chairman STARK. Please.
Mr. SWEENEY. On behalf of our 94 Children's Hospitals, let me

thank you for the opportunity to testify. Our proposals have the po-
tential for future savings in health care costs through prudent and
modest investment today in our children.

Our association has adopted a policy statement Catastrophic Ill-
ness Expense and Children. Many of the points made in that state-
ment arc. included in our detailed testimony submitted today which
I will summarize and highlight appropriately.

Although for the vast majority of children, good health is a
normal state, our data shows that in 1985, of the 8.4 million chil-
dren and infants hospitalized, 176,000 had hospital charges over
$10,000. In fact, averaging $25,600. Add to that physician fees and
other necessary expenses, and we are talking catastrophe for many
American families, even those families who are seemingly ade-
quately resourced for routine medical expenses.

One-half of these children were under 1 year of age, suggesting
younger families in the early stages of their earning capacities. The
financial insult incurred can be one from which these young fami-
lies will never recover, and the very stability of the family unit can
be jeopardized.

If the family is poor, any medical expense can be catastrophic.
Even when they cannot pay for such care, none of it, of course, is
free. Rather, it is distributed throughout our economy and our soci-
ety haphazardly with no particular plan or reason.

This amounts to unofficial taxation, enacted not in furtherance
of but in lieu of reasonable public policy. Providers curtail plans
for new and needed services to meet the cost of caring for the poor,
or they become unofficial taxing agents, passing costs to other pa-
tients or their insurers.

That alternative is rapidly disappearing in our "market-orient-
ed" health economy.

States impose taxes on hospital revenues for redistribution of
funds from the protected sick to the unprotected sick.

Cruelest of all is the confiscatory tax on the child, resulting
when his parents forego or postpone necessary or indicated health
care, because they do not have adequate resources to provide it.
That tax compromises the child's future well-being. It threatens his
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educability. It may diminish his future earn'ngs capacity. It is a
tax which must be repealed.

This then is the pervasiveness of catastrophic illness expense in
children. The child with no resources available for his care; the
high cost of today's technologically driven care with its seeming
marvelous cures; and finally those children whcm we can save, but
for whom the knowledge has not yet arrived to cure or prevent.
The resultant cost of severe chronic illness cal be devastating to
his family.

This subcommittee and the Committee on Ways and Means have
moved promptly and effectively to address some of the catastrophic
illness problems of Medicare beneficiaries. The administration's
proposal has been enhanced to assist those facing major expenses
from Medicare covered services, or threatened by that potential.

For children, there is no equivalent to the Medicare vehicle to
which a solution can be affixed except for those 2,000 children eligi-
ble for Medicare's end stage renal disease program.

For the families of children whose resources are inadequate or
exhausted, a number of public policy initiatives are indicated.
Many of these indicate taxation, but taxation which is rational and
in furtherance of a public policy toward preserving the health
status of our children.

Since employment-related health insurance remains the domi-
nant mechanism for protecting the working population, we would
urge the following:

One, the prompt enactment of H.R. 2300, the Catastrophic Illness
Expense Protection Amendments of 1987, cosponsored by the chair-
man and the ranking minority member, to require employers to
add catastrophic or stop-loss prutection to health benefits.

Although we recognize that no attempt is made to prescribe ben-
efits of the basic health protection plan, care must be taken that
employers are not encouraged to finance costs of a catastrophic
protection by increasing copayments and deductibles on basic cov-
erage, particularly among low income workers.

Further, particularly in the care of young children, the cata-
strophic coverage required should include a requirement for home,
or alternative site care in lieu of acute hospital care when medical-
ly indicated and appropriate to the family situation.

This has been demonstrated to be cost-effective, extending insur-
ance benefits and most certainly is humane. All that has been lack-
ing is the required resources. H.R. 2300 would correct that lack.

Second, we would require all employers to provide a minimum
health benefit package for employees, including prenatal and well
child care. Such might be accomplished in a variety of ways, in-
cluding tax incentives to employers of predominantly lower income
employees, and an excise tax on employers not providing such ben-
efits.

Third, for workers above 200 percent of the poverty level, health
insurance benefits should be taxable unless the employee covers his
dependents. Alternatively, a portion of their standard deduction for
dependents should be disallowed unless these employees include
their dependents in their insurance benefit.
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Fourth, we would encourage creation at the State level of insur-
ance pools for small employers, the self-employed and seasonally
employed per3ons.

Fifth, we would encourage States, in combination or separately,
similarly to establish risk pools for the the uninsurable, and cata-
strophic insurance pools for small employers and with the risk
pools, subsidized if necessary 1K, State or Federal taxes on insurers
and self-insured businesses.

Sixth, we need to protect the needs of the poor and the near poor
through comprehensive expansions in the Medicaid program, in-
cluding mandating coverage for pregnant women and children
under age 6, whose incomes are below the Federal poverty level as
an extension to the Waxman-Bradley bill.

Next, we should eliminate State-to-State discrepancies with
regard to eligibility and the extent of services provided by the Med-
icaid program.

And finally, require that any savings to the State in the Medic-
aid program resulting from the Medicare changes, particularly the
catastrophic changes which you are in the process of making, be
maintained within the State Medicaid p; Jgram.

Mr. Chairman, we have suggested in the interest of children, six
vehicles to which their catastrophic illness expense needs can be af-
fixed. Three of these, requiring catastrophic protection in health
benefit plans, requiring health benefit plans of employers; and
using tax policy to encourage workers with sufficient earnings to
protect their dependents; fall within the jurisdiction of the Commit-
tee on Ways and Means.

The prestige of this committee will add momentum to the others.
Please be assured that NACHRI as an organization stands ready

to assist in any way possible the committee and its staff in your
endeavors. And I thank you for the opportunity to present this
statement.

[The prepared statement followsl
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Presented by J.E. Stibbards, Ph.D.
Chairman, Board of Trustees

The National Association of Children's Hospitals and
Re/rated Institutions is

a voluntary association dedicated to promoting the health andwell-being ofchildren. NACHRI is the only national organisation of children's hospitals in the
country. It represents 94 children's hospitals. All are nonprofit. Virtually
all are teaching hospitals. Noy are committed to research. All are dneply
involved with the comeonities they serve and generous with charitable care.

For children's hospitals and the families they serve, catastrophic illness
expense is the major public policy issue.

The suboommittes and the Committee on Bays and Means have moved progptly and
with effectiveness to take action on catastrophic illness evilness occurring to
Medicare beneficiaries. The Administrative proposal for such pr>tection has been
enhanced and will assist those facing msjor expenses in Medicare covered services,
and give peace of mind to others to whoa the potential

for such expenses are a
continuing concern. Ns recognise the subccamittee's concern that additional
catastrophic ampensemsy confront the elderly and disabled, particularly drugs and
long term care ousts, and that these ere matters for

further consideration. The
elderly are, in good measure, the grandparents indeed and the great grandparents
of those to wham childsn's hospitals are committed, and the toed between than is
such that frequentl! these grandparents devote their

limited resources to the well
being of their grandchildren, particularly when illnessst,ikes. Bel' to
grandparents then, is help to the child, and to the child's parents. we must be
mindful the gsserations are mutually mcportive, and mutually dependent.

Children with catastrophic illnesp expense are served in very limited numbers
bi Medicare through the End Stage Renal Disease program, which provides a
predictable Hod of resources to finalise to mast the costs of treatment. While
the improvesrents to Medicare coverage will undoubtedly assist the 2000 families
whose chldren suffer from this condition, it would not alleviate the burdens faced
by thoummds of others.

Por a family, any child's illness or injury can be just as cat-strophic as
that of a grandparent. Tb a family without resources to provide adezrate are for
a child, otherwise routine health are expenses are catastrophic. Although this
happens primarily among families who are uninsured, underinsured, or uninsurable,
no one is immune fron illness expense of catastrophic proportions. High
technology care now available where previously no treatment was possible, can
bring with it high costs and the dilemma of payment to those whose resources are
sufficient for routine and a. icipated services.
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DEFINING CSIIISTROPHIC ILLNESS GO DES*

The threshold of "catastrophe* is relative to those resources which can be
dedicated to illness expense without severe and lasting effect on living standards
or other essential needs. For the elderly, protecting against caca,_oophe often
focuses on maintaining living standards or guarding static resources needed for
future living expenses. A young family is more concerned with building for the
future, saving for education, or progressing toward a higher living standard.
Catastrophe in this case threatens the stability of the family's current ecomaic
status and achievement of future goals.

Financial catastrophe may have several levels. Where a family's resources
are severely limited, even minor events will result in financial catastrophe. As
available resources increase, the threshold of financial catastrophe also
increases. Yet there is always the potential for a serious or lasting erosion of
the_ family's standard of living.

Of course catastrophe is not simply a financial concept. The stress of a

child's illness or injury places motional and social burdens on the entire family.
A parent may have to cease working, leading toe decreased family income during a
period of increased resource needs, with resultant stress. Siblings suffer from
Ices of parental attention and deprivation from the economic sacrifices imposed,

such as loss of savings for higher education. As a whole, the family suffers from
disruption of a stable and predictable family life-style. These emotional and
social stresses affect families of all wzmweic levels, though those with sore
adequate means or other support systems will absorb the slack better than others.

Catastrophic illness expenses in the pediatric population may derive from one
or more of three sets of circumstances:

Acute care needs which are sudden and episodic in nature:

- Approsimately 220,000 premature babies are born each year; with
intensive care nursery charges approximately $1,000/day, average

hospital charges are over $35,000 for an immature infant

'Wert surgery for a child may cost a family $22,000 for a hospital

stay

- Treatment for extensive burns may result in a hospital bill of

$45,000

Chronic care needs which are on-going, have a cumulative effect, and
are likely to be coupled with spells of acute illness:

Comprehensive care for children with cystic fibrosis can cost a
family $6,000 - $12,000 annually; intermittent hospitalisations may
average over $7,000 per stay

- Institutional care for a ventilator dependent child may amnunt to
$350,000 annually

Primary care needs which are catastrophic for those with no insurance
or very limited resources, which prevent their being properly
addressed:

- Treatment for an episode of asthma may coat a family $600

- Routine hospitalization nay incur mats of $700/day

CWASTROPEIC ILLNESS EXPENSE IMPACT OH POPULATICX MOWS

Catastrophic expenses can befall all segments of the ppooppuul1 tion. The extent
to which a family will be faced with hardship will be deterndned to A greet extent

by the resources it 1. a available to meet the need. Since health insurance is a

prime resource, the scope of the catastrophic illness expense problem can he
examined better by grouping the population by extent of insurance protection:

The uninsured, estimated to be some 35 million Americans Who are

without health insurance
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The mderineured, another 10 minim who my have insurance part of the
year, very 1, ited benefits

The unineuraele, who, because of health status, cannot obtain health
insurance at a price they ten afford

The uninsured are people who are unemployed, or whose employment does not
offer health benefi.s for employees and/or their children. Often these
individuals are employed part-thee or seasonally. Yet, 55 percent of the
uninsured in America are adults who do work. Eleven million of the uninsured are
dependents of employed adults, 18 years old or younger.

Some individuals, such as self-employed buaineemin and farmers, do not
qualify for group coverage and must depend on costay - often unaffordable -
individual coverage for themselves and their families. Individual policies are
sot to include clauses restricting coverage for specific diseases, exclusice of
cuserage for pre-misting conditions, and very high premiums.

Lick of insurance and other available resources for health care results in
immediate barriers to access. Adults may lack access to basic primary and
preventive care. Mothers may not have access to adequate prenatal care, resulting
in severely impaired premature infants or failum-to-thrive infants. Ouch MUM
may represent a relatively shirt -term crisis, perhaps three months of intensive
care, or they may remit in chronic disabilities requiring years of specialise(
core, frequently with episodes of acute needs.

Parents may lack resources to provide for a child's short -term acute episodes
of illness, such as asthma ari ear infections. Left untreated, acute me soda may
lead to serious, chronic, and uisabling conditions.

Evun when resource( to meet basic needs, a family my lack adequate
protection for treatment of chronic conditions, rehabilitation, or the special
support need. lrw u acute episodes of a chronic condition.

Institutionalization may be malabsi, despite preferences for and
appropriateness of home care, in order for the family to receive public support.

MEDICAID AND CATASTROPHIC nnass =rim F TEE -JCR

Medicaid, the federal/state health care program for the poor and the major
public program for child health, dime not provide adequate coverage. In 1983,
children wider age 18 accounted for 38 percent of the poverty population. APDC
children were 44 percent of Medicaid recipients, but caused only 12 percent of
Medicaid emenditures. In the some year, those over age 65 constituted 11 percent
of the poverty population but were 16 percent of Medicaid recipients. In sum, the
elderly, blind, and disabled accounted for 75 percent of Medicaid expenditures.

Medicaid is an inconsistent national resource. States have overly broad
discretion in determining eligibility and services covered. The variability by
state of Medicaid coverage makes the program inherently inequitable in its

services, simply as a function of ger- Thy. PM example, in 1984, eligibility
income in Alabama was 17 percent of m - federal poverty level, while in California
it was 74 percent. In that year, the yoverty level for a family of four was
$10,200. Overall, the average eligibility income in 1984 was only 38 percent of
the federal poverty level.

States also are authorised to impose limits an services, including mandated
services, within established guidelines. For example, in 1984:

fifteen states imposed limits an the natter of inpatient hospital days
per spell of illness, ranging fres in to 45 days

fifteen states limited coverage for specific procedures

twelve states limited the number of outpat-ent hospital services/visits
per year

fifteen states requi4 prior authorization for certain services or

procedures; and
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six states limited psychiatric services

Where coverage is limited by scope of services or eligibility levels, care
often is delivered by the provider without comemmtion, which may mean that the
provider cannot adequNtelv or consistently support comprehensive services for all
those in need. Further, changes in the health care marketplace make it

increasingly difficult to transfer the cost of care of those who cannot pay to
those who can.

States have the option to provide a Medically Weedy Program, in which

individuals can become eligible for coverage based on the amount of their incurred
Indica =pewee. Hemmer, to date only 34 states have adopted this option.
Again, within the Medically Needy Program, states control eligibility through

levels of projected income, allowable resources, and length of time during which
persons suet spend down their resources. Men the Medically Needy option is
lacking, with eligibility on average reaching only 51 percent of the federal
poverty level.

FAMILIES MOM THE POVERTY LEVEL

People who are "near poor and 'middle class* often are underinsured. The
econcmy is increasingly service-based, with large numbers of unskilled or
semi-skilled part-time employees. Between 1979 and 1984, 60 percent of newly
created jots paid leas than $7000 annually. Employer, are not required to provide
benefits for employees, or their dependents, and, in fact, in 1985, 15% of all
workers had no employer sponsored health insurance protection. Of those earning
lees than $10,000 par year, 28% had no health care c..t. protection, public or
private. Further, twenty percent of uninsured children lived with an =played
covered worker who was either parent or spouse. There is no substantial
incentive, such as a tax benefit, to encourage employees to select comprehensive
health coverage for their children.

Even families with good inocmem may face devastating costs with the illness
of a child especially if the need is for long-term care or treatment not covered
by traditicnal insurance policies. A 1986 study by the United Cerebral Palsy
Association depicts the costs commonly associated with this chronic condition, and

le---icuntborne by the family:

For surgical prccedures, private insurance pays cop to 80 percent

Ivens:Es for wheelchairs, braces, and special adaptive devices
represent a continual drain on family resources; the equipment

purchased by many families is "dictated by availability of funds rather
than...the need"

Mealier usually beer the entire cost of leaking a home accessible to a
handicapped child

Special transportation -bats are also met almost exclusively by
families

' Current expenses, including doctor bills, speech therapy, and
medication average $4490 annually, with 51 percent paid by the family.
oh families face the burden of continuing and accunulating health

au., costs which in sum, are catastrophic

dhe uninsurable population is comprised of individuals, both children and
adults, whose health status precludes then fen obtaining health and life
insurance. This population is increasing as demographics demonstrate the gradual
aging of Americ 24d the increasingly successful application of medical technology.

People who previously died fran serious diseases are now able to live with those
diseases, yet aft/on with a -onstant drain an their resources and exclusion based
on medical history, from affordable insurance protection.

Apprcelastely nine percent of Mexicans have a serious illness, and one to
two percent of all children in America have a severe chronic illness. A 1986
study by Communicating for Agriculture chows that of rural Americans surveyed in
five states over the past three years, 10 percent had been denied health insurance
because of health status.

42



PRINCIPLES CV A POLICY .ran CHILDREN

A number of basic principles can be identified that
guide repommendations for0 a solution to catastrophic illness expose for children:

This issue is primarily one of equity and access to care for
all children

Medical science has shown what can be achieved when children receive
adequate preventive, palliative, and anticipatory services

- Society responds positively in individual cases, such as when pleas
are made to extend all that medicine can offer, as in the case of
organ transplants

- It is ethically unacceptable that care be available only to those
with resources to pay

- Society has deemed the elderly entitled to appropriate and necessary
health care through the Medicare Program. To assure that the
generations are not divided arbitrarily, children deserve the same
consideration

The issue is one of maintaining family integrity and stability

Care should be provided in the setting that maintains and encourages
a stable family situation

- When a child is ill, the whole family feels the impact, both

socially and economically. A goal of public policy must be to
ameliorate the economic disruption of the family, which is a leading
cause of family disintegration

Public policy in welfare reform and education has strossed the
importance of maintaining the fabric of the family. Health care
policy deserves the same emphasis

The issue encompasses more than high-technology, expensive care

Public policy must respond to the variety of situations that can be
considered catastrophic. Primary care needs for the poor and
chronic care needs must beret as well as the needs of the severely
ill child

- M the problem has no single cause, the solution will not come frost
a single resource. Public policy must draw on all facets of
society, incorporating efforts by both the private and public
sectors, and the fardly

Safeguarding the health of children is an investment in the future

Thee is a compelling Interest on the part of government to ensure
the safety and well -being of children, so that future generations
will be at least as stable and independent as the present

There is likely always to be a segront of society that cannot
adequately provide for itself, and rust turn to the public for
assistance

- We demonstrate our worth as a society by providing for those who are
most in need--including those children who suffer from catastrophic
illness expense

The issue resolution must not overlock the current need to be
budget-realistic

- Public, congressional, and executive commitment to reduction of the
federal deficit is clear
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Cost containment and quality assurance are essential oomponents of
catastrophic care coverage. Clinical care management is a process that
should be used to

Facilitate earliest possible discharge to the home enviroement or
the least restrictive alternative care setting

Coordinate the provision of quality ambulatory servicesat the
lowest cost

PUBLIC AND PRIVATE INITIATIVES TO RERCR CHTIDR1DI IN NEED

Deployment-related health insurance remains the dominant mechanism for
protecting the working population. The association has identified a ember of
public policy initiatives to strengthen this resource, including:

The requirement that all employers provide a minima health benefits
package for employees, including prenatal and well child care. Such
might be accomplished in a variety of ways, such as tam incentives to
employers of lower incoae employees, or imposition of an excise tax on
employers who do not provide au-Ji benefits

The development of state level insurance pools to reduce the costs of
such protection for participation by mall employers, self-ere:awed,
and seemeonally-employed people. Allow, if actuarially sound,
uninsurable people to purchase frau this pool; or

The establishment, if necessary, of separate state rink pools for the
uninsurable, subsidized by such meow as a rtate tax on health
insurance premiums or the met to self insured erployers of providing
such benefits

The prompt enactment or MR 2300, the Catastrophic Illness Expense
Protection Amendments of 1987, sponsored by the ranking minority member
and co-rnoaored by the Chairman, to require employers to add
catastrophic or "step loss" protection to health benefits. Care must
be taken that employers are not encouraged to finance the catastrophic
protection by increasing corpeymento and deductions on basic coverage
or its scope. TO do so would dis-entitle the many to add protection to
the few whose health costs became overwhelming.

Further, particularly in the care of young children, the catastrophic
coverage required should iaolude bons on alternative site care in lieu of acute
hospital care whs.. such is medically indicated. It has been demonstrated apply
that when adequate resources are available for its provision to
technology -dap dent infants, such care is the interest of child and family, and
cost effective.

Additionally, t devranpment of state or regional catastr,,hic
insurince ;cols should be encouraged, which such coverage is not cost
effective for sell employers, or insurance pools.

The encouragement of other ins pools to buy into the catastrophic pool
along with other beneficiaries tone , e risk-sharing

Dor workers above 200e of the poverty level, the taxation of employees
an their health insurance Inmate unless the cover their dependents:
alternatively, disallow a portion of their standard deduction for
dependents unless those ,spendents are included in their insurance
benefit

The protection of the p-4-..r and .ninny of tne near poor threo4b
comprehensive cpansirs in the ledicaid trogram including:

- mandating coverage for prep ant women children under age six
whose incomes are below the, federal poverty level; and

- eliminating state-to-state tilw-..ponies with regard to
eligibilityand the extent of services provided
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- requiring that any savings to the states in the Medicaid program
accruing from Medicare changes be maintained within Medicaid

The inclusion of children in any demonstration project or study of
catastrophic coverage

- Secretary of Health and HUsen Services Otis R. Bowen re :cards a
long-term care study for the elderly; this study Mould include
children with long -tees care needs

- Secretary Bowen recommends a demonstration project of catastrophic
benefits for Federal employees; such a demonstration should include
children

' The initiation by the Federal Government of a new study of health
care costs, utilisation, and resources that includes children

Current aggregate, national data of this nature are lacking, with
the tICES study now ten years old; during which time dynamuc changes
have occurred in the nation's economy.

The needs of children for catastrophic illness expense protection are var:ad
and pervasive. Homy opportunities exist for the sub-ccernittee to move to address
them. leCHRI and its reerber hospitals stand ready to assist. We renew our pledge
to provide optima health care services in a cost effective manner, in the
intermsts of the children and families we are privileged to serve.
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Chairman STARK. Well, I want to thank, on the one hand, both of
the witnesses. On the other hand, I was afraid you would be here
and propound what for us, unfortunately, is the unanswerable.

I suspect that if we did some things, as Ms. Rosenbaum suggests,
like lower the threshold for Medicaid or set a Federal minimum,
we could increase our costs $20 billion a year without trying.

Medicare, and the only figures that I have handy, costs us now
about an average of $4,400 a person, as all of that is paid for out of
premiums. Now presumably, that would go down with age till you
got involved with pregnancy which would raise the cost in child-
bearing years. But even if you took 10 million uninsured, you are
talking $40 billion a year, 20, 40. I mean the numbers are num-
berswe just run into an absolute stone wall.

The reason we stayed away from long-term nursing home care is
we very quickly got $15 to $20 billion a year, and it would be an
awesome choice for us to say what do you want to do? Do you want
to take $20 billion to start with seniors who need long-term care
for Alzheimer's, or do you want to start with kids who need it?
Then you are at $40 billionthe magnitude of it is staggering.

I suspect that you touch on the answer, Mr. Sweeney, if you be-
lieveand I doMr. Crandall's approach that if we could take a
long enough range look, and by that I mean four or five years, we
would all save money. This care is being provided, albeit tardy and
minimally, and somebody is paying for it, one way or another, and
we might find a more efficient way if we knew the costs. We are
really not focusing on that. It is frustrating. I would hope, and it
would be an exciting challenge, that we could extend the principle
of Medicare. It is certainly the most efficient program we know of
in terms of returning as many dollars into the system.

I am not sure cost containment is as good, say, as industry or
some of the private purchasers. But insofar as an insurance pro-
gram, we are pretty efficient. Mostly we swallow the overhead.

If only we could extend the Medicare, have a minimum Medicare
for youngsters or some type of benefit that could be purchased. I
think you hit it, Ms. Rosenbaum, with your idea to let people buy
into Medicaid even if they are above poverty. Maybe the higher
they got above poverty, the higher the premium.

Last week we sort of established an income related payment. As
I say, I think the committee would be open to those sorts of things.
Selling it to the taxpayers is a real problem because you know, it
could quickly get budget busting attached to it, and socialism could
get attached to itall kinds of very frightening terms. I hope you
will bear with us.

I hope that yeu will give us the benefit of empirical sorts of re-
search, and let me just propound to you an area where we can't get
an answer. But instinctively I think that I am right.

The areas of the very highest infant mortality, shamefully, are
Oakland, California and Washington, D.C., where we get up around
20,000 when our national average I guess is closer to 10 if you take
out the disproportionate share areas.

If we were to do a program that might be 6 months of prenatal
and gynecological care, and pediatric care the first year, then the
savings in the next 5 to 10 years of the child's life would be of
many multiples of the cost of providing that service. Now, we can't

47



44

get budget scoring, as they call it, for that. They will score us for
the money we spend, and score and scorn. But they won't give us
credit for what we might save in the outyears.

Regardless, if we knew more accurately what those costs might
be, or could estimate them, we would at least have something to
argue aboutthe return for our investment. That is an area where
rather than anecdotal evidence, which is available in embarrassing
quantities, the idea of trying to quantify some of this, seems very
harsh. But we are going to have to do it, I think, before we can get
the attention of the people.

Ms. ROSENBUM. This past year, as part of our annual study on
the health of America's children, we attempted to quantify the
costs to the nation of not having brought the mcidence of low birth
weight down as quickly as the Surgeon-General projected we
should be able to in 1978. Our figures, which are simply based on
an arithmetical comparison of the first-year lost of healthy babies
in a reduced low birth weight situation coin! red to first-year costs
of very small babies, led us to conclude th....c the nation in this
decade alone has spent more than $2 billion beyond what it would
have spent had prenatal care been available enough to bring down
the incidence of low birth weight, as we know prenatal care will
when it is early, comprehensive and consistent.

We can offer you that figure now. We can also offer some early
results from ongoing research in a number of States. We have been
looking with the help of New York State, at the cost of a cohort of
low birth weight infants. One of our early conclusions from some of
the early records is that approximately 50 percent of the children
in special education settings in New York were born at low birth
weight. This means that the higher costs associated with special
education are heavily attributable to infants who have bet.i left
with grave morbidities, ranging from retardation, autism and c a.re-
bral palsy to poor vision resulting from the resuscitation ech-
niques that are used to aid infants born prematurely, he ring loss,
and nerve damage.

These infants show up in the special education population in tre-
mendous disproportion to their proportion in the infant population.

So we know at this point far more than the a dollar's worth of
prenatal care saves three. We actually know ,,riat by not having
furnished prenatal care, we have spent this decade alone $2 billion
more than we should have, and we have not gotten healthy chil-
dren as a result. Children have survived, and many thousands have
been healthier than they would have been without the technol-
ogies, but many of them will not be healthy.

I would like to make a couple of other points if I may. One is
that this is unfortunately for children, we have an extremely plu-
ralistic health care financing situation and this isn't going to
change any time soon. Since 20 percent of uninsured children live
in families who have access to employer provided health insurance.
But can't afford to buy the dependent coverage that the employer
offers, it would be relatively inexpensive to furnish those families
with some sort of subsidy to help them meet the costs of dependent
coverage.

For the remaining children, certainly your proposals to allow the
development of insurance pools, which are similar also to a number
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of proposals that States are putting forward would help not only
high risk uninsurable families who don't have access to other in-
surance but also lower income families who also could buy insur-
ance through a pooling system.

We are excited about the experiments going on now in a number
of States, Michigan, Washington State, and other States, to set up
pooling ments for low income families.

W e think t at it would cost about $4 or $5 billion to bring all
poor pregnant women and children under 18 onto the Medicaid
program. These children can't afford even in a pooling system or
subsidized system to contribute anything.

Chairman STARK. That was my next question. I was just going to
ask that if we had $2 to $4 billion a rich aunt left us, or rich uncle,
where would you spend it?

Ms. RosENBAum. I would add the children and pregnant women
to Medicaid immediately. As many as we could get on.

Chairman STARK. Mr. Sweeney, do you have a bite-sized wish
list? Where would you spend the first couple of billion?

Mr. SWEENEY. Although we come from and represent providers
which are probably at the apex in tertiary level care, children's
hospitals around the country, I would agree with Sara that the
first place to put that kind of money is in prevention, amelioration
of the problem.

We can keep plugging fingers in the dike like the little Dutch
boy. But eventually we get to 10, and we are still going to have
leaks in that dike. We have got to make a concerted effort to head
off the problem, if you would, Mr. Chairman, rather than to try to
bandage it after it occurs.

One of those little babies, about which Sara spoke, who ends up
in a neonatal intensive care unit in a children's hospital or in a
tertiary center of any sort can coat in the first 18 hours of life what
it would cost to provide that mother with comprehensive manage-
ment of her pregnancy.

We put some data together that shows that of the 3.8
Chairman STARK. Car. you quantify that for me? I mean what

are you talking about in dollars?
Mr. SWEENEY. Oh, we are talking about $1,800 to $2,500.
Some of the exotic procedures now employed to save these very

distressed babies can run as much as $3,500 a day and continue on.
Chairman STARK. And for that you could provide the last few tri-

mesters of reasonably good provision and care?
Mr. SwEENEY. Indeed, sir.
To put the problem in perspective, there were the 3.8 million

births in the country last year; 97 percent of those babies, thank
the Lord, would appear to be normal and healthy babies. The cost
of their hospital care after birth was less than $700 each.

The other 3 percent of the babies born constitute 47 percent of
the cost of caring for all infants.

Science and technology has perhaps gotten ahead of our ability
to either finRnce it, or appreciate and support the value of it.

If I may, sir, I appreciate your concern and your interest.
Wouldn't it be nice if we could get kids on Medicare, and I guess it
would, and we would support that. If it is a 5-year agenda, the
youngster who is now 3 years old will spend more than twice his
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present life waiting for that to happen. He would be 8 when it
came.

In many conditions in children, you need to move to meet that
need at the time that it first manifests itself. And there are some
things we can do immediately without marked cost to the Federal
Government to plug some of the gaps that we have. Your H.R. 230G
is a magnificent initiative.

We would invite you also to consider the requirement that all
employers must furnish the minimum of health insurance benefits.
And to look at the responsibility of parents. It is surprising to see
that there are parents whose incomes are above $20,000 and
$30,000 a year, where the parent will be covered by a health insur-
ance policy and the children aren't. Maybe we need a little adjust-
ment of personal values that the committee could foster through
some adjustments to the Tax Code.

Chairman STARK. Mr. Coyne.
Mr. Coniz. Nothing.
Chairman STARK. Mr. Moody.
ivir. MOODY. Thank you.
Ms. Rosenbaum, do you think that our priorities of allocating

scarce health resources are out of whack with respect to people's
ages? Do you think we should concern ourselves more with need
and less with age as we distribute our public resources, whatever
they are, to people with health problems'?

Ms. Rosnisi.vst. Well, fortunately, I think children are much
cheaper to care for than the elderly. The figure of $4,400 for the
elderly compares to about $500 or $600 for children under Medic-
aid, and that's the way it should be. Luckily most children need
very little health care.

So I don't know that the issue is whether our dollar level expend-
itures are out of whack as much as that relatively speaking we
have simply not made the kinds of investments in all the popula-
tions that we need to make.

We do have questions about the continued wisdom of having a
major segment m the American population, that is families with
incomes well above even 200 percent of the Federal poverty level,
who receive virtually all of their health insurance coverage for
nothing through a completely employer paid plan while there are
Americans who are poor and near poor who have neither the em-
pk.---er paid plan nor the resources to get into a plan if it is offered.

If I were going to target areas of inequity now, I think that
would be the first target.

Mr. MOODY. You are talking about employer paid plans. I would
like you to focus on just government resources. Let me make two
points.

One is that you said that children are much cheaper to take care
of, which absolutely is true, and the other corollary is that you get
much more health care for the dollar by investing in a child, than
you do someone who is 85.

So it is a high return investment if you want to look at it in in-
vestment terms.

Ms. ROSENBAUM. Right. Right.
Mr. MOODY. I will repeat my question. If, on terms of public re-

sources, not employer resources, but Government resources, do we
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need to reallocate in any way the current mix of our scarce health
care resources by age groups'?

Ms. Roszrnmum. The reason I raised employer paid plans is that
because Alan Enthoven has estimated that the Federal Govern-
ment alone loses about $50 billion annually in tax revenues be-
cause employer paid insurance premiums are nontaxable.

And so, in thinking about children's policy, we look at both tax
expenditures and direct expenditures. And in my opinion, there's
no question that neither through tax expenditures nor through
direct expenditures has this Government invested adequately in
the health of its children. It would be very inexpensive to do so. As
I indicated, it would cost relatively little to close children's health
care gap, not because there are very few children who are affected.
Indubd, there are millions of children who need assistance. But
children are relatively inexpensive, and as you have pointed out, it
not only is inexpensive to bring their health care access up to an
adequate standard, but the return to the nation is fantastic.

You really cannot have a work force 25 years from _low com-
prised of children many of whom began their lives as unhealthily
as they are right now and expect to have the kind of taxpaying and
governmental supports back from the child population that we are
all going to need.

So I think it is not just a matter of children staying well for a
little bit of money, but the country staying well for a little bit of
money.

Mr. MOODY. The answer to my question is yes.
Ms. ROSENBAUM. We need to invest more.
Mr. MOODY. So the allocation is out of whack in the sense that

we have not distributedthose scarce public resourcesacross age
groups in a way to maximize the benefit to the nation.

Ms. ROSENBAUM. I think we simply distributed less, relatively
speaking at this point, less to children than they need compared to
the amount we have distributed to other age groupb. However, it is
difficult to say because the other age groups dollar needs aro so
much greater.

Mr. MOODY. Do you want to give me your thoughts for a second
on the moral justification of spending money on people merely be-
cause they are elderly as opposed to being in any other age brack-
et?

Ms. ROSENBAUM. Well, I began life as e legal services attorney
for the aged. I spent a lot of my early years as a lawyer appalled at
the conditions under which many of my clients lived.

Many of them were elderly people who as young had had inad-
equate health care. I frequently had clients who were in their for-
ties and fifties, but who appeared to be in their seventies and eight-
ies.

I think that what is immoral about the health care system right
now is that we have a health care allocation plan, whether it's for
the young or the old, that is not related to economic need or medi-
cal need. We related to where the person happens to work. It's re-
lated to wher., the person happens to live. Its related to the color
of the person's skin. It's related to the person's ethnic background.
It is not related to their need and ability to pay. And I think that
that is unfair across age groups.
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Mr. MOODY. If we had to reallocate between age groups in order
to be more target efficient so that we would meet the need more
directly, would you have any suggestions how we might do thatif
there is only a fixed amount of medical resources in any given
time?

Ms. ROSENBAUM. Well, I think the way we do that is to provide
health care subsidies in proportion to people's ability to finance
their own care. And, therefore, we would look to subsidization
methods for all age groups that are most in keeping with their abil-
ity to contribute to the cost of their own care.

There are segments of the American population that can contrib-
ute, as Bob has mentioned, such as upper income families that, for
whatever reason, have not bought dependent coverage for their
children. There are a few of them. Fortunately, not too many, but
some.

And there are upper income elderly families who do not need
completely subsidized care but could, for example, pay perhaps a
high,:r income tax to underwrite the cost of their care.

I think our chief concern is simply with inequity by income
status rather than by age status. And because we have evolved a
health financing system that depends on where one is employed in
this country, which we have serious problems with

Mr. MOODY. Or if one is employed.
Ms. Rooms Amt. Or ifone is employed. That has led to grave in-

equities that extend through old age.
Mr. MOODY. Right. But if we focus for a minute on two age ex-

tremes, two dependency periods of life, before 18 roughly and then
over some age, 65 or whatever. We look at those end points in life
when one is in the most dependent status.

Do you think we are out of bounds on how we allocate our re-
sources? I guess that is what I am trying to get at.

Ms. ROSENBAUM. It is SC hard to pay, because when is the last
year of life? Bob can give you an example of a thousand children
who at the age of 2 months were in their last year of life. And we
spent a lot of money on them. They are not different really from
people who are 85 years old. We never know when the last year of
life will occur.

So it is a little bit difficult to make allocations on an age basis.
We may raise medical technology questions or, as I have said, eco-
nomic questions. But I think the age distinction is not a fruitful
path to follow. I am not sure that it yields us the kinds of answer3
we need to reallocate scarce resources.

Mr. MOODY. Well, I didn't want to get off into the 'Last year of life
issue or those extraordinary expenses at the end of anybody's life
obviously. And that can happen at any age.

MS. ROSENBAUM. Right.
Mr. MOODY. But, of course, the life expectancy of a young patient

is usually far greater than that of an old patient.
It just bothers me that we are so neglk..ctful of the children in

terms of health care.
Ms. ROSENBAUM. It bothers me.
Mr. MOODY. Just because they are yr,ung. Because if they were

that same person 60 years later, we -.Mould be much more con-
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cerned. And that seems to be an inequity. That is just my own per-
sonal opinion.

I thought I was looking for some resonance from you on that.
Ms. ROSENMUM. Well, it bothers us terribly that not all children

have access to health care. And we think that this country can well
afford it without, in fact, in any way impinging on legitimate
income necessities of the elderly.

Mr. MOODY. Thank you.
Chairman STARK. Mr. Daub.
Mr. DAUB. Should we tax the health benefit of a person who has

a provided benefit through their employment? Should we tax the
fringe benefit we call employer provided health insurance? That is
a new source of revenue, right, as opposed to tax on State and local
workers who aren't currently paying into the Social Security pro-
gram, or an earmarked part of a cigarette tax, or a wine, beer and
alcohol tax. Why don't we just tax the health benefit that young
people are lucky enough to have? Would you agree that we should
do that? That could be a new source of revenue which could put
some equity into the whole system.

Mr. SWEENEY Well, there s no question that that could be very
tempting as a source of revenue. And then hopefully the resulting
revenues could be redistributed within health care needs as op-
posed to perhaps B-1 bombers.

But I think there's some reverse English on that also. I guess
any such proposal would certainly draw a lot of attention.

More importantly, I think it would tend to cause the employee,
particularly the lower income level employee, to want to cut back
on the coverage that he would have so he would have less tax expo-
sure. That could have a negative effect, particularly employees
with dependents.

And in our proposal this morning we have addressed that issue,
where dependents are not covered, this occurs most frequently in
the lower income 1ev91 situation where the employee just can't
afford to pony up himself the cost of covering his dependents. And
frequently these group insurance plans, employer sponsored group
insurance plans, will provide the insurance for the worker, but
then it is up to the worker to provide for his children.

We want to see that turned around. We want to see the children
covered so that they can have needed n,.;ess.ary health care serv-
ices available without the impediment of there being no resources.

Your proposal might drive that the other way, and might encour-
age more employees, particularly lower level employees, to remove
coverage from their dependents rather than add it.

Ms. RMENBAUM. I think that if you set the threshold for tax ex-
posure at perhaps a different level from the level that we use for
straight income taxes, and if you allow a certain amount of em-
ployer paid insurance to be tax free in order to guard against
downward notching, there is no reason not to examine the possibili-
ty of a tax on disproportionately generous plans enjoyed by upper
income employees.

I think that it is an important source of income. I don't know
how much income it would yield owe certain. safeguards were built
into the system. But certainly if the Enthoven figures are to be be-
lieved, I was shocked. And what he points to, among other things,
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are the facts that not only do upper income employees have free
benefits but that under ERISA self-funded plans even escape, of
course, the premium tax system at the State level that might be
used for pooling arrangements.

Mr. DAUB. Another idea. Now, I don't subscribe to the taxing of
the employee fringe benefits, to be perfectly clear, nor would I sub-
scribe to this idea. What if we had a national sales tax, some kind
of a value added tax at some point in the future? I assume most
Members of Congress would want to exempt food and perhaps shel-
terwould we exempt health care, or might that be a debatable
point? Should we put a sales tax on health care?

I think we are trying to talk about ideas. It's easy, as we know
on this committee, to talk about all the wonderful ways of doing
things, and we all have a good deal of compassion. But we certainly
want to see what we can do, and then everybody comes to us for
the means to pay for it. And we have to kind of explore in a specif-
ic way, not just generally what's good to do, but how to pay for it.

What if we had a national sales tax? Should health care be ex-
empted or included?

Ms. ROSENBAUM. Before we have a national sales tax, there are
other more progressive means of raising tax revenues. 1 think a
sales tax may be the least attractive of all means of taxing Ameri-
cans to try and generate revenues.

Certainly Florida imposes the equivalent .of a sales tax on hospi-
tal beds right now. I haven't seen the latest profit statements from
Florida hospitals. But I don't think they have fared badly. Florida's
plan has other problems in how well cr poorly it has distributed
back to the health care providers the proceeds from that tax.

But, inherently the bed tax was a means of getting around the
ERISA problem. The more direct issue was what do we do about
ERISA rather than a sales tax on hospital beds.

Mr. DAUB. What role do each of you see private insurance play-
ing in this world of delivery of health care to people under age 65?
I mean is there a place for private insurance any more or shall we
just federalize the whole thing? What is your specific view, each of
you, if you would, for the record?

Mr. SWEENEY. Well, my view is perhaps just at the pragmatic
level that the private health insurance is very pervasive. Sever.ty
percent of the children in this country are covered by private in-
surance.

Mr. DAUB. That many?
Mr. SWEENEY. Yes, sir. Now, that doesn't speak to the quality of

that coverage. And that's why we are so encouraged to see Mr.
Gradison and Mr. Stark moving ahead on their catastrophic pro-
posal requiring catastrophic coverage in such plans.

But it is a fact that the vast majority of the children are covered
by some form of private insurance now.

If I could speak a moment to the Florida tax, tax on hospital rev -
enues Massachusetts has a similar system in order to fund unre-
imbursed care.

If I were a major employer in Florida or in Massachusetts who
provided my employees with a good health care benefit pack-age_

Mr. DAUB. Which is tax deductible.

54



51

Mr. Swintrirt. Which is tax deductible. But then I get taxed
again. In effect, that tax is built into the premiums I pay, that tax
on the hospitals. I would feel a little uneasy about the fact that I
was giving some of my compatriots in the business world a free
ride where they are not providing health benefits to their employ-
ees. I am providing health benefits for my employees and also
taxed on the hospital utilization portion of those benefits.

I think we can look hard at that question of those employers
who, at this point in time, have not reached the social conscious-
ness level to provide employees at least the minimum package of
health insurance.

Mr. DAUB. Last question, if you care to comment, and that would
be should we federally preempt insurance standards? Should NN e, in
health, life, and accident insurance, get over this parochial States'
righe view and repeal McCarron-Ferguson, and set all the stand-
ards for these things at the Federal level?

Mr. SWEENEY. My experience has been that there are some
pretty bright folks out there in the States, in the insure Lice com-
missioner's office and elsewhere. They are much more able to re-
spond to 'ocal needs and local situations.

I personally don't see that need unless
Mr. DAUB. Mr. Gradiion's bill will mandate federally the stand-

ards that for certain kind of catastrophic care now that you are en-
dorsing.

Mr. SWEENKY. As I understsu 1 Mr. r.radison's bill, he is not tres-
passing on the prerogatives of the St e insurance commissioners.
All he is saying to the employers, if you want to take this off as a
business expense, you had better have catastrophic coverage.

Now, the employer
Mr. DAUB. That preemption is okay. We say no tax deduction if

you don't provide this kind of coverage.
Mr. SWEENEY. Well, when I see a lot of young families in our in-

stitutions with little babies that can cost anywhere from $25,000 to
$250,000 for their care, young families in the formative stage of
their lives, and this proposal is going to come along and assist
them with that terrible economic burden, I would say, yes, sir, I am
all for it.

Mr. DAUB. I appreciate your answer, sir.
I'm sorry.
Ms. ROSENBAUM. Absolutely.
Mr. DAUB. Thanks.
Mr. Chairman, I appreciate the opportunity to examine two very

good witnesses who have contributed a lot to our record, and we
appreciate your being here.

Thank you.
Chairman STARK. Mr. Donnelly.
Mr. DONNELLY. Thank you, Mr. Chairman.
I just have a couple of questions.
Ms. Rosenbaum, in response to Mr. Moody's question, did I hear

you say that you favor the system of means testing or income relat-
ing Medicare'?

Ms. Rosmssum. I don't think the issue necessarily has to be a
means test to Medicare itself. I have never quite understood each
time the debate gets framed that way.



52

I t'aink that upper income, Americans, whether they were 72
years old or 41 years old, should pay a higher income tax. If that
money were dedicated in the case of upper income elderly back
toward underwriting the cost of their Medicare benefits, that also
would be acceptabie to us.

Rather than putting a tax on the actuarial value of the Medicare
benefit itself, perhaps you might want to slightly increase the tax
rate for upper income aged just as you would want to increase the
tax exposure for upper income younger Americans perhaps as a
way to finance care for all Americans.

I do not consider that means testing Medicare. I consider that
simply taxing Americans in greater proportion to their ability to
Pay,

Mr. DONNELLY. What do you consider to be upper income? Can
you quantify that?

Ms. ROSENBAUM. Not being a tax expert, I would have to say
from my vantage point it's one of those questions of knowing it
when I see it.

For example, speaking for myself, I wou' ' consider my husband
and myself upper income Americans. Our .icome is roughly five
times to seven times the Federal poverty level L.: a family of three.

If somebody said me, Ms. Rosenbaum, you may no longer have
$3,300 worth of health insurance free, and we are going to treat
$600 or $800 of the amount that my employer is paying for my in-
surance as a taxable event so that I paid an extra amount in
income taxes, this would not be unfair.

And if you then told me that that amount was going to go to
help someone whose income was my exact tax money at the Feder-
al poverty level or below, to buy him or her medical care, I would
say fine.

Mr. DONNELLY. The issue is that we have an enormous amount of
health care needs on our plate with an enormous cost with very
limited ways to pay for them unless you make substantial changes
in last year's tax reform bill.

I guess the point that I am getting to is that it is almost a fact
that we will have to relate some ability to pay into our health care
system so that we can take care of all those needs

Ms. Rosnumum. Exactly.
Mr. DONNELLY [continuing]. Without the Medicare program con-

tinuing to just expand on a random basis.
Now, one of the potential problems with that approach, of course,

are the Medicare clients and the organizations that represent
themcr claim to represent themwho are insistent that there be
no ability to pay put into that Medicare system. And we need to
build some sort of consensus around the issueor at least some
flexibility on the part of some folks around the issuethat there
are people in this country that aren't receiving basic health care
benefits, that aren't receiving the basic health insurance, but there
are those that, because of their personal finances and circum-
stances, are very well protected and that the Government is subsi-
dizing.

Ms. ROSENBAUM. No. But we take exactly the same position.
That's why I have stressed that we would take exactly the same
position for younger upper income families wherever we ultimately
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decide to set the income threshold. The issue of whether well-to-do
families in any age bracket should, through a progressive income
tax system, contribute in greater proportion toward the cost of the
governmental benefits they receive, either through the tax expendi-
ture system or through the direct expenditure system as in the
case of Medicare is an issue that I think CDF has developed a clear
position on throughout our work on tax reform. We would view
this as an extension of the same tax reform discussions. And we
make no age diatinctions whatsoever on that issue.

Mr. DONNELLY. Mr. Sweeney, what percentage of uncompensated
care do the hospitals in your organization provide? The children's
hospital.

Mr. SWEENEY. Yes. Yes, sir, and if you will grant me a basic
premise that State Medicaid programs are basically marginal
payers, then the uncompensated care in children's hospitals can
run anywhere from 10 to 15 percent of total revenues.

Around the country we have many situations where the Medic-
aid programs do not meet even eost of providing services to chil-
dren. They limit the number of days of care for which they will
pay, or they will limit the payment. And, of course, under the law,
there is no other recourse for the institution. They are not allowed
to seek payment from those patients.

So, on the basis that Medicaid is frequently a partial payer, the
range of uncompensated care is going to run from 10 to 15 percent.
In a slogan that was used a year ago, we talked about dispropor-
tionate share. Children's hospitals' disproportionate share equals
that of the public hospitals-35 percent of their patients are from
the so-called disproportionate care category.

Mr. DONNELLY. But you're running on a nationwide average be-
tween 10 and 15 percent?

Mr. SWEENEY. Yes, sir. I will verify that figure, and if I'm off, I
will correct it.

Mr. DONNELLY. I would appreciate that. It was substantially
higher than the national average for all other hospitals.

Mr. SWEENEY. Yes.
Children's hospitals, serving a tertiary regional center function,

very frequently get the most extreme cases, or they get cases who
have gone through a whole course of treatment elsewhere, and then
are referred to the tertiary center.

Coincidental to that, any insurance benefits, such as they may
have had, may ,iave been used up.

Mr. DONNELLY. Mr. Chairman, we have a real problem dealing
with the data on uncompensated care because there are no set na-
tional standards. But if you could exclude and take out the chil-
dren's hospitals and the public hospitals' uncompensated care, I
would like, for the record, what the percentage of uncompensated
care has been in the last fiscal year provided by all other hospitals
within the system. I think that would be an interesting statistic if
we could have that for the committee, unless you have it, Mr.
Sweeney.

Mr. SWEENEY. Of course, it is a misnomer, Mr. Donnelly. There is
no such thing as uncompensated care. There ain't no free lunch.
Somebody pays.
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Mr. DONNELLY. Yes, I understand that. But at least for the
jargon of the Federal bureaucracy.

Mr. SWEENEY. Yes, sir.
[The following was subsequently received:]

r 0Jo
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Children's Hospitals Disproportionate Share
and Uncompensated Care

Source: 1985 AHA Annual Survey of Hospitals
Compilation: hACHRI, March 1986

Disproportionate Share:

Bad Debt & Charity Care (% of Total Charges) = 6.4t.

Medicaid (% of Total Charges) = 25.6%

Total, Disproportionate Share = 32.u%

Uncompensated Care:

Bad Debt ana Charity Care = 6.4%

Medicaid Losses* = 6.9%

Total, Uncompensated Care = 13.3% of total charges

* Formula for Calculating Medicaid Loss:

o Medicaid pa}ment = 56.7% of hospital charges or 73.0% of
hospital costs of care.

o Medicaid activity = 25.6% of total charges.
o Medicaid loss in terms of children's hospitals' costs (not

charges) = (100% - 73%) x (25.6%) = 6.9%.
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Mr. DONNELLY. Thank you, Mr. Chairman.
Chairman STARK. Mr. Pickle.
Mr. PICKLE. Thank you, Mr. Chairman.
I may be asking something that you have already answered, but

if either of you can give me an overall position, I would like to herr
it.

Are you recommending catastrophic coverage for everyone under
65 or just women and children? And if so, how would you recom-
mend we pay for it? Are you suggesting to us what the cost will be?
Have you all mentioned that, about how you would fund either ap-
priach?

Mr. SWEENEY. Sir, as mentioned, of course, there is no Medicare
hook on which to hang the solution for children. Children are not
presently covered except for those with end stage renal disease.

So our sense is it needs to take a variety of approaches to deal
with catastrophic illness expense needs of children.

First and most directed, is the legislation before this subcommit-
tee, H.R. 2300, which would make available catastrophic coverage
for the 7C percent of America's children who are covered by some
form of health insurance. Beyond that, we see a definite need for
strengthening and leveling up of the various Medicaid programs
around the country.

And as you know, Mr. Pickle, in some States Medicaid is better,
meets more comprehensively the needs of poor people than it does
in other States. So that would move considerably towards protect-
in those children who are not in the private sector.

Third, working with a coalition of health organizations here in
town, we have come up with Et proposal that would create a cata-
strophic fund to be run by the maternal and child health program
in the Department of Health and Human Services, with a very
high threshold so it does not encourage employers to cut back on
their protection, but would helr those families who have extreme
high cost care, particularly of infants.

Mr. PICKLE. Well, you have discussed some of the needs in the
various categories.

Mr. SWEENEY. Yes, sir.
Mr. PICKLE. What do you estimate the cost to ba, and how would

you pay for it? Are you recommending taxing the value of benefits?
Are you recommending shifting the poverty level up or down?
What is the poverty line.

How would you get the funds for it?
Mr. SWEENEY. The funds, of couree, to add catastrophic protec-

tion for the '70 percent of children covered by private sector insur-
ance would generate from the private sector. That would be in
effect an added cost of doing business for businesses that now pro-
vide insurance benefits for their employees and their dependents.

Mr. PICKLE. Are you recommending that the employers have a
health program of their own that they would pay for?

Mr. SWEENEY. Yes, sir. We have further recommended that all
employers be required to provide a minimum package of health in-
surance benefits for their employees.

We are the only industrialized nation in the world that doesn't
insist on that, particularly in the case of children. And it's interest-
ing to note for those who say such proposals will make us noncom-
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petitive in international trade; it's the very nations with which we
are having the difficulty in international trade which have re-quired this sort of protection for their children for years. Maybethey have healthier workers as a result. Maybe that's why they
can compete more effectively.

Mr. PICKLE. You may be right.
Mr. SWEENEY. Yes, sir.
Mr. Pram. Who knows? I am trying to get at what you are rec-

ommending and the cost involved.
Do you have anything to add to?
Ms. Rom= Aux No, other than to underscore that because of

the pluralistic nature of financing for younger families, there are
going to have to be pluralistic revenue sources and remedies so
that the employer protections that H.R. 2300 embodies would be
paid for by employers, and they would get, of course, a tax ch._ .1c-Cott. We would pay out some tax dollars I assume for the added
benefit.

We think that when it comes to enhancements in public pro-
grams for individuals who don't have access to employer provided
insurance, we need to look to both general revenues and some new
source of revenues. And one new source of revenues might be a
small tax on some portion of that portion of the employees health
insurance benefit 'han an employer pays. That's not so mt.ch
taxing the value of the benefit as taxing income that passes from
the employer to the employee, but never shows up in the employ-
ee's pocket because it goes directly toward the purchase of health
insurance.

If some small portion d that income were made a taxable event
for upper income employees, it might well yield enough money to
make some of the public insurance improvements we need, as well
as offset the lost tax dollars through improvements in employercoverage.

Mr. PICKLE. One approach you would take would be to tax the
value of benefits similar to the approach this committee had for
financing the present catastrophic bill which we decided against.
But you would go back into that area to a limited extent?

Ms. ROSENBAUM. Yes. And again I don't, considering that taxingthe value of the benefit as much as taxing some of the income that
goes into securing the benefits.

In the case of younger workers, younger people who are upper
income, it is clear where those dollars are. In the care of older
Americans, it may mean a slightly higher income tax for upper
income aged persons.

Mr. Picsiz. I thank you, Mr. Chairman.
Mr. DONNELLY [presiding]. Mr. Chandler?
Mr. CHANDLER. Thank you, Mr. Chairman.
I have no questions for the panel of witnesses here, and I thank

them for their testimony. I think I do understand their position.
If I -void, Mr. Chairman, I would like to insert into the record a

question for Mr. Crandall, from American Airlines. I, unfortunate-
ly, could not be here for this testimony. The staff has indicated
that they would send those questions to him and he could respondfor the record.

Mr. DONNELLY. Without objection.
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ivIr. CHANDLER. The presentation that Mr. Crandall made said
that he would approve or would like to require employers to pro-
vide basic health benefits for all employees and retirees. The sug-
gestion is, he says, not so much one of compassion or concern for
health needs but one of competition between airlines, which I find
to be rather interesting. And he says that from a point of view of a
competitor of Continental Airlines, which is a subsidiary of Texas
Air, he says they used bankruptcy to reduce their labor costs in
half, and quoting him, "You don't have to be a business genius to
figure out that when a company has labor costs twice that of a
larger competitor something has to give."

We may at some time find that we need to mandate Lealth in-
surance benefits for employers. I am ready to concede that. Howev-
er, I am wondering if Mr. Crandall isn't suggesting something here
that could lead eventually to more than what I think he has in
mind. For example, what would be the effect on the health of
Texas Air and its ability, not just to compete, but to survive, if the
Congress of the United States required not just minimum health
benefits but retiree health benefits?

[The response follows:]
If Texas Air were to be required to provide basic health benefits for its employees

and retirees, there would be no adverse impact on the health of that company, nor
on its ability to compete or survive. The reason is that other airlines already pro-
vide those benefits, so Texas Air would not be placed at any competitive disadvan-
tage.

Mr. CHANDLER. Second, is it not the case that when one compa-
ny's compensation package is superior to another's that that com-
pany then has an advantage when it comes to attracting quality
employees, which then would, in turn, proAde them with superior
service and a competitive advantage? It doesn't seem to me that
price is everything here.

[The response follows:]
It is true that companies with an enlightened approach to basic health benefits

can attract higher quality employees than companies that place a lower priority on
employee health. It is also true that higher quality employees provide superior serv-
ice. You should not, however, underestimate the power of low prices. Eastern Air-
lines' load factorthe percentage of seats that are soldcontinues ) compare fa-
vorably with the industry average despite that company's repressive policies
with respect to employee wages and benefits.

Mr. CHANDLER. Also, if we find that by, mandating employer
health benefits and retiree health benefits that we have now made
Continental's wage or labor costs a quarter or three-fourths of what
American's is, then should we go the rest of the way and mandate
that they raise salaries to the same level, so that there would be
this perfect level of competition?

I am being rhetorical here, I realize, and perhaps even argumen-
tative. But I think that if all that is involved here is competition
between airlines and that mandating health benefits for workers
and retirees is simply intended to bring about greater or more level
playing fields, then I think we are heading down the wrong path.

If it will result in superior health care for the employees of both
those airlines, then I am willing to think (44.ut it; but not on the
basis of trying to bring about competition between those in the
marketplace who if they really took one another on, might well do
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better than to have the Congress get involved in making them com-petitive.
[The response follows:]
In my mind, there is a vast difference between mandating basic health benefitsand trying to achieve perfect cost parity in other areas. Competition is not all thatis involved here. We are talking about the need of every person in the United Statesfor basic health care and about the best way to provide it, which I think is via pri-

vate sector, employer-sponsored plans. The competitive issue arises here becausecompanies that provide these very expensive benefits have no choice but to considereliminating them if that is the only way to remain cost competitive with companies
that place a low priority on employee welfare.

Chairman STARK. Any other members care to inquire? If not, I
want to thank the panel very much for their help today.

Our final witness is Mr. Robert Patricelli, the chairman of the
Health Care Council, the United States Chamber of Commerce.

Welcome to the committee, Mr. Patrice lli. You may proceed in
any manner that you are comfortable.

STATEMENT OF ROBERT E. PATRICELLI, CHAIRMAN, HEALTH
CARE COUNCIL, UNITED STATES CHAMBER OF COMMERCE, AC-
COMPANIED BY .DAMES A. KLEIN, MANAGER, PENSION AND EM-
PLOYEE BENEFITS
Mr. PATraczw Thank you, Mr. Chairman, and members of the

committee. I am Bob Patrice lli. I am here representing the U.S.
Chamber of Commerce Health Caro Council today, which I share,and I think it is relevant to note that I, personally, in the past had
numerous involvements with health policy and health business inboth the Federal Government and the private sector. I am joinedtoday by Jim Klein, the manager of pension and employee bene-
fitt vor the chamber.

My purpose, Mr. Chairman, is to be constructive today and try tobe helpful to this committee, and I am prepared to discuss broadlythe issue of mandates with you should that be your interest. Butlet me at this point summarize, I hope briefly in a few points, mytestimony, which I hope you have had the opportunity to read. Iwill do this in just seven points.
First, catastrophic insurance is clearly desirable. Indeed, it isprobably the best function of insurance, to protect against last-

dollar as opposed to first-dollar-type costs.
Second, our private employer-based system has been moving rap-idly to incorporate catastrophic-type coverage through stop-loss fea-tures. In 1984, 91 percent of covered employees had coverage asgood as that presented by this bill, up from 79 percent since trust

1980. So the number is probably well over 91 percent by now.Third, it is therefore tempting to say let us plug this last little
gap, and surely it wouldn't be very expensive; surely, if necessary,it could be offset in other ways within the employer's benefit plan;
and with the bill's exclusion of employers with less than 20 employ-
ees, it wouldn't affect that many employers anyway, so why don'twe just plug it?

Fourth, why, then, is the chamber prepared to oppose this bill?The answer to that is because Congress is starting down the sameroad now that the States have trod in erecting an array of benefit
mandates in a manner I believe that is costly, duplicative, and re.
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flective of piecemeal policy making. And I want to take these
points separately.

The fifth point is that mandates are costly. There are now 640 of
them lughly at the State level, some of which, by the way, do
mend. J catastrophic coverage. For a multistate employer, this
presents an expensive administrative burden and within any one
State for a smaller employer, we have now the catch-22 effect of
discouraging employers, particularly small employers, from carry-
ing insurance at all since all of these benefit mandates raise the
price to play.

And studies have shown that the actual cost of treatment in
mandated benefit categories is higher in States with such mandates
than in States without. Costs cannot be ignored. Tabor costs tare an
important factor in terms of job creation and in the international
competitiveness of this country.

Sixth, Federal mandates at this time would be duplicative. States
regulate insurance, not the Federal Government; and you already
have a tremendous array of State benefit mandates. Are we now to
replay the same scenario at the Federal level with a system of
overlapping mandates as the Congress develops a special affection
for one or another particular piece of benefit planning? Are we to
develop a system of what am ounts to Federal minimums for State
benefit mandates?

And this gets me to the seventh and the last point: What is our
policy? What is our health care financing policy? Is it a Federal or
State system of regulating insurance? Whl will regulate HMOs?
Who will regulate PPOs? What about ERISA? The Congress ex-
empted self-insured plans from State mien fates and the curious
result is that these State mandates produce costs and complexity
that now falls most heavily on small employers. Those very em-
ployers who should be encouraged, not discouraged from offering
coverage.

So, Mr. chairman, I urge you not to go farther down this piece-
meal road and using riders to "must" bills to get enacted individ-
ual Federal benefit mandates, but instead to launch a full-scale
review of the issues surrounding the uninsured and the under in-
sured in the workplace and the concomitant ;7sues of gaps in the
coverage of the Medicaid program.

The chamber is doing this itself and has launched such a study
of gaps in coverage, and we would be very pleased to join you in
suppor ling such an effort by the Congress.

Thank you.
[The prepared statement follows]
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CATASTROPHIC ILLNESS PROTECTION FOR
THE POPULATION UNDER ACE 65

before the
SUBCOMMITTEE ON HEALTH

of the
HOUSE COMMITTEE ON WATS AND MEANS

for the
U.S. CHAMBER OF COMMERCE

by

Robert E. Patricelli
May 12, 1987

Mr. Chairman and members of the subcommittee, my name is

Robert E. Patricelli. I am President of VlueCare, Inc., managed health

care company, headquartered in Connecticut. It is also relevant to note that
in the past I have served as head of CIGNA Corporation's health care companies
and as Deputy Under Secretary of the U.S. Deportment of Health, Education and
Welfare from 1970 1971. I am also Chairman of the U.S. Chamber of

Commerce's Health Care Council, and I am pleased to appear here today on
behalf of the Chamber to discuss catastrophic illness protection for the
population under age 65 and, specifically, the 'Catastrophic Illness
Expense Protection Amendments of 1987" (H.R. 2300). Accompanying me is

James A. Klein, Manager, Pension and Employee Benefits for the Chamber.

In brief, the Chamber supports the prevent syatem of voluntary,
nondiscriminatory, private-sector employee health care benefit plans, which
can vary in accordance with the needs of employers and employees. We oppose

federal or state government requirements mandating plan design or financing,

whether applicable to insured or self-insured plans, because they limit
flexibility and raise coots. Furthermore, if Congress decides to emberk on

departure from this system, fairness to all affected parties demands that
there first be thorough policy ...rte with the objective of avoiding

piecemeal mandates and the doublang-up of federal and state requirements.

The Success of the Voluntary Health Care Financing_System

American busi provide health care coverage to '12 million people,
which represents B6 percent of the total private health cars coverage in the

nation. In 1985, the total health care expenditures of American businesses

was $105 billion. That amount does not include the additional portion of

public health expenditures that businesses, as taxpayers, helped to finance.
This privately financed health benefits system has permitted Amerian health
care to became the best in the world -- driven by pluralistic and competitive
forces rather then being constrained by the regulation and bureaucracy of
national health insurance.

In recent years, there has been increased attention paid to the real
problem faced by millions of Americans who lack health care coverage under

his privately financed system. The Employee Benefit Research Institute

reports that of the approximately 35 million Americans without health care
coverage perhaps 19 million are people who hold jobs and several million more
are the deperdents of workers. This problem is especially true within the

small business sector. The U.S. Small Business Administration reported that
in 1983, 39 percent of businesses with fewer than 25 amploycee had health

se, compared to 85 percent of fires with more than 500 employees.

The Chamber shares this growing national concern over the uninsured and
is committed to finding ways to extend private, voluntary c ge without, at

that same time, so increasing labor costs that jobs are lost.

The issue of catastrophic illness expense protection for individuals
under age 65, as addressed by H.R. 2300, does not, however, deal with the

"uninsured" population. Rather, it relates to the "underinsured" those who

have some employer-provided health coverage, but not certain level of

catastrophic protectioL. The provisions of H.R. 2300 do not require company

to offer health care coverage. However, if the bill is enacted, any business

over certain else that does offer cover.se would have to provide
prescribed catastrophic protection feat in order for the firm' health care

exposes to be deductible. With this 5111, along with the COBRA provisions

enacted in 1985, the Congress threatens to start down road of benefit

mandate& already wall trod by the states.
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The Ztowth of State - Mandated Beneits

Decl..tes of legslation and case law have clearly established that
insurance is regulated at the state, not federal, level. Historically,
various group. have 'vocated minimum requirements for benefit levels,
elements of coverage, r rules for reimbursement for particular categories of
health care providers.

Under this pressure, all states have reacted mandated health benefit
provisions. Typically, these mandates include extensions of eligibility for
coverage to various classes of beneficiaries, or requirements for health plans
to cover treatment for alcoholism, drug abuse, or mental problems, or
reimbursement for treatment by particular health professionals. These state
mandates now number well over 600. A chart listing the various state mandated
benefits is shown in the appendix to this statement.

The proliferation of state mandated laws has undoubtedly raised health
care costs for businesses. Indeed, state mandated benefits have encouraged
many companies to self-insure in order to gain the protection of the Employee
Retirement Income Security Act of 1974 (ERISA) against these mandated costs.

Regrettably, small employers, which ere not able t. assume the risks inheren:
in self- insuring, face higher health care expenses in providing coverage
through traditional insurance products. This exacerbates the problems smaller
companies face in providing coverage to their employees.

The excessive burdens imposed by mandat. tzefits have led at least
five states, Arizona, Nebraska, Oregon, Pennsylveala, and Washington, to adopt
benefit evaluation mechanises to assess the cost/benefit trade-offs of state
undated health benefits.

The Growth of Federally Mandated benefits
Until very recently, the trend toward mandated health benefits remained

largely a state law phenomenon. For decades, the only benefits that employers
were requiree by federal law to provide were Social Security, unemployment
insurance, and workers' compensation. Indeed, the philosophy of ERISA was to
preempt state mandates and to avoid erecting feicral requirements in their

place.

That philosophy began to change with the enactment of the Consolidated
Omnibus Budget Reconciliation Act of 1985 (COBRA), which contained provisions
requiring employers to continue to make available health care plans to various
categories of former employees and their family members for periods ran4ing
from 18 to 36 months. Those continuation of coverage. provisions were
attached to the reconciliation measure with virtually no Congressional
discussion.

Although the continuation of coverage under COBRA is made available at
the beneficiary's own expense, simply complying with COBRA is sn
administrative burden for many companies Moreover, the likelihood that those
individuals who are the most frequent users of health cars coverage will be
the most likely to continue that - .rich the commensurate increase in
insurance premiums due to the adverse selection - -belies the claim that COBRA
involves no cost to employers. The fact is COMA and other federal
coat-shirting to business have been a powerful incentive for companies to
discontinue or reduce health care or other employee benefits.

H.R. 2300

Now, the business community is faced with the worst-case scenario:
imposition of both state and federal piecemeal mandates. Despite assurances
to the contrary, H.R. 2100 is a 'mandated benefit measure for all practical
purposes. If company wants to provide health care coverage to its emp"oyees
on a tax deductible basis (and, as we noted earlier, most companies do), a
prescribed level of catastrophic ge must be included.

As practical matt- , most employers offering health coverage already

are providing the lel,' of catastrophic protection sought under H.R. 2300.
The Health Insurance Association of America reports that in 1984, 91 percent
of the individuals covered by commercial health plans had employee expense
limits of 82,000 or less That percentage is up from 79 percent of the

covered individuals in 1980.
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It seems fair for the business community to question the used for
legislation when most employees with health coverage protection already have
the protection targeted by this bill. One can assume that at least some of
the employees who do not have limit of $2,000 for out-of-pocket expenses dc

have same catastrophic coverage but with a higher stop-loss level. One can

also assume that at least some have more generous benefits in some other

respect. Clearly, some employees with health care coverage do not have any

catastrophic coverage. However, the previously cited Health Insurance
Association of America data shows that that group is small and getting

smaller A federal mandate hardly seems called for to solve the remaining

problem, especially since the exclusion of firms with fewer than 20 emplcyees
probably exempts moat of the underinsured without catestrophic coverage.

Our objection to this bill lies not primarily in its direct economic
impact, since relatively few businesses would be affected and its cost could
be absorbed through reductions of other benefits where needed. Rather, we are

concerned because the bill follows the precedent of COBRA and sets the stage

for a system of federally-dictated health plan provisions that overlap already

burdensome state directives. We have seen other recent evidence of this

trend. Before 03BRA even went into effect last year, the Acceaa to Health
Care Act legislation, H.R. 4742, was introduced, and this subcommittee held a
hearing on the bill which would have required business directly to pay for
four months of health coverage for former employees. That bill also would

have directed the atates to establish risk ols for the medically uninsurable
population, which would have been subsidized, in part, by employers. The

Chamber is very concerned about this piecemeal approach of federal
restrictions on health plane, which ere not being cousidered against the
brooder background of costly state mandated requirements.

Frankly, Congress is starting down a track of federalising health

insurance regulation and defining a mandated private national health insurance

plan. If that is the logical end point of this trend, let us confront and

debate it now, rather than getting there Piecemeal.

Finally, with regard to H.R. 2300, we note a great deal of concern with

the possible process by which the bill may be considered. The remarks
accompanying the introduction of the bill indicated that the intent of the
sponsors .11 to find an appropriate legislative vehicle t. which H.R. 2300 can

be attached. This suggests thet once again an important employee benefits

measure will become an appendage to more comprehensive bill, such as a

budget reconciliation measure. While we commend the subcommittee for holding
hearings on this bill today, we must state the Chamber's latesorical
opposition to this measure being included in some general comprehensive

legislation. Such a procedure does not permit the delibe ste, considered
judgment of Congress to be brought to bear on an important health policy

matter.

One of the biggest objections to COBRA that the Chamber has heard from
its members uses that their ability to affect the decision of their member of
Congreos on the issue was thwarted by the manner in which the measure was

considered.

If the purpose of H.R. 2300 is important enough to enact into law, than
we believe that it is important enough to have a .eparate mark-up by the full
Committee on Ways and Keane and the Committee on Finance and separate votes in
both houses of Congress, so that lawmakers and the public both are aware of

what is being considered.

Alternative Methods to Expand Catastrophic Illness Expense Protection

While the Chamber Is concerned about the method of extending
catastrophic coverage suggested by H.R. 2300, we share the subcommittee'
cower: over the lack of this type of coverage for many Americans.
Accordingly, we suggest a few alternatives.

First, for tha population under age 65 that has employer-sponsored

health coverage, but sot catastrophic coverage, there is seed for the

insurance industry to work more assrassively to offer insurance products that
will close that small but very real gap i age. For example, with better

e ducation os the importance of catastrophic expense per ietios, employers and

employees may be encouraged to forego other less critical forms of coverage is
favor of catastrophic protection, without making the coverage too expensive

for the employer to offer.
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Second, for tha working population without any health coverage, renewed
consideration must be given on how to provide protection against the soot
catastrophic financial expenses. One alternative might b, ..sited
preemption of state mandated benefit laws that would permit insurance products
to be sold that would prov_de just catastrophic coverage or basic coverage
plus a catastrophic feature and not the spate of other benefits required by
states. Such an insurance policy likely could be considerably more affordable
and substantially increase the likelihood that businesses not currently
providing coverage to employees might begin to do so.

Third, individuals who choose to forego health coverage must be
educated about the importance of obtaining it eitner through individual
insurance policies or from employers where it is available. For example,
younger individuals, such ae college students or those entering the work
force, may not perceive a need for health c v r g because of their excellent
health. They must be encouraged to obtain it, if they are able to do so.

Finally, as always, there is proper role for the public sector in
meeting the needs of those who are not covered either by employers or under
the options described above. Our health care system is a private /public
partnership. The Chamber strongly supports the private-sector approach to
financing and providing health care wherever possible. However, where
private-sector coverage is not practical--sucl. is for the unemployed
population --all of us as citizens share the responsibility for ensuring access
for the neediest. In the Chamber's perspective, adequate, but not exesaive,
expenditures on public programs are preferable to inequitable cost-shifting to
the business community that is already providing a substantial portion of
catastrophic protection.

Conclusion

Mandates at the federal and state level are costly and impede tto
flexibility that is needed to allow employers and employees to tailor a Lealth
plan that best serves their needs. A variety of options exists to encourage
the expansion of catastrophic expense protection for those with some health
care coverage and those lacking any cover.: Encouraging greater flexibility
in the types of coverage that can be offered - -rattier than imposing
restrictions on such coverage - -is most likely to expand employer-sponsored
coverage.

The Chamber stands ready to assist the subcommittee in addressing the
very important issue of catastrophic coverage for Americans of all ogee.
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Chairman STARK. Thank you.
Mr. Gradison?
Mr. GRADI8ON. Thank you, Mr. Chairman.
I would like to ask Mr. Patricelli's comments on the conclusion

of the first statement which we had today by Mr. Crandall of
American Airlines. In summary, he said, legislation prescribing
mandatory or employer-paid health benefits for employees and re-
tirees will accomplish four important objectives.

First, it will serve to keep responsibility for health care in the
private sector where it can be administered on the most cost effec-
tive basis.

Second, it will provide a more equitable distribution of health
costs.

Third, it will eliminate the practice of reducing benefits for com-
petitive reasons.

And, fourth, it ultimately will lower total health care costs as
more employers attach importance to maintaining the good health
of their employees.

Obviously, you have a contrary view, and I refer you back to this
in order to try to draw you out and see if we can highlight why you
disagree.

Mr. PATiumm Mr. Gradison, I won't attempt, unless you wish,
to comment on each of those, four points, but rather more broadly
on Mr. Crandall's view.

It seemed to meand I will do that in two respects. First, it
seemed to me that much of his testimony was based upon. a desire
by large employers in particular to see more of a level playing field
and a lack of cost shifting by what they perceive as a result of lack
of coverage by small employers, and we have within the chamber
health care council points of view in that direction as well.

I would say that the record is not clear on who is shifting to
whom. Clearly the larger part, I believe, of cost shifting to employ-
ers of all sizes comes from Government, not from internal incon-
sistencies in private coverage; and the cost shifting that comes
from the Medicare and Medicaid programs and the changing poli-
cies in that regard has probably exceeded the cost shifting associat-
ed with lack of coverage in the private sector.

Second, larger employers are now getting the advantage ofa va-
riety of cost containment techniques, particularly associated with
price bargaining with providers, hospitals and physicians, through
preferred provider organizations that are giving them discounts
that small employers by and large are not getting. And we see a
substantial amount there for provider cost shifting back to those
whu have less intrusive, shall I say, cost containment provisions,
particularly small employers. Su which way the net cost shifting
may play within the private sector is quite unclear to me.

The second point I would say about this general point of view on
mandating coverage for those employers who don't now offer it,
while there is an element of the business community which is con-
sidering this, typically they do so with some very strong caveats
that I would mention. And while this is not a U.S. Chamber point
of view, let me nevertheless state what some of those caveats are.

First, by and large, they don't trust the Congress in keeping the
minimum benefit level reasonably low. There has been, after all, a
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history of incremental additions to these kinds of things, and even
for large companies there is some real concern about that if Con-
gress got into this kind of p. w.

Second, they feel that any such a proposal has to be considered
in the light of preempting State benefit mandates. We can't have
both Federal and State systems, and we urge you to confront that
issue.

Third, all too often Congress has seen fit to exempt itself and
Federal employees from these kinds of mandates and other govern-
mental employees, and that needs to be terminated.

And, fourth, there is a very large problem associated with the
Medicaid program and no effort at mandates in the private sector
should be undertaken without at least consideration of what the
Government's responsibility is to that population.

Mr. GRADISON. Well, I have been struck in private meetings that
I have held with people from major corporationsmajor in the
sense of large employers with operations in many Stateshow they
really want to have the flexibility to have a uniform national plan.
Obviously, I think it is obvious they would prefer to do that on
their own without having Washington tell them how to do it, but
they don't want the States to tell them how to do it either, because
they don't want to have 50 separate plans covering a particular
employee group.

I was surprised by their response. I don't know how general this
view is, but the most interesting thing that I have heard recently
in this field is from employ`; 3 who say that they thought the Ken-
nedy bill made a lot of sense necause they believe that through cost
shifting they are paying not only the cost of their own employees,
employee's families and retirees, but for some portion of the rest of
the community through a combination of taxes and cost shifting.

They may be wrong about that, but I sense that perception and
that is why I asked you the question about Mr. Crandall's testimo-
ny. I am just surprised that there i.9 a consensus view within the
U.S. Chamber of Commerce since my conversations with employers
directly suggest that there is the kind of difference of opinion
within the business community that the hearing today suggests,
with Mr. Crandall representing a viewpoint which isn't just held by
American Airlines, and you are representing a point of view which
I am primarily hearing from smaller employers.

I am not trying to overdraw this. I am really trying to under-
stand it because when you say, you know, why do all this just to
bring in the 9 percent of people who would not be affected by my
billit is my view that we should be sending a signal to those who
are concerned about health care finance that we want to move
away from first dollar coverage and that our national strategy is
not to have national health insurance, which is generally thought
of as a first dollar strategy, and that we would like ,o have cove r-
age of a catastrophic nature for all groups in tile population leav-
ing a corridor for insurance to provide protection or for private sav-
ings up to that point where the catastrophic coverage begins.

The way I look at it is that we can begin with the elderly, elderly
acute, add the employed nonelderly and possibly some assistance to
voluntary risk pools, leaving that up to the States by providing
ERISA waivers if the States wish to move ahead, and then perhaps
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over the next year or two, try to think through the possibility of
some kind of a Medicaid buy-in, perhaps on a sliding scale related
to income, for most of the people that are left. The buy-in might
theoretically be a combination of Government funds, private funds
and employer funds, if there were an employer in the picture.

In other words, I am trying to think through a strategy that will
in time, without a uniform national Government-paid plan, provide
catastrophic protection for the whole population. And so what
looks like 9 percent seems to me to be a sound way to go.

It is *rue that we are getting into the area of the StateG, but that
is nothing new. We got into regulating employer-provided health
benefits from the moment we passed a nondiscrimination provision.
That is a very clear cut standard. We have changed it over the
years but we have had nondiscrimination standards for a long
time. fhe continuation benefits, which we put in a few years ago,
are an additional step in this direction.

It may be a wise or unwise policy, but I think it is difficult to
argue that we haven't taken the first stepfirst couple of steps ac-
tuallyin that direction.

I think that perhaps a third example, which may be slightly dif-
ferent, would be the requirement that for the working aged Medi-
care become secondary payor, which in effect requires private em-
ployers to pick up that share of the cost for their elderly workers.

You have explained you. points wed. I really am not trying to
comment at the length that I just did for argumentative purposes. I
am trying to think this through. If you have further com-
ments, I would welcome them, although I have to say I think you
have covered the issues quite well already.

Mr. PATRICELLI. Well, I might just respond in two brief ways.
First, the issue of simplifying the mandate picture is separate from
whether the Federal Government ought to enact its own set of
mandates. If this committee had a bill that wanted to preempt
State mandates, as indeed ERISA does for self-insured plans, I
think there would be large elements of the business community
that would be very interested in that.

I guess our concern is that you shouldn't do both. You shouldn't
start down both, or permit boat tracks to be trod.

The second point is, I would note that in the prepared testimony,
on page 7, we do propose an approach of preempting in a limited
fashion State benefit mandates so that employers of all sizes could
offer a kind of bare-bones catastrophic package, and I think that
would significantly expand private insurance protection in a volun-
tary way right now where the overlapping mandates in many
States is very difficult to get kind of bare-bones package out that
small employers might find affordable.

Mr. GRADISON. This is the point covered on page 7 of your testi-
mony. Very good. Thank you so much.

Mr. PATRICELLI. Thank you, sir.
Mr. GRADISON. And thank you, Mr. Chairman. I appreciate it.
Chairman STARK. Mr. Coyne?
Mr. COYNE. Nothing.
Chairman STARK. Mr. Moody?
Mr. MOODY. No questions.
Chairman STARK. Mr. Donnelly?
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Mr. DONNELLY. Mr. Patricelli, I am sorry I missed your presenta-
tion. You are an expert in the field and you are chairman of the
committee at the chamber that keeps an eye on health care policy.

I guess my question is this constant talk of expanding health
care for the American people. Very little talk about cost contain-
ment. The enormous increases in the cc A of hospitalization, physi-
cian fees, et cetera.

Does the chamber have, or do you have, any personal observa-
tions or opinions about how we ought to be dealing with this in-
creasing cost of health care? I mean, it seems to me at the same
time we talk about expansion, we ought to be talking about cost
containment. That is in the Government interest, and it is in the
private sector interest. You people are paying those premiums just
like we are pumping the money out of the trust fund.

Can you enlighten the committee on some recommendations or
does the chamber have a specific set of recommendations on cost
containment?

Mr. PATRICELLI. We touch on it in part in our Medicare policy,
but let me respond, I hope not to randomly, to your excellent point,
Mr. Donnelly. I, personally, believe that we are spending too much
for the health care that we are getting in this country, but that we
may end up spending in actual dollars more in the future for
better health care.

Now a great deal of the expenditures, as much as a q'iarter to a
third of what is spent on health care by both the Government and
the private sector is for procedures, both diagnostic and treatment
procedures, that have no scientific basis.

Mr. DONNELLY. For example?
Mr. PATRICELLI. Oh, for many years there was a particular drug

treatment of cataracts in the e-eof glaucoma in the eye that had
never been field-tested through clinical trials in an appropriate
fashion, and it was finally disproven after a decade of high expend-
iture. Or researchers at Duke have shown that PAP smears given
once every year for most women are cost ineffective. That you get
99 percent of the benefit at a third of the cost if you do it every
three years.

The point I am making is that there are tens, maybe a hundred
billion dollars worth of spending that is going on for procedures
which are not efficacious, and if we could get a handle on some of
that there would be more than enough money in the system to do
whatever people wanted to do.

This is, by the way, a problem that the Congress to my knowl-
edge hasn't much gotten into or investigated. I, for one, on the
other hand, am not particularly troubled by the rise in the amount
of GNP that is going to health care spending. I don't know whether
it ought to be 10.7 or 11.5 or 12 percent. The question is are we
getting value for that? It may be that higher levels of health care
spending produce benefits in terms of longevity and general well-
being that perfectly justify that.

So within that broad parameter, what about cost containment?
We have within the chamber said that it ought to be possible for
the same cost containment techniques that are used in private cov-
erage to be applicable to the Medicare program and to be adminis-
tered on a consistent basis within the private s' for so that a com-
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pany can administer its retiree benefits and expect to have Medi-
care using the same kind of cost containment features. And I could
go into detail on that, but that is a particular for you.

By and large, the private sector has led the Government in the
application of cost containment features with the exception of the
DRG system.

Mr. DONNELLY. Thank you, Mr. Chairman.
Chairman STARK. Mr. Moody?
Mr. MOODY. Just briefly.
Mr. Patrice lli, do you feel that the nontaxable treatment of

health fringe benefits reduces incentives for cost containment? Let
me reverse the question.

If employees had to pay some tax for in-kind income such as em-
ployer-paid fringe benefits for health, if they had to consider that
at least in some part as taxable income, above some threshold, do
you think employees and their representatives as well as em-loyers
might be more cost conscious than ;hey are today?

you think there would be a cost containment side effect of
that tax change if one were ever enacted?

Mr. PATRICELLI. I don't really, Mr. Moody. I, in years past,
thought about that a lot and I think it is a proposal that can per-
fectly well be considered from a revenue-raising point of view, but I
found its cost containment impacts to be negligible. Most private
insurance coverage is now not first dollar coverage. That is a
change from just 10 years ago, and it is moving away from first
dollar coverage with the imposition of deductibles and copayments.
And those point of service charges are what can have some cost
containment effect. But a once a year deal with the Federal Gov-
ernment around your tax return doesn't seem to me to motivate
people to constrain unnecessary medical utilization.

Moreover, Mr. Moody, I have found it difficult in my own mind
to imagine why the Congress would went to tax one kind of em-
ployee benefit and not another, especially when the employee-bene-
fit world is moving toward what is called flexible benefits or cafete-
ria plans where employers are saying we will put so much money
on the table, you decide within certain limits how you want to
spend it. Having a tax policy associated with one slice of that pie is
inconsistent with what is happening out there in the real world.

Mr. MOODY. I wasn't actually asking whether or not we should
only tax health. I am just saying insofar as we tax health and
maybe other benefits as well, are employees going to say, wait a
minute, I have got to pay a certain fraction of this now because of
the new tax treatment, and I want to make sure I am getting the
best possible buy for my buck? You don't see that as an influence,
do vou?

Mr. PATRICELLI. I really don't. I think any employee doesn't have
to be an economist to know that he is better off having the employ-
er paying his health insurance premiums even if some portion of
that premium is taxable to him at a 28 or 30 percent-38 percent
rate. He is better off, isn't he?

Mr. MOODY. Of course. That is not the issue. I am saying, if we
have made that threshold decision as we almost did or started to
make in the 1986 tax package, that there will be some fraction of
some threshold that is taxable. If that were behind us, do you think
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after that point the employee would say not, "Yes, I was better off
before." Of course he was. But I am saying, having that be hind us,
would the employee or his representative say, "Hey, let us Lot look
for the Cadillac version here, let us look for the Ford or the Val-
iant or the Plymouth version here, because this is now costing us
something every April 15." The more expensive it goes, then their
fraction which is caTcable goes up, so it seems to ne that the com-
mentary in this field has been that this will mak employers more
sensitive. So it is an empirical question. But you ski you don't
think so?

Mr. PATRICELLI. Well, let us take a hypothetical. If an employee
were I eceiving $3,000 worth of health care coverage and the ceiling
for tax-free treatment was $2,500, wouldn't he still want to have
the en plo.,er pay for that extra $500, even though it was taxable to
him, because that is better off than him paying for it out of pocket?

Mr. ,MOODY. Well, of course. That is not what I am asking you. I
am not asking you anything about that.

Mr. PATRICELLI. Oh, I am sorry.
Mr. blooms. Of course he would like to have the employer pay

anythir. g. But suppose he had to pay tax now on $500 as opposed to
not paying taxes on $500. If ths law were changed to make him pay
some tex on that $500, wc,uld he put more pressure on his repre-
sentath es or on the employers to shop for a more economical plan,
do more cost comparisons), to look for less of a Cadillac version in
the hea th care package of the plan they selected?

Mr. F ATRICELLI. I don't think it would, Mr. Moody, but I would
argue that that is nee the approach to cost containment that has
been used and would likely work in the private sector. I think what
is being done by way of preferred provider arrangements and pre-
certification techniques and discount purchasing and all these
other things that are going on in the competitive sector haveand
prospective payment that you have initiated at this committee
levelthose are better approaches than trying to come up with
some wimber that is the right number for health care coverage.

Mr. Moomr. I guess I am just not making myself clear. Those are
wonderful. It is not either/or. But I think we all would agree the
general proposition is if something costs you something you are
more careful about the price level that is being spent.

Mr. PATRICELLI. Well, why wouldn't you take that approach to
group life insurance, disability insurance, pension benefits and ev-
erything else? Why say that a -grtain amount of health insurance
is too much but not a certain amount of pension coverage?

Mr. MOODY. I am not saying any of that. I am not saying any-
thing is too much. I am only asking you, if the employee feels some
of the price of the package in any field, for any benefit you might
name, if he feels some of the price through the Tax Code as well as
anything else, is he going to be moreis he going to ask for a more
efficacious, cost effective program? That is all I am asking.

And you are saying no. It sort defies the business rules of prin-
ciple and the whole supply side concept that incentives matter,
prices matter, people make judgments to contain costs if they feel
the cost, and if they don't feel the cost, they don't.
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I am askink, you, if they feel the cost in one more way, I am sug-
gesting, would this make a difference? .1,u are saying no. If that is
what you are saying, _ae.

Mr. PATRICELLI. I am aaving trouble eve'. understanding how it
could make a difference. Even if the employee were taxed on that
$500 I was talking about, he is getting, let's say, 70 percent of the
benefit of it. Why wouldn't he rather nave that?

Mr. MOODY. Of course he would rather have that than nothing.
The question is, if he is taxed on $500 and the next year it goes to
$800 .aid then $1,200 because of lack of cost ontainment inside the
program, is he going to say, "Hey, wait a minute; my tax is going
up because we don't have a very effectivP cost containment effort?
We are not price shopping hard enough here. My tax has gone up
now; I had a $500 addition to my AGI last year, now it is $800, and
this year I see it is going to go to $1,200. Is that going to raise his
interest in keeping health costs down? That is my question. Not
whether or not he would be better being untaxed. 01 course he
would be better off being untaxed. That is not my question.

Mr. PATRICELLI. Well, I won't pursue it, but it doesn't strike me
as a logical conclusion by the employee, nor do I think the system
would be particularly administrable by you because there would be
great difficulty in knowing what an appropriate cap level ought to
be and what are the forces for inflation and are they good or bad.

Mr. MOODY. I give up. Thanks.
Mr. PATRICELLI. I am sorry I can't agree with you, sir.
Chairman STARK. Mr. Patricelli, did the U.S. Chamber st. 0,,ort

the State risk pools proposal we introduced last year?
Mr. PATRICELLI It did not in 1986, Mr. Chairman, but there i^

some language that has been very recently adopted by the IT
Cnamber board ithin the lePt month that represents new polu,
in that regard, 8.1.1 I would be happy to submit that for the record
and -ead it to you. It is two sentences. If you would like.

C}ia:rman STARK. What you are suggesting is that they now sup-
port it?

Mr. PATRICELLI. They Exe supportive of narrowly targeted risk
pools at the State level which are constrained to tne medically un-
insurable and the subsidies for which, to the extent necessary, art.
spread over ; 3 broadest possible base including general revenues.

Chairmen STARK. They come kicking and screaming into the
20th century, don't they?

Did the chamber support the Gramm-Rudman proposals?
Mr. PATRICELLI. YE we did.
Chairman STARK. And you are now complaining about the proc-

ess ender which we legislate?
PATRICELLI. Yes, Mr. Chairan. I think there are certain

major policy issues that should be dealt with through full debate
rather than through rider to "must" bills, even tliougl. I recognize
that from the point of view of getting them through there is a sore
temptation to have them.

Chairman STARK. How dogs that wash with Gramm-Rudman and
sequestering?

Mr. PATRICELLI. Well, I am not enough of a legislative expert to
know where the inconsistency may be.

Mr. MOODY. Will the chairman yield?
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Chairman STARE. Be glad to.
Mr. MOODY. Does the chamber support a balanced budget amp id-

ment to the Constitution?
Mr. PATPICELLI. I will have to defer to Mr. Klein.
Mr. KLEIN. Yes, sir.
Mr. MOODY. Do you agree with the commentary that many ob-

servers have offered that if we do that, you will see a proPferation
of mandated benefits pushed off onto the private sector? That a
balanced budget at the Federal level will encourage , lot of legisla-
tion to force the private sector to do things the Go, rnmcnt can't
affurd to do under a balanced budget amendment?

Mr. PATRICELLI. That could happen, Mr. Moody, but it need not
happen. One would hope that the Government could manage its
budget in such a way as not to have to transfer costs to the private
sector.

Mr. MOODY. One could hope, bu I think you would agree that
there hqs been a lot of objective commentary that this was what, in
fact, will probably result. Political pressures being what they are to
cover people here and cover people there, it will be very tempting
to mandate benefits if we have a balanced budget amendment.

Chairman STARK. Thank you very much, gentlemen.
[Whereupon, at 11:44 a.m., the hearing was adjourned.]
[Submissions for the record follow:]
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STATEMENT OF W. RANDALL RAWSON
DIRECTOR OF GOVERNMENTAL RELATIONS
AMERICAN CHIROPRACTIC ASSOCIATION

SUBCOMMITTEE ON HEALTH, HOUSE WAYS & MEANS COMMITTEE

ON

INSURANCE PROTECTION FOR INDIVIDUALS UNDER AGE 65

My name is W. Randal Rawson. As its DirJctor of Governmental Relations,
I submit this statement on behalf of the American Chiropractic Association,
which represents over 16,000 practicing doctors of chiropractic nationwide.

Mr. Chairman, the American Chiropractic Association strongly supports the
concept of mandated health insurance and efforts to enact iegirlation expand-
ing access to health insurance to millions of additional American: In so
doing, however, we want to call to your attention an existing problem regard-
ing the manner in which ERISA impacts the rights of the health-care consumer,
in the hope of avoiding the inadvertent creation of a similar problem by what-
ever final legislation might come from these hearings.

The issue pertains to a beneficiary's freedom to choose the health-care
provider of his or her choice; the problem is the federal preemption of state
laws which guarantee this freedom.

We know, Mr. Ln.lrman, that you are personally familiar with this issue
and we deeply appreciate the fact that you were the prime sponsor of legis-
lation in the House during the 99th Congress proposing to resolve the impact
of ERISA's preemption of state insurance equality laws. Although the issue
as it specifically pertains to ERISA is not yet resolved, it is important, we
are sure you agree, to avoid legislating identical preemptive measures in fu-
ture legislation and equaly as important that mandated health insurance bills
contain a position statement as tc health consumer freedom of choice.

For the information of the sutcommittee, so-called insurance equality
laws have been enacted in 44 states (a list is attached for your ready re-
ference). These state statutes guarantee a health care consumer's right to
select a licensed practitioner of her or his choice to render needed health-
care under policies of insurance sold within those -tates. In some instances,
these statutes actually mandate certain benefits which must be offered by in-
surance companies doing business in the state.

Insurance equality laws protect the health-care consumer's right to choose.
They "level the playing field", if you will, by assuring that the consumer has
access, under health benefit plans, Lc the widest array of qualified, licensed
health-care providers for the treatment of health conditions, without consider-
ation as to which pro.ider's services are or are not reimbursed under any given
pIar. Aside from the nro6ection of patient's rights, such state statutes are
an important component in insuring competition in ',he health-care delivery sys-
tem. In medically nderserved areas they assure J consumer's access to quality
care, where otherw se it might not be available.

It is vital hat any legislation which seeks to expand health insurance
coverage to those presently without coverage recognizes the importance of state
insurance equality laws and maintains such state regulation of all iealth bene-
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fit plans -- including self-insured plans. This can be accomplished by the
inclusion of legislative language similar to the following:

No provision of this Act shall be con-
strued as limiting or preempting a pro-
vision of state law which requires that

any health benefit plan must grant to a
beneficiary the right to rec ve any
health benefits from the healo, erovider
of his or her choice."

An alternative approach would be the inclusion of language
providing federal guarantees of -eedom of choice, similar to those
provided by state law, as follows:

"Any health benefit plan cescribed by
this Act shall not deny reimbursement for
the care of any health confition covered
under such a plan whirl .s provided by a
health care practitioner who is licensed
by the state in which the care is per-
formed and who is acting within the scope
of that license."

The point is that the several states have taken action to assure patient
freedom of choice of health-care provider. Although such state laws are con-
sistent with the time-honored rights of the states to reolate insurance,
attempts to insure patient freedom of choice through state law have been frus
trated by legislative fiat in the past, most specifically through the Employee
Retirement Income Security Act of 1974 (ERISA).

ERISA includes a clause (Section 514) that allows States to continue to
exercise regulatory authority over the "business of insurance", but preempts
states from classifying employee health benefit plans as insurance. This
clause has been interpreted in such a way as to allow -.1f-insured health
plans to be exempted from state laws pertaining to freedom of choice of health-
care provider, mandated benefits, state premium taxes and reserve require-
ments for unpaid and unreported claims.

Therefore, in any quest for national uniformity, federal mandated health
insurance legislation must guard against an ERISA-type preemption of state
law. Otherwise, affirmative goals such as freedom of choice of health-care
provider will be significantly compromised, with the primary victim being the
very beneficiary for whom we are all trying to provide minimum .evels of -.are.

The preservation of this patient right does not require mandating any
specific new benefits or services, or mandating that any paicular health-
care practitioner be the sole provider of any specific service. Quite the
contrary, a small legislative step :ike that which we recommend, cpcis up the
health-care delivery system, injects competition, aid maker the conscier's
well-i, ing tte arbiter of health-care decisions.

Although well-intentioned, too many times federal health-care programs
it the provision of services to select classes of practitioners. Please

remember that the generic term "physician" or "doctor" is not always auto-
matically inclusive of all practitioners capable of performing covered -er-
vices -- it may, in fact, statutorily limit whom a patient may see and from
whom a patient may receive reimbursable services.

The states have recognized this fact, and, although the ERISA preemption
problem still exists, we would hate to see expanded-access legislation exacer-
bate tta problem by further limiting the extent to which state law may prevail.
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STATE INSURANCE EQUALITY LAWS (Revised May 22, 1986)

* Alabama

Arkansas

* Arizona

California

Colorado

Connecticut

Delaware

+ Florida

Georgia

* Illinois

* Indiana *4

Iowa ***

* Kansas

Kentucky ***

Louisiana

* Maine North Dakota *

Maryland Ohio

* Massachusetts * Oklahoma

Michigan * Pennsylvania

* Minnesota kh3de Island

* Mississippi South Carolina **

* Missouri South Dakota

Montana * Tennessee

Nebraska Texas

Nevada Utah

New Hampshire Virginia ++

* New Jersey Washington

* New M tico * West Virginia

* New York Wyoming

North Carolina

Language of statute includes insurance policies and health care

contracts

Rider only required

+ Includes self-insurers ++ Includes PPOs *** Includ.s HMOs
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AMERICAN MEDICAL ASSOCIATION

515NORTH DEA BORN STREET CHICAGO ILLINOIS 60610 PHONE(312)645-S000 TAG 910 -221 -0300

JAMESH SAMMONS M D
Nostra Resident
(6454300)

The Honorable Fortney H. Stark
Chairman
Subcommittee on Health
Committee on Ways and Means
United States House of Representatives
Washington, D.C. 20515

Dear Chairman Stark:

May 15, 1987

RE: Catastrophic Health Coverage for
individuals Under Agc 65 May 12,
1987 He.ring of the Health
Subcommittee of the Ways and Meana
Committee

The American Medical Association takes this opportunity to submit comments
concerning the important issue of catastrophic coverage for the health needs of
individuals under age 65. We request that this letter be included in the record of
cne May 12, 1987 hearing held by the SO 'ommittee on Health. A copy of ocr
recommendations for catastrophic health insurance coverage is included Witt this
letter, and we request that it also be included in the hearing record.

In recent months, considerable attention has been focused on catastrophic
coverage for the health care seeds of the elderly. While this attention is
appropriate, the catastrophic coverage needs of the under age 65 populatlo. should
not be ignored. People in this age group also experience chronic and acute health
problems that could result in catastrophic losses without adequate aealtn insurance
protection.

For many years, the AMA has advocated that catastrophic health care (overage
should be included as part of a package of minimum benefits in all health insurance
plcms. Such catastrophic coverage can of tea be provided at relatively small
additional cost. In addition, even though the vast majority of persons would 'laver
actually use the catastrophic benefit, its mere existence would provide vital piece
,f mind.

In discussing catastrophic coverage, it Is important to keep in mind that what
constitutes a catastrophic expense varies from person to person -- based on
individual financial resources. An expense that clearly would be catastrophic to a
person with a minimum wage job might be easily manageable for an individual with a
more substantial income.
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The AMA. believes strongly that adequate health insurance, including
catastrophic coverage, should be furnished through the employment setting. Suchcoverage can and should be encouraged by limiting

one tax cteductihility of employer
health plan benefit costs only to those employers who furnish health plans that
provide such coverage and who participate in a statewide risk pooling program.Participation in risk pools should be seen ac a vital element in assuring tate -atrophic health care coverage for the under age 65 population. Risk pools have thepotential to make basic health insurance,

including catastrophic coverage,
available at a reasonable cost for persons who are uninsured, underinsured oruninsurable.

While risk pools have been established in
twelve states, the current exclusion

under the Employee Retiremeut Income
Security Act (ERISA) of self-insured plansfrom state regulation has created

an insurmountable impediment to the establishment
of effective state risk pools. We strongly urge appropriate amendsents to ERISAthat would allow states to regulate self-insured

health plans for the purpose of
requiring them to comply with state

laws, including those requiring risk pools.

Workers who are laid off should have the
opportunity to maintain employment-

based health insurenle for at least several
months after their termination if they

continue to pay the lame portion of the
insurance premium they paid while

esployed. In additic,. we support the recently enacted legislation, P.L. 99-272,
that requires employer to spice group rate coverage available for terminated
workers at the worker's sole expense for an additional 18 months,

Catastrophic coverage for low-income persons who lack employment-based
coverage and who do not qualify for Medicaid should be provided through vouchers
for the purchase of private health insurarce.

We will be pleased to work with you on this important issue of mutual concern.

JHS/jmj
3050p

Sincerely,

AfeIMArrlhal.. 4 ' I.
James H. Sammons, M.D.
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Catastrophic Health Insurance Coverage: AMA Recommendations

I. Medicare Elderly

The following recommendations concerning Medicare are intended to be

short-teem pending long -term structural modifications of the Medicare

program necessary in order to stave off its otherwise inevitable fiscal

bankruptcy.

A. Acute Care - Private Sector

Catastrophic coverage preferably should be provided through
private insurance rather than under a government program.

The Baucus Amendment (Section 1882 o! the Socha Security
Act), which specifies requirements for Medicare supplemental
coverage, should be materially strengthened to assure

meaningful coverage:

-- insurers should offer full coverage policies that include

stop-loss provision limiting the insured's liability to

a specified amount, and offer a "catastrophic only"

coverage option.

Vouchers or tax credits should be used to help the 15% to 20%

of the elderly who have neither Medigap nor Medicaid coverage
to pay the premiums for private Medigap policies that include

catastrophic protection.

B. Acute Care - Public Sector

In the event that the private insurance industry does not
respond to offer satisfactory catastrophic coverage, then an
expansion of Medicare should be considered with the following

principles:

All Medicare beneficiaries should participate in catastrophic

coverage!

Coverage should be limited to acute care costs and benefits
provided ghoul' be funded through new revenues; and

The program should provide means-testing tnrough a
combination of a means-related additional premium fo= all
bens' riaries, topayments scaling the out-of-pocket expense
limit to a beneficiary's income anC resources, and a tax on a
portion of the actuarial value of Medicare benefits.

C. Yong -Term Care (Private Sector Coverage)

Personal savings to pay the cost of long-term care should be
encouraged in the following ways:
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- 2 -

(1) by permitting tax deductible contributions to an
Individual Medical Account; and

(2) by allowing tax-free withdrawal of Individual Retirement
Account funds for any long-ter care expense.

In order to stimulate the private market for long-ter care
insurance, a refundable tax credit should be allowed for
long-term care insurance premiums.

Barriers to prefunding long -ten care benefits provided by
employers to retirees should be removed.

II. Working Population

Adequate health insurance providing specified minimum benefits, including
catastrophic coverage, should be furnished in the employment setting.
Such coverage should be encouraged by limi%Ing the tax deductibility of
employer health insurance premiums only to employers

-- who furnish health plane that provide the specified adequate
benefits and catastrophic coverage, and

-- who also participate in a statewide risk pooling program.

The development of a statewide risk pooling program is essential to mace
coverage available to high-risk individuals, uninsured and underinsured
individuals and small employers. All insurers, including the self-
insured, aLould be required co participate in such pools. Neessary
amendments tr RRISA should be made in order for the State to create
effective pools.

III. Medicaid and Ater Poor

State Medicaid program should provide uniform benefits to afford
comprehensive protection including catastrophic coverage, with fell "wrap
around" coverage for the Medicare eligibles. Access to a wide range of
provider and physicians should be assured through equitable reimbursement
levels.

Catastrophic coverage for low-income persons without employment-based
coverage and who do not qualify for Medicaid' should be provided either
through vouchers for private insurance or a Medicaid program expanded to
cover those in need.
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STATEMENT OF

THE ERISA INDUSTRY COMMITTEE

ON

H.R. 2300

A BILL TO REQUIRE HEALTH PLANS OFFERED BY EMPLOYERS
TO HAVE CATASTROPHIC COVERAGE

SUBMITTED TO THE COMMITTEE ON MAYS AND MEANS

SUBCOMMITTEE ON HEALTH

MAY 12, 1987

HEARING ON

CATASTROPHIC HEALTH EXPENSES FOR INDIVIDUALS UNDER AGE 65

THE SUBCOMMITTEE ON HEALTH OF THE COMMITTEE UN WAYS AND
MEANS WILL SOON BE ASKED TO CONSIDER ENACTMENT OF A BILL, H.R.
2300, WHICH WOULD MANDATE THAT EMPLOYERS WHO PROVIDE HEALTH
(OVERAGE TO THEIR EMPLOYEES INCLUDE IN THEIR HEALTH PLANS
SPECIFIC OUT-OF-POCKET LIMITS OF maw FOR Af INDIVIDUAL AND
$3500 FOR A FAMILY. THE BILL WOULD NOT APPLY tO EMPLOYERS OF
FEWER THAN 20 EMPLOYEES; NOR WOULD IT APPLY TO ZmPLOYERS WHO DO
NOT PROVIDE HEALTH COVERAGE FOR THEIR WORKERS.

THE ERISA INDUSTRY COMMITTEE (ERIC) IS AN ASSOCIATION OF
MORE THAN 100 OF THE NATION'S LARGEST EMPLOYERS CONCERNED WITH
NATIONAL RETIREMENT AND EMPLOYEE BENEFIT ISSUES. ERIC MEMBER
COMPANIES SPONSOR PENSION, SAVINGS, HEALTH AND OTHER BENEFIT
PLANS COVERING OVER EIGHT MILLION WORKERS AND THEIR FAMILIES.

WE BELIEVE H.R. 2300 WILL HAVE MAJOR AND SOR,RISINGLY
ADVERSE CONSEQUENCES ON HEALTH CARE DELIVERY THROUGH EMPLOYER -
SPONSORED PLANS. IMPOSING SPECIFIC PLAN DESIGNS ON THOUSANDS OF
DIVERSE EMPLOYER-SPONSORED HEALTH PLANS IS AN ENTIRELY DIFFERENT
MATTER FROm SETTING SPECIFIC LIMITS WITHIN THE MEDICARE PROGRAM.
Ab ILLUSTRATED BELOW, MANY EMPLOYERS MAY BE FORCED TO CHANGE THE
DESIGN OF THEIR HEALTH BENEFITS IN WAYS THAT IMPACT ADVERSELY ON
BOTH THE PLAN BENEFICIARIES AND THE EMPLOYERS. THOSE CHANGES MAT
FAR OUTWEIGH ANY CATASTROPHIC BENEFIT IMPROVEMENTS.

WE STRONGLY URGE TIIAT THE COMMITTEE NOT APPROVE H.R. 2300.

EMPLOYER-SPONSORED HEALfri PLANS COVER SOME 132 MILLION
AMERICANS UNDER THE AGE OF 65. PLANS SPONSORED BY ERIC COMPANIES
ALONE COVER APPROXIMATELY 20-25 MILLION INDIVIDUALS. NE SHARE
THE CONCERN OF CONSRESS ABOUT INDIVIDUALS WHO DO NOT HAVE Hr..NTH
COVERAGE OR WHOSE HEALTH COVERAGE IS INADEQUATE, AND WE HP4E A
STRONG INTEREST IN SEEKING WORKABLE SOLUTIONS.

TO THAT END, ERIC STAFF AND ITS MEMBERS ARE CURRENTLY
WORKING WITH CONGRESSIONAL STAFF TO DEVELOP COMPREHENSIVE MEANS
OF MAKING AFFORDABLE HEtETH CARE COVERAGE AVAILABLE TO THOSE WHO
ARE UNCOVERED. WE APPRECIATE THIS OPPORTUNITY TO WORK WITH THE
SUBCOMMITTEE UN HEALTH.

9 2
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WE HAVE CAREFULLY REVIEWED H.R. 2300 AND HAVE THE FOLLCWIN6
OBJECTIONS:

1. H.R. 2300 FAILS TO ADDRESS THE PROBLEM OF THE 30 TO 37
MILLION AMERICANS WHO CURRENTLY ARE WITHOUT HEALTH CARE COVERAGE.
INSTEAU IT IMPOSES SPECIFIC PLAN DESIGN REQUIREMENTS ONLY ON
EMPLOYERS ALREADY PkUVIDING HEALTH COVERAGE FO THEIR EMPLOYEES.

THIS LEGISLATION SETS A PRECEDENT OF SPORADIC FEDERAL
INTERFERENCE WITH PLAN DESIGN. THERE IS ALREADY A PATCHWORK OF
OVER ,,,30 SEPARATE AND INCONSONANT MANDATED BENEFIT LAWS IN THE
STATES, INCLUDING NUMEROUS CONTINUATION COVERAGE AND CATASTROPHIC
COVERAGE REQUIREMENTS. OVER THE PAST DECADE, AS STATES ENACTED
MORE MANDATED BENEFIT LAWS, Ah INCREASING NUMBER OF EMPLOYERS
RESPONDED BY CREATING SELF-FUNDED PLANS TO PROVIDE THE BENEFITS
THEIR EMPLOYEES NEEDED. THESE PLANS ARE PREEMPTED FROM STATE
MANDATES UNUER ERISA, INDEED, THE EXCESSIVE BURDENS IMPOSED BY
MANDATED BENEFITS HAVE LED AT LEAST FIVE STATES (ARIZONA,
NEBRASKA, OREGON, PENNSYLVANIA, AND WASHINGTON) TO ADOPT BENEFIT
EVALUATION MECHANISMS TO ASSESS THE COST/BENEFIT TRADE-OFFS OF
STATE MANDATED HEALTH BENEFITS BEFORE THEY CAN BE ENACTED.

INSTEAD OF INCREASING COVERAGE UNDER EMPLOYER HEALTH
PLANS, PASSAGE OF H.R. 2300, AND THE DOOR IT OPENS TO OTHER
MANDATED LIENEFITS LEGISLATION, WILL CAUSE OVERALL HEALTH COVERAGE
UNDER EMPLOYER PLANS TO DECREASE.

2. IT IS UNCLEAR HOW MANY INDIVIDUALS ACTUALLY WOULD BE
TARGETED BY THE LEGISLATION: THE EXPLANATION ACCOMPANYING THE
bILL (SEE (4/1fg:LESILIAALKLQ$D, MAY 6, 1987, PAGES E 1775-6)
CITES AN HHS STATISTIC THAT 7-10 MILLIO!. AMERICANS WITH HEALTH
COVEkAGE ARE "UNDEkINSURED". HOWEVER, ONLY A PORTION OF THESE
WOULD BE AFFECTED BY THIS LEGISLATION SINCE EMPLOYERS WITH FEWER
THAN 20 EMPLOYEES ARE EXEMPT FROM THE BILL.

NOR IS A SPECIFIC DEFINITION OF "UNDERINSURED" PROVIDED
SO THAT CONGkESS AND EMPLOYERS CAN DETERMINE WHETHER A
CATASTROPHIC LIMIT SUCH AS THAT ENVISIONED IN THIS BILL HAVE A
MATERIAL EFFECT ON THESE INUIVIDUALS.

THE INCREASED PREMIUM COSTS TO EMPLOYEES IN SOME PLANS
MAY CAUSE SOME WORKEkS TO DROP THEIR CURRENT COVERAGE. ESTIMATES
SHOULU BE PROVIDED OF THE NUMBERS OF EMPLOYEES EXPECTED TO DROP
COVERAGE UNDEk THEIR EMPLOYER PLAN.

IN SUMMARY, BETTER ESTIMATES SHOULD BE PROVIDED OF THE
ACTUAL NUMBER OF INDIVIDUALS WHOSE COVERAGE WOULD BE MATERIALLY
CHANGED .Y THIS PROVISION.

3. SEC. 2(C) OF H,'. 2300 INCLUDES A PROVISION WHICH
STATES THAT A GIOUP HEALTH PLAN WILL MEET THE REQUIREMENTS OF THE
BILL ONLY IF:

"(6) THE PLAN DOES NOT CANCEL OR
DIFFERENTIATE IN COVERAGE OF A COVERED
INUIVIDUAL OR COVERED FAMILY MEMBEk FOR ANY
REASON RELATING TO THE HEALTH STATUS OR
ACTIONS OF THE COVERED EMPLOYEE OR MEMBER,
OTHEk THAN FAILURE TO PAY THE PREMIUM,"

THIS PARAGRAft APPEARS 10 "AVE SEVERAL FAR-REACHING CONSEQUENCES
WHICH EXCEED THE STATED LIMITED PURPOSE OF THE LEGISLATION:

A. SUBPARAGRAPH (B) APPEARS TO PRECLUDE PLANS FROM
NOT COVERING PRE-EXISTING CONDITIONS. TH'S WOULO b" A "RAMATIC
AND POTENTIALLY EXPENSIVE CHANGE IN PLANS WHICH CURRLICLY HAVE
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PRE - EXITING CONDITION LIMITATIONS, AND WOULD BE A MAJOR
ADDITIONAL PLAN REQUIREMENT BEYOND THE OUT-OF-POCKET LIMITS WHICH
ARE THE FOCAL POINT OF THE LEGISLATION.

B. SUBPARAGRAPH (B) APPEARS TO PRECLUDE PLANS FROM
ESTABLISHING DIFFERING LEVELS OF COPAYMENT OR DEDUCTIBLES FOR
DIFFERENT HEALTH PROBLEMS. FOR EXAMPLE, MANY PLANS IMPOSE LIMITS
Uk GREATER CO-PAYMENTS ON MENTAL HEALTH OR SUBSTANCE ABUSE
CONDITIONS. MANY PLANS WOULD THEREBY HAVE TO REDUCE OVERALL
COVERAGES TO COUNTERBALANCE THE REQUIREMENTS OF THIS BILL.

C. SUBPARAGRAPH (B) ALSO APPEARS TO PRECLUDE PLANS
FROM ESTABLISHING DIFFERING LEVELS OF COPAYMENT OR DEDUCTIBLES IF
AN EMPLOYEE DOES NOT FOLLOW COST CONTAINMENT OR MANAGED CARE
PROCEDURES IN THE PLAN. FOR EXAMPLE, MANY PLANS IMPOSE PENALTIES
IN THE FORM OF HIGHER DEOUCTIBLES UR COPAYMENTS IF THE COVERED
INDIVIDUAL FAILS TO SECURE A SECOND OPINION FOR CERTAIN SURGICAL
PROCEDURES, FAILS TO SECURE PRE- OR POST-ADMISSION CERTIFICATION
FOR HOSPITALIZATION, FAILS TO RECEIVE TREATMENT AS AN OUTPATIENT
INSTEAD OF AN IN PATIENT, OR FAILS TO USE THE PLAN'S PPO.

IN AODITION, UNDER THIS PROVISION, THE PLAN MAY
NOT BE ABLE TU PROVIDE FOR PAYMENT TO BE WITHHELD IF THE COVERED
INDIVIDUAL WAS SUSPECTED OF SUBMITTING FRAUDULENT CLAIMS OR
OTHERWISE VIOLATING PLAN PROCEOURES

SUBPARAGRAPH (B) APPEARS TO HAVE A DEVASTATING
IMPACT ON WIDE-SPREAD COST CONTAINMENT AND AATI -FRAUD PLAN
PROVISIONS.

D. SUBPARAGRAPH (B) WOULD REQUIRE PLANS TO DROP
PROVISIONS THEY MAY HAVE WHICH EXCLUOE PAYMENT FOR INJURIES
RELATED TO ATTEMPTED SUICIDES.

E. EVEN IF THIS PROVISION WERE AMENDED TO ALLOW USE
OF COST CONTAINMENT PROVISIONS OR TO REQUIRE COVERED INDli lUALS
TO FOLLOW ESTABLISHED PLAN PROCEDURES, THE EFFECT OF SUCH
P1,4ALTIES MOULD IN SOME INSTANCES BE VITIATED SINCE THEY WOULD
.TILL BE INCLUDED UNDER THE BILL'S OVERALL OUT-OF-POCKET LIMIT.

F. SUBPARAGRAPH (B) CO'_D BE INTERPRETED TO REQU'"2
COVERAGE BEYOND TERMINATION OF EMPLOYMENT OR BEYOND CONTINUATION
COVERAGE PROVIDED UNDER P.L. 99-272 (COBRA).

4. MANY EXISTING HEALTH PLANS INCLUDE PARTIN COVERAGE OF
NON-CORE AND EXPENSIVE SERVICES SUCH AS SUBSTANCE ABUSE
TREATMENT, MENTAL HEALTH SERVICES, LONG TERM CARE, VISION CARE,
DENTAL CARE AND ORTHODONTIC SERVICES. FOR EXAMPLE, THE PLAN MAY
COVER A CERTAIN NUMBER OF DAYS OF TREA:MENT OR PROVIDE A DOLLAR
CAP ON AVAILABLE COVERAGE. GENERALLY THESE SERVICES ARE NOT
INCLUDED IN OUT -0E-FOCKET LIMITS PROVIDED IN THE PLAN.

IT IS UNCLEAR FROM THE BILL'S LANGUAGE HOW SUCH
BENEFITS WOULD BE TREATED UNOER H.R. 2300. IF THEY ARE INCLUDED
UNDER THE CATASTROPHIC LIMITS IN THE BILL, FOR MANY EMPLOYERS THE
ONLY AFFORDABLE ROUTE WILL BE TO DROP THE COVERAGES FOR SUCH
ITEMS ENTIRELY. THIS WILL, AGAIN, REDUCE, NOT INCREASE, IMPORTANT
HEALTH BENEFITS FOR MILLIONS OF WORKERS AND DEPENDENTS.

IN OTHER INSTANCES, TO COVER THE INCREASED COSTS, AN
EMPLOYER MAY INCREASE OUTL.F-POCKET LIMITS TO THOSE IN THE BILL,
THEREBY REDUCING THE IMPO'IANT PROTECTION AGAINST BASIC HOSPITAL
AND DOCTOR EXPENSES THAT THE P.AN HAD PREVIOUSLY PROVIDED.

5. H.R. 2300 MAKES NO PROVISION FOR THE INCREASINILY
POPULAR USE OF SALARY-RELATED OUT-OF-POCKET LIMITS. UNDER THESE
PLANS, DIFFERENT OUT -OF- POCKET LIMITS ARE PROVIDED IN DIFFERENT
SALARY BRACKETS, OR AN OUT-OF-POCKET LIMIT IS SET AS A CERTAIN
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PERCENTAGE OF PAY. ralucING OUT -OF- POCKET LIMITS FOR THE HIGHEST
PAID EMPLOYEES 10 TEE ARBITRARY LIMIT SET IN THE BILL MAY CAUSE
LIMITS FOR THE LOWEP PAID EMPLOYEES TO GO UP, A RESULT NEITHER
POLICY MAKERS NOR @MO OYERS WOULD WELCOME.

6. THE BILL VITI/JES THE PROVISIONS IN MANY FANS FOR
LIFETIME MAXIMUM LIMITS OF, FOR EXAMPLE, $500,000 OR $1,000,000.
ELIMINATING LIFETIME MAXIMUMS WILL INCREASE THE COST OF COVERAGE
AND WILL BROADEN THE IMPACT OF THE BILL BEYOND THE LIMITED SCOPE
L'ESCRIBED BY THE BILL'S SPONSORS. IT WILL EXPOSE PLAN SPONSORS
TO OPEN-ENDED LIABILITIES WHICH WILL DISCOURAGE THE PROVISION OF
HEALTH COVERAGE THROUGH EMPLOYER PLANS.

7. UNDER NEW SUBSECTION (N)(2), EMPLOYER PLANS WOULD BE
NESPOASIBLE FOR PAYMENT OF

"100% OF OTHERWISE ALLOWABLE COST OR CHARGE
(WITHOUT ANY COINSURANCE, COPAYMENT, OR
DEDUCTIBLE) FOR PHYSICIAN AND INPATIENT AND
OUTPATIENT HOSPITAL SERVICES PROVIDED DURING
A CATASTROPHIC BENEFIT PERIOD."

"OTHERWISE ALLOWABLE COST UR CHARGE" IS NOT DEFINED IN
THE BILL. IT IS UNCLEAR BY WHOM SUCH ALLOWABLE COST IS TD BE
DETERMINED. THIS COULD HAVE DRAMATIL CONSEQUENCES FOR CONCEPTS
SUCH AS REASONABLE AND CUSTOMARY FEES, PAYMENT CONTRACTS, AND FOR
GENERAL EXPENSES MARGED BY PROVIDERS TO THE PLAN.

IN ADDITION, AS THE BILL IS CURRENTLY DRAFTED,
SUBSECTION (N)(4), WHICH LIMITS THE DEFINITION OF OUT-OF-POCKET
EXPENSES, UOES NOT APPLY TO SUBSECTION (N)(2). THUS. ONCE A
CATASTROPHIC BENEFIT PERIOD IS IN EFFECT. THE PLAN SPONSOR
APPEARS TO BE LIABLE FOR ALL ADDITIONAL EXPENSES WHICH THE
EMPLOYEE INCURS. REGARDLESS OF WHETHER OR NOT THE SERVICES ARE
COVERED UNDER THE PLAN. THIS APPEARS TO BE CONTRARY TO THE
INTENT OF THE BILL'S SPONSORS.

8. THE BILL WOULD INCLUDE ALL VOLUNTARY AS WELL AS
INVOLUNTARY TREATMENT UNDER THE OUT-OF-POCKET LIMITS. THIS COLP.D
ALLOW EMPLOYEES TO BUNCH VOLUNTARY MEDICAL EXPENSES FOR
OkTHOUONTICS, VISION CARE, ETC., TOGETHER TO ENSURE THAT THE
LIMIT WILL BE EXCEEDED AND 100% OF ADDITIONAL EXPENSES ASSUMED BY
THE PLAN. CONSEQUENTLY, EMPLOYERS WILL BE LESS LIKELY TO INCLUDE
BENEFITS IN SUCH AREAS IN THE PLAN AT ALL.

9. SUBSECTION (N)(4) DEFINES OUT-OF-POCKET EXPENSES, IN
PART, TO FxrimF

"EXPENSES INCURRED FOR WHICH REIMBURSEMENT IS
NOT MALE UNDER A HEALTH BENEFIT PLAN SOLELY
BY REASON OF THE FACT THAT THE EMPLOYEE OR
INDIVIDUAL INCURRED SUCH EXPENSES FOR
SERVICES PROVIDED BY A PERSON OR FACILITY,
AND UNDER SUCH CIRCUMSTANCES, SUCH THAT
PAYMENT UNDER SUCH PLAN IS NOT AUTHORIZED."

THE MEANING OF THIS SECTION IS NOT CLEAR. IT MAY
IMPOSE LIABILITY ON THE EMPLOYEE FOR EXPENSES INCURRED BECAUSE OF
FAILURE TO PERFORM SPECIFIC ACTS (SUCH AS CaMPLIANCE WITH
MANDATORY SECOND OPINION PROVISIONS, USE OF A PPO, ETC.) WHICH
WOULD HAVE RESULTED IN PAYMENT UNDER THE EMPLOYER'S PLAN. IF

THAT IS THE INTENT, WHICH WE WOULD SUPPORT, IT SHOMD BF STATED.
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10. SUBSECTION (N)(5) ENTITLED "CONSTRUCTION" IS OVERLY
BROAD.

"ILLNESS" AND "IN.PURY" COULD INCLUDE ELECTIVE ITEMS.

"REASONABLE AND NECESSARY", IN THE AbSEW.E OF FURTHER
EXTENSIVE DEFINITION, WILL RESULT IN FREQUENT LITIGATIO,
Pk UVIUERS CLAIMING THEIR SERVICES WERE REASONABLE ANU NECESSARY
ANU PROGRAMS /CARRIERS /ADMINISTRATORS DISAGREEING.

IN AUDITION, THIS SUBSECTION LIMITS PAYMENTS REQUIRED FROM A
PLAN, BUT DOES NOT LIMIT OUT -OF- POCKET EXPENSES WHICH COUNT
TOWARD THE ONSET OF A CATASTROPHIC BENEFIT PERIOD. AN EMPLOYEE
COULD INCUR EXPENSES UP TO THE OUT ..-OF -POCKET LIMITS IN THE BILL
WHICH WERE NOT RELATED TO THE TREATMENT OF ILLNESS OR INJURY AND
THEN CHARGE THE PLAN FOR ALL ADDITIONAL EXPENSES.

ii. FINALLY. THE DEFINITION OF *GROUP HEALTH PLAN" UNDER
SUBSECT'ON (N)(6)(C) DOES NOT APPEAR TO INCLUDE THE CONCEPT OF AN
HMO. AN EMPLOYER PAYS A PER CAPITA FEE TO AN HMO TO PROVIDE
ALL MEDICAL SERVICES AND THE EMPLOYEE GOES OUTSIDE THE HMO TO
OBTAIN SERVICES WHICH THE HMO REFUSES TO COVER, H.R. 2300 WOULD
APPEAR TO MAKE THE EMPLOYER LIABLE COR THESE CHARGES.

IN SUMMARY. WHILE WE SHARE WITH THE COMMITTEE A STRONG
CONCERN THAT EMPLOYEES AND DEPENDENTS BE PROTECTED AGAINST
CATASTROPHIC HEALTH EXPENSES, WE BILIEVE THAT PASSAGE OF H.R.
2308 KILL LIO GREAT HARM TO THE EXTENSIVE COVERAGE ALREADY
PROVIDED ANU WILL EXERT A STRONG INFLUENCE ON MARGINAL EMPLOYERS
NUT TO ENTER THE HEALTH CARE FIELD.

AS EXPERIENCE WITH THE COBRA PROVISIONS HAS SHOWN, PRIVATE
HEALTH CARE IS A COMPLEX AREA, AND IT IS EXTREMELY DIFFICULT TO
DRAFT EFFICIENT AND WORKABLE LEGISLATION THAT ACCOMPLISHES THE
SPONSORS' PURPOSES. MOREOVER, WHEN THE SUBCOMMITTEE HELD A
HEARING ON THIS GENERAL AREA, WRITTEN TESTIMONY PROVIDED BY THREE
OF THE FOUR INVITED WITNESSES INCLUDED SPECIFIC ANALYSIS OF H.R.
2500 AS FOLLOWS: ONE STRONGLY RECOMMENDED AGAINST PASSAGE OF THE
BILL; THE OTHER TWO EXPRESSED CONCERN THAT THE ADDITIONAL COST
REQUIRED BY THE BILL WOULD CAUSE MORE DEPENDENTS TO LOSE COVERAGE
THAN WOULD BE BENEFITED BY THE BILL.

WE STRONGLY UkGE THAT THE COMMITTEE DISAPPROVE H.R. 2300.

WE WOULD bE PLEASED TO WORK AT ANY TIME WITH THE COMMITTEC
ON THIS AND OTHER ASPECTS OF PROVIDING STRONG HEALTH CARE
COVERAGE TO AMERICAN WORKERS AND THEIR FAMILIES AT ANY TIME.

6/5/87
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COW:REISMAN GEORGE MILLER
CHAIRMAN, SELECT COAMITTEE ON CHILDREN, YOUTH, AND FAMILIES

TESTIMONY BEFORE THE
SUBCOMMITTEE ON HEALTH OF THE COMMITTEE Oh WAYS AND MEANS

Tuesday, May 12, 1987

Chairman Stark and Members of the Subcommittee, I appreciate
this opportunity to testify regarding the catastrophic health needs
of children.

I especially want to commend t:* Chairman for his leadership on
these issues and for initiating a ser.r.s of hearings to examine
catastrophic insuran-e protection for individuals under age 65.
Until recently, the tiscussion on catastrophic health insurance has
largely ignored this group.

The President asked us to believe that his initiative would
protect those most vulnerable to catastrophic illness.

But his proposal would protect only a fraction of the elderly,
and non* of the millions of young Americans who have a chronic
illness or no health insurance.

Considnr the stories of several parents, and their disabled
youngsters, who recently testified before the Select Committee on
Children, Youth, and Families:

The Reckeweg's five year old son from Clinton, Maryland was born

with a severe breathing disorder resulting in a lengthy hospital
stay. Their private insurance was exhausted in less than nine
months because of a $100,000 cap on reimbursement. Now the
family :aces an $800,000 debt.

Twenty-five year old Jo* became paralyzed after a bicycle
accident in 19E5. While his parent's employer-based insurance
covered much of his initial medical car*, recently his mother
was ',mold to quit her job to care for him at home. As a
result, her health insurance policy will soon lapse, lea, ng
them with no way to pay the bills.

As these families demonstrate, debilitating illness or
disability knows no discrimination on the basis of age.

MORE CHILDREN UNINSURED THAN EVER BEFORE

And today, the frightening reality is that more of us ace
unprotected than ever before. Children are especially vulnerable.
Of the 35 million Americans without any health insurance, one-third
- 11 million - are children. Millions more children have health
care coverage that would leave them completely unprotected in the

event of a catastrophic illness, even if their parents are fully
employed.

Nearly 30% of today uninsured children nave employed parents
with employer-sponsored health plans -- but the plans do not cover
their children. Thia scenario is likely to worsen as new entrants
into the workforce find'that available jobs are in the traditionally
low-wage, low-benefit service sector.

For a poorest children, public health insurance programs fail
to provide adequate, it any, coverage. Millions of poor children
are not covered at all, and millions more are hot protected in the
event of a catastrophic illness.

.9 7
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hen half of all poor children, and only 601 of low-income
disabled children, are covered by Medicaid. For low-income

families, even the cost of routine medical care or care for a minor

illness or surgery can be catastrophic.

INADEQUATE INSURANCE CAN IMMERISH A FAMILY AND INCREASE THE COST

TO THE NATION

Pew issues are of greater concern to this nation than ensuring

family stability. Yet the stability of millions of American

families is at risk when a child's illness or disability severely
strains their finances, and in many cases, fctces them into poverty.

More often than not, families with chronically ill or disabled
children are denied health insurance when they need it most, face
extraordinary out-of-pocket medical expenditures that wipe-out
savings or result in family bankruptcy, or are forced to choose

between poverty or their child's institutionalization.

Each of these situations not only undermines the fabric of

family life, but generates enormous public costs. About 2 percent

of the children in America use 20-70% of child herlth expenditures.
A national survey of 85,A00 admissions to children's houpitals
revealed that only 1.16 had charges over $50,000, but they accounted
for 261 of the total charges for all 85,100 admissions. In

California alone, one hall of one percent of II hospital admissions
of children cost $280 million, or 22% of .aspital costs for the

state's children.

HOME CARE FOR CHRONICALLY ILL AND DISABLED CHILDREN IS LESS COSTLY
THAN INSTITUTIONALIZATION, 3UT INSURANCE STILL INADEQUATE OR

NONEXISTENT

Most striking was 'AO t"roimation r- ceived about the

cost-savings inherent J,i home -based care versus hospital-based care

for these most vulntrable children. Many families, however, still

struggle financially and emotionally when they choose home-based

care.

For some children home care is still costly, but much less

costly than nospitalization.

In California, the cost of institutionalization for a child
with cerebral palsy is $1,400 per month, twice the $700 monthly

cost of home care.

In Maryland, the cost of home care for ventilator dependent
children is $9,000 per month, 36% of the cost of hospital care

($24,800 per month).

aimed on costs in other states, including Pennsylvania and
Illinois, the cost of home care for technology-dependent
children ranges from 16% to 23% of the cost of hospital care.

A twenty state hospital survey, released by the America,
Association for Respiratory Therapy in 1984, found that the

average cost of care for ventilator dependent persons was
$270,870 per person per year in a hospital versus $21,192

per person per year al home. The estimated annual savings to:

children in this sample alone wild be #64.4 million.

In 1984, Utah's Primary Children's Medical Center reviewed
p.* wits, including infants in special care, ventilator-
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dependent children, medical surgical patients and others, and
found that third-party payors combined, including Meicaid, could
save as much as $900,000 per year in hospital expenses if these
children were cared for at home.

'In 1983, an Illinois study found that, over a four-year period,
the State of Illinois saved more than 0 million treating
ventilator-dependent children who returned twee.

The Select Committee also heard directly from young adults, and
families with chronically ill children, who choose home-based care
over hospital care, but still have difficulty assuring payment for
care provided at tome.

Randy Kramer, a 25 year-old young woman from Miami, has cystic
fibrosis and must travel long distances to receive daily therapy
at a hospice'. But even though her therapy could be provided
more safely at home, and at significantly less cost, Medicare
will not pay for her therapy at home. The Administration's

restrictive definition of 'homebound' under Medicare tas placed
not only elderly, but also chronically ill and disable[ youth
like Randy in situations which can be activity-limiting,
sometimes life-threatening and often absorbing more public
dollars than necessary.

Annie Bachschmidt from Washington, D.C. has a four-year old son
with muscular dystrophy. Because payment for home care was so
difficult to obtain, Robert stayed in Children's Hospital for 18
months at cost of 065,800. Home care for the same period
could have been provided at one tenth of the cost.

We heard many similar stories of the illogical and expensive
regulations precluding payment for hose health care. I would like
to submit for the record a summary of the Select Committee's hearing
on 'Catastrophic Health Insurance: The Needs of Children,' and a
fact sheet prepared for that hearing so that you may have a record
of our findings.

In addition, what becalm painfully clear is that the chronic
illness or disability of a child spills over to other members of the
family. As a result, these families make constant efforts to hold
the family together, and to deal with the natural stresses dnd
strains of marital relationships and relationships among their
children. Yet our current policies deny these families both the
financial support they need and other supports - such as respite
care and attendant care - which would help them maintain basic
family stability.

The Subcommittee is to be commended for the important steps you
have already taken to improve catastrophic health coverage for the
notion's elderly. I urge you to give serious consideration to
policies which will protect children in the event of a catastrophic
illness, and low-income children from the catastrophe which occurs
when more routine care is unaffordable.
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The Select Committee on Children, Youth, an, families held a Joint hearing with
the Select Committee on Aging, Subcommittee on Wealth and Long-term Care, to
explore the catastrophic health needs of America's children. The hearing
examined catastrophic and long-term health care needs of children, including
new findings on the cost of medical and home health care and the availability
of insurance.

Susan Sullivan, actor, from Los Angeles, Cy and member, Scard of Trustees and

emokesperson for the Foundation for Hospice and Some Care, fashington, DC,
testified that the cost of home care for chronically ill children is about one
fourth that of institutional care. Ms. Sullivan stressed Gat long -term care
must be part of a coordinated effort that is flexible enough to adapt to each
family's situation and comprehensive enough to provide home care for children
with catastrophic ill

Randy Somomr,,agg 25, from Miami, FL, with cystic fibrosis, spoke of her
difficulties in obtaining home care benefits from her private insurance
company, and since age 22, from Medicare. Randy stated that Medicare will not
pay for her therapy at home bvcauae she does not meet the criteria for being
homebound. The annual cost of her health care is $100,000, an amount which
could be substantially reduced if Medicare reimbursed care provided at home.

Angle Sachschmidt Washington. DC, spoke of the ventilator care needed by her
4 year old son, Robert, who nas muscular dystrophy. SWARM payment for home
care was so difficult to obtain, Robert stayed for 16 month. in Children's
"hospital at a cost of $865,400. Mose care for the sass period could have been
provided for $90,000, one-tenth of the coat. Since :enuary, 1985, Hobert has
lived at home, and his medical care has been paid by Medicaid. However,
Sachschmidt stated that Robert's need for physical, occupational and speech
therapy remains unmet because these services are not covered by Medicaid or
CHARM, for which be is also eligible due to his parents' military affiliation.

Mr. and Mrs. Tracy Sutton, Parents of Alex Sutton, age 3, with Tay-Sachs
di from phoenix, AZ, testified about Alex's degenerative, terminal ill-
ness which requires a complicated regimen of medications and care. After
long battle with their private insurance company to cover Alex's home care,
they secured coverage of ill of the $200,000-250,000 in annual costs; the
remaining 20% that the family must pay is still burdensome. Alex's father
stated that dealing with catastrophic Moss, such as Tay - Sachs, is 'motto:-
ally stressful for families, and called for a policy to ease families' finan-
cial burdens.

Sandy Reckeveg parent of Jeffrey. age 5,_ftost Clinton, MD, also testified.
Jeffrey has *Wines, a breathing disorder. Reckeweg stated that most of
Jeffrey's life was spent in the hospital until provisions could be made to use
a respirator at home. She also testified that Jeffrey's car* cost $600,000 a
year for hospital care, and $150,000 for home care. Jeffrey's private insur-
ance policy. which includes a cap of $100,000, was exnausted in less than 9
months; since emir,' the family has incurred debt of $400,000. Reckeveg said
that because technology is keeping many children alive, siciety owes them

catastrophic health care program which will give children the right for be
cared for at home.

Joe Killem._age 14, TrOm_Les Angeles, CA, became paralysed after a bicycle
accident in 1985. Since he was discharged after a 7 month hospital stay, his
medical benefits have been limited. While his parents' employer-based insur-
ance covered such of his radical care, Miller testified that his mother was
forced to quit her job to care for him at home, and consequently her policy
will soon lapse. Still, his home care coats $500 to $1000 a month compared to

$18,000 per month in the hospital. Me concluded that unless some change is
made in government policy to help with the coots of catastrophic illness, he
will hats to face very high bills for the rest ! his life.
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Steven frown, age 23. from Bethesda, mip, was accompanied by his mother Diane
Fleming. Steven has buchenne's muscular dystrophy, a disease that gradually
weakens the body's muscle.. He related that, when his condition became life-
threatening in 1964, he chose to have a tcacheostomy and to live with a venti-
lator in order to survive. He has been living at none for 2 1/2 years, at a
cost of about $17,000 per month compared to $46,000 per month for hospitaliza-
tion. Maryland Medicaid covers some of the expense:, as does the Muscular
Dystrophy Association. Still many services are not covered, and the family
has experienced a great deal of stress. Fleming closed her testimony by
stating that, without comprehensive care, technology-dependent children do not
experience the quality of life to which they are entitled and urged enactment
of legislation to ensure that all children who need home Car, receive it.

Daniel Russell, age 4. of Kalamazoo, MI, was accompanied by his mother, Mrs.
Scott Russell. Daniel, premature infant, remained hospitalized after his
birth with breathing problems caused by a weak congenital area in his trachea.
A tracheostomy was performed to stabilize his breathing and at seven months of
age he was discharged home. Hospital bills covered by insurance were $1,000 a
day, totaling almost one-half million dollars by the time he was discharged.
The cost of home care for Daniel is under $200 a day, but insurance covers only
75t of the cost. Russel' concluded that leaving her child in a hospital, where
the costs are reimburseo, or bringing him home, where out-of-pocket expenses
are four times her income, is a choice most families of technology-dependent
children could not afford to make.

Robert K. Massie Jr.. age 30. from Boston, MA, has hemophilia. He described
how the high cost of his care during childhood posed difficulties for his fam-
ily who were in the military. During one tour of duty, the French National
Realth Insurance system relieved his family of health care costs for the first
time. Due to recent scientific advancements, Massie now can self-administer
anti-coagulant treatments at an annual cost of approximately #5,000. This
home-based treatment allows him to lead a normal life, previously as a chap:Ain
at Yale New Seven Hospital, and currently as an activist on behalf of chronic-
ally ill children.

Honorable Frank Nose. former U.S. Senator; and Chairman, Sward of Trustees,
Foundation for Hospice and Home Care, Washington, DC, testified that there are
10 to 12 million children who suffer with some degree of chronic health
problem, with 2 million suffering severe chronic illness. Several million more
children have experienced accidental injury. It is the evolution and refine-
ment of technology which has made it possible for these children to be cared
for at home, but according to Senator Moss, U.S. policy has not kept pace with
technology. Many children are neem-ssly institutionalized. In conclusion,
Senator Moss stated that there is universal agreement that the nation needs to
enact a catastrophic health program, one that would address the major gap in
long-term care for children.

Honorable Charles Percy, former U.S. Senator; and Vice Chairman, Boar,: of
Trustees, Foundation for Hospice and home Care, Washington, DC, concurred that
thousands of chisdren remain in hospitals and other institutions because

bureaucratic programs present barriers to home care. He sharsi the major find-
ings of the Foundation's report, including that physicians generally agree that
it is possible to manage the care of most chronically 1:1 children at home, and
agree on the criteria which most be met for hospital discharge; that most fami-

lies do not abandon children born with anomalies and went them home; and that
the major factor which stands in the way of bringing most children home is lack
of funding. The Fcundatian's recommendations underscored the need to make
changes in public and private funding sources to coordinate home care services
for medically fragile children.

James ,trrin, M.D., Director, Ambulatory Care Programs, Children's Service,
Massaclusetta General Hospital, baton, testified on behalf of the American
Academy of Pediatrics. Pectin reported that fewer thin one million children
ill of all children under 21) are likely to incur catastrophic expenses, but
families who eiperience a catastrophic illness--at birth, in childhood, and/or
in adolescenceare often placed in extreme financial indebtedness. Pectin
included recommendations to reduce the fami'y'a, provider's and insurer's risk
in caring for children with catastrophic illness: state-mandated high risk
pools, employee mandates covering prenatal and primary services for children,
Medicaid expansions, end expanded Title V Maternal and Child Health - Crippled
Children programs. Mach option, he cautioned, has limitations and needs to be
examined in light of children's unique needs,
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In conclusion, Perrin said that children with long-ter illnesses and their
familiee need access to at least six major services: high quality medical and
surgical speciality care, high quality general pediatric or general health
services, including immunization' and health supervision, ,Jraing LLLLL ces to
help ,ildren stay at home, be at home, and to receive care primarily from
their families: preventive mental. health services, ant social services and

educational services so that these children can survive well with their class-
mates in school.

J.D. Northway, M.D., President and Chief Executive Officer, Valley Children's
Hospital, casino, CA, testified on behalf of Western Association of Children's
Hospitals. According to Northway, 19%, or 10.2 million, of chill nation's chil-
dren aged 0 -14 have no health insurance at all, and many of these uninsured are
children of the 'working poor.' He cited recent survey findings that many
families do not have access to group health insurance because the employer does
not offer it or the coverage is Irohibitively expensive. Other cnildren have
pre-existing medical conditions, such as cancer or cystic fibrosis, which
prevent them from obtaining private insurance coverage.

Nortnway reported new data from California on the cost of child hospitaliza-
tions. During 1914, there were 553,000 children age 0-14 hospitalized in
California, excluding mental health admissions and Raiser Hospital admissions.
Only one-half of one percent incurred charges in excess of $50,000, for a
total cost of $210 million or 22% :1! the total charq.'s incurred by all 553,000
admissions. If the cost was ...Aid ors over t,e entire population ages 0-14,
the cost would be $4.55 neecnild pit ninth, less than one-third the cost of
providing one day of public school instruction for one child in California. To
the extent that public resources fall short, Northway reported, the burden of
catastrophic costs falls on tertiary institutions such as children. hospitals
and university medical centers.

Josephine Gittler, J.D. Co-Director, National Paternal and Child Health
Resource Center, University of Iowa, Iowa City, concurred that significant
portion of the child population under 11 years of age lack pri te or public
health insurance coverage for all or part of the year, and that in recent years
a growing number of children have become underinsured. Her preliminary data
shows that hospital care for technology dependent children emit' $24,100 to

$34,000 per month, compered to monthly home care costs ranging from $5,500 to
9,000. Gitler described a number of federal initiatives that could reduce
Insurance problems among children who have catastrophic health expenditures,
including: establishment of a Zedcral catastrophic health insurance program
through the Title V Program for Children with Special Health Cate Needs,
expansion of Medicaid program eligibility; state options allowing uninsured or
underinsured families to purchase Medicaid benefits with an income-adjusted
premium; creation of state high-risk pools to enable uninsurable children to
obtain comprehensive health insurance at reasonable prices; and finally,
mandati, ^, offering incentives to employers for the extension of minimum
health care benefits to their en,oyees and the dependents of their employees.

Sara Rosenbaum, Director, Child Health, Ch.ldren's Defense Fund, Washington,
DC, testified that in 1964, nearly one in five children, and one in every three
poor children, was uninsured. The two main causes are: the major gaps in
employer-based health insurance: and the failure of Medicaid to compensate for
this, gaps. She stated that it is essential to increase the percentage of
children with health insurance and that any catastrophic policy approach for
children must address both their relative and absolute catastrophic needs.
For the immediate future, she recommended expanding Medicaid to reach more
poor children who have no insurance and the development of a supplemental
funding program to aid families whose children have catastrophic health needs.

Constance U. Rattle, M.D., Medical Director and Chief Executive Officer, The

Hospital for Sick Children, Washingt,n, DC, spoke on behalf of National
Association of Children's Hospitals and Related Institutions (NAOMI/. She
was accompanied by Robert N. Sweeney M.D., President, National Association of
Children's Hospitals and Related Institutions, Alexandria, VA.

Sweeney, presented findings from a recent NACU! study of 15,000 admissions to
children's hospitals nationwide. While only 1.35% of these admissions had
charges over $50,000, they Accounted for 24% of the total charges for the chil-
dren's hospitals. Of these cases, 50% were newborns. Sweeney summarized four
components of a comprehensive solution for children: require employees to
provide minimum insurance which covers prenaJ services and primary services
for children, with insurance pools to assist 4 1 employers, facilitate
irdividual choice 0! basic and catastrophic Coverage through State risk pools
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and tax incentzvez, mandate Medicaid coverage for pregnant women and children
under aye 6 who are below the federal poverty level, and standardise Medicaid
coverage for mandated services; and include children and young adults in
federal .1zwonstration projects and studies of catastrophic insurance coverage.

Rattle discussed the need for transitional care .or infants from intensive care
to their homes and communities. She presented case studies of children who
survive today and are able to live with their familier, but would not have in
the past, illustrating clearly the changing technology and enhanced needs of
pediatric population in need of long-term. She concluded with the hope that
creative and comprehensive programs can be developed to both care for these
children and to provide stable financing for the. care.

Michael Morris, Executive Director, United Cerebral Palsy Association, who
testified on behalf of the Consortial for Citizens with Developmental
Disabilities, Washington, DC, shared findings from UCPA Survey which showed
that the average expenditure per year for special disability-related expenses,

exclud-ng surgeries, was $5,282 per family. To raise a child to the age of 11,
the coat could be $95,083. If surgeries are included, the coat inc rrrrrr to
$7,035 per year, or $126,431 to age 11. Norris noted that, of their survey
respondents, only IS were able to bear the additional expense of supporting
disabled family membe. wthout outside help. Me stated finally, that appro-
priate coverage options for children and adults most be developed to stem the
rising tide of individualu who find themselves medically uninsurable.
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Approximately ten million children (10-15% of all children) have
a chronic illness; about one million have a severe chronic
illness. (Gortmaker and Sappenfield, 1984)

Between 1960 and 1981, the prevalence of activity-limiting
chronic conditions woo children under age 17 doubled, from 1.8%
to 3.8%. Respiratory conditions and mental and nervous system
disorders demonstrated the largest changes. (ftwacheck, Budetti,
and Salton, 1986)

Pcsatarity is anticipated in I births per 1000/ cystic fibrosis
in 1 birth per 1000 congenital heart di- in 7.5 births; and a
diagnosis of cancer in 130 children per 1 million. (National
.sociation of Children's Sospitals and Related Institutions
INALSOls 1926.)

ccccc lenom rates of certain diagnostic groups may have increased
as a result of improved chances for survival. The evidence
suggests a sevenfold Increase in survival to age twenty-one among
children with cystic fibrosis, and increases of twofold or greater
for children with spina bifida, leukemia, and congenital heart
di . In 1984, the survival rate for childhood cancer was over
54%, compered to 391 in 1970. (Gortnaker, 19851 American Cancer
Society, 1984)

Poor children are 40% more likely to have a severe functional
disability than do children in families with higher incomes (0.5%
vs. 4.9%). (MACRO, 1986)

CHRONICALLY ILL CHILDREN dAV2 SIGN MEDICAL COSTS

The cost of care for very distressed, ventilator dependent
infants who remain hospitalized can reach $350,000 per year.
(NACOS!, 1956)

The annual cosmos Po. hospital and physician services for a
child with disabling chronic condition has been estimated to
range from $870 to $10,229, depending on the ity of the
illness. In contrast, the typical healthy child's openos for
these services average about $270 a year. (ox, 1980

In lOO, more than $1.7 billion were expended for physician
visits and hospitalization of children with activity limitation's
hospitalization accounted for 65% of the total. The ge
annual hospital cost for a child with activity limitation was $511
competed with only $66 for a child without limitations. (Butler,
at al, 1985)

Comprehensive care for a child with cystic fibrosis can cost a
family $6,000-12,000 annually; and intermittent hospitalisations
may ge over $7,000 per stay. (NAOMI, 1987)
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Expenses for child with cerebral palsy, including physician
services, epeoch therapy, medications, special education, and
other support services average $4490 annually, with 51% paid by
the family. (United Cerebral Paley Association, 1986)

ACUTE OR PRIMARY HEALTH CAKE COSTS FOR CHILDREN HIGH

In 1985, newborn intensive care, costa totaled $2.4-$3.3 billion
and averaged $14,698 for tech infantmo(American Academy of
Pediatrics (AAP), 19861

Cardiac surgery for child may cost a family $22,000 for a
hospital stay. (NACHRI, 19117)

Treatment for extensive burns say result in a hospital bill of
$45,000. (NACHRI, 1987)

The 0600 cost of treatment for one asthma episode, or a routine
hospitalization costing $700 per day, say be catastrophic for
those with no insurance or very limited resources. (NACHRI, 1987)

SMALL PERCENTAGE OP CHRONICALLY ILL CHILDREN INCUR HIGH PERCENTAGE OP
MEDICAL EXPENSES

Fewer than 1 million or 1% of all children under 21 are likely to
incur catastrophic expenses if catastrophic is defined as
out-of-pocket medical expenses greater than 10% of family income.
(AAP. 1986, Newacheck, 1986)

About 11 of all children incur annual medical costs in excess of
$5,000. Others estimate that 5-101 of children incur catastrophic
expenses in excess of $10,000 (regardless of insurance

coverage).
(Rosenbaum, 1987, AAP, 1987)

In 1983-84, the 1.356 of admissions to children's hospitals
incurring catastrophic expenses over 00,000 accounted for 26% of
the total children's hospitals' inpatient charges. Newborns
accounted for 50% of theme hospital admissions. (NACRRI, 1987)

In 1980, the total cost for hospitalization of children with
activity limitations ($1.17 billion) wet 30% of ch. total hospital
care coats ($3.86 billioa) for all children. (Butler, 1985)

MILLIONS OP CHILDREN WITH NO HEALTH INSURANCE

In 1985, 11 million children age 18 or younger were uninsured.
Among uninsured children, 64% lived in families headed by someone
without health insurance; 291 lived in Camille, headed by someone
with employer-based health coverage, usually a parent. (Employes
Benefits Research Institute (BUI), 1987)

Three-quarters of all uninsured children have family incomes
below 200% of the federal poverty level, and between 66-75% live
in working families. (Rosenbaum, 1987)

In 1985. aerlY half of the uninsured children age 111 or under
livea in single-parent, usually female-headed, families. (EBRI,
1987)
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Children without any form of health insurance protection were
moat likely to be lispanica and near poor children whose family
inmose were between 100 and 200% of poverty. Children living in

the South and Meat and in the rural areas were more likely than
those in other regions and communities to lack ge. (Sutler,

19151

10.3% of disabled children, and M* of disabled children in
poverty have no health insurance. (Sutler, 1965)

Forty percent of all disabled children below the federal poverty

level are not covered by Medicaid. Private group end individual
insurance covers about 60% of disabled children, compered to 75%

in the general child population. (Sutl.r, 19115)

In FY 1965, Medicaid served 10.9 million children younger than 21
-- more than 400,000 fewer than were served in FY 19,8.

(Rosenbaum, 1917)

Uninsured low-income children receive 40% less physician care and
half as much hospital care as insured children. (Rosenbaum, 1917)

;amulets Cr CHUM WIVE IMADBOOATI IRS/MAKI

Of those children under 18 who are insured, 17% do not have major
medical to cover special health care costa, and less than 10% have
Unlimited go. (NAOMI, 1969)

10/ all employers iesponding to a major health insurance survey
conducted in 191., 738 indicated that their plans excluded
coverage of pre-existing conditions. Only about 75% of plans

offered by medium and large -aimed firms between 1910 and 1965
contained protections against huge out-of-pocket costs borne by
enrollees in the event of catastrophic illness. (Rosenbaum, 1967)

Fourteen state Medicaid programa limit the number of hospital
days covered each year, and 15 states restrict the number of

physician visits. (Rosenbaum, 1917/ Fox, 19114)
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