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INSURANCE PROTECTION FOR CATASTROPHIC
HEALTH EXPENSES FOR INDIVIDUALS UNDER
AGE 65

TUESDAY, MAY 12, 1987

HoUSE OF REPRESENTATIVES,
CoMMITTEF ON WAYS AND MEANS,
SuBCOMMITTEE ON HEALTH,
Washington, DC.
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 subcoramittee) presiding.
[The press release announcing the hearing follows:]
i8]
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FOR IMMEDIATE RELEASE PRESS RELEASE #13

TUESDAY, MAY 5, 1987 SUBCOMMITTEE ON HEALTH
COMMITTEE ON WAYS AND MEANS
U.S. HOUSE OF REPRESENTATIVES
1102 LONGWORTH HOUSE OFFICE BLDG.
WASHINGTON, D.C. 20515
TELEPHONE: (202) 225-7785

'HE HONORABLE FORTNEY K. (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, Subcommit:-e on Health, Committee on Ways and Means,
U.S. House of Representatives, announced today that the
Subcommittee will conduct a hearing on insurance protectio.. 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 “tark 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 percant 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 cne-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 that uninsured families are
significantly less likely to receive nreded medical attention
than irsured families. uJninsured 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 requirea 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.S5. 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 putlic 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 Wa?'s 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 hus 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 zge 16 are not covered. Clearly these
children face a catastrophic expense every time they need basic
health care services.

Lack of catastrophic covecage 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 addresseg. I look forward to their testimony.

As is the custom in the subcommittee, we will ask the witnesses
to summarize or expand on their vrepared 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. GrapisoN. 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 vear 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-

roved last week, that would cover those under 65 who are current-
y 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 ar. appropriate vehicle to cover this Fop-
ulation as part of the reconciliation lan e which we will be
called upon to furnish in connection with the budget.
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I particularly want to thank you, Mr. Chairman, for joining with
me in theo introduction of H.R. 2300, and I look forward to gaining
the insights of the witnesses who will appeay before us this morn-
ing.

Chairman Stark. Our first witness this morning is Mr. Robert I..
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 ycu 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 ioin me in re-
sponding to any questions that you and the other inembers of the
subcon.ittee may have.

We ae 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 eg-
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 benefiis 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 aiso 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 "3 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 lunct..
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
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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 ahout 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 ma;
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 ibility that we
may be seeing the start of a very unhappy trend by which employ-
ers will avoid dproviding health care benetits as a means of gaining
competitive advantage, and that has already happened in the air-
line business. In fact, I think that is onz of the factors accounting
for the much discussed decline in the airline service standsrds.

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

me 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 'ty success. Contiaental 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 %ean ruptcy, 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 included 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 miilion an-
nually. Continental doesn’t provide medical benefits for retirees.
Thus, unless something changes, we will have to collect about $10
million a montn more from our passengers than they will from
their, and that is only about 20 percent otg the problem.

On &n overall basis, their labor cost advantage amounts to some-
thing like $600 miilion 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.

n my own view, permitting companies to skimp on employee
and retiree benefits, things like pensions and adequate 1aedical in-
surance is siraply not sctind public policy. And if that should repre-
sent the beginning of a crend, our Nation is in very deep trouble.
And it is my view that now is the time to put a stop to it.

10




7

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

In the course of these remarks, I have referred to both employee
and retiree benefits. I should like to make a s:.acial appeal, that
you include retiree health care benefits exp.icitly in whatever
package you put together. In my opinion, every compaxy 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 [
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 costs.

Third, it will eliminate the practice cf 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 resprnd to
any questions you may have.

(The prepared statement follows:]




ERIC

Aruitoxt provided by Eic:

Statement of Robert L. Crandall
Chairman and President
Amer ican 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 L:lieve 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
conviuced -~ 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 chould 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 arqgue that for most U.S. firms, a policy of
mandatory health !er>lits would be good business. Let me
explain why.

Everyone knows that there is no such thing as a
free lunch. In cact, being in the airline business, I can
agssure you that there 18 not even such a thing as a free bag
of peanuts. Companies that believe they are avoiding health
care costs ky 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 18 that a
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 ave 4
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 &o
cbject to paying for tne health care costs of inaividuals
.mployed by or retired from other businesses, some of whom
may .ven be our competitors. Anc¢ that is precisely what is
happening today. It is ibsolutely 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 means of obtaining advantages over
the. competitors. It has already happened in the airline
inductry. 1In 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 exampie 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 uof many other airlines.

fou 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 tha. shows
that in less than 10 years American's costs for retiree
imedical coverage will be uver $120 million anncallw
Continental does not provide medical benefits for retirees,
Thus, unless something changes, we'll have to collect $10
million a month more from our passengers than Continental
Airlines does —- and that's only about 20% of the problem.
Overall, Contizental's wage and benefit costs give it an
annual advartage of more than $600 million a year =-- or
about $50 million a sonth.

In the airline business most costs do not vary
much from vne company to another. fThere ceally isn't much
to the "no frills" idea; we all pay about the same for fuel,
equipment, food, interest rates, and so on. fThe 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 sonnd p “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 industrial 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 gcod 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 m:ich 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 o, but also
because it is cost-effective. That incentive is
substantially less if employers have no lirect financial
stake in the cost of health care. If every company pays its
fair share of health costs, I belicvec 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 wummary, legislation prescribing mandatory
employer-paid healtbh benefits for employees and retirees
will accomplish four important objectives: First, it will
serve to keep responsibility for health care in tho 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 bencfits for competitive reasons.
Fourth, it will ultimately lower total health care costs as
more employers attach importance to maintaining the good
health of their employees.
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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 groviding 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 ?aying 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 iets 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. CranpauL. I think that’s a very fair summation, Mr. Chair-
man.

As I say, in my own summary of the benefits of such legislaticn,
I do think that from our own experience that two things happen
when an emplnr;z provides a comprehensive ckatge of benefits.
One is that we become very concerned about tﬂ: 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 efficient}{.

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 *as virtually no regula-
tory authority over any insurance compan t this point. Our reg-
ulatory approach examines benefits, and ci.ployee benefits are di-
vided among labor committees and tax committees, so we are kind
of spread about.

e found, thro?h 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 insurancc, 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, ig they are with bargaining units, to provide them. That’s the
eagy job.
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The tough part is to ke2p 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, iooking at
the finsncing, 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
g})ans, and the 30-year 20 miillion with no insurance get out of the

X.

If we go o.: 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 aninsurable—the diabetic, the epileptic—the person
who is just absolutely uninsurable. A very small number of people,
about 11 States, do that snccessfully and with a minimum amount
of coraplaint. Taking the next step, the people who can’t get it effi-
ciertly, 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. CraNpALL. Of those approaches, Mr. Chairman, I wouid—
and let me hasten to say that you are a far better judge of method
than I—but 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 vel?' 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 believ~ that the private markets, that the mecha-
nisms would deal very nicely witﬂ that. In our own case, for exam-
ple, and in the case of other mcjor companies, there isn’t any in-
surauce element to our program. We are self-insured. In effect, we
hire insurance corapanies 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 meny 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 Starx. Well, I think you are right. We have to con-
vince the business community that this would be effective and eco-
nomic,
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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 =mployer
who can’t buy it, for whatever reason? He may have an elderl
work force. He may have a work force with some preexisting condi-
tions that are uninsurable.

Don’t we then have to either maudate 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 olloweg the pattern of work-
men'’s comgensation, 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 mare
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 wouFdn’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 Srark. Mr. Gradison.

Mr. GrapisoN. 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 fur 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 Kroduction of new jobs in our economy?

nd I don’t know how to balance that. I would welcome your
thoughts on it.

17




14

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-
est sense, we are paying for health care today. We are pa:iying 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 b= 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.

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 Pcnsion 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
sin’l)'ﬁg does not provide for his employees in the first place.

t, 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
opini(ixl), you ought to have to provide a minimum benefit package
as well.

Chairman STArk. Mr. Coyne.

Mr. CoynE, Nothixﬁ.

Chairman STARK. Mr. Moody.

Mr. Moobpy. 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 ccmmittees of the House, to
resolve the problem and get exactly to where I think you 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.

i Srark. 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 Hospitais.

My colleague and neighbor, Congressman George Miller, had
wanted to be here. He chairs the Select Committee on 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 .aay 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 societ{l 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 homae 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
mesns that poorer families can no longer afford to buy dependent
coverage for their children.

Finally, major erosions in Medicaid, the public health :nsurance
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. Severel thou-
sand children will need a lifetime of care that can easily amoun: 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 fomilies who cannot
pay the premium cost in their employer plans. This cuuld 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 peckages.

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 contributious.

Our fear with a bill such as HR. 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 liks 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 Meambers of your Subcommittee:

The Children's Defense Fund (CDF) 1is 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
Jeen 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 children 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 i1mpairment, such as asthma, a correctable
vision or hearing problem, or a moderate emotional disturbance,
vhich 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 Jatter group will face truly extra-
ordinary health care costs over their lifetimes. About four
percent of all children (a figure whifh by 1979 was more than
double the percentage reported in 1967)! suffer from cne or mcre
chronic impairments that result in a significant loss of
functioning. 1Included 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, heﬂ?phxlia, 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 11fe support system.

Finally, nearly 7 percent of all infants are born at lo!
birthweight (weighing 1less 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 1nfants will incur first yea medical costs
alone that exceed $50,000, and a portion vill Tequire ongoing
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care throughout theair lives.® Low birthweight infants are at
three times the risk of developing sucqspermanent impairments as
autism, cerebral palsy and retardataion.

II. The Health Needs of Children

Most children, even children with 1mpairments, require
relatively modest levels of health care. Only about five perceng
of all children incur annual medical costs 1n 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 chxldrfn, and one 1in
every three poor children, was uninsured. (Table 1I)
Additionally, one in six women, and one in %hree poor women, of
<hildbearing 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,
uninsuired low income children receive 40 per-~ent less physician
care and hilf as much hospital care _s their insured
counterparts.’2

The uninsured are disproportionately likely to be children.
In 1985, Chi’dren under 18 comprise 25 percent of the under-63
population, b.t one-third of the uninsured under -65 population.
Moreover, they are disproportionately likely to be pooxr. Over 60
percent of all the uninsured had family incomes below 200 percent
of the federal poverty level, aq% one-third had fawily incomes
below the federal poverty level. FPinally, a parent's access to
employer insurance by no means assures relief for a child. 1In
1985 the majority of uninsured children in 1985 (65 qircent)
lived in families where the head was a full-time worker®®, Yet

20 percent of all uninsured children that year lived with a
parent who had private coverage under an employer plan (Table
11).

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.
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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. 1In 1984, over 80
percent of all prifgtely 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 actualiy more workers covered by employer plans than
1n 1982 (88 million versus 84 million), the qﬁpber of covered
children dropped to less than 35 millionl32 (Table 111).
Indeed, the recent decline in sgployer-provxded coverage has been
most apparent among children.l

As a result, the number of children without any Pfalth coverage
grew by nearly 16 percent between 1982 and 1985.'°C (Tables III
and 1V.)

The growing number of uninsured children in working families
results from two factors. First, employers have increasingly
reduced or eliminisﬁp 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 wagi to 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
thegse two trends, achild living in a poor working family is only
about half as likely to nge private insurance as a similarly
situated, non-poor child. (Table 1I1.)

There 18 every indication that the deficiencies in the
privateé insurance svstem 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 1n single-parent
households are three tim~s more lxkelxsto be uninsured than
children living in two-parent households.

Moreover, the United States 1s 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
gsector. 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 1f full-ﬁﬁme, 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 familaies
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
or broad coverage. Rather, it is based on need. Eligibility
Jepends on having extremely low income.

Because Medicaid 1s 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 tbz2t 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 1s
working 2t a minimum wage job with no nealth insurance and the
family's income is well below the poverty line. Moreover, even
thovgh states have had the option since 1965 to cover all
chiidren iiving below state poverty levels regardless of family
strfgture, as of December, 1986, 20 states sti1ll failed to do
s0.

In addition to its use of restrictive eligibiiaity
categories, Medicaid excludes millions of poor families because
of its financial eligibility standards, whaich fff most families
are tied to tho,e 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 1n 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 g;ogram 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-1ncome pregnant women and
children will be aided.

] 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 ot 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 ni%ber 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 aze unlikely even to
offset the years of stagnation and erosion that Medicald has
experienced. 1In Fiscal Year 1985, Medicaid seri < 10.9 million
children younger than twenty-one--more than 400, J fewer than
were gserved in Fiscal 1978. 1 This drop occurred despite the
fact that Fiscal 1985 was the first year that the 1984 Deficat
Reduction Act amendments were in effect, and it followed
enactment by about a dozen states of additional optional Medicaiad
child coverage improvements. Finally, this decline occurred even
though the number of children in poverty rose frop 9.7 millaon to
more than 12.5 million over the same time period.2
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The primary causes of declining Medicaid coverage i1nclude
stagnation in Medicaid's financial eligibility levels, and,
beginning in Fiscal 19°2, 3 virtual exclusion of poor working
families from the program.?3 Even in 1977, prior to tae 1981
reductions, achild living in a poor working family was 1.8 times
more likely to be C%Tpletely uninsured thanone living 1n a poor,
non-working family. This figure has undoubtedly worsened.

3. Resedying Children's "Relative® Catastrophic Health Needs

I1f children's "relative" catastrophic health needs are to be
met, it is essential that they be given health i1nsurance. 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 1income-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:

) Mandate Medicaid coverage of all children under age
Ffive 1iving below the federal poverty level, to be

phased In on a year-by-year basis bejinning in Fiscal
1988. Such coveraye 18 now optional.

o Mandate Medicaid coverage of all children under ggf 18,
and 18-to-21-year-olds ig school, jobs, or Job training
programs, whose family income and resources do not
exceed their States' AFDC eligibillty levels. As noted
above, the 1904 reforms extended such mandatory
coverage to children under age 5 but left uncovered
children ages 5 to 21. Legislat:ion 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 1in
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 transition off AEDC, Including J months
automatic coverage, and continued coverage for working
familias with incomes below 100 percent of the federal
poverty level.

o Provide states the option of extending Medicaid to an
child under age 18 (and any 18-to-21 year-old in

school, job or job training) with family income below
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the federal poverty level but over the AFDC eligibility
Tevel. Cr~»ted this new option but presently
terminates cuverage 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 cr disan'lity. However, it is also evident that
normal levels of insurance, public or private, are inadequ-:te in
the case of the most seve. ely cxtastrophically 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 insurcnce is that 1its
primary purpo s is to provide protection 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.
-] Among emplovers responding to a major health insurance
survey conducted in 1986, 73 percent indicats% that their plans
exclude coverage of preexisting conditinns. More plans now
also contain riders that exclude coverage of certain conditions
that may deveiop among enrollees, such as cancer.

o Only about 75 percent of plans offercd by medium and
large-sized firms between 1980 and 1985 contaired
protections against huge out-of-pocket costs %orn by
enrollees in the event of catastrophic illness.?

o Oniy 67 percent of mid~and-large~-sized firms of fered
extended care benefits between 1980 and 5985, and only
56 percent offered home health benefits.2

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

-] Pourteen state rMedicaid programs place absolute limits
on the number of inpatient hosptial days they will
cover each year, with some stases limiting coverage to
as few as 12-15 days per year. About an equal number
place similar limits on coverage of physicians'
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services. Others place strict limitations on such
vital services as prescribed drugs and diagrostac
servizes.

o Finally, both Medicaid and private insurance frequently
fail to cover extended home health and related services
(1ncluding such non-traditional items as home
adaptation). When such coverage is available, 1t 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 1s complex,
particularly since so many Americans are uncovered for even basic
health needs. We belicve 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 reiief 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, Conyress 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 go restrictive, we estimate that, based on a
telephone survey of state hodicaid 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 1s
needed for families with catastrophically infants, particularly
because half of all severe childhood 1llnesses and disabilities
have their onset in infancy.

Our proposal, which would cost about §600 million for full year
funding, wouly 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. 1In
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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sRCLD o
Children Undrr Age 19 Witheut Mealth insurance by Family Type and
Poverty Slaius, and Sex and Wert Swtus &t Ine Fomily Mead, 1988

Fs Incoms as a Percerw of

Tats! [] 100-124% 125-199% 200% o«
{n mailions)
All Ursnsured Chagron 090 42 1 24 LR
v
Family Type
snd Work Siatue |
Spouse Present (Y] 19 os 14 2 |
Famiy Hedd »
Full.-ysar worker 52 14 o6 13 19 >
Pant-year worker (-] 01 a 01 a
Nonworket [ ] 02 a a a
Soouse Absent 49 24 04 10 T
Famiy Head »

Male 10 03 () 02 ]
Full-year worker 07 02 a 02 013
Part your werhar (B (B a a a

Norworker 01 a a a a

Female 40 21 03 o8 o
Ful-your worker 28 o 013 o6 07
Part-yoar werker [-R ] 04 a a a

Norworker 10 o9 a a a
(percents wttun lamdy stas groups)
All Urensured Chagren 100 0% 100 0% 100 0% 100 0% 100 0%
Family Type
and Werk Statue
Soouse Present 54.6% 429% $4.5% 58 3% 64 5%
Family Head ».
Full-year worher % 23% 54 5% 54 2% 813%
Pact-yoar worker 29% 24% a 2% a
Nonworker 2.0% 49% a a s
Spouse Absend 45 4% $71% 36 4% a1.7% IS 5%
Famiy Hood u:

Male 2% 79% 1% 2% 7%
Full-year worker 6 5% 4% a % 2.7%
Part-yen’ workar 0.0% 24% . a a

Norworker 0.0% a a a a

Female 37.0% 50.0% 27 3% 2% 25 0%
Full-year worker 22 1% 21 4% 27 3% 25 0% 22 &%
Part-your worker 4 6% P 5% a a a

Norworker 3% 21 4% a a a

(percents mthin poverly slatus grouss)

All Unnsured Chuidren  100.0% % 10.2% 222% 27%
Family Type n

and Werk Status
Spouse Present 100 0% 30 5% 10 2% 22 7% N 9%
Famiy Head 3.

Full-year worker 100 0% 26 9% 11 5% 25 0% 6 %

Part year worker 100 0% NI% a N I% a

Nonworker 100 0% 66 7% a a a .
Spouse Absent 100 0% 49 0% 2% 20 4% 22 4%
Famdy Mead s

Maie 100 0% 30 0% 0 0% 20 0% J0 0%
Full-yasr works/ 100 0% 20 6% a 20 6% 42 9%
Pari-yout worher 100 0% 100 0% a a a

Norworker 100.0% a a a a

Femnale 100 0% $2 5% 75% 20 0% 20 0%
Full-yosr worker 100 0% 36 0% 12 0% 24 0% 20 0%
Pan-your worker 100 0% 90 0% a a a

Norworker 100 0% 20 0% a a a
Source E Beneht R insstue at the Masch 1986 Current
Popuiason Survey

a- Number tee smatll 10 be statstcally raksbla
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TABLE II

Children Under Age 18 Without Health insurance Living in
Poverty by Family Type, 1985

7.1%
B Spouse present, Family
head is worker

W Spouse present, Family
head is nonworker

B Spouse absent, Family
head is female worker

Spouse absent, Family
head is femaie nonworker

O spouse absent, Family
head is male worker

30.9%
Note The number of uninasred poor chidren IMng with @ single Mole NoNworker i 100 IOt 10 De stotistically rekcble

Souwrce [ Senut R \ Insithute gtions of the Morch 1986 Curent Popusation Survey

O
E lC 82-404 0 - 88 - 2
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Table 11X

Tne Civiilan Nonagricultural Populstiona/ Without Heaslth Insurance
and Percent by Own Work Status, 1982 and 1985

1982 1985 Percent

People People Change
Work Sialus {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 t/ 10.4 16.1% 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 ¢/ 9.6 17 0% 1.1 19.7% 15.6%
Other 4.7 21.3% 4.6 22.8% 2.1%

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

&/ Dala exlude people under age 65 employed In the military or in agriculture, and members of thelr
families.
b/ The tamily head worker is the family or sublamily member with the greatest earnings; ail
other family members with earnings are designated as secondary workers. Family head workers
include unrelated indiviguals who are workers.
¢/ People under age 18 who reported no earnings and were not the family head.
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Table 1V

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

1982 1985

Work Stalus

Tolal

Workers
Family Head b
Other

Nonworkers
Children ¢/
Other

Total

Workers
Family Head tv
Other

Nonworkers
Children ¢/
Other

Other Totat
Employer Private Privale Employer
Coverage Coverage Coverage Coverage

Other
Private
Coverage

(In milllons)
24.0

14,

37.7
12.8

(percent within work status group)
67.5% 12.4% 73.9% 66.0%
72.4% 12.7% 78.8% 71.0%
69.4% 13.4% 76.5% 68.0%
77.7% 11.6% 82.7% 76.4%
60.3% 11.8% 66.1% 57.9%

64.3% 8.7% 66.8% 61.9%
§0.0% 19.9% 63.4% 46.5%

Source and Noles: See table
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Chairman StArk. Thank you.
Mr. Sweeney.

STATEMENT OF J.E. STIEBARDS, 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.
A(pg;a.rently 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. Qur 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 arr 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 hospiial charges over
$10,000. In fact, sveraging $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 jeogardized.
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 tnofficial 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

36‘,

R
‘




33

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 ca1 be devastating to
his family.

This subcommitte and the Committee on Ways and Means have
moved promptly and effectively to address some of the catastrophic
illness problems of Modicare beneficiaries. The administration’s
proposaf has been enhancad 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 eucouraged 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
eflpployees, and an excise tax on employers not providing such ben-
efits.

Third, for workers above 200 percent of the poverty level, health
insurance benefits shoula be taxable unless the employee covers his
dependents. Alternatively, a portion of their standard deduction for
dependents should be disallewed 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 sinall employers, the self-employed and seasonally
employed persons.

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 b, 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: sgram.

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 coinmittee 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 follows:]
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The National Association of Children's Hospitals and Related Institutions is
a voluntary association dedicated to pramoting the health and well-being of
children, NACHRI is the only national organization of children's hospitals in the
country. It represents 94 children's hospitals. All are nonprofit. virtually
all are teaching hospitals. Many are comitted to research, All are daeply
involved with the communities they serve and genercus with charitable care.

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

mwtmmmmtuammmmh.wmpmmy
with effectiveness to take action on catastrophic illness expenses occurring to
Madicare beneficiaries. The Administrative proposal for such pPritection has been
enhanced and will assist those facing major expenses in Medicare covered services,
n:ugivep-ceofundeooﬂnrntommpotmtmtorm«pmuma
contimuing concern, We recognize the subconnittee's concern that additional
catastrophic expense may confront the elderly and disabled, particularly drugs and
long term care costs, Mﬂutthsean-tmforfunharmidunum. The
elderly are, in good measure, the grandparents indeed and the great grandparents
ofﬂuemmauldm'lm-pluhmmlttd, and the bond between them is
such that frqlmu,ruueqtm:mdwoumelrlwtdrmmmuen
being of their grandchildren, particularly when illness st'ikes. Helr to
grandparents then, is help to the child, and to the child's parents. We must be
mindful the geerations are mutually supportive, and mutually dependent.

Children with catastrophic illness expense are servad in very limited numbers
bynaumrethmughthe!\dsugemlmuuepmgm,wm&pmvidua
predictable flow of resources to families to meet the costs of treatment. While
the improvements to Medicare Coverage will undoubtedly assist the 2000 families
whose chldren suffer from this condition, it would not alleviate the burdens faced
by thousands of others.

For a family, any child's illness or injury can be just as cat.straophic as
that of a grandparent. To a family without rescurces to provide ade;uate care for
a child, otherwise routine health care expenses are catastrophic. Although this
happens primarily among families who are uninsured, underinsured, or uninsurable,
no one is immne fram illness expense of catastrophic proportions. High
tachnology care now available where previously no trestment was possible, can
bring with it high coets and the dilema of peayment to those whose resources are
sufficient for routine and a. icipated services.
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DEFINING “CATASTROPHIC ILINESS EXPENSE"

The threshold of "catastrophe® is relative to those rescurces which can be
dedicated to illness expense without severe and lasting effect on living standards
or other essential needs. For the elderly, protecting against cacar'cophe often
focuses on maintaining living standards or guarding static resourcee 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 currert econamic
status and achievanent of future goals.

rinancial 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 catast. ophe 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 emotional and social burdens on the entire family.
A parent may have to cease working, leading to a decreased family income during a
period of increasad resource neads, with resultant atress. Siblings suffer fram
loss of parental attention and deprivation fram the economic sacrifices imposed,
such as loss of savings for higher education. As a whole, the family suffers fram
disruption of a stable and predictable family life-style. These emotional and
social stresses affect families of all economic levels, though those with more
adequate means or other support systams will absorb the st.ock 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:

- Approximatsly 220,000 premature babres are born each year; with
intensive care nursery charges approximately $1,000/day, average
hospital charges are over $35,000 for an immature infant

- Heart 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

® chroni¢ care neuds which are on-going, have a cummulative efrect, 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 annuvally; intermittent hospitalizations may
average over $7,000 per stay

- Instituticnal care for a ventilator dependent chiid may amwunt to
$350,000 annually

® Prinary care needs which are catzstrophic for those with no insurance
or very limited resources, which prevent their being properly
addressed:
- Treatment for an epasode of asthma may cost a family $600

- Routine hospitalization may incur costs of $700/day
CATASTROPHIC ILINESS EXPENSE IMPACT ON POPULATION SEGMNENTS

Catastrophic expenses can befall all segnents of the tion. The extent
to which a family will be faced with hardship will be ned to i great extent
by the resources it L. t available to meet the need. Since health insurance is a
prime resource, the scope of the catastrophic illness expense problem cun he
examined better by grouping the population by extent of insurance protection:

* The umninsured, estimated to be same 35 million Americans who are
without health insurance
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year, or have very 1’ ited benefits

¢ The uninsursble, who, because of health status, cannct obtain health
insurance at a price they can afford

momln-xdmmlom:nwgyd,wm-plwdaumt
offer health benefi.s for exployses and/or their children. Often these
individuals ar¢ employed part-time or seasonally. Yet, 55 percent of the
unineured in America are adults who do work. Eleven million of the uninsured are
- wuawmn,lemm«m.

Some individuals, such as self-ewployed businessmen and farwers, do not
qualify for group coverage and must depend on cost.y - often unaffordable -
individual coverage for themselves and their families. Individual policies are
apt to include clauses restricting coverage for specific dise:ses, exclusion of
cuverage for pre-existing conditions, and very high presiums.

Lack of insurance and other available resources for health care results in
immadiate 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 failure-to-thrive infants. Such “irths
may represent a relativaly short-term crisis, perhaps three months of intensive
care, or they msy result in chronic disabilities requiring years of specialize’
care, frequently with episodes of acute needs.

nmu-yhamwmafundum'ummmmxm
of illness, such as astima ari ear infections. ILeft untreated, acute epé sodes may
lead to serious, chronic, and aisabling conditions.

Even when resourced to meet basic needs, a family may lack adequate
protection for treatment of chronic conditions, rehabilitation, or the special
support needw. betvec; acute episodes of a chronic condition.

Institutionalization may be ma.dated, despite preferences for and
appropriatensss of hame care, in order for the family to receive public support .

MEDICAID AND CATASTROPHIC ILYNESS EXTENSE POR THE ~JOR

Medicaid, the federal/state health care program for the poor and the major
public program for child health, does not provide adequate coverage. In 1983,
children under age 18 accounted for 38 percent of the poverty population. AFDC
children were 44 percent of Medicaid recipients, but caused only 12 percent of
Medicaid ependitures. In the same 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 Mediceid expenditures.

Medicaid is an inconsistent national resource. States have overly broad

» discretion in determining eligibility and services covered. The variability by
state of Mediceid coverage makes the program inherently inequitable in its
services, simply as a function of ger- 'phy. For example, in 1984, eligibility
income in Alabama was 17 percent of ' - federal poverty level, while in california
it was 74 percent. In that year, the ,overty level for a family of four was
$10,200. Overall, the average eligibility incame in 1984 was only )8 percent of

- the federal poverty level.

States als0 are authorized to impose limits on services, including mandated
services, within established guidelines. Por example, in 1984:

* fifteen states imposed limits on the nuvber of inpatient hospital days
per spell of illness, ranging fram 1N to 45 days

* fiftesn states limited coverage for specific procedures

* twelve r'itcs limited the number of cutpat.ent hospital services/visits
per year

fiftean gtates requi' . prior authori:ation for certain services or
procedures; and
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® six states limited peychiatric services

Where coverage is limited by scope of services or eligibility levels, care
often is delivered by the provider without compensation, which may mean that the
provider cannot adequately or consistently support comprehensive services for all
those in nesd. PFurther, changes in the health care wmarketplace make it
lncr-:'l‘l;glyduﬂcult to tranafer the cost of care of thoss who cannot pay to
those oan,

States have the option to provide a Medically Needy Program, in which
individuals can became eligible for coverage bassd on the amount of their incurred
modical expenses. However, tc date only 34 states have adopted this option.
Again, within the Medically Needy Program, states control eligibility through
levels of projected incame, allowable rsscurces, and length of time during which
persons must spend down their rescurces. Even the Medically Needy option is
lacking, with eligibility on average reaching only 51 percent of the federal
poverty level.

FPAMILIES ABOVE THE POVERTY LEVEL

People who are "near poor® and "middle class® often are underinsured. The
econamy is increasingly service-basal, with large mmbers of unskilled or
semi-gkilled part-time amployees. Between 1979 and 1984, 60 percent of newly
created jobs paid leas than $7000 annually. Beployers are not required to provide
benefits for employess, or their depsndents, and, in fact, in 1985, 158 of all
warkers had no employer sponsored health insurance protection. Of those earning
less than $10,000 per year, 28% had no health care c. ~t protection, public or
private. Purther, twenty percent of uninsured children lived with an employed
coverad worker who was either parent or spouse. There is no substantial
incentive, such as a tax benefit, to encourage enmployess to select camprehensive
health coverage for their children.

Even families with good incomes may face devastating costs with the iliness
of a child especially if the need is for long-term care or treatment not covered
by traditional insurance policies. A 1986 study by the United Cerebral falsy
%mum depicts the costs cammonly associated with this chronic condition, and

amount borne by the family:

Por surgical procedures, private insurance pays up to 80 percent

* Expensen 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 neec”

caa

® Panilies usually bear the entire cost of making a hame accessible to a
handicapped child

° Special transportation ~osts 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.
v ch families face the burden of continuing and accumilating health
car costs which in sum, are catastrophic

The uninsur.ble population is comprised of individuals, both children and
aults, whose health status precludes them fram cbtaining health and life
insurance. This popailation is increasing as demographics demonstrate the gradual
aging of Mmeric~ wA the increasingly successful application of medical technology .
People who previously died from serious diseases are now able to live with those
diseases, yet often with a _onstant drain on their resources and exclusion based
on medical history, fram affordable insurance protection.

Approxisately nine parcent of Americans have a serious illness, and one to
two percent of all children in America have a severe chronic illness. A 1986
study by Cammunicating for Agriculture shows that of rural americans surveyed in
five states over the past ee years, 10 percent had been denied health insurance
because of health status.
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PRINCIPLES OF A POLICY POR CHILDREN

A number of basic principles can be jdentified that guide recammendations for
a solution to catastrophic jliness expense for children:

This iswe ia primarily one of equity and access to care for
all children

= Medical science has shown wvhat can be achieved when children receive
adequate preventive, palljative, 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 R

= It is ethizally unacceptable that care be available only to those
with resources to pay

- Sociotyhudeudmeeldexlymutled to appropriate and necessary
hanlthcarethmxghmennﬂmkogm. To assure that the
generations are not divided arbitrarily, children deserve the same
consideration

The issue is one of maintaining fanily integrity and stability

~ Care ghould 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 econamically. A goal of public policy must be to
ameliorate the econamic disruption of the family, which .s a leading
cause of family disintegration

~ FPublic policy in welfare reform and education has strassed the
importance of maincaining the fabric of the family. Health care
policy deserves the same emphasis

The {ssue 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 neads must be met as well as the neads of the severely
i1l child

= As the problem has no single cause, the solution will not came fram
a single resource. Public politY must draw on all facets of
society, incorporating efforts by both the private and public

sectors, and the family

Safequarding the health of children is an investment in the future

~ Theie is a campelling interest on the part of goverrment 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 segnont of society that cannot
adequately provide for itself, and must turn to the public for
assistance

= We damonstrat2 our worth as a society by providing for trose who are
most in need—including those children who suffer fram catastrophic
1llness expense

The issue resolution must not overlook the current nesd to be
budget-realistic

~ FPublic, congressional, and exacutive commitment to reduction of the
federal deficit is clear
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* Cost containment and quality are tial o s of

catastrophic care coverage. Clinical care management: isa process that
should be used to ’

- PFacilitate earliest possible discharge to the hame enviromment or
the least restrictive alternative care setting

- Coordinate the provision of quality anbulatory services at the
lowest cost )

PUBLIC AND PRIVATE INITIATIVES TO REACH CHILDREN IN NEED

Erployment-ralated health insurance remains the daminant mechanism for
protecting the working population. The asgociation has identified a mumber of
public policy initiatives to strengthen this resource, including:

® The requirement that all empleyers provide a minimm health benefits
package for employees, including prenatal and well child care, Such
might be acoorplished in a variety of ways, such as tax jncentives to
qplwmoflwuhmm.uimidmofanmiumm

aployers who do not provide sush benefits

® The development of state level insurance pools to reduce the costs of
such protection for participation by smill eamployers, self-employed,
and seasonally-emploved pecple, Allcw, if actuarially sound,
uninsurable pecple to purchase from this pool; or

The establishment, if necessary, of separate state ris\ pools for the
uninsurable, subsidized by such meanc as a state tax on health
insurance premiume or the cost to self insured amployers of providing
such benefits

° The prampt enactment ot HR 2300, the Catastrophic Illness Expense
Protection Amendments of 1987, sponsored by the ranking minority mamber
and co~snonsored by the Chairman, to require employers to add
catastrophic cr "step loss” protection to health benefits. Care must
be taken that employers are not encouraged to finance the catastrophic
protection by increasing co-pevments and deductions on basic coverage
or 1ts scope. To do 50 would dis-entitle the many to add protection to
thefuvhosehenlthcostsbmwewmmn;.

Purther, particularly in the care of young children, the catastrophic
coverage required should i.:clude home on alterrative site care in lieu of acute
hospital care whe: such is wedically indicated. It has been demonsirated amply
that when aGequate resources are available for its provision to
technology-dependent infants, such care is the interest of child and family, and
cost effective,

Additionally, t. > dew.opment of state or regional catastrr ohic
insurwnce pwls should 52 encouraged, which siwsh coverage is not cost
effective for mmall employers, or insurance pools.

The encouragement of other ins pools to buy into the carastrophic pool
along with other beneficiaries toma - o risk-sharing

® For workers above 2008 of the poverty level, the taxation of employees
on their health insurance benalits ynless the cover their dependents;
alternatively, disallow a rortion of their standard deduction for
dependents unless those ~ependents are included in their insurance
benefit

® The protaction of the pror and any of tne near poor through
canprehensive upansicis in the “edicaid rrogram including:

- mandating coverage for prec ant wamen »-i children under age six
whose incomes are below the federa) poverty level; and

= eliminating state-to-state d!e~ pancies with regard to
eligibilityand the axtent 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 Medicard

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

- ScretuyofﬂmlthmdﬂmnSetvicaousR.mncumuﬂsa
long-term care study for the elderly; this study should include
children with long-term care needs

Secretary Bowen recammends a demonstration project of catastrophic
mﬂ for Federal employees; such a demonstration should include
en

The initiation by the Federal Government of a new study of health
care costs, utilization, and rescurces that includes children

Current aggregate, national data of this nature are lacking, with
the NCES study now ten years old; during which time dynamic changes
have occurred 1n the nation's econcmy .

The needs of children for catastrophic illness expense protection are var.ad
and pervasive. Many opportunities exist for the sub-committee to move to address
them. NACHRI and its member hospitals stand ready to assist. We renew our Pledge
to provide optimun health care services in a cost effective manner, in the
intermats 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 gresumably, that would go down with age till you

ot involved with pregnancy which would raise the cost in child-

ing years. But even if you took 10 million uninsured, you are

talking ¥40 billion a year, 20, 40. I mean the numbers are num-
bers—we 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 billion—the magnitude of it is staggering.

I suspect that you touch on the answer, Mr. Sweeney, if you be-
lieve—and I do—Mr. Crar.dall’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 ig 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 l&'ou 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 quicg(l{y get budfet busting attached to it, and socialism could
get attached to it—all kinds of very frightening terms. I hope you
will bear with us.

I hope that you 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 thirk 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
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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.

ess, if we knew more accurately what those costs might
be, or could estimate them, we would at least have something to
argue about—the 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 mle.

Ms. Rosensaum. 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 incidence of low birth
weight down as quicklg 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 ~ost of healthy babies
in a reduced low birth weight situation cova.'ed 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 ongoinf 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 beca left
with grave morbidities, ranging from retardation, autism and czre-
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 ;)opulation.

So we know at this point far more than tha < dollar's worth of

renatal care saves three. We actually know .aat by not having
urnished prenatal care, we have spent this decade alore $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 ﬁgve 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 %roposals 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.

We think that 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 ioing to
ask that if we had $2 to $4 billion a rich aunt left us, or rich uncle,
where would you spend it?

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

Chairman StTArRk. 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 refresent 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 morey 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
bendage 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 coct 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 StaArk. Car you quantify that for me? I mean what
are Myou talking about in dollars?

r. 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.

Chairmen StARk. And for that you could provide the last few tri-
mesters of reasonableyeﬁood 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 tech.nology has perhaps gotten ahead of our ability
to either finance it, or appreciate and support the value of it.

If 1 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 Syear 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. 230¢
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 Ea.rents 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. Covyne. Nothing.
Chairman STark. Mr. Moody.

Mr. Moopy. Thank you.

Ms. Rosenbuum, 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 gublic resources, whatever
they are, to people with health problems?

Ms. RosenBs.uM. 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
veg little health care.

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 in 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-
plu;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. Mooby. You are talking about cmployer paid plans. I would
like t;);ou to focus on just government resources. Let me raake two
points.

One is that {ou 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. Moopy. 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 wag the current mix of our scarce health
care resources by age groupe!

Ms. RoseNBAaUM. 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 nontaxeble.

And so, in thinking about children’s K:licy, 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.
Indeed, there are miillions of children who need assistance. But
children are relatively inexpensive, and as you have pointed out, it
not only is inexpensive to bring their Lealth 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 ..ow com-
prised of children many of whom began their lives as unheaithily
as they are right now and expect to have the kind of taxgaymg and
governmental supporte back from the child population that we are
all goinm need.

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

Mr. Mooby. The answer to my question is yes.

Ms. RosenBaum. We need to invest more.

Mr. Mooby. So the allocation is out of whack in the sense that
we have not distributed—those scarce public resources-—across age
groups in a way to maximize the benefit to the nation.

Ms. RoseNBAUM. I think we simply distributed less, relatively
sgealdng at this point, less to children than they need compared to
the amount we have distributed to other age groups. However, it is
difficult to say because the other age groups’ dollar needs arc 8o
much greater.

Mr. Moobpy. Do you want to give me your thoughts for a second
on the moral justification of spendiniemoney on people merely be-
ca;zse they are elderly as opposed to being in any other age brack-
et?

Ms. RosenBaum. Well, I began life as 2 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 werz 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. It's related to where the person happens to work. It’s re-

lated to wher= the person happens to live. It's 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.




Mr. Moopy. 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 that—if
ther(; 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, theretgore, 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 subeidized care but could, for example, pay perhaps a

igh-r income tax to underwrite the cost of their care.

tiink 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. Mooby. Or if one is employed.

Ms. RosensauM. Or if one is employed. That has led to grave in-
equities that extend through old age.

Mr. Moopy. 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, 66 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 say, because when is the last
year of life? Bob can give you an example of a thousand children
who at the age of 2 mouths were in their last year of life. And we
spent a lot of money on them. They are not different realiy from

ple who are 85 years old. We never know when the last year cf
ife 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 answers
we need to reallocate scarce resources.

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

Ms. RosenpAUM. Right.

Mr. Mooby. But, of course, the life ex ncy of a young patient
is usually far greater than that of an ol patient.

It just bothers me that we are so negl.ctfu! of the children in
terms of health care.

Ms. RoseNBAUM. It bothers me.

Mr. Moopy. Just because they are young. Because if they were
that same person 60 years later, we -7ould 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. RoseNsaUM. 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. Moopy. Thank you.

Chairman STARK. Mr. Daub.

Mr. Daus. Should we tax the heaith 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 youn,
people are lucky enough to{xave? Would you agree that we shoul
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 healtffcare needs as op-
posed to perhaps B-1 bombers.

But I think there’s some reverse English on that also. I guess
anﬁ'lsuch proposal would certainly draw a lot of attenion.

ore importantly, I think it would tend to cause the emplovee,
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 level 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 nevessary 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, rarticularly lower level employees, to remove
coverage from their dependents rather than add it.

Ms. ENBAUM. | 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
incume employees.

I think that it is an important source of income. I don’t know
how much income it would yield once certai1. 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. Daus. Another idea. Now, I don’t subscribe to the taxing of
the empltz:: 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 perhags shel-
ter—would we exempt nealth 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 eve:'lybody 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?

. 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-
to tﬁ' and generate revenues.

Certainly Florida imposes the equivaient .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
lan has other problems in how well cr poorly it has distributed
ck 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 plag—
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. Severty
percent of the children in this country are covered by private in-
surance.

Mr. Daus. 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—Masisachusetts has a similar system in order to fund unre-
imbursed care.

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

age——
Mr. Daus. Which is tax deductible.
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Mr. Sweenev. 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 nogagroviding health benefits to their employ-
ees. | 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. Daus. Last question, if you care to comment, and that would
be should we federally preempt insurance standards? Should we, in
health, life, and accident insurance, get over this parochial States’
rigl..s view and repeal McCarron-Fergusor,, and set all the stand-
ards for these th.mﬁs at the Federal level?

Mr. SwEENEY. My experience has been that there are some
pretty bright folks out there in the States, in the insura:ice com-
missioner’s office and elsewhere. They are much more able to re-
spond to "ocal needs and local situations.

ifersonally don’t see that need unless——

r. DAus. Mr. Gradison’s bill will mandate federally the stand-
grds.that for certain kind of catastrophic care now that you are en-
orsing.
Mi‘l.l%wnmnv. As I understa) 1 Mr. " 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 pro is going to come along and assist
t:lnf?) with that terrible economic burden, I would say, yes, sir, I am

or it.

Mr. Daus. 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.

ank you.

Chairman Stark. Mr. Donnelly.

Mr. DoNNELLY. Thank you, Mr. Chairman.

M‘sust have a couple of questions.

. Roeenbaum, in response to Mr. Moody’s question, did I hear
you say that zou favor the system of means testing or income relat-
m%dl:[edicare.

. RosENBAUM. 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.
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I taink that upper income, Americans, whether they were 72
yvars old or 41 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 expoeure for uptper income younger Americans perhaps as a
waIy to finance care for all Americans.

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

pay.

Kir. DonnNeLLy. What do you consider to be upper incorae? 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
w}i?enlseeit.l peaking fi If, 1 1 husband

or example, s ing for myself, I wou!' consider my hus
and myself upper income Americans. Qur acome is roughly five
times to seven times the Federal poverty level f. . 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 paild 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 o1 below, to buy him or her medical care, I would

saﬁfine.

r. 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 sulstantial changes
in last year’s tax reform bil..

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. RosenBauM. 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
them—cr claim to represent them—who 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 1ssue—or at least some
flexibility on the part of some folks around the issue—that 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 thut the Government is subsi-

Ms. RosensauM. No. But we take exactly the same ition.

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 distinctions whatsoever on that issue.

Mr. DoNNELLY. Mr. Sweeney, what percentage of uncompensated
;:lare 'g:l the hespitals in your organization provide? The children’s

ospital.

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 »f total revenues.

Around the country we have many situations where the Medic-
aid programs do not meet even rost of providing services to chil-
dien. They limit the nhumber 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 pertial 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 hosgitals’ disproportionate share equals
that of the public bspitals—35 percent of their patients aree?rom
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 cascs, 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 ..ave 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.

B4
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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:)
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Children's Hospitals Disproportionate Share

and Uncompensated Care

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

Disproportionate Share:
Bad Debt & Charity Care (% of Total Charges) = 6.4!,

Medicaid (8 of Total Charges) = 25,6%
Total, Disproportionate Share = 32.0%

Uncompensated Care:

Bad Debt ana Charity Care = 6.4%

Medicaid Losses* = 6,9%

Total, Uncompensated Care = 13.3% nf total charges

* Formula for Calculating Medicaid Loss:

o Medicaid payment = 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 recommendin catastro&llﬁc 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 g:?ou mentioned that, about how you would fund either ap-
proach?

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 t* - 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. Beycnd 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 then it does
in other States. So that would move considerably towards protect-
ing those children who are not in the private sector.

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

r. 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 b2, 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 course, 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. PickiLE. Are you recommending that the emgloyers 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-
&uired this scrt of protection for their children for years. Maybe

ey have healthier workers as a result. Maybe that’s why they
can compete more effectively.

Mr. PickLx. You may Le right.

Mr. SWEENEY. Yes, sir.

Mr. PickLe. 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. RosENBAUM. 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 HR. 2300 embodies would be
paid for by em(f)loyers, and they would get, of course, a tax de. ic-
&n.ﬁ?’e would pay out some tax dollars I assume for the added

nefit.

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 employee’s health
insurance benefit “han an employer pays. That’s not so much
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 of that income were made a taxable event
for upper income employees, it might well yield enough money to
make some of the public incurance improvements we need, as well
as offset the lost tax dollars threugh improvements in employer
coveraﬁ.

Mr. PickLE. One approach you would take would be to tax the
value of benefits si.mifar to the approach this committee had for
finarcing the present catastrophic bill which we decided against.
But you would go back into that arza to a limited extent?

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

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

Mr. PickLe. I thank you, Mr. Chairman.

Mr. DoNNELLY [ﬁesiding]. Mr. Chandler?

Mr. CuanpLzr. 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 -ould, Mr. Chairman, I would like to insert into the record a
question for Mr. Crandall, from American Airlines. I, unfortunate-
l{i, could not be here for this testimony. The staff has indicated
that they would send those questions to him and he could respond
for the record.

Mr. DonNNELLY. Without objection.
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Mr. 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 ail employees and retirees. The sug-
gestion is, he says, not 80 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 dor’t have to be a business genius to
figure out that when a company has labor costs twice that of a
la.%er competitor something has to give.”

e 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 alreadv pro-
vide those benefits, 80 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 com