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SOCIAL SECURITY AMENDMENTS OF 1970

MONDAY, SEPTEMBER 14, 1970

U.S. SENATE,
CoMmiTTE ON FINANCE,

Waahingtoz, D..
The committee met, pursuant to notice, at 10 a.m., in room 221, New

Senate Office Building, Senator Russell Long (chainnan) presiding,
President: Senators Long, Anderson, Talmadge, and Williams of

Delaware.
The CIIARMAN. This hearing will now be in order.
The Committee on Finance today begins receiving testimony from

public witnesses on H.R. 17550, the Social Security Amendments of
1970.

The committee had the benefit of the administration testimony on
this measure on June 17 and July 14 and 15. We heard from the ad-
ministration at that time in order to expedite the business of the com-
mittee and the Senate while the Department of Health, Education and
Welfare was working on revisions to the welfare expansion bill on
which we have just concluded public hearings.

H.R. 17550 provides for a 5-percent, across-the-board social security
benefit increase effective January 1970. It also modifies the cash benefit
social security programs in several respects. A major provision iequir-
ing careful discussion and consideration authorizes the Secretai T of
Health, Education, and Welfare to increase social security benefits
whenever lie determines that the cost of living has increased by 3 per-
cent. A companion provision calls for automatic increases in the
amount of wages, taxed every 2 years and thus, higher social security
tax, based on the Secretary's determination of the extent as to which
the average wages have risen since 1971.

The committee will want, to look most carefully at this provision
since it may involve a deleration of the taxing power vested in Con-
gress under the Constitution. The House bill also increases immedi-
ately medicare taxes by a staggering 77 percent over the next 25 years,
in order to raise the $200 bill ion plus that will be needed to make up
the projected 25-year deficit in the program.

This proposed increase would be on top of the medicare tax, increase
approved by Congress in 1967. A medicare deficit of this magnitude
should not have occurred if the program had been operated on an
aggressive hard-headed, business-like basis, and if Congress had been
asked promptly to close the gaps in that program which now loom solarge.Alhc Finance Committee has held a series of legislative oversight

hearings over the last year to examine the problems in the medicare-
medicaid programs and we have published a detailed report including

(841)



342

recommendations for strengthening the two prograils. Some of theserecommendations have already been incorporated by the House i-atheir bill which we are consider ng today.
We will, during the course of thI.ies hearings and in subsequent eon-siderations be looking for ways of controlling excesqive costs undermedicare and medicaid. If we are successful in our efforts then hope-fully we mayI not need to increase medicare taxes as sharply, as theHouse bill proposes. This morining we will be pleased to have as ourfirst witness a gentleman who appeared before us many times on behalfof the Social Security Administration. In view of the fact that theSenate is in session at this moment, and that a quorum call is goingon in time Senate, because it had to quit for lack of a quortum on Friday,I am going to move that this committee stand in recess for the next 5minutes at which time we. will then proceed to hear from the witnesswho we had anticipated hearing from, Mr. Robert J. Myers.
Thank you.
(Short recess.)
The CIr.,RMAN . r. Myers, the testimony we expect to take herethis morning is, in the judgment of the chairman of this committee,

exceedingly important, and you are a man who is as well qualified asanyone to tell us why the program that we have is costing so muchmoney, and what tlie'prospects are for trying to keep these programswithin their estimates for the future. Ordinarily, we don't conductcommittee hearings while the Senate is in session. But in view of thelate day in the session, and the desire of Congress to act. on this billbefore Congress adjourns we are conducting this hearing while theSenate is ill session.
There is another vote that will be taking place in the Seiate withinjust, a few moments and, therefore, I believe it would be best to waituntil we have at least, the possibility of a quoruin present here in thiscommittee and for that reason I am going to wait until 11 o'clock tocall Mr. Myers. I would like to have Senators who are concerned aboutthe cost ot social security and public welfare here, Mr. Myers, andabout the only way that I know to improve the possibility that theywill is to postpone this hearing for a few more minutes uni.il the Sen-ate is through voting on the amendments that are presently pending.(Short recess.)

The CIIAIRAN. The Chair will now call this meeting to order andcall Mr. Robert Myers as a witness.
Mr. Myers, we are pleased to have you here today and we appreciateyour making yourself available to the cornmittee'to discuss the costsin this bill. Will you proceed in your own way, sir?
STATEMENT OF ROBERT J. MYERS, FORMER CHIEF ACTUARY,

SOCIAL SECURITY ADMINISTRATION
Mr. My1ias. Thank you, Mr. Chairman.
As you know, I was Chief Actuary of the Social Security Admin-istration for a number of years, and I am now an independent con-sulting actuary and also, beginning in September. professor of ac-tuarial science at, Temple Univemity.
Of course, the testimony I ain giving is on my own behalf and noton behalf of Temple University. bhfnn
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I am appearing today primarily to make myself available to you
for any questions about'the cost estimates, since I was responsible for
them Il) through the passage of the bill in the House. Also, I want
to point out a few provisions in the bill and make a few suggestions
for changes in the program that I think will improve its administra-
tion an(" public undel.standing and at the same time provide better
benefit protection.

On the whole, I very strongly favor and support the bill that the
administration introduced last fall, and when I say favor the bill, I
mean that. I believe that the bill, as presented, was just right,. It was
neither too much nor too little in terms of either benefit expansion or
costs. This is unlike some people who say they support a proposal,
meaning they are in favor of at least that much and are really in favor
of much more.

When the bill was presented by the administration last fall it was
in very close actuarial balance. The action that the Congress took last
IDecenber of providing a 15-percent benefit increase across the board
was soundly finance but it did use up the portion of the actuarial
surplus that was going to be available to finance the other benefit
proposals in the administration bill.

Accordingly, I think there is some question of whether all the bene-
fits proposed in the bill now should be enacted.

In other words, when you have a certain amount of money and you
go to two stores, then it you spend more at. the first, store'than you
l)ianne(d, you shoul(1 reexamine whether you ought to cut down your
spending at the second store.

In effect, what has been done is to increase the cost of the program
by adopting all the benefit liberalizations proposed by the administra-
tion last fall and, as a result, thl financing has had to be increased.
The CHAIRMAN.. Mr. Myers, I would appreciate it if you would take

time to make it clear to us what you are thinking.
As I understand it, you are saying that you think the bill that

originally caie before the House was a package that you would be
strongly'in favor of. But, in view of the fact. that there have been a
number of things added to it, if I understand you, you think we ought
to reconsider some of the benefits. Is that right or wrong?

Mr. MfYFRS. Yes; that is correct, Mr. Chairman.
The CHAIRMAN. I take it then that you feel looking at the bill re-

sponsibly, from a cost point of view, that we might be well advised to
reconsider some of the benefits in this bill.

Mr. MYERs. Yes; Mr. Chairman, that was my viewpoint.
The CHAIRMAN. Yes.
Mr. M ns. And, in particular, in my testimony, I point out that the

proposal to give a 100-percent widow's benefit at age 05 is very
meritorious in many ways, but it does create certain inequities and
anomalies, such as the widow in some instances receiving more than
her husband would have received if lie had survived her.

The CHAIRMAN. What is that going to mean if we pass the equal
rights amendment?

Mr. MfRs. Well, it would seem to me that-
The CHAIRMAN. It would mean both of them would get it at 62;

doesn't it?
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Mr. Mmnas. It would seem to me this is not an equal right in this
particular provision because the widow gets a 100-percent benefit, and
the man might only get an 80-percent benefit even though he has been
the worker and the contributor.

The CHAIRMAN. What some of us object to in the equal rights amend-
ment, as I understand it, is that in those cases where you would have to
pay more to a woman than you would pay to a man, it would require
you to pay the man more to bring hom up to what the woman gets,
because if you didn't do that people might prefer to hire men because
they could hire them cheaper.

Mr. MYERs. That is a possibility, Mr. Chairman. I think there is a
partial solution for this provision, because, as you know, the widow
gets a full benefit at ago 65, and if she takes it earlier she gets a re-
duced benefit, However, there is no account taken of the fact if she
had been drawing a wife's benefit from age 62 on; thus, the reduction
should perhaps apply from when she first drew a wife's benefit, rather
than merely when she first drew a widow's benefit.

I also suggest in my testimony four minor changes that I think
would improve the benefit protection and would simplify the admin-
istration; namely, that family benefits for future claimants should be
increased in the same proportion as for those on the roll. Now, there
is a very considerable anomaly when you increase benefits; some people
who coine on the roll the next month get less than those in similar
circumstances who were on at the time the benefit increase was given.
This doesn't seem fair, and it has created some problems.

Another thing I suggest is that under present law a young worker
who is disabled after the earnings base has been changed and who has
been a 'high-paid worker might get a much larger benefit than some-
body who has been in the program for 30 years at maximum earnings
all along. This seems unfair to the long-time contributor as against a
younger person who has just come into the system.

The third thing I suggest is changing th6 lifetime reserve provision
in the'hospital insurance program so that it is not on an elective basis
but rather everybody gets 150 days of hospital benefits in a spell o?
illness, with the coinsurance provisions that apply now. As it is now,
many people have great difficulty knowing whether to elect these re-
serve days or whether to save them for some later time.

The fourth thing I suggest is to eliminate the 100-visit maximum
for home health services under part B. I think this is just a complica-
tion in administering the program, and it affects so very few people
that it doesn't seem worth retaining, especially since there is no maxi-
mum on the number of physician visits.

Finally, I point out, yithout taking a position for or against it, that
the proposal to limit increases in reasonable charges for physicians
will eventually lead to a flat fee schedule, as opposed to the present
basis, which is reasonable and customary charges. I am not saying .
am opposed to a flat fee schedule for reimbursement of physicians, but
what I do say is that I think many people have not realized that this
is the inevitable mathematical result of this provision in the House
bill.

(Mr. Myers' prepared statement follows. Hearing continues on
p. 348.)
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STATEMENT OF ROBERT J. MYERS

SUMMARY

1. Principal purpose of testimony Is to make myself available to answer ques-
tion on actuarial cost estimates for pending Bill.

2. From an overall viewpoint, the original Administration proposal was ex-
cellent and well-rounded, both as to benefit changes and the necessary financing.

3. All of the available actuarial surplus was used up by the 15% benefit in-
crease enacted In December 1969. Therefore, there is a question whether other
benefit proposals should be enacted since to do so means upsetting the financing
proposals and results in an ultimate employer-employee tax rate for the cash
benefits program of 11%, as compared with the present 10%, which had been
maintained in the original proposal.

4. The proposal to Increase widows' benefits is attractive from some stand-
points but has disadvantages by favoring widows as against women workers and
by producing significantly larger benefits for a widow In some cases than are
avallablefor theprimary worker if he should survive hiswife.

5. Four suggestions are made for minor but significant chafiges to increase
benefit protection and to simplify administration and public understanding-
namely, (a) increasing family benefits for future claimants so that they are on
the same basis as for present beneficiaries, instead of being lower; (b) eliminat-
ing the inequity that younger workers receive much larger disability- and sur-
vivor benefits in maximum or near-maximum earnings cases than do older, long-
time contributors; (c) change the lifetime reserve provision in the Hospital
Insurance program so that such days are available for each spell of illness
rather than involving the undesirable, difficult elective situations under present
law; and (d) eliminate the 100-visit maximum for home health services under
the Supplementary Medical Insurance program, which rarely has an effect and
complicates administration.

0. I)iscussion of how the change in the method of determining reasonable
charges for physicians will eventually lead to a flat fee schedule for each proce-
dure for a particular locality.

Mr. Chairman and Members of the Committee, my name is Robert J. Myers,
and I am an independent consulting actuary and also, beginning in September,
Professor of Actuarial Science at Temple University. As you know, until recently
I was Chief Actuary of the Social Security Administration, a position which I
had held since 1947.

I am appearing today primarily to make myself available to your Committee
to answer any questions about the actuarial cost estimates for the pending Bill,
since I had had the responsibility therefor up through the time that the House
of Representatives enacted the legislation.

I should also like to take this opportunity to give my views on the general
desirability of the pending legislation and to point out several relatively minor,
although significant, points In tme Bill and In the present Act where I believe
that changes are needed to Improve equity or to simplify public understanding.

First, let me start with the proposal made by President Nixon last fall. In my
opinion, this was an excellent, well-rounded proposal, combining both necessary
ond desirable benefit changes with adequate financing. Such financing Involved
tax rates that would not exceed those in present law. A substantial part of the
HLeralizations in the cash-benefits program were to have been achieved through
the then-existing estimated acturial surplus. The action of the Congress in
December 1969 In legislating a 15% benefit increase, as compared with the 10%
Increase recommended by the President, used up the entire actuarial surplus,
part of which was to have been used for other benefit liberalizations. I support
completely this legislative proposal of the President

might point out that when I speak of support of a particular proposal, I
mean full support in the sense that I believe that anything significantly less
would not be enough, and simultaneously, that significant further liberalization
would be undesirable. Some people use "support" in the sense that they favor
at least as much liberalization as contained In the proposal but, aetu lly, much
more. In my opinion, this is not really "support".

It seems to me that the prudent course of action when one spends more money
than anticipated In the first store which is visited is to spend less in the next
store. Such action, however, was not taken and all of the benefit liberalizations
proposed by the Administration have been included in the pending Bill. This
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(,ai mean only that additional financing would have to be provided for the cash-
benefits program. The Bill has properly done this by providing for an ultimate
combined employer-employee tax rate of 11%, beginning in 1980.

This is the first time that the 10% ceiling has been breached. Although I do
not believe that there Is anything sacred about such a ceiling, there is som.
question as to whether all the major cash benefit changes are really necessary,
even though individually they are attractive.

For example, the increase in widow's benefits claimed first at age 65 to 100%
of the primary benefit has certain obvious appeal. However, it should be pointed
out that, under present law, the average widow's benefit is at the same level as
the average benefit for a woman worker (each at about $102 per month). Under
the proposal, the average widow's benefit would be significantly higher than the
average benefit for. a woman worker. Accordingly, a woman worker could well
complain about the inequity of the situation as against her non-working married
sister: the latter will receive a higher benefit because she gets the full primary
benefit of a male worker, who generally has a higher wage level than a female
worker.

There is still another anomaly that arises when widow's benefits are increased
In this manner. Consider a man retiring at age 62 with a wife the same age. If
his primary insurance amount is $200, the total monthly benefit for his wife and
himself will be $235. Then, if lie dies after 3 years on the roll, the widow gets
$200 per month, or 85% of the amount paid when both were alive. On the other
hand, if the wife dies first, the worker's benefit is $160, or only 68% of the total
family benefit and $40 (or 20%) e8s than the non-working widow's benefit under
similar circumstances!

Now, let me turn to several small, but significant changes which I think should
be made in the interest of equity and of understanding and administering the
program.

First, in providing a 5% benefit increase for those on the roll in December 1970,
the family maximum benefit limitation is waived, so that all beneficiaries should
receive the full 5%. For future beneficiaries, the 5% increase applies to the
primary benefit, but in most Instances no change Is made in the family maximum
provision. This creates an Inequitable situation for similar families who come on
the benefit roll just before and just after the effective date, since the latter re-
ceive 5% lower benefits. I suggest that, in equity, the maximum family benefits
shown in the benefit table should be increased by 5% for all average monthly
wages up to $650 (except where the maximum of 11 times the primary benefit
already applies) and that there be appropriate grading in between average
monthly wages of $650 and the maximum In the Bill for an average monthly
wage of $750.

In the same manner, the automatic-adjustment provisions as they relate to
the beneft table should be modified so that, as cost-of-living increases are given,
these will affect the maximum family benefit in the same manner as they affect
the primary benefit. The objection may be raised against this proposal tMat the
formula underlying the maximum family benefit at the lower end of the scale Is
based on 80% of average monthly wage and that, accordingly, this relationship
will eventually rise to 100% or more of average wage.

This objection is not valid, however, because the procedure for computing
benefits over the long range is such that the derived average wage is based on a
long period, but It is really only a national average which is used to derive
meaningful benefits when related to final wages. In other words, what the Con-
gress has done In the past two decades by ad hoo adjustments and what the an-
tomatic adjustment procedure in the 13111 would do in the future Is to use the
career-average method in such a manner that it Is really changed to a final-
average method through the across-the-board benefit Increase method involved.
This proposal would increase the level-cost of the OASDI program by about .02%
of taxable payroll.

My second suggestion relates to the inequity in treatment as between workers
who have been covered by the program for long periods as against young new
entrants, when the maximum taxable and creditable earnings base Is changed.
Oddly enough, the young new entrant who has contributed for only a short time
receives substantially larger benefit protection in the event of death or disability
than does the middle-aged or older worker who has been contributing to the
system for many years.



347

Specifically, under the pending Bill, a worker who has been covered at the
maximum earnings ever since the program began in lI)37 and who becomes dis-
abled at the end of 1072 at age 01 or less will have a primary benefit of $213 per
month. Oa the other hand, a worker with maximum earnings who similarly be-
comes disabled at the end of 1072 at age 23, but who was covered for 1971-72,
would have a primary benefit of $283, or $70 more than the older worker who
had been contributing for over 35 years. This is despite the fact that the young
worker contributed in OASDI employee taxes only $750, as against the $4,325
for the older worker! Similar inequitable situations arise in survivor cases.

I suggest that the way to eliminate the foregoing inequity under which higher
benefits are possible for short-term participants as for long-term ones with
the same earnings level is to provide that, for death or disability in a particular
year, the primary insurance amount shall not be larger than that which is pos-
sible for a worker attaining age 62 in that year (except that this provision
would not result in a lower PIA than that payable on an average monthly wage
of $50, since otherwise benefit protection would be reduced for some present
participants). This reduction in benefits for young workers with very high
earnings is not inequitable to them, since the benefits payable in these cases
will greatly exceed their contributions, and the benefit amounts involved will
still be quite sizable.

My third suggestion Is to change the lifetime-reserve days provision in the
Hospital Insurance program so that, for each spell of illness, the entire 60 days
will be available (with the present coinsurance provision). This will provide
slightly better benefit protection for catastrophic long-term hospitalization.
More Importantly, however, this change will greatly simplify administration
and public understanding, because there will no longer be the undesirable and
difficult situation of the beneficiary having to decide whether or not to use
lifetime-reserve days now or to save them for the future when they might be
more valuable. The increase in cost for this proposal when expressed in terms
of a percentage of taxable payroll is negligible.

The fourth suggestion is in connection with the limitation of 100 home health
visits per year under the Supplementary Medical Insurance program. Such a
limitation is present under the Hospital Insurance program and is desirable
because no cost-sharing on the part of the beneficiary is involved. Under 811,
there Is no limitation, for example, on the number of physician visits per year,
and there seems no logical reason to have such a limit on home health visits.
Such a limit complicates administration and public understanding. Moreover,
this limit affects only relatively few persons (an estimated 3,000 individuals
each year out of the approximately 10 million persons covered).

The few who are affected by this maximum have serious financial conse-
quences that should be eased by its elimination. The maximum does not really
serve as a control of utilization since It applies in so few cases. I estimate
that if this change were made, the monthly premium rate payable by the en-
rollee would be affected costwise by only about / to %, cent per month, an
amount which is easily absorbed In the margin of contingency that had been
Included in the premium rate.

There is one other point in the pending Bill which I think should be more
clearly called to the attention of all persons concerned-namely, the fact
that the change involved in determining reasonable charges of physicians
will eventually lead to a fiat fee schedule for each procedure for a particular
locality. This is in contrast with the situation under present law, under which
the vast majority of physician charges are reimbursed on a customary-charges
basis.

As you know, under present law, the basis for reimbursement of physician
fees is the customary fee of the physician, unless this exceeds the prevailing-
charge limit in the locality. Under present law, generally only about 17%
of the cases involve the prevailing-charge limit instead of the customary-
charge amount; under the Bill, this proportion would be increased to 25%
for fiscal year 1971. However, in later years the prevailing-charge screen
would be increased by an economic index, rather than by the general move-
ment of customary charges in the locality. It seems certain that this economic
index will move upward much more slowly than customary charges generally.
Accordingly, as time goes by, the proportion of physician fees which are reim-
bursed on the prevailing-charges limit will rise from the initial 25%1 until
ultimately becoming 100%. At that time, all reimbursement of physician fees
will be at a fixed amount for each procedure each year In the given locality.
Personally, I see nothing wrong with this procedure just as long as all parties
involved fully realize what is being done.

47-530--70--pt. 2-2
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The CHuA3I,%. Mr. Myers, you explained to us when you testified
previously in February why the cost of medicare greatly exceeded all
the estimates, and I think that you said that it was, a matter of in-
creased utilization and also inflation in prices. There was much greater
utilization than you anticipated and also much greater price increases
than you anticipated, is that correct?

Mfr. IYEis. That is correct, Mr. Chairman.
'rhe CHAIRMAN. Now those two caused this program to exceed the

costs by ahnost a hundred percent, is that right?
Mr. M[YERS. By about a hundred percent.
The CHfAiRAN. If you are advising us how to get the genie back

into the bottle what would your advice in general terms be to us? How
can we get what we were hoping to get for the money IMr. MYERns. WVell-

The CHAI~RMAN. If you have some doubt about that let me ask you
what your reaction is to the recommendations of our staff, based on the
study they made of this matter.

Mi'. MiERS. I think that I would concur with the vast majority of
the recommendations made by your staff when they looked into this
problem. I don't think there is any way possible to get the costs de-
ciased to the level of what the original estimates were, because hospi-
tal costs have just risen so much there is no way of legislating them
downward. The main thing to (to is to try to control these costs in the
future. I think the bill has made many good changes in this direction,
and we can only hope that, on examiiiation of the future experience,
they will have had the desired effect. I think this is a problem that has
to be continually worked on and studied and given close supervision
the way your staff has done.

Thme CUIFMMx. Yes.
Now before you left the Government you wrote an article to the

effect that there, were two different philosophies in the Department of
Health, Education, and Welfare; one was the expansionist philosophy,
and the other was a philosophy that you adopted yourself. What would
you call your philosophy as compared to expansionist?

Mr. MYERs. I used the term "moderate," Mr. Chairman.
The CHAiRIMaN. Moderate.
And your thought of the moderate philosophy, I believe, was that

you would try to provide for a pemon's essential needs, and not try to
provide for all their needs. T iat was about, it., if I understands it
coriectly.

Mr. M'vmns. Yes: that. was about it, or to use another term the "floor
of protection", concept upon which economic floor peol)le could build
and which would take care of the vast, majority of the people without
their needing supplementary assistance. I also think it is the philos-
o)hy that, on the whole, the Congress has adopted, and has continued
to put into practice over the 30 years of operation of the )rogram,
and I want to see that continued.

The CHAIMA N. I am just looking at the conclusion of your article
which was placed in the record. I thought enough of it to pass it
around and suggest to some people that they read it, because I thought
it raised some interesting questions. In considerable measure, I found
myself in agreement with the answers that you provided. tlere is
what you said:
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In summary then, one may well raise the question "How much economic
security should be provided through the Government?" Should social security
provide only a basic floor of protection, upon which Individuals and, in part,
their employers should build, with public assistance for the small minority
whose basic needs are still not provided for-as the moderates believe?

Why should Government supply complete economic security to the aged, the
disabled, and the survivors of deceased workers so as to replace virtually the
full wage loss-as some expansionists advocate? If so, what are the Implications
In other areas such as medical care for the total population and even the owner-
ship and management of Industry and commerce?

If all should be guaranteed or provided, the highest possible medical care by
the Government, how about guarantees or provisions so that none shall have
incomes substantially below the average, or that none shall have diets that are
not the highest nutritional quality, regardless of whether they could afford to-
and would wish to-do otherwise?

There is a basic, Important question here for America to decide. There is a
choice to be made, and the citizens should be given all the facts on both sides,
so that they can make a wise decision.

As a postscript, I might add that the social security proposals made recently
by President Nixon, and now under consideration by Congress, fully meet the
criteria of the moderate philosophy.

ANWrould that be correct, based upon what. you know to be before
the committee now?

Mr. MyEns. Yes, Mr. Chairman.
The CHAIRMAN, At the hearings of the House Ways and Means

Committee, several proposals were put forth that were definitely along
expansionist lines.

Now, what is your reaction to the pro)osal that was recently intro-
duced that we provide health care by a Government program to apply
at all ages. Are you familiar with that?

Mr. MyERs. Yes, Mr. Chairman. There are several bills that have
been introduced by distinguished Senators and Representatives along
these lines.

In my opinion, these are not desirable proposals because I think
that the health needs of the vast majority of the people under 65 are
being taken care of through private means such as Blue Cross and
Blue Shield, insurance companies, employer-sponsored plans, and so
forth.

I think that there can be certain changes in medicare to make the
protection more equitable and better. Perhaps certain types of social
security beneficiaries should be under medicare and so forth, but Ibelieve very strongly that a universal program for everybody in the
country, thus replacing the vast network of private health iinsurancu
that has been built up already, would be undesirable.

11e CI ln , N. Mell, we \vill not permit a citizen to deduct meed-
ical expenses if those medical expenses are less than 3 percent of
his annual income. If we don't think it is sufficiently serious to per-
mit the individual to deduct it for tax purposes why do you think
or why would you think thlt we should plrl)Ose to pay that for citi-
zens under a compulsory insurance program.? "r

Mfr. M[YFRS. I think your point has great logic. It seems to me that,
although I am by no means an expert on taxation, if the taxationt is that people can readily bear up to 3 percent of their incometheoryistapepecnraiybatito3preto ei nie
for meeting medical expenses before tax deduction for the vast, ma-
jority of people, then the existing system is working out very satis-
factorily.
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The CHI tMIAN. In view of the fact that all prior medicare esti-
mates have been too low, is it possible that the estimates for the
resent l)roposal for health insurance for eveybody might also be too
o w

Mr. MYEis. This is quite possible. I have examined some of these
cost estimates. A few of them I had made, when the sponsor of the
legislation had asked the Department of Health, Education, and
Welfare to make the estimate. Others, I think, were definitely too low,
but again it is possible the estimates that I made are too low, even
for these )roposals. I always try to make the best estimates I can
and because of being too low in the past, I cidii't suddenly swing
over and say, "I am-going to put a real big margin of safety in it so
that this thie I will be right. " Each time I have approached the cost
estimate afresh and said "I will view the circumstances now present,
make future assumptions as best I can, and here is the estimate."

The CHAIRMAN. I)o you have any reaction to the present. family
assistance plan which we are con.sidering, that would doublee the
number of people on. welfare? Some were suggesting that before we
increase the number of people being benelitted by public welfare as-
sistance by 10 million people we ought to first experiment with the
plan and see how it worked out. What is your reaction to that?

Mr. M'mNs. The only real reaction I have on the family assistance
plan, since I haven't gone into it very deeply, is in regard to the cost
aspects.
As you may know, I prel)ared a separate, independent cost estimate

for the proposal as it. was considered by the House of Re)resentatives.
My estimate was, as I recall, some $1 billion per year higher than the
official estimates of it are somewhat on the low side:

The CImA4uNx. What were the factors that caused you to think that
it would cost a billion dollars more than the departmental estimate.

Mr. M3ERS. The people in the Department who had the responsi-
bility for the cost estimate and I approached the problem from an
entirely (iflerent viewpoint. I would say the big difference is that I
assumed that people would utilize the plan by perhaps changing cer-
tain economic patterns to flit the provisions of the plan-just as iml the
social security program with the retirement test, many pol)le adjust
their earnings so as to maximize their total income.

The people in the Department who made the estimates assumed
that the situation would be static and that peol)le would not adjust to
the plan. When I say "adjust," I don't mean anything illegal, but it
is just that man is an economic creature and, if conditions are in a
certain manner, lie will adjust his own living and his own earning
cal)acity perhaps to fit in with the legal provisions that exist, whether
it be taxation or benefit plans.

The CIII. r4 x. Well, looking at a situation where a person could
quit work and make almost as much as lie would make if lie was work-
ing, would you be inclined to think that quite a few people might find
it desirable)just to quit work?

Mr. My mms. Yes, I certainly would think so. Some people would and
some won't, but certainly a significant. number would. This is. as I
indicated, one of the reasons for the differences between my cost esti-
mate and the official one made by the Department.
The Cmiutn.r 4 x. Thank you very imuch, Mr. Myers.
Mr. MYERs. Thank you very much, Mr. Chairman.
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The CHAi.%rAN. Senator Williams will be here in just one moment
and I will let him ask some questions. Thank you very much.

We will call the committee back to order as soon as we can make
this next vote. Thank you.

Mr. MYERS. Thank y'ou, Mr. Chairman.
Senator WIIAMS' (presiding). The next witness will be Dr. Paul

Leithart, president of the Association of American Physicians and
Surgeons.

You may proceed.

STATEMENT OF DR. PAUL W. LEITHART, PRESIDENT, ASSOCIA-
TION OF AMERICAN PHYSICIANS & SURGEONS, INC.; ACCOM.
1'! oIED BY DR. WALTER W. SACKETT AND FRANK K. WOOLLEY,
EXECUTIVE DIRECTOR OF THE ASSOCIATION

Dr. LEITIIART. Thank you, Senator. I am )r. Paul Leithart, presi-dent of the Association of American Physicins & Surgeons Our
organization is a nationwide association ot doctors with membership
in over 1,300 counties, in all of the 50 States, and Puerto Rico, and in
the District of Columbia. The members seek through this association
to protect the responsibility, independence, and freedom of doctors
andpatients.

e appreciate this ol)l)ortunity to present our views.
We are deeply concerned about the trend of this legislation which

extends medicare and revises medicaid. Our concern deepens as we
study the report of your staff in which the failures of these programs
Re admitted. We are not reassured by the admissions in a recent HTEW

task force report, on medicaid. Also, statements of the administration
advocating deeper and deeper government intervention into medicine
disturbs us. Also, ai)l)arently well intentioned, but misguided, efforts
to perpetuate these admitted failures-witl doctors policing other
doctors in an attempt to make an inherently unsound approach work
need careful examination in the light of fundamental principles.

Government intervention in medicine is fraught with. profound
moral, economic, and political consequences which are presently only
gradually being explored and understood. These consequences are
widely .misunderstood by the profession and public alike, as being
accidental, transitory, easily remedied or due perhaps to the weakness
of a particular approach, employee or administration. This is not true.
The strains and stresses the inadequacies and dissatisfactions which
the profession and l)ubiie experience are implicit in the nature of
government intervention itself.

MEDICARE AND 'MEDICAID AlE IN TROUBLE

Your staff reported in February that after 5 years of medicam, and
medicaid these programs are in serious financial trouble. The two
programs are also adversely affecting health care costs and financing
for the general population.

We thank you and your staff for exposing the situation. These pro-
grains are in such difficulty that about 1 year after medicare, taxes
were increased 25 l)ercent. Now it, is pr61)osed to further increase
taxes by many billions of dollars. Without t these increased taxes HEW
admits'that finds will beexhausted by 1973.
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HEW SPENDING EXCEEDS ALL CORPORATE PROFITS; ONP OF CANADA, ANI

so FORTh

However, the situation is even more grave than Government reports
disclose. For example, the entire Department of Health, Education,
and Welfare is now spending at an annual rate of over $58 billion per
year. This is more than all the profits after taxes of all the corporations
of the United States-$58 billion against $48.5 billion of profits after
taxes. It is the most expensive nonwar operation known--exceeding the
$57 billion gross national product of the entire 20 million people of
Canada. Yet, H R. 17550 proposes that HEW spend more.

Your stad states that:
(1) Medicare and medicaid programs may be greatly extended to

others.
(2) They can be made to work more efficiently and economically by

tightening Government controls and administration.
(3) The key to making the present system workable and acceptable

is the physician and his medical society.
(4) Prompt action is necessary by organized medicine to police and

discipline itself concerning care and charges to avoid control proce-
dures which may be arbitrary, rigid and insensitive.

AMON NEEDED

We agree that prompt action is necessary, but not by doctors.
Prompt action should be taken by Government to stop this reckless
spending and waste. The actual crisis faced by the United States results
from the lack of discipline, control and restraint by the Central
Government.

The key to making the present system workable and acceptable is
not the physician and his medical society but rather the elimination
of the excessive spending and interference generated by these
programs.

POLITICIAN VERSUS MEDICAL CONSIDERATIONS

The fact is that political medicine is bad medicine-not because
politics is bad and medicine is good, but because the two do not mix.
Wherever medicine has been dominated by politics, it has been bad.
The record speaks for itself. Political promises have been made that
Government will givo more benefits than are available with little or
no cost, without interference in, or control of the practice of private
medicine, and with payment of usual and customary fees, all will be
equal, all will get the best. Hard choices will no longer be the individ-
ual responsibility of the patient. He will no Iona-r have to choose be-
tween using earnings for medical care needs and others such as housing,
and so forth, and even luxuries. These promises have proven to be
unrealistic and the reports of your staff for the most part so indicate.
The reasons are clear.

When the individual was relieved of responsibility for exchanging
something of value for the medical services sought, no responsibility
was felt for restraining wishes. As a result, artificial demands for doc-
tor and hospital care increased, forcing costs up to Government and
private seekers of services alike. Taxes increased. Government further
encroached upon private practice. Physicians and hospitals were re-
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9uired to obtain more clerical help to fill out Government forms.
doctors were forced to divert time from the care of patients to super-

vise reporting and often had to make lengthy justifications to remotely
involved utilization review committees and ordinary government
clerks as to why they did what they thought was necessary at the time
of decision. Expensive, cuumbersome, and inefficient Government ad-
ministrative procedures for control of use and cost and for research
in improving medical care, diverted doctors and other scarce medical
personnel from patient care.

Dr. SACIKMr. I am a doctor, Walter Sackett, a practicing physician
in Miami for 30 years and a member of the Florida legislature for 4
years.

The Honorable J. Enoch Powell, Minister of Health in the United
Kingdom for 3 years, says in his book "Medicine & Politics" (see Ap-
pendix I) that when the recipient pays no money for medical care, ie
has no sense of responsibility. Also, that:

The vulgar assumption Is that there Is a definable amount of medical care
"needed" and if that "need" was met, no more would be demanded. This is ab-
surd, as every advance in medical science creates new needs.

The difference between a legislator's and doctor's viewpoint is im-
portant, For a doctor the general law is relevant only as it helps or
hurts the individual. or a politician, the individual case is relevant
only insefoar as it illuminates the general law. For a Government em-
ployee, the individual case must be subordinated to some general rule.
Uniformity is demanded which causes quality of medical care to
suffer.

INDIVIDUAL VERSUS COMMUNAl, RESPONSIBILITY

Mr. McNerney, national head of the Blue Cross Association, as
agent for the National Government obtains large sums of taxpayers'
money, and as a chairman of a task force on medicaid and related
problems, recently reported that:

The country today is well into a transition from considering that health is
largely an individual affair to understanding that health Is nece.ssarlly a com-
munity affair.

This is basically wrong-it, is patently evident the primary responsi-

bility for a competent in(hividual's health rests in that individua ihin-
self. Communal interest is no substitute for self interest and, there-
fore, cannot replace it.

THE TACTICS SAME TO PROMOTE SOCIAL SECURITY AS MEDICARE

Madam Perkins in 1962 reported to HEW employees how the Social
Security Act was passed. This HIEW publication gives the uninitiated
a glimp'se how power is manilulated.

We got advice. All these action3 were for the purpose, not so much of advice
as of propaganda. The constitutional problem was the greatest one. How could
you get around this business of the State-Federal relationships? Justice Stone
supplied the solution: 'The taxing power, my dear, the taxing power. You can
do anything under the taxing power."

This Is the reason of course that we built so strongly on the taxing power
and the whole system of taxation Is the basis of the Social Security Act. We gave
way on washing out universal Insurance; that is, universal coverage. We let
them take out one group after another; no objections, Just so we got the basis of
the bill.
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In establishing the principle of medicare the came tactic was used.
Proponents said: "If we can only break through and get our foot
inside the door, then we can expand the program after that '

The advocates of medicare got their foot inside the door, established
the principle, and here in this legislation, are seeking to expand the
program. Mr. ireNerney's task force report on medicaid dheds light on
what, the Federal inter ventionists intend. For example: "The escala-
tion from individual need to community crisis, to public decisioninak-
ing, is the choreography of social action in a democratic society."

THlE POOR ARE NIERErY TIE EXCUSE

"To infer from our recommendations that steps need to be taken
only with respect to the provision of health care services for the poor
and the medically indigent, would be to lose completely the significance
of our criticismi as well as the opportunity for great progress." Bis-
marck's great discovery-long before McNerne-consisted-in a device
for making political capital out of poverty and human suffering.

3MEDICREDIT

The dangers and defects of Government intervention cannot be
avoided by calling it " voluntary medicredit." It is a trap because:
Government is to pay; tlerefore, it will control; but, demand will
exceed supply (lite to the absence of the restrainipag force of individual
responsibilitY. Former Secretary Celebrezze said of the Bow bill-
i 'edicredit *rinciple-j"It will require stringent Government controls

on the insurance indush.
The scheme of subsidy and special privilege to closed panel, per

capita prepayment group practice in the bill (I.M.O.) is another
foot-in-the-door trick. (See anp. V")

It is designed to expand it to people under 65: increase Govern-
ment expenditures; is not new; is backed by Mr. Wilbur Cohen, the
UAW, Mary Lasker and Mr. Rockefeller. HEW has propagandized
for it. for years; it did not grow in competition as its Government pro-
moters hoped; State laws are to be attacked with HEW money.

Dr. Garfield, director if the Kaiser plan admits: extending UoI'-
ernment health insurance to the entire population would compound
demand; is folly; will result in serious deterioration in quality and
availability of services for the sick; after years we learned that'when
fee-for-services is eliminated the regulator of flow into the system is
gone, wvorried-will usurp doctor's time and interferes with care of the
sick, and freedom of choice of alternative systems is preferable for
both the public and physician.

It is regrettable that time did not permit us to fairly show why the
ITnited States is so healthy and prosperous under freedom. We urge
von to study the more co plete material we have briefly submitted.
Please send us questions which we will be happy to answer for the
record. The bet system in the world deserves to be defended without
com|iromising principle.

'm'Jank you, gentlemen.
(The prpared statement and appendixes follow. Hearing continues

on p. Xt3.)
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STATEMENT OF TIlE ASSOCIATION OF AMERICAN PHYSICIANS AND SUROEONS

The Association of American Pihysicians and Surgeons is a nationwide A-.oel-
atlon of doctors with membership in over 1,300 counties, in all of the 50 states,
and Puerto Rico, and in the District of Columbia. The members seek through this
Association to protect the responsibility, independence and freedom of doctors
and patients.

We appreciate this opportunity to present our views on the legislation before
you at this time.

We are deeply concerned about the trend of this legislation which extends
Medicare and revises Medicaid. Our concern deepens as we study the report of
your staif on Medicare and Medicaid problems in which the failures of these
programs are admitted. We are not reassured by the admissions In a recent H1EW
Task Force report on Medicaid. Also, statements of the Administration advo-
eating deeper and deeper government Intervention into medicine disturbs us.
Also, apparently well Intentioned, but misguided, efforts to perpetuate these ad-
mitted failures-with doctors policing other doctors in an attempt to make an
inherently unsound approach work needs careful examination in the light of
fundamental principles.

Government Intervention in medicine is fraught with profound moral, eco-
nonic and political consequences which are presently only gradually being ex-
plored and understood. These consequences are widely misunderstood by the
profession and public alike, as being accidental, transitory, easily remedied or
due perhaps to the weakness of a particular approach, employee or administra-
tion. This Is not so. The strains and stresses, the inadequacies and dissatisfac-
tions which the profession and public experience are implicit in the nature of
government intervention itself.

IICARE AND 1tEDICAID ARE IN THOUII.E

After live years of Medicare and Medicaid these "programs are in serious fi-
nanclal trouble." Costs have soared and waste is so apparent, that it is now
admitted:

The two programs are also adversely affecting health care costs and
financing for the general population.

As you will recognize, these are statements from your staff's report of Febru-
ary, 1970 exposing the situation. We thank you and your staff.

These programs are In such difficulty that about one year after Medicare and
Medicaid started taxes were increased 25%. Now it is proposed to further in-
crease taxes by many billions of dollars. Without these increased taxes HEW
admits that funds will be exhausted in less than 11/ years.

IhEW SPENDING EXCFEDS ALL CORPORATE PROFITS; ONP OF CANADA, ETC.

However, the situation is even more grave than government reports disclose.
For example, the entire Department of IIEW is now spending at an annual rate
of over 59 billion dollars per year. This is more than all the profits after taxes
of all the corporations of the United States (58 billions vs. 4&5 billions of profits
after taxes). It is the most expensive non-war operation known-exceeding the
57 billion dollars gross national product of the entire 20 million people of Can-
ada. Legislation which has passed the House would increase HEW spending
another 4%1 billion, Increasing the spending by HEW alone to over 03 billion
dollars. This is over 50% of the gross national product of either West Germany,
Japan, the United Kingdom, France or Italy. (Statistics for socialist countries
such as the U.S.S.R., etc. are not published.)

Yet, H.R. 17650 proposes that HEW spend more.
Your staff states:

Unless the rapid and continuing escalation of the costs of health care are
moderated, the Congress may reasonably anticipate Increasing pressures
upon it to extend the Medicare and Medicaid programs to encompass large
segments of the population not now covered under these public health pay-
Inent plans.

WRONG KEY

It is suggested that Medlicare and Medicaid can be nmde to work more efli-
clently and economically by tightening government controls and administration.
The report states:
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The key to making the present system workable and acceptable is the
physician and his medical society.

The suggestion is made that the profession needs to "police and discipline
itself" and that-

Prompt action is necessary by organized medicine (and other health care
professions) to do what Is required with respect to monitoring care pro.
viled and charges made for the care.

Your staff has sounded this warning:
Ve fear that virtually insurmountable pressures will develop for alter-

native control procedures which may be arbitrary, rigid and Insensitive to
the legitimate needs of both the patient and his physician.

WELFARE AND TIlE POL.0, STATE

The fear expressed should not be surprising. In the book "Compulsory Medl-
cal Care and the Welfare State" Melchior Palyl clearly described the growth
and extension "of governmentalizd medical care systems on the Continent of
Europe and in England."

The Key to making the present system workable and acceptable is "NOT the
physician and his medical society" but rather for the elimination of the excessive
spending and Interference generated by these programs.

POLITICIAN VS MEDICAL CONSIDERATIONS

The fact is that political medicine Is bad medicine--not because politics Is bad
and medicine is good, but because the two do not mix. Wherever medicine has
been dominated by politics, it has been bad. These facts are well known:

1. Competition for votes results In promising more quantity and quality of
medical benefits are available. (The hospitals, doctors, nursing homes, nurses,
etc. required to provide this care on the level promised, or the electorate thinks
is promised, do not exist.)

The record speaks for Itself. Political promises have been made that govern-ment will give benefits with
(1) Little or no cost to beneficiaries.
(2) No governmental Interference in, or control of the practice of private

medicine;
(a) Patients are promised freedom of choice of hospital and physician;
(b) Physicians are promised freedom to choose where to practice with

freedom to exercise Independent, professional judgment In diagnosing,
prescribing, and caring for patients. Also, they are promised that they
will be free to serve whom they choose at fees not fixed by government.
It is promised that government will pay usual and customary fees-
that doctors may look to their patients for full reimbursement of charges.
Thus, the patient would be responsible for the difference between the
doctor's bill and the amount allowed by government.

The publisher says "He makes clear how these services have been used in all
countries to augment and strengthen control by politicians and bureaucrats. In
addition, he has provided Insight into the origin and development of Welfare
State doctrine and deeds." In 1949 the publishersaid:

During the past few years most Americans have begun to comprehend
that vast revolutionary forces are In ferment In this country. It must be
understood that the establishment and extension of Welfare State concepts
and mechanisms lead to an Inevitable end. If Implemented here, they ulti.
mately would mean for America, the frightening confusion that is Europe,
the tragic austerity that Is England, and the Oodlep despair that Is Russia."

ACTION NEEDED .-

We agree that prompt action is necessary, but not by doctors. Prompt action
should be taken by government to stop his reckless spending and waste. The
actual crisis faced by the United Stat results from the lack of discipline, con.
trol and restraint by the central gov rnment. Excessive government spending and
Interference In the name of thegWelfare State is a major cause of our current
trouble. Doctors did not ask,16r these programs. In fact, we warned strongly
against them. They have fa d.
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2. Expectations of voters rise, they believe that everyone will be able to
have all the medical care he wishes. All will be equal. All will got the best.

3. Voters believe that hard choices will no longer be the individi4al rcspon-
. Ibllity of the patient. lie will no longer have to choose between using earnings
for medical care needs as well as for housinA clothing, food, education, auto-
mobiles, colored TV, liquor, tobacco, vacation trips at home and abroad, recrea-
tion, etc. The Governmient will take care of almost anything. (Except a promised
small ($1.00) monthly payment for inedical care.) Former Presilent Jolhnn,
when Vice-'rcsideint, .aid : -Why nnyone would want to deny a person the oppor-
tunilty of putting In a $1.00 a month, along with his employer, to insure himself
through Social Security against the staggering costs of hospitalization simply
allazes le."

4. It is promised that utilization review committees are required-not to inter.
fere with medical Judgment or practice-but to be sure that doctors do not put
patients in hospitals unnecessarily or keep them there too long. Who judges is
left vague In the law.

5. Executive Branch employees' estimates of costs to the public treasury, and
for taxes are low. Such low estimates are accepted by some legislators who tell
voters how much they are doing for them and skillfully avoid telling them what
they aie doing to them.

ALL OF rilE FOREGOINO EBTIMATF8 IAVE PROVEN TO BE UNREALISTIC AND THE REPORTS
OP YOUR STAFF FOR TIlE Most PART SO INDICATE. TIlE REASONS ARE CLEAR.

When the individual was relieved of responsibility of exchanging something
of value for the medical services he sought, he felt no responsibility for restrain.
ing his wishes.

As a result, the demand for hospital care and doctor visits Increased materially.
This artificial demand for hospitals and doctors forced costs up to government
and private seekers of service alike.

Taxes were Increased. Government force was nsd to begin enroaching upon
private practice.

Physician and hospital employment of more clerical help to fill out govern-
meat forms was required. Doctors were forced to divert time from the care of
patientiu to supervise reporting and often had to make lengthy Justifications of
why they did what they thought was necessary at the thie of decision.

Expensive, cumbersome and inefficient government administrative procedures,
for control of use and cost and for research In Improving medical care, diverted
doctors and other scarce medical personnel from patient care.

As the costs mounted, doctors and hospitals were blamed for higher utiliza-
tion and costs without meeting demands. Now additional price-fixing and more
red tape are being threatened. Poorer quality care will be the inevitable result.

This key principle must be re-emphasized--it is necessary that the Individual
patient must be responsible to obligate himself In order to keep his wishes from
being considered rights without duties thus causing demand to completely out-
run supply. The Individual patient and individual doctor must exercise Inde-
pendent, responsible Judgment If we are to have good medicine. The doctor and
patient are closest to the problem and are most competent at the time to make
the best decisions for everyone concerned. If responsible Individuals acting as
such (to not curtail Irresponsible demand then government will ration demand
on a political basis.

Not only are national government and state governments In trouble because
of uncontrolled welfare spending, but Britain Is In similar trouble.

The llonorable J. Enoch Powell, Minister of liealth In the United Kingdom for
three years, in a book: Medioine and Politics, points out that when the recipient
,pays no money at point of service for medical care, he has no sense of responsi-
bility and from this many real problems are created. lie says:

Common thought and parlance tend to conceal or deny the fact that de-
mand for all practical purposes is unlimited. The vulgar assumption is that
there Is a definable amount of medical care 'needed' and If that 'need' was
met, no more would be demanded. "This absurd. Every advance in medical
science creates new needs that did not exist until a means of meeting them
came into existence, or at least into the realm of the possible.
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INFINITY OF DEMAND

There is virtually no limit to the amount of medical care an individual
is capable of absorbing; everyone knows that lie suppresses or ignores
medical conditions that could be alleviated or removed.

In an appendix hereto you will find a number of quotes from Mr. Powell which
are pertinent to the situation that we now face.

NO COUNTERPART IN MEDICINE

As a politician, you understand and Instinctively ask yourself: "What will
be the cost in dollars to the nation If Mrs. X is paid more--will It on balance be
against the public Interest?" This Is all essential part of a politician's duty but
has no counterpart in the professional activity of a doctor.

For a doctor, the general law is relevant only as it helps or hurts the
individual.

For a politician, the individual case is relevant only in so far as it illumi-
nates the general law.

For a government employee, the individual case must be subordinated to
some general rule. Uniformity Is demanded. Government employees (includ-
ing utilization and review committees, as well as ordinary clerks) being
ignor.fit of the facts and remotely involved, often require lengthy, detailed
written justifications from busy doctors who would be more advantageously
employed caring for patients.

INDIVIDUAL VERSUS COMMUNAL RESPONSIBILITY

Mr. MeNerney. head of the Blue Cross Association, which Is an agent for tile
federal government and obtains large sums of money as the result of government
contracts, as Chairman of a Task Force on Medicaid and related problems,
reported to the Secretary of fIEW:

The country today is well Into a transition front considering that health
Is largely an individual affair to understanding that health is necessarily
a community affair (letter June 29, 1970).

This is where the government interventionist is wrong. It is patently evident
that the primary responsibility for a competent individual's health rests in that
individual himself. The competent adult determined to eat, drink and Indulge
in hedonistic pleasure to excess is headed for health problems. Communal health
services have nothing to do with it. The individual has everything to do with it.
Communal interest is no substitute for self Interest and, therefore, cannot replace
it.

A community in which each competent individual is interested in his own
health will be a healthy community and vice versa. Doctors instinctively and
properly resent anti resist third party interference, be It governmnenttilly directed,
by Blue Cross, Blue Shield, Insurance companies acting Independently, or as
agents of government.

National government reports and records show conclusively that: Social
Security lairs arc being used to gradually rcrcrse this country's concept of the
proper relationship of the individual to government without the public inder-
standing that fact or consenting to it. We believe the Founders of this govern-
ment wisely sought to protect the lonely individual against any tyranny Including
the all-encomp.l'sslng danger of government. The real danger of the present age
is that social claims will snuff out real personal liberty. The Social Security
system has powerful advocates and incomprehensible billions of dollars of pub-
lie funds available in it for promoting its own expansion while personal values
and freedoms are in danger of being trampled on.

TACTICS PROMOTINO SOCIAL SECURITY AND MEDICARE TIE SAME

The history of Medicare by HEW brings into focus how this gradual reversal
has been brought about. Madm Perkins provided a record for the uninitiated to
get a glimpse of how these matters are manipulated behind the scenes. As former
Secretary of Labor under President Roosevelt, she reported to HEW employees
a few years ago how the Social Security Act was passed.

We got advice. All thes,? actions were for the purpose, not so much of ad-
vice as of propaganda.
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Tile Constitutional problem was the greatest one. 1How could you get
around this business of the State-Federal relationships? It. seemed that It
couldn't be done. Speaking to Justice Stone, I said. "Well yon know we are
having big troubles, Mr. Justice, because we don't know it this draft of
the Economic Security Act, which we are working on-we are not quite sure
you know what will be a wise method of establishing this law. It Is a very
difficult Constitutional problem, you know. We are guided by this, that and
the other case." lie looked around to see if anyone was listening. Then he put
his hand up like this, confidentially, and he said, "The taxing power, my
dear, the taxing power. You can do anything under the taxing power." This
is the reason of course that we built so strongly on the taxing power and
the whole system of taxation is the basis of the Social Security Act.

We had a General Advisory Committee which was the employers and labor-
ers-the general public. They were easier to handle because the "general
public" had been well picked; you know the way you pick a committee. Even
the employers had been well picked. There was Marion Folsom of Eastman
Kodak Co., etc.

The result was a bill that finally was presented to Congress and ... was
debated briefly; when yo'i think of the problems Involved, only a decent
amount of debate-and we gave wuy on all kinds of things. We gave way on
washing out universal insurance; that is, universal coverage. We let the*
take out one group after another; no objections, just so we got the basis
of the bill.

Thus, the questionable principle of Social Security was established. We say
questionable principle because it violated the division of responsibility between
the national government and the states which was clearly intended by the Found-
ers and no amendment has been made to the Constitution which changed those
intentions. As you know, most of the groups which Madam Perkins had taken
out at the time to ease passage, rejoiced at being clever but subsequently have
been gradually forced under the law. In recent years, even tips of cab drivers
and waiters have been included. The various groups did not stay united for
freedom and as a result lost some of their freedom.

In establishing the principle of Medicare the same tactic was used. Proponents
said:

If we can only break through and get our foot inside the door, then we
can expand the program after that.

The advocates of Medicare got their foot inside the door, established tile
principle, and here In this legislation, are seeking to expand the program. Mr.
MeNerney's Task Force Report on Medicaid sheds light on what the federal
interventionists Intend. For example:

1. The escalation from individual need to community crisis, to public decision-
making, is the choreography of social action In a democratic society.

2. "... the day is past when doctors and hospital administrators and trustees
and their associates may rely on their own judgments as to how they can best
distribute all the skills and resources at their disposal, to what they see as the
greatest advantage for the people they should be serving."

POOR MERELY THE EXCUSE

3. "To infer from our recommendations that steps need to be taken only with
respect to the provision of health care services for the poor and the medically
indigent, would be to lose completely the significance of our criticisms as well as
the opportunity for great progress." Bismarck's great discovery-long before
McNerney--consisted in a device for making political capital out of poverty and
human suffering.

TARGET INCLUDES PRIVATE INSURANCE

4. "Private insurance and voluntary, non-profit prepayment are all subject to
the criticism that they have been too much geared to the payment of claims and
Insufficiently geared to the cost implications of the incurred utilizations."

MUST BE MADE MORE ORDEBLY

6. "Only as orderly financing of this expensive service to citizens throughout
the land becomes a matter of high political priority, do we realize that the
delivery of care, its pricing and its prepayment must be made more orderly, more
economical and more generally satisfactory to the public at large."
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OUTSTRIP EXISTING TAX RESOURCES

.... the Medicaid program. . . could... outstrip existing federal, state tax
resources within the next 5 to 10 years."

JEOPARDY

7. The report admits that Medicaid:... may Jeopardize the operation of the
entire. .. system..."

FAR GREATER GOVERNMENT COSTS

& The report admits:"... will call for fiscal commitments far beyond any that
have a yet been made by state and federal governments."

UEDIOREDIT

The dangers and defects of government intervention cannot be avoided by call-
ing them "social insurance," "voluntary Medicredit," or "security" of some
kind. The voluntary Medicredit proposal is a TRAP. It would provide for the
universal purchase of private, comprehensive medical and hospital insurance--
the premiums for which would be deductible from income taxes. Low income
taxpayers would be issued certificates redeemable by the Treasury.

Medical talent already Is scarce in relation to demand as demonstrated by
Medicare and Medicaid failures Government Intervention regardless of how
initiated will aggravate the scarcity. We are back to the proposition that there
is no adequate substitute for the private individual responsibly restricting
demand by making difficult choices.

Also, in the case of Wickard versus Filburn the courts said, in effect-the gov.
ernment can control anything It subsidizes. Former Secretary of HEW Cele.
breeze (testifying on tle Bow Bill which embodied the Medicredit principle)
said: "If we ever get to the point under the Dow Bill of private Insurance com.
panies receiving so much subsidy, direct subsidy from the federal government, I
am fearful that It would be only a matter of time before more stringent govern.
meant controls would have to be applied to the private health Insurance com-
panies." p. 53 House Ways and Means Hearings, 19fA.

CONCLUSION

The attached appendices give additional pertinent Information as to why we
are so concerned about:

1. The trend of this legislation to subsidize closed-panel per capita group
practice as a "1LUE PRIN'P for government control of more medical
pract ice.

2. The admissions in the report of your staff.
3. The admissions In an HEW staff report.
4. Other statements of the administration advocating deeper and deeper

government intervention In medical practice.
5. Plans to "police" private practice by medical associations acting as

governmental agents.
Association of American Physicians & Surgeons maintains its original position

that Medicare and Medicaid violate the clear intentions of the Authors of the
Constitution and that those provisions have never been set aside by an amend-
ment enacted In a manner as provided in the Constitution Itself; that these
programs are bad proposals which have resulted In predicted and predictable
astronomical costs, over-utilization, and, contrary to the letter of the law, inter-
fere in the delivery of medical care. They should not be expanded.

rhe outstanding successes of the United States are based on the freedom of
individuals to enjoy the fruits of their labor and to develop and exercise their
God given talents in a responsible manner without government interference.

Build on that principle and you will enhance the nobility and happiness of
America. Degrade it and you will destroy the last bastion of freedom In the
world today.
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APPENDIX I

"A new look at medicine and politlcs"'-The right honorable J. Enoch Powell,
M.D.E., M.A., M.P.

I NTRODUOrION

Since medicine has become inextricably involved with politics, and the orga-
nization of medical services sometimes seems to have assumed more importance
than the quality of those services, a new look at medicine and politics Is badly
needed. Few people can be better equipped to supply this new look than ex-min-
ister of health.

We may sometimes regret the days when th doctor, O.P. or specialist, was the
Independent practitioner of a highly skilled art, answerable to no one but his
own conscience and the corporate conscience of his colleagues for the standard
of the care he gives his patients, and asking-and very often waivering-a direct
monetary return for his services. Now, since the National Health Service, the
hospital doctor Is a State employee and the general practitioner is a contractor
to the State. Such a change In the setting of medicine is fraught with profound
consequences, which are still only gradually being explored and understood.
These consequences are widely misunderstood, by profession and public alike,
as being accidental or transitory or easily remedied, due perhaps to the weakness
of a particular Minister or the faults of a particular g ,ernment. Mr. Powell
shows that this is not so. The strains and stresses, the Inadequacies and dis-
satisfactions, which the profession and the public experience, are implicit, he
argues, in the nature of a free, comprehensive national health service itself. (From
the introduction to Medicine and Politics.)

"From the point of view of its recipients, Exchequer money Is for all practical
purposes unlimited. The consequences elsewhere of an increase in a particular
expenditure are Infinitely remote and unascertainable, and no sense of responsi-
bility for justlying even the present level of expenditure is felt by those con-
cerned." P. 15.

... In one case people feel 'involved' and therefore, responsible, in the other
they do not." P. 18.

"The necessity which is proverbially the mother of invention Is least fecund
when she is presented in the guide of his majority's treasury." P. 20.

"Financing of a service by the public mid especially Exchequer, money con-
verts every limit upon demand into an arbitrary and perverse or even malev.
olent decision imposed by conscious authority." P. 20.

"In a publicly financed service, remuneration of the employee is seen as an
arbitrary eValuation placed upon people and their work by a political authority."
P. 21.

"But the moment the employer or the paymaster Is the Exchequer, it is as-
sumed that lie has the power to pay more at will, and so what Is actually paid
or offered, is treated as a deliberate evaluation of the employee by the employer,
and resented accordingly." P. 21.

"You do not hear artists, or clergymen, or monks, or missionaries, or actors, or
novelists complaining that their sense of vocation is being exploited. Nor did the
doctors or the nurses or the dentists do so before the Exchequer became pay.
master." P. 23.

"With the medical profession .. the supply can adjust itself to change in
demand only after a more or less substantial interval of time." P. 24.

SUPPLY AND DEMAND

"Medical care under the National Health Service is rendered free to the con.
sumer at the point of consumption." P. 20.

"Consequently supply and demand are not kept in balance by price. Since,
therefore, resources are limited, both theoretically and in practice at any given
time, or the demand is unlimited, supply has to be rationed by means other than
price. The forms of rationing adopted deliberately or by default, and usually
unrecognized certainly unproclaimed as such, are among the major irritant In-
gredients In Medicine and Politics. P. 20.

"Common thought and parlance tend to conceal or deny the fact that demand
for all practical purposes is unlimited. The vulgar assumption is that there Is a
definable amount of medical care 'needed', and that If that 'need' was met, no
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more would ibe demanded. This is absurd. Every advance In medical science cre.
ates new needs that did not exist until the means of meeting them came into
existence, or at least into the realm of the possible. For every heart-lung machine
or artificial kidney In operation there must be many times that number of cases
to which the treatment would be applicable. Every time a discovery is made In,
for example, the techniques of grafting, the horizon of 'need' for medical care Is
suddenly enlarged." P. 26.

"There is a characteristic of medical care that makes its public provision ex-
ceptionally problematic. The demand for it Is not only potentially unlimited;
It Is also by nature not capable of being limited in a precise and intelligible
way." 1P. 28.

"The National Health Service, then, must and does apply covert rationing
devices In order to limit demand to the actual amount of the supply." P. 29.

"In fact, the Minister does exercise substantial control over the volume of
service provided, but he does so Indirectly through his power to fix what re.
muneratlon the executive councils shall offer to the practitioners In contract
with them. If this remuneration were such as to attract Into contract with the
councils rapidly increasing numbers of practitioners, then indeed the volume
of service rendered and consequently by the expenditure would 'go through
the roof'." P. 30.

"Indeed, in the last three years the number of general medical practitioners
in the service has actually begun to fall at a rapidly accelerating pace." P. 30.

. .. the volume of private practice . . . is so trivial that many decline to
accept private patients at all, on the ground that the accounting, billing and other
separate arrangements would cost more than they were worth." P. 34.

"It is a common error to suppose that a cash relationship Is inconsistent with
mutual respect between professional and client, or is synonymous with selflsh-
ne, or irresponsibility. A glance at any of the non-nationalized professions proves
the contrary. The question Is rather whether a tolerable and satisfactory rela-
tionship between general practitioner and patient can exist when there Is no
(ash nexus." P. 35.

"... good and bad service (in similar circumstances) are remunerated at one
and the same price. A capitation fee can no more distinguish between good and
had service than a fee per item of service, which governments have consistently
rejected." P. 37.

"Thus, outside as well as inside the hospitals the figure on the supply side
of the equation is fixed at any particular time by those complex forces that
determine that state's decisions on expenditure. With this figure demand has to
be brought into balance. Virtually unlimited as it is by nature, and unrationed
by prices, it has nevertheless to be squeezed down somehow so as to equal the
supply. In brutal simplicity, it has to be rationed; and to understand the method
of rationing is also essential for understanding Medicine and Politics. The task
is not made easier by the political convention that the existence of any rationing
at all must be strenously denied. The public are encouraged to believe that ra-
tioning In medical care was banished-being applied to medical care is immoral
and repugnant. Consequently when they, and the medical profession too, come
face to face In practice with the various forms of rationing to which the National
Health Service must resort, the usual result Is bewilderment, frustration and
Irritation.

"The worst kind of rationing is that which is unacknowledged; for it Is the
essence of a good rationing system to be Intelligible and consciously accepted. This
is not possible where its very existence has to be repudiated." PP. 37 and 3.

"So It Is always arranged that there shall be plenty of people waiting when
the great man arrives. so that there is no danger of the expensive mill even
momentaril.- lacking grist." P. 38.

"There has to be some differential rationing for different qualities of an article,
and If not price, then, for example, time: better surgeon, longer wait, and vice
versa." P. 39.

"Generally, the waiting list can be viewed as a kind of iceberg: the signif-
icant part is that below the surface-the patients who are not on the list at
all, either beause they are not accepted on the grounds that the list is too long
alrv',idy or because they take a look at the queue and go away." P. 39.

"Short of dying, however, they frequently get bored or better, and vanish.
Here again, time on the waiting list is a commutation not only for money-meas-
urable by the cost of private treatment with lesq or no delay-but also for the
othlr gord things of !ife. It is an Interesting phenomenon of the waiting lists
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for in-patlent treatment that at the holiday season and around Christmas time
it may be nece-sary to go quite far down a lengthy waiting list to get patients
willing to accept the long-awaited treatment in sufficient numbers to keep even
the temporarily reduced hospital resources fully employed." P. 39.

"I cannot but reflect sardonically on the effort I myself expended, as Mlnister
of Health, iti trying to 'get the waiting lists down'. It is an activity about as
hopeful as filling a sieve, although this Is not to deny that some of the measures
applied and pressures exerted might conceivably have had some useful side-
effect in improving, in a slight degree, the direction of effort. There were the
circulars enjoining such devices as the use of mental hospital beds and theatres,
or of military hospitals. There were the stiff cross-examinations of staffs and
hospital authorities in the endeavour to discover what contumacy might explain
their continued non-compliance with the official exhortations. There were the
special operations to 'strafe' the wulting lists, urged on the fallacious ground
that a stationary waiting list Is not evidence of deficient capaclty-otherwise It
would lengthen-but of a backlog which, once 'cleared off', ought not to be allowed
to recur." 1'. 40.

"Alas, the waiting list that melted under an assault of this kind was back
again to normal before long. There were always special, local and temporary
explanations that could be cited, such as a sudden coincidence of staff off duty
through leave, sickness or change of post. But all too evidently the cause at
work were general and deep-seated. There was a mean around which the
figures fluctuated, but that -was all. Natural expellas furca tamen usque recur-
ret: though you drive Nature out with a pitchfork, she will still find her
way back." P. 40.

"... when they say that for cases diagnosed as urgent or critical the waiting
list, practically speaking, does not exist. This is far from disproving the function
and necessity of the waiting list as a rationing device. For one thing, 'urgent' and
even 'critical' are not objective magnitudes; on the contrary, they are assessments
that have already taken the volume of supply into account. In any case, there is
no clear-cut dividing line between the 'urgent' cases, seen or treated at once, and
the 'non-urgent' cases on the waiting list--or, as the case may be, not on the wait-
-Ing list at all. The latter are squeezed down-or off-by tihe former. To point to
the fact no 'urgent' case goes untreated as evidence that supply and demand can
be brought Into balance without rationing Is like arguing In a famine that because
nobody (lies of starvation, there need have been no rationing system." P. 41.

"The supply of medical care of all kinds through the National Health Service
Is rationed by forcing the potential consumer to choose between accepting the
quality and quantity offered or declining the care offered. If lie declines the
care offered, lie can either renounce or defer treatment altogether or he can
endeavour to 'purchase It outside the National Health Service." P. 41.

"There Is, as has been said above, no reason to suppose that an increase In tho
quantity or quality of care provided by the National Health Service would reduce
the need for rationing. On the contrary, every increase In eligibility must involve
an Intensification of the other forms of rationing, such w4' waiting." P. 43.
'TThe result Is to Impart a unique rigidity and centrallsatlon to the conduct of

the activities of something approaching half a million persons In a vast valiety
of institutions throughout the country. The effects are felt both In the relationship
between the state and the professions and in the form the development of the
service takes." P. 44.

"In the professions it promotes the sense of being subordinate, In a professional
capacity, to lay control and decision. In the last resort, all final decision Is lay,
whether the decision be that of an individual to undergo an operation or of Par-
liament to Institute a national health service. The principle Is not limited to
medicine but Is universal: the professional Is the servant, albeit specially en-
(lowed and equipped, while the layman (albeit often called the 'client') Is the
consumer who commands the service and decides whether he will take the advice
or no. In all government the last word is of necessity lay, that Is, non-expert: ..
P. 44.

"The Idea therefore that the professional could ever be 'on top', like that of a
state health service controlled by the doctors, is a chimera." P. 45.

the amount of private medical care, by volume or value, is between one
and two per cent of the value or volume of medical care In the National Health
Service." P. 70. 4

"Thus a voucher scheme resolves itself merely into a method of increasing state
expenditure upon medical care." P. 72.

47-5.30-70-pt. 2-3
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APPENDIX 11

CRITIQUE OF RECOMMENDATIONS OF TIlE TASK FORCE ON MEDICAID AND RELATED PRO-
GRAMS, JUNE, 1970, U.S. DEPARTMENT OF flEW

The 1EWH' Task Force on Medicaid includes long time advocates of govern-
inent interventionist i.e. Bert Weldman, Director of Social Security Delartilent
AFL-CIO; 'Melvin A. Glasser, Director, Social Security Department UAW, De-
trolt, Michigan; Herman Sommers, Ph.D., Professor of Political and Public
Affairs, Princeton University, et al.

The Chairman, Walter J. McNerney, has advocated more Intervention for
years. Also, the staff work was performed by IHE W employees who have public
records of working for legislation giving government employees under color of
law, authority to control doctors and patients by interfering in private contracts
between them.

The Task Force is not representative as it claims to be but is primarily al
instrument for national government intervention.

The Task Force Report of June 29, 1970:
Intervene tion advoca ted

Calls for intervention without camouflage: 'The road ahead will not be easy;
effective intervention will require, etc." p. 2.
Right without responsibility
'The Task Force ... interprets the recent federal enactments as intending

that access to basic medical care shall be a right." p. 2.
(Tile 'Medical Committee For Human Rights for years headed by Dr. Quentin

Young and which upholds the fundamentals of collectivism and opposes our
system, used the argument that health care is a right in an article attacking
the AMA in the New York Times. Since then, a planning Committee of AMA
headed by Dr. himler of New York has advocated the same position as the
M.C.II.R. This Is a semantic TRAP to give central government power over the
lives of Individuals by promoting individual irresponsibility and collectivist
responsibilty.)
The Task Force admits it is "setting time stage." p. 2.
States denigrated "the promise of Medicaid that some care, at least, would

be available to all who needed It, has vanished into the obscurity of state deter-minatlons of eligibility and the limitations of state resources and priorities."
p. 3.

Centralizers who staffed this Committee, selected it, and dominate it, dislikestate programs. .Medicaid was only a temporary tactic toward total centraliza-
tion. Here they are belittling this interim p~rogram.
Atak Our systent

Advocates more central government usurpation of power it these terms: "The
Task Force Is strongly convinced that the current health system has serious
organizational, financing, productivity, and access I)roblems and that bolder moves
than have characterized tie last few years are needed to achieve measurableImprovement." p. 4.
No prescription ?

Denies they have a prescription for a new system "The Task Force has no
prescription for new health-care delivery system." p. 4. (The following f cts con-tradict this :)

Prescription is closed panel, per capita, prepay group
We recommend supplementary plans financed by government to provide service

"through a group practice prepayment plan, . . "p. 24.
(This isn't surprising since Dr. John Cashman of hIEW of the Public Health

Service is one of the 11I,W personnel who staffed the Committee and in ITHW
Bulletin 1750 dated October, 1907 during the reign of Wilbur J. Cohen as Secre-
tary said in a speech entitled "A Blueprint for Action" "This conference is to lead
to action, and describing that blueprint is my exciting task this morning." The
theme of the meeting was "How to promote, not whether." This is the basis of
hI.M.O. in IIR-17550.)
managed s8lstemi

Admits it is working to have HEW manage tile system. "To safeguard the sys-
ten ... it must be managed." p. 5.
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"Specifically in the Department of Health, Education and Welfare." 1). 5.
(This is not surprising realizing that IHEW selected the Task Force and pro-

vided all of the staff work on this 200 page report.)
Regulation

It characterizes its demands for regulations as "with the necessary minimum of
regulation." p. 0.
Crisis

It uses the scare technique of saying "we have a system of crisis medi-
cne . . ." .0.
Manipulation

The concept of manipulation Is further disclosed in the statement "otherwise,
the trade-offs required in the Judicious use of scarce resources cannot be made
rationally." p. 0.
Philosophy

The basic philosophy that this country is to be run primarily through private
contracts of Individual citizens Is repudiated thus: "The field not only needs ...
money . . . it also needs a sounder philosophic framework "p. 7.
WVho-Whom ?

There can be no doubt who intends to dictate to whom ...the day is past
when doctors and hospital administrators and trustees and their associates
may rely only on their own Judgments as to how they can best distribute all
the skills and resources at their disposal to what they see as the greatest advan-
tage for the people they should be serving." p. 8.
The baslo schc,ne

The report goes on to say "the escalation from Individual need to community
crisis to public funding to public decision-making is the choreography of social
action in a democratic society." p. 8. (This sums up in a nutshell what the
government Interventionists are up to.)
Disaster

The report admits that many in the health professions believe such action of
Interfering will be "unmitigated disaster .. ." p. 8.
Con trol with i n fin um abrasion

They seek to impose these outside controls "with minimum abrasion." p. 8.

Control
An attitude of direction and control permeates the report. For example, speak-

ing of consumer participation, the report goes on to say "the leadership of the
individual Institutions and programs and ultimately state and federal programs
which must provide guidance and initiatives aimed at making consumer par-
ticipation Informed and responsible." p. 8.

Admits control is its strategy. "Tie basic rationale behind these recommenda-
tions Is ... control." p. 10.

Claims It is representative when It clearly is not. p. 8A.
Planning

"Care as a right-requires conscious planning." p. 10.
Poor only excuse

Helping the "poor" isn't the target. The "poor" aged was the excuse but now-
"to infer from our recommendations that steps need to be taken only with respect
to the provision of health care services for the poor and the medically indigent
would be to lose completely the significance of our criticism as well as the
opportunity for great progress." p. 13.
PrLva te insurance next t

"Private Insurance and voluntary non-profit prepayment are all subject to
the criticism that they have been too much geared to the payment of claims
and Insufficiently conditioned to the cost implications of the incurred utiliza-
tion." p. 13.
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Politics to dominate
Political consilerations are to dominate medical practice. "Only as ordprly

financing for the provision of these expensive services to citizens throughout
the land becomes a matter of high political priority (1o we realize that the de-
livery of care, Its pricing, and Its prepayment must be made more orderly, more
economical, and more generally satisfactory to the public at large." p. 14.
Headed for bankruptcy
Tile report admits the present program is headed for bankruptcy. ".. the

Medicaid program, . .. could . . . outstrip existing federal, state tax resources
within the next five to ten years." p. 20.
Dangcro us

The report admits Medicaid Is dangerous. "... may jeopardize the opera-
tion of the entire . . . system. . . p). 20.
Admits costs are going up greatly. ". . . will call for fiscal commitments far

beyond any that have as yet been made by state and federal governments." p. 21.
100% central tuke order

Would drop all pretense of the state government having any part In tile pro-
grant and have tile central government take over 100%. "We recommend con.
verting Medicaid to a program with the uniform minimum lav of health benefits
financed 100% by federal funds, . . ." p. 23.

The big ideas
(1) Control

A summary Is Includ(e at the end of the report entitled "The Big Ideas." The
report candilly states: "For all the variety of subject and substance, the rec-
oinlmendations without exceptions relate in one way or another to the needs
of consumers of health care, or the behavior of providers of health care or the
Instruments Including money, that can Ientify the needs and guide the behavior."
Note: "Guide the behavior." Control Is tile heart of time matter. By whom and
by what authority? Summary. p. 1.

(2) Plan and manage
"The second big Idea is that the health care delivery system . . . must be

planned and managed. Summary, p. 7.

Who judges need!
"it fact, if a benevolent and affluent government were to begin to pay for all

the basic health care needed by all those who can't pay for it themselves, but. no
other change were Introduced Into the existing system, the result would be a dis-
astrous ris e in the cost of services that are already scarce. There Isn't enough
money and there aren't enough doctors to provide the needed care just on a
fee-for-service basis; thus any solution will require now options, new goals and
new attitudes." Summary, p. 7. From this there can be no doubt what they In-
tend to (1o and that Is, destroy the system that has evolved in this country under
the principle of Individual responsibility. The last sentence Is devoted to the
idea of controls. "Conducting on sight. reviews of program performance to assure
coml)lihlce with policies and regulations."

AI'PSNIv~x III

VHY THE CLAMOR FOR SocrALrzD MEDXOINE?

(By Robert J. Myers, former Chief Actuary of Social Security)

These are excerpts from a speech by Mr. Myers, who resigned his post
last May to protest socialist expansionism Ini Social Security. July 30,
1970.

One might well wonder why there Is currently such a clamor for national
health Insurance or similar programs at this moment. Medical science has bren
making giant steps of progress, and the health and longevity of the American
public is at an all-time high.

The advocates of socialized medicine have seized this particular opportunity
to achieve their goals or advance toward them, since they believe that the public
can be aroused by the sizable increase in medical-care costs. These advocates
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made a strong drive for national health Insurance-preferably of the socialized
medicine type-in the 1940's, but they failed to achieve their goal because of the
general growth of private health insurance then (which they said could never
achieve the success that it actually has).

After laying low for two decades, during which they sought to get the camel's
nose in the tent through the enactment of Medicare, these advocates of social-
ized medicine are again out in the open in full force, using as their appealing
argument the recent large increases in niedical-care costs. As propagandists, they
are quite willing to ignore and leave unmentioned several significant and crucial
facts.

1. The largest Increases i inedlcal care costs have been for hospitalization-
ani area that is considered sacrosanct, because 95% of tle short-stay hospital
beds are in "nonprofit" institutions.

2. The rclative trend of physician fees in the past fire years has been almost
exactly the same as it was in the preceding two dccadcs-namcly, increasing at
about the same rate as the general earnings level.

3. The illusion is fostered that, somehow or other, insurance is magic and has
the inevitable effect of reducing costs.

In summary, on this point, it seenis to me that the advocates of socialized
medicine are trying to deceive the general public and sell them their ol line
of goods under a new guise--sharply rising medical costs which are unfairly
blamed ont physicians, when instead they are much more due to the rising general
price and wage lerel and to the trend of hospital costs.

Nonetheless, Secretary Cohen Ignored the actuarial recommendation of a rate
of at least $4.40 and Instead continued it at $4.00.
He took this action, on the grounds that he would, in essence, freeze physician

fees (.but not other costs under the program) at the existing level-even though
ho would not be around to see that this was done! Moreover, he had the temer-
ity to ay that he was taking this action to hell) President Nixon, since this
would mean less cost to the General Treasury for the matching contributions!
Of course, what he did not say was that his action would virtually bankrupt the
SI Trust Fund-as it has actually done-and could therefore cause his suc-
cessor greater embarrassment by forcing him to promulgate a much higher
prem iun rate the next time.

And all this has actually occurred. Secretary Finch found it necessary last
December to promulgate the new prcinflam rate, beginning in Jily, at $5.30
per month.

I do not claim to have tile answer as to whether physician remuneration Is
too high or too low, but I am convinced that the recent trcnd it physician fees
is entirely justifiable in relation to other prices and to salary levels in general.
The Justifications made by former Secretary Cohen for freezing physician fecs
for Medicare purposes do not seem to me to be in accordance rith the intent of
th e" law.
Ti administrative operation of the SMI program was established with lains.

taking and costly procedures devised so as to examine closely all charges. In
my opinion, this advance planning was done solely for the eventual control of
physician fees on a very stringent and different basis than was originally eCt-
visioned in the law. Somo of this rigid control has already come to light, and
some people would like to have much inore of it in the future. And the apparatus
has been constructed to do exactly this!

One might reasonably think that the term "customary charge" means the
physician is currently charging his lmtients, Just as though he had a sign list-
ing his fees posted in his office. Instead, the peculiar Interpretation has been
evolved which says, in essence, that a Ice is not customary until it has been in
effect for about six months, and then "custom" cannot change for another year.

A proposal was made by Secretary Finch that, in the future, the prevailing-
charge limits oil whatever are determined to be the customary charges of a
particular physician shall be the present allowable prevailing charges Increased
by an index made up partially of changes in the general level of wages and par-
tially of the changes in the general cost level of living. Since the latter usually
rises at a lower rate than the former, which rises about the same rate as phy-
selan fees, this would mean that, over the course of time, the prevailing-charges
limit would gradually apply completely to each physician, rather than his cus-
tomary charges. So, there would eventually be a flat fee schedule under SMI for
all physicians in a particular locality, determined by the government.
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The physicians of this country have been ncatly trapped by the social plan.
ners, who secretly envy their high incomes, whether real or only apparcnt, and
thus criticizes then on any possible grounds. The intent of the Medicare pro-
gram was that persons aged 65 and over should pay the same physician fees
as younger persons, and thus should not be second-class citizens by being given
lower, "charity" rates. Now that the physicians have charged in this manner,
they are severely e,-itIcizcdl If they had artificially held down their fees for
Medicare patients, then they teould have becn subject to the danger that the
social planners would have pointed out that Medicare was operating tvcry well
and at a low cost and that therefore it slho:ld be extended to the cntfrc popt-
lation. You can't win!

I believe there are grave potential dangers ahead because the political liberals,
or expansionists, when they get in office again will make strenuous efforts
to change the Social Security program so that it will no longer be a floor of
protection.

Instead, these proponents wish to see the government provide virtually corn-
plete financial security to nonworking members of our society through govern-
mental means. In the process, they would destroy almost completely all individual
efforts through private savings, private insurance, and private pension plans.
I believe that this wotld have catastrophic effects on people as individuals and,
further that it would hare the side effect of greatly weakening or destroying
our private enterprise system because of drying up much private investment
capital.

The thing to beware of is the introduction of government subsidies into our
social insurance systems that are now supported entirely by payroll taxes. Such
subsidies give the appearance of being a painless way to expand greatly the
lbeneflts of the program, since nobody appears to have his pocketbook tapped
therefor, whereas increases in payroll taxes are easily discernible and accord-
ingly, subject to taxpayer resistance.

APPENDIX IV

Is MEDICARE WITHIN CONSTITUTIONAL LIM ITATIONS?

A. MEDICARE

1. Forces all wage earners to pay so-called "Social Security taxes" on the first
dollar earned, Including the earnings of children, widows, the tips of waitresses,
taxi-cab drivers, etc., etc.

2. Pays hospitals on terms set by government a part of the bills of all over 057
years of age, including millions of the aged who are better situated to pay the
bills than those being taxed.

3. Pays doctor bills on terms set by government from the above taxpayers'
funds and 5.30 monthly fees charged those over 65 years of age.

B. INTENTIONS OF TiHE FOUNDERS (U.S. CONSTITUTION)

1. In selling the United States Constitution the founders wrote 85 papers known
as "The Federalist Papers." They sald In part:

(a) Central governments 'have subverted the liberties of the old world'.
(b) Speaking about the possibility of the central government usurping power-

"It will always be far more easy for the State governments to encroach upon the
national authorities than for the national government to encroach upon the State
authorities."

(o) "The State governments would clearly retain all the rights of sovereignty
which they before had, and which were not, by that act exclusively delegated to
the United States".

(d) ". . . The power of taxation, ... is the most important authority imposed
upon the union." "But it will not follow from this doctrine that acts of the larger
society which are not pursuant to its constitutional powers, but which are in-
vaslons of the residuary authorities of the smaller societies, will become the
supreme law of the land. These will be mere acts of usurpation, and will deserve
to be treated as such."
(c) "The powers of the central government are as follows:

(1) Security against foreign dangers
(2) Regulation of the Intercourse of foreign nations
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(3) 'Maintenance of harmony and proper intercourse among states
(4) Certain miscellaneous objects of general utility
(5) Restraints of the states from certain injurious acts
(0) Provisions for giving due efficacy to all these powers"

(f) "It has been urged and echoed that the power 'to lay and collect taxes,
duties, Imposts and excises, to pay their debts, and provide for the common de-
fense and general welfare of the United States', amounts to an unlimited coln-
mission to exercise every power which may be alleged to be necessary for the
common defense or the general wcilarc. No stronger proof could be given of the
distress under which these writers labored for objections and their stooping to
su'., a misconstruction."

itq) Speaking against government Imp)airing the obligation of contracts: "Very
properly, therefore, have the convention added this constitutional bulwark In
favor of personal security and private rights. The sober people of America are
weary of the fluctuating policy which has directed the public councils. They have
seen with regret the Indignation over the sulden changes and legislative Inter-
ferences in cases affecting personal rights become Jobs in the hands of enter-
prising and Influential speculators, and snares to the more Industrious and less
Informed part of the community."

(h) Rcptitious Interfcrence: "They have seen too that one legislative Inter-
ference Is but the first link of a long chain of repetitions, every subsequent In-
terference being naturally produced by the effects of the preceding."

() "The powers dek-gated by the proposed constitution of the Federal govern-
nment are few and defined. Those which are to remain in the State are numerous
and Indefinite. The former will be exercised principally on external objects, as
war, peace, negotiations and foreign commerce; with which the last power of
taxation will for the most part be connected. The powers reserved to the several
states, will extend to all the objects which in the ordinary course of affairs con-
cern the lives, liberties and properties of people, and Internal order, and the Im-
provemnent and prosperity of the state."

2. SUBSEQUENT AMENDMENTS

(a) Immediately thereafter a 1111 of Rights (ten aniendmnents) was added
which the founders thought necessary to allay the popular fears of central gov-
ernment usurping power and becoming tyrannical. These were limitations upon
the power of government i.e., "Congress shall make no law :-". "No person shall
be deprived of property, without due process of law."

(b) The Ninth Amendment reads "The enumeration in the Constitution, of cer-
tain rights, shall not be construed to deny or disparage others retained by the
people."

(o) The Tenth Amendment reads "The powers not delegated to the United
States by the Constitution, nor prohibited by it to the States, are reserved to the
States respectively, or to the people."

(d) Thomas Jefferson in speaking of the Federalist papers recognized them as
explaining authentically the "genuine meaning" of the Constitution. Jefferson
also said: "In questions of power, then, let no more be heard of confidence in
man, but bind him down from mischief by the chains of the Constitution."

(e) No subsequent amendments even remotely gave any authority to the na-
tional government to subsidize and control medical care.

() George Washington wrote: "When the transient circumstances and fugi-
tive performances which attended this crisis shall have dlisappeared,- that work
will merit the notice of posterity, because In it are candidly and ably discussed
the principles of freedom and the topics of government-which will be always In-
teresting to mankind so long as they shall be connected In civil society."

3. TIlE SUPREME COURT IN WICICARD VS FILBURN SAID:-

"It Is hardly lack of due process of law for government to regulate that which
It subsidizes."

The case Involved a farmer planting 18 acres of wheat to feed his chickens
Instead of 15 acres as decreed by the Secretary of Agriculture. Other farmers
not planting in excess of the acreage decreed by government were subsidized.
The farmer was fined and sold out by government although lie personally sought
no subsidy.

4. WHAT DO YOU THINK TIlE FOUNDERS MEANT?
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APPENDIX V

PER CAPITAL PREPAYMENT GROUP PRACTICE PLANS

(Kaiser-Permanente Type)

The principle of giving special privilege and special subsidies to Kaiser-
Permanente type per capita prepayment group practice plans is wrong.

This would be another "foot In the door" operation.
In this legislation this special treatment Is euphemistically called Health

Maintenance Organizations (lIMO) See Section 239 of the Bill.
Kaiser-Permanente type schemes would be paid a year in advance, the ex-

cuse being that It would provide an incentive to prevent illness and reduce the
total cost of care. IIEW says: The provision of a "full range of services from a
single source in a coordinated, efficient manner" will reduce costs

It is intended to expand such prepaid care to citizens under 65 years of age.
Once again, the private free choice medical care system which has naturally

developed in the United States will be subjected to morally and economically
unsound pressures by government intervention. Government )ayment is the
lever.

Advocates of the scheme have used government and labor union pressure to
promote it for years. Even then it has not caught on. Only 4% of the total
population have voluntarily, without government special subsidy, chosen to ob-
tain service in this manner. Report of the Committee on Ways and Means
of the House of Representatives, gives a clue to what will happen. It reads:

"Under this new approach to payment of Health Maintenance Organizations,
thcro is e.rpcetcd to be a small increase in the first year or two in the amount
of pyinent by the program. However, If additional beneficiaries enroll in either
existing or newly established Health Maintenance Organizations there is a like-
lihood of cost savings to the program." (Emphasis added) p. 53.

It is a closed panel operation.
"The individuals with respect to whom such payment would be made would

receive Medicare-covered services only through the Health Maintenance Orga-
nization, except in emergencies. If an enrolled individual received non-emergency
care through some other means than the Health Maintenance Organization, he
would have to meet the entire expense of such care." ibid p. 53.

SUBSIDY CAMOUFLAGED

"This payment is to be no more than 05% of the estimated amount (with ap-
propriate adjustments to assure actuarial equivalents) that would be payable
iL such covered Medicare services were furnished outside of the framework of a
Health Maintenance Organization." ibld p. 53.

NOT NEW

The scheme Is not new-only the direct subsidy through X1 2dicare and Medic-
aid is new.

1. A committee on the costs of medical care, organized in 1927 made two key
recommendations in 1932. One was:

"Prepared per capita group practice subsidized by the national govern-
ment." CURRENT HISTORY, August, 19063, p. 77

It was strongly opposed by doctors fearing it would:
"-transform the doctor into a harrassed, incompetent, salaried bureau-

crat-"
2. Wilbur J. Cohen, as Under Secretary of IIEW, in 106 endorsed a book:

"Group Practice andl Prepayment of Medical Care" financed by "The Common-
wealth Fund" through "The Group Health Foundation." From It we learn:

(A) "A final basic In the plan %ias the elimination of the fee system." " . .

accomplished through a salary arrangement . .." (GP&P of MC) p. 20
(B) The Farmers Union in 1931 sponsored the Farmers Union Cooperative

Ilospltal Association at Elk City, Oklahoma. ibid p. 22. IT FAILED. (The book
doesn't admit this.)

(C) "The U.A.W. .. . under the leadership of Walter Reuther . . . (estab-
lished) the Community Health Association of Detroit." (A per capita prepald
group plan.) The new organization's executive director was Doctor Fred Mott,
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developer of medical programs for the Farm Security Administration, the
Provlnce of Saskatchewan (bankrupt)* and the United Mine Workers (sold to
government after being In financial trouble) 9 ibld p. 51-52.

(D) In 1900 the group plans were Interested In the Medicare Law feeling It
"will be of great assistance." ibld p. 80-81.

(E) Terms considered necessary Included: "The management of the entire
operation must be tightly Integrated and under centralized policy guidance."
Ibid 1). 80.

What Could Be More Centralized Than Labore' Plans ltcng Subsidized and
Forced Into Operation by HI.I$'?

Yet, Under Secretary of IIHEW, Venernan, In trying to sell this tight control
scheme Included In the Bill says:

"Public Intervention would be reduced rather than Increased." (Patient
Care 8/15/70 p. 15)

Also, he said recently governmental Intervention was guaranteed explaining:
"As long as iee pay 37%, we ought to have some leverage In the system."

(MNR 8/31/70 P. 1)
(F) Regular Group Practice Excluded. Even though regular group practice

appears to be cligible-one better carefully look at who Is behind it-who will
administer it and the fine print because:

"There are many instances of physicians working in offices under one roof
calling themselves groups, but since each manages the affairs of his own
office and practices Independently and in competition with his associates,
their use of the term does not fit our definition." (OP&P of MC p. 89)

(0) Limitations for the physician are cited in the book partly quoted as follows:
(a) "The sacrifices of certain freedoms.. .their work schedules are made

out to conform to an established pattern, office hours cannot be changed
without the consent of someone else. They are forced to take care of someone
elses patient and allow someone else to take care of theirs at certain times.
They may be called upon to explain departures from the normal procedures or
the need for special equipment. They must Integrate their activity with those
of the rest of the group." ". . personality is being submerged . ..

(b) "The need to be tested bothers some of the physicians."
(o) ". - . the new physician finds himself running Into the established

order at every turn."
(d) "Sharing control of the patient."
(c) "Learning to live with others of diverse interests."
() "The sacrifice of status In the professional community Is a factor not

to be dismissed lightly."
(M) "Limiting consultants to those of the group."
(h) "Physicians income In the group Is sometimes the problem." Ibld p.

93-90
Also, on page 109 we find a quote:

"Each physician is generally to be considered of equal value to the group."
(1I) Backers:

"By now it Is no shock to learn "the organizational plan of II.I.P. (a K-P
type of plan in New York) were underwritten by . . . the Albert and Mary
Lasker Foundation and the Rockefeller Foundation.'" ibld p. 33

Lasker and Rockefeller are behind time "compulsory nationalized medical
scheme" of U.A.W. now waiting In the wings as the Kennedy Bill.

iEW PROPAOAN DIZINO

HEW has been working for years to force the use of per capita, salaried,
prepaid, group practice and i recent years has become quite obvious In its
activities.

Yor example In October, 1007 It organized a National Conference on Group
Practice in Chicago and reported on It In an official publication, Public Service
Publication No. 1750 openly boosting how it was promoting "group practice."

(A) "All of us who are participating . . . have a common goal: the promotion
of group practice as the optimum method of organizing our health manpower
and resources to provide high-quality medical care for our nation's population."
p. iii

$Notes added by AA PS
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(B) "In 'A Blueprint for Action,' Doctor Cashman's magnificent summary at
the closing, we have concrete . . . proposals that can keep us all busy in the
days ahead, not Just the federal government . . ."

(C) "Conference objectives (HOW to promote, not whether)." p. 2
(D) "Participation, by invitation of the Secretary, was limited to persons who

were in the best position to promote group practice . . ." p. 2
(H) William Il. Stewart, M.D., Surgeon General PIIS, at the time in a

keynote address said:
"The record of accomplismcnt in fostering the spread of group practice,

and especially prepaid group practice, is not what many of us hare hoped
it would be--a record of steady and accelerating growth." "The concept is
not a new one ;" p. 9

(P") "The number of people covered by prepaid group practice plans increased
from 3.3 million in 1955 to 4.2 million in 1965--surely not a precipitous rise
in a decade..." le then went on to say:

"First, there are legal restraints which bar progress in a number of states,
17 states still prohibit the formation of consumer sponsored groups .... "
"Second, there is urgent need for sources of organizing initiative. These
must be strong enough to overcome overt opposition-" "Fourth, there is
need for more effective support and stimulation at the national level.
l'e in the federal government are exploring better ways of using our pur-

chasing pocer to chance this inovn.ent-l"
Tie entire report disclosed a clear cut conspiracy to control the nation's

patients and doctors. Everyone interested in stopping tyranny should get a
copy of this 70 page booklet and understand the nature of the promotion behind
this scheme. Finally, these statements are made about State laws:

"Make advice and technical assistance available in the form of expert
staff to support state and local movements In removing obstacles in state
laws;" continuing "Explore the desirability of legislation to provide for
optional federal chartering of health insurance organizations as a possible
means of overcoming State or other existing restrictions" p. 32

KAIS R FOUNDATION' HEALTH PLAN AND HOSPITALS

The director of the Foundation, Doctor Sidney R. Garfield, writing in the
April Issue of "Sciintifie American", admits many things which are quite
pertinent to the issue at hand. For example:

(1) "Dramatic advances in medical knowledge and new techniques, combine
with soaring demands created by growing public awareness, by hospital and
medical Insurance and by Medicare and Medicaid, are swamping the system
by which medical care is delivered."

(2) "National health insurance, an attractive idea to many Americans, can
only make things worse."

(3) "Medicare and Medicaid-equivalence of national health insurance for
segments of our population-have largely failed..."

(4) "It Is folly to believe that compounding this demand by extending health
insurance to the entire population will improve matters." "On the contrary.
it is certain that further over-taxing of our inadequate medical resources will
result in serious deterioration in the quality and availability of services for
the sick."

(5) "All of this is not to say that U.S. medicine should change over to the
Kaiser-Permanente pmttern. On the contrary, freedom of choice is important:
we believe the choice of alternative systems, including solo practice, is pref-
erable for both the public and physicians. Any change to prepaid group practice
should be evolutionary, not revolutionary."

(6) "We have come to realize that ironically the elimination of the fee has
created a new set of problems." "Only after years of costly experience did we
discover that the elimination of the fee is practically as much of a barrier to
early sick care as the fee Itself. The reason Is that when we remove the fee
we remove the regulator of flow Into the system . .

(7) "The impact of this demand overloads the system and, since the well and
worried-well Ieople are a considerable portion of our entry mix, tile usurping
of available doctors' time by healthy people actually interferes with the care
of tile sick.

"The same thing has happened at the broad national level the traditional medi-
cal-care delivery system, which has evolved rather loosely over the years sub-
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ject to the checks and balances of the open market, Is being overwhelmed because
of the elimination of personally paid fees through the spread of health 1insur-
ance, Medicare and Medicaid. This floods the system with a changed entry mix
characterized by an increasing proportion of relatively well people." (p. 15--19.).

-'Scicntifo Amcrlcapn," April, 1070.
1he Ciiju~xm.\-x. Any questions?
Senator WmiixiNus. \o questions. I just want to thank you for your

statement. Perhaps I should explain that the reason that there were
so few of us here was that the Senate is in session and there are votes
being taken and we are having to relay back and forth. Nevertheless,
your statement will be studied by the committee members.

I)r. LI-EITIIAlUT. Thank you for allowing us to apear,
The CIIAI,AN (lnrSiding). I have received a. number of letters

and wires from various citizens of Louisville urging us to hear what
you peol)le have to say. I assure you we will read( your testimony.

Dr. SACKTr. Would you like to hear it again.
The C1 IMAIiANX. I woull like to recall for a few moments here Dr.

Paul Leithart and his associates. 1)r. Leithart, it is only the pressure of
having to vote in the Senate on these roilcalls that J)revented me from
being here. I have read everything you said and 1 would like to ask
you a question or two about your testimony.

1)o you really seriously thiink there is any possibility of Congress
repealing inedicare? Yo; suggest here that it ought to be repealed.
Do you really think there is any possibility whatever of that hap-
plening?

I)r. LEITAIT. I must be candid and say that I do not think there
is a great likelihood that it would be repealed, although it, should
be. I feel that it is an inordinately expensive progrm and that any
extension of it. will further produce excessive cost demands, utiliza-
tion and so forth, and we are totally opposed to any further exten-
sion of the program.

Tie CHrAIRMAx. The American Medical Association, as well as your
association have ways where you could find information by taking
polls, and if you don't take them yourselves you read what the other
people's polls are saying, I am sure.

Are your physicians and surgeons generally l)art of the American
Medical Association?

Dr. LEiT11Arr. Yesi although some are not.
The CiAIRM .€x. Then would they be familiar with the informa-

tion that the American Medical Association develops in support of its
position or in finding what the people of the country are thinking?

Dr. LFITIIART. I think so.
The CHAIRM,AN. How (o you think the people generally feel about

medicare? Do you think tley are for it or against. it? Suppose we
asked them if we should repeal it.. What do you think their reaction
would be?

l)r. LEITITART. I think that Mr. Average American is at the moment
perhaps satisfied with medicare as it is. I see no great overwhelming
demand for extension on the part of patients or on the part of the
patients of other doctors that I discussed this with.

The CHAURMAXN. I am one of the Senators who voted parallel to the
way your group was advocating when you advocated that we shonid
not have compulsory health insurance. but I must say in voting with
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you I explained to members of your association and to friends I knew
in Louisiana who were associated with the American Medical Associa-
tion and the State medical society, that I really felt we ought to do
something about. people who had health problems and were not able
to pay for them.

Now, unfortunately, I didn't have much choice in terms of what your
people were offering us to vote for. Generally speaking, it looked to
me like what you people were doing was standing on a negative
position.

I think the day that medicare passed they had some sort of a proposi-
tion that they were willing to support, wlich seemed very inadequate
when the matter had been an issue before the American i)ublic for at
least two elections, and when the candidate who was announcing in
support of medicare had been elected by the people in a nationwide
election. To me it seemed, and I made speeches saying, that these costs
were going to be a lot more than anybody would anticipate, and I gave
the reasons why. I suggested to this committee that we ought to have
high deductibles so that we would not be paying the medical bills that
people were well able to pay for themselves. That suggestion l)revailed
in this committee at. one time, and then it lost by about one or two
votes. IWhere were your people at that time?

It seemed to me if we had moro support we could have prevailed
for that principle.

Dr. LPITIHART. I believe our organization has testified l)reviously on
these things. I might state that at the time of the passage of medicare
you mentioned the people in need, and the statistics I recall are that
there were about 9 percent of the 65 and older in our population at that
time who could not afford to pay for their full medical requirements.
It is our feeling that these indigents should be taken care of on a local
community basis. 'We do not feel that because there are 9 percent of the
people in the population who need help that the program should,
therefore, be extended to the entire population.

The CHAmRIAx." Our information was that among the aged that 9-
percent figure would be very inadequate. It is far greater than that
among the aged. Where did you get your figure that only 9 percent
of the aged were in need of help with their medical bills at that time?

Dr. IrhAmir'. I will have to validate that later for you. I would
say offhand this was part of a survey taken at that time by a statisti-
cian working through several universities, as I recall.

The CHmI RAN. I would like to have you provide that for the record
then and wo will see who is right or wrong. I am not saying you are
right or wrong I just want to get the facts.*

Dr. LEITHAirT. Yes.
The CHAIRMAN. I have heard a lot of people say, and I think you

ought to respond to it one way or the other, that doctors generally
are getting rich under medicare and they are still not satisfied. Are
they getting rich under it or not? Are they making more money now
thanks to medicare than they were before?

Dr. LErTHAnr. I think perhaps they are making a little more be-
cause the general trend for all society has increased.

Our previous witness this morning, Robert Myers, has some statis-
tics on this included in our appendixes, and he shows the income of the

*At presstime the information requested had not been received by the committee.
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average physician since medicare has not gone up more than tile per-
centage of income for the average general population.

The CIIMAIB"3I. You said Robert Myers said that,
Dr. LE:ITHART. Yes; that is in. appenlix 111.
The CHA1i3AN. I read your statement and I will ask that the ap-

pendix be made a. part of the record.1
Dr. LEITArrr. We wouTd appreciate if you would make all tile ap-

pendixes and our full statement for the rvcord.
Tie CHARM1AN.. A doctor from Now Orleans, a well-regarded man,

came up before the committee and discussed the problems that existed
with me and he said that a great number of doctors in Louisiana
were charging a lot more than they had been charging before. Tite
best excuse lie could give for it was that they felt that they hadn't been
for the program anyway, and not having'been for it., and having it
imposed upon them against their will, they saw no reason wily they
shouldn't charge as much as they thought they could get.. What is
you reaction to that?

Dr. LEriART. I think in any group, professional or otherwise, there
will be some who charge excessive fees, unfortunately.

The CITM r4 ,,,,. This fellow was saying it was prevalent right there
in New Orleans. That is the biggest city in my State.

Dr. LEITIHART. I am not aware of overcharging in my area. I am
from Columbus, Ohio, there is no problem there. We have a com-
mittee of our local county society that handles complaints, and there
have been no increased number o? compllaints regarding charges on the
)al. of physicians over what we had in the past before medicare.

The AIMx.N% If I had my way we would have had much higher
deductibles than we have now. That would mnean people would pay
more of their own expenses rather than pay insurance for something
that they are able to pay for themselves in many instances. How
do you feel about that?

hr. LEITHART. Personally, I think this is very worthwhile. I might
ask Mr. Woolley to comment on this. Ho is our executive director.

Mr. WooiEY. The whole concept of deductibles is sound. It is
sounder, of course, to have everybody who can afford to pay for their
expenses to pay for them.

The real thrust of this legislation is to extend it to more people
who can already pay their own way. Medicare was first advocated
on the premise, that people were not able to pay their own way
because they were too poor.

Now, the extension of medicare actually turned out to be not
something for the poor but for everybody over 65. Now the provi-
sions of this bill are going to extend that in such a way that it will
go through a Kaiser permanent type program and enlist, in effect,
people below 65 years of age. This will be for people who cmi. pay their
way as well as those who cannot.

Now a lot of people will not be able to see when they read the bill
how this is a new program and a new foot in the door. But I can
assure you that if we could have time to explore it we could make it
very clear that this is an extension of that program.

See p. 360.
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The CH n 1MAx. how many more peoplee will be covered by medi-
care if this bill passes than are covered by it now?

Mr. WooLmxY. It. will be very difficult to estimate how many would be
affected, but the device is closed panel salaried group practice. This
has been a program of those who believe in compulsory total nation-
alized medicine. They believe if they can get the principle established
of making Government payments to closed panel group practice this
will then expand closed pahiel group practice for those over 65. There
have to be as many in the closed panel plan under 65 as there are
over 65.

This would pay the panels 95 percent of an estimated fee that would
otherwise be paidi for medicare on a fee for service basis. This would
be estimated. They would pay a year in advance and the assumption is
this would cut down on costs and increase efficiency.

The people who are operating closed panel group practice plans
understand that there are a lot of questions as to whether they really
increase efficiency. The question is whether it doesn't really clt down
on the amoun't- of service that isp1 erformed.

It would not be a completely private system. A closed panel sys-
tem is the real thing that we are concerned about in this bill. We think
that it is an opening wedge, it is a foot in the door, and it is a real
tricky expansion of medicare.

The CHAI.RMAN. You, I believe, agree that high deductibles are gen-
erally a good thing. Would that tend to eliminate a lot of elective
surgery if people had to pay for it?

Mr. WOOLLE.Y. The higher deductibility the more responsibility will
be breathed into the program and the more responsibility that is
breathed into it, the less costly it will be, the less you will find in the
way of this fir. dollar coverage. You will not fini people running to
a doctor to get an aspirin, 3oul won't find many running there because
they have got a hangnail, and you won't find doctors' offices loaded with
patients who really ar only worried well people, and there ss -
ing the doctor's time who would otherwise be taking care of sick people.

The CHAIM.AN. Will you explain to me just what elective surgery
is?

Dr. LEITIART. May I ask Dr. Sackett to comment on it. He is a
surgeon.

Dr. SACKEr. Elective surgery is that type of surgery that is not
necessary for the life or the real health of the person, like a hernia, a
rupture. Certain ones of them I know in my office I tell my patients,
both. medicare and nonmedicare, "Well, I think you can live with it
but if you wish it to be done, if it is bothering you too much, then we
can do it." So'that sometimes-

The C.AIR-MAN. Would the same thing be true if somebody has a
large wart on his body that could be removed but didn't have to be?
Would that fall into the category of elective surgery?

Dr. SACK.T. Very mudh so. I urge my .patients to leave their warts
alone.

The CHAIRMAN. Well, I have known of warts and growths that are
not malignant that could be removed. A person's body might be a little
more attractive if they were but if it were not they would be about as

*At presstime the information requested had not been received from the committee.
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well off except occasionally one of them might get infected if you
rubbed it or something of that sort.

Dr. SAcKmrr. Any cosmetic surgery I would say would be elective.
The CIAmn~M-. Right.
The kind of thing that our committee staff has been concerned

about,, in that staff report which you quote here, was that we challenged
whether we were getting valve received for all the money we were
paying.

Did you gain that iml)ression from the staff report?
Dr. LEITIIART. Yes.
Tie CHtAIBMmA. That to me is the big thing that this committee has

been concerned about. It looks to us as though we are not getting what
we are paying for.

How me'any of you have read the book "The Citadel"? It, was written
by a. doctor.

Dr. LrITHART. I recognize it..
The CHA\IRMA-\N. None of you have read it. It sold more than a mil-

lion copies. It was very critical of medical practice and I felt maybe
one of you might have read it.

Mr. Woom:ry. We have read books that are critical of the medical
)rofession. We have here a book that we recommend everybody read.
It is "Medicine and the State" by Lynch and Raphael, Thomas Pub-
lishing Co., Springfield, Ill. There. are probably at least a dozen or
more books on medicine as it relates to Government intervention which
have been published, and this one is by far the clearest one. It is
divided into two parts. It starts with Germany,, Sweden, England
Austria, Russia, and Australia. It points out what the l)roponents of
compulsory medicine said to the legislators what was said to the medi-
cal societies, what the reaction of the medical societies were, how the
legislation was finally put into effect. It gives a very clear one, two,
three, A, B, C, who was behind it and how it has operated.

In the second half of the book is a comparative analysis of what
happened, what happened to the doctor-patient relationship, what
happened to the distribution of doctors, what happened to costs, and
in every instance the record is clear that Government estimates of costs
would be at level A. They always turned out to be not at level A, but
level A times some particular factor, always much greater. Utilization
is always higher than originally estimated.
Then as the cost goes up it becomes an untenable political situation.

Then it becomes politically advantageous to start cutting down and
controlling. When the conrolling operation starts, attacks are made
on doctors and other providers of the service. Then quality goes down,
rationing occurs, and the people turn out to have less medical care
than they had before.

In Britain right now, they are holding down on the number of
doctors who are under contract. to the service, and instead of having
more doctors they have less. One-third of the graduates of medical
schools get out of there to come here or to other countries to escape
from socialized medicine. The British are in real trouble with their
programs financially and from the standpoint of quality of care.

We are headed for the same thing. I recommend to you people that
you get this book and read it because it is objectively written. It tells
both sides of the story, it gives the arguments of the interventionists



378

and it gives the arguments of those who are opposed to intervention,
and it. gives the facts in an enlightening way.

The CHUMA.. I will try to read your book, but I was setting the
stage for a question I wanted to ask which concerns me. This is an
ol book, written by a doctor, and in the course of his book he dis-
cusses this situation of physicians, giving people for money a lot of
inedicine that they really hdil no need of at. all, he discusses one exam-
ple of this doctor With a lot of people in his waiting room charging back
to his wife and saying "Give me a bottle of this." "Give me that.""Just give me anything, and then going back to the waiting room
and saying to the patient "take this and you ought. to feel better. Take
this and sip some of this three times a cly, and that sort of thing.

Does that kind of thing hal)pen in medicine? I am not talking about
saying, "Just give me anything," but we still !i.vo this practice of
people being given medicine that they, don't really require at all. Do
we still have anything like that, peolle being given pills by a doctor
which really have no thierapeutie value at all?

Dr. LEITwRT. I must honestly say I have practiced medicine in the
same community for 20 years aid I know of no single instance of any
of my colleagues doing this. I myself have never done this. There are,
of course, a great variety of ills that the doctor treats, physical and
emotional. Perhaps more than 50 percent of the problems we encounter
are emotional in ti general practice of medicine. But I know of no one
who uses seditives, tranquilizers, and so forth unless they feel they are
indicated. I really don't think this is an important factor.

You mentioned elective surgery.
Ihe CCm.1 inrx. could I have an answer from your two associates?
Dr. LEITHART. Surely.
Thie CHAIRMAN. Do you agree with that statement?
Dr. SACKI.fr. Yes; I believe I would. Where the service is free, I

think the patient, is much more dissatisfied if lie does not get some type
of medicine because it is free and the doctor is almost forced into an
untenable position.

In going back into my career, Senator, for a, year I spent time at
Natchez, Miss., and we took care of many of your indigents from across
the river there.

Thio CHAIRMAN. Well, I am glad you said that. We took care of 10
of yours for every one you took care of for us, but go ahead.
[Laughter.]

Dr. SACKm-r. And it, was commonplace for these, people to say "Doe-
tor, aren't you going to give me some medicine?" And if lie would try
to give them a pill they didn't like it. They wanted the licorice mnedi-
cine, the liquid medicine. But I think you will find that practice much
more1 prevalent where the service is free.

rrihe CHAmiM.N. Was that your reaction also Mr. Woolley?
Mr. WooLLyA. I would say it is obvious that the medical profession is

not completely free from people who would take advantage of a patient
or a client any more than the legal profession is free from it or that the
engineering profession or any otlhe, profession, and if you take an
individual case of what amounts to fraud or malpractice and then
generalize from that you are bound to come out with a false conclusion.

rhero is one thing that the medical profession does is give what is
called a placebo. It is a very common term.
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The CIAIRMAx. What is that termI
Mr. WoOLLEY. Placebo, and this is done because of the mental atti-

tude of the individual involved. This is a form of treatment that is car-
ried out when, as a matter of fad, the individual needs some kind of
assurance from a mental standpoint, from the standpoint of need-
in a drug.

-rhe doctors here can explain the placebo approach.
Dr. LEITHA'. I don't t-hink placebos are used widely today. I think

in the past the little red pill or the little gray pill might. have been
important in the practice of medicine.

We feel that medical science has improved immeasurably in the
last 30 years, and the need for placebos is minimal.

Now, I can envision a postoperative patient, if you want to take
just a moment, who seems to need a pain killer longer than we feel
necessary, and in that case we may switch from a potent narcotic such
as Deinerol to perhaps saline injections to see the reaction. This we
would call a placebo. But these are used so rarely that I would think
it would be very unimportant in any practice.

We might ask Dr. Sackett.
Dr. SACKVIr. I think this is very, very true that probably 25 years

ago we used many more placebos than we ao today. But with the
great advance in the drug industry with the specifics for any single
condition, we are less apt and do use far less placebos. You rarely
hear the term today in medicine as you did, say, 25 years ago.

The CHAIRMAN. I am led to believe that there are a lot of these
combination drugs that are combinations for no other purpose than
to charge more money for them. The second or third thing added to
the drug has no therapeutic value at all, but is just a good excuse to
charge more money. Is that going on or not?

Dr. LF1ITHIART. You are talking about drug houses doing this?
T6he CHAIITIRM,. Yes; I am talking about drugs manufactured with

some little something in there that gives them an excuse to say it is,
different from the otfier things that are being ordered, when it really
doesn't have any therapeutic value at all. It makes no difference.

Dr. LEITH~irr. I don't think that it would be a matter of no thera-
peuitic value. I (to think some drug com panies combine things. Many
women whoare menopausal will need both hormones and tranquilizemrs,
so the drug houses come out with a combination pill of tranquilizer
and hormone. I think this is abominable personally but perhaps other
doctors like them because you have a fixed dose, you have a certain
amount of tranquilizer with a certain amount of hormone, and I feel
if I want to give both I want to adjust the hormone and tranquilizer
individually according to the patient's need and so these combination
drugs a'ro of no use to me. I think this is true of many doctors and
I feel that drug houses are not using as many of these combination
drugs. I think it was perhaps done more a few years ago but it is not
increasing, to my knowledge.

If I can take one moment, it just occurred to me this matter of
placebo has an interesting sidelight which has nothing to do with it
but in drug studies a new drug comes along and you want to find out,
the efficacy of this drug, you take the same looking pill, which is
perhaps sugar lactate and use that on half of the patients andi use
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the real drug on half and study the effects and always you will have
a certain percentage of peol)le who do pretty well on the placebo.

Now if we have the same results on the placebo as on the therapeutic
drug you prol)ably are going to discard the drug. Here it, is used in this
fashion. I just wanted to tell you about that.

The CIrAmwmx. I have been concerned because some drug companies
were succeeding in selling diugs for at least 40 times the cost of manu-
factre, by selling it with a proprietary name when the drug was in
the public domain and anybody could manufacture it. Are you aware
that that goes on?

Dr. SACKIr. May I lvSl)ond to that? I think this may be true, but
I think you have to'look at it from the other side of the p icture. When
research is carried on in Government facilities the Government is pay-
ing for it in some fo'im, in the form of taxes or general revenue.

But take, for instance, Lederle & Co. a fei years ago developed an
oral vaccine for polio. They spent $12 million and got not a cent of
return on that.

Well, if you are going to encourage these dng houses, they are not
subsidized by the Government, they have got to regain that on some
other drug that. does go over. So they are alios, dutybound to keel)

themselves financially afloat to make these charges.
The CmrnMMwX. Well now, of course, the Governunent is paying for

70 percent of all this research on drugs to begin with. If thes people
find a dug at their own expense, they are entitled to a patent on it
and they are perfectly privileged then to charge a thousand times
the cost'of production: You are aware of that, aren't you?

Dr. S,%cixr. But their polio vaccine was not accepted by the Gov-
ernment. It was a washout. It was a $12 million loss to one concern.

J)r. LETIHAT. If I may respond to this, too, I think when you take
the raw product and compare it with the cost of the drug to the con-

'1 sumer over the counter and say there was an increased markup of
4,000 percent, which might happen, you neglect the fact that this raw
product required many, many stages in the process of purification.

One drug man answered this in this fashion. lie held U) his watch
1and said: "Do you realize what the weight of the main spring, the little

hairspring, is in this watch? It is a fraction of an ounce'--and steel at
that time was selling so much a ton and the markup on these fine main-
springs was something like almost a million percent, and he was point-
ing out the fallacy of this markup matter.

There are many' processes involved in the final l)roduct, and you will
have 20 to 30 chemical l)rocesses involved in producing a product from
the raw material. So this is not all profit. This is manufacturing costs.

The Cim . k.A. Do you know of any drug company that is advertis-
ing to the l)ublic that i ou ought to pay more money lor our drug than
you can buy it, for front other people because we did research in other
things?

Dr. LEITHART. NO. I think that if we are going to get into the area
of generic drugs versus brand names there is something quite new in
this area. There is, I am not even aware of the term, "bioavailabilit.y."
It is a iroce.ss which may work less well in a certain individual, and
F'DA is trying to figure'out why this is going on. The fact that ile
chemical analysis is the same, perhaps it did not go through as many
refining pr)ce&ses. I am not able to answer.
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Tie CIIAIMAx. JRt's just say any one of you had a patient who
had a bacterial infection which could be cured if you give hi some
tetracycline is there any one of you here who can tell me that Squibb's

is better than Pfizer's; that either one of them will have a better effect
on the )atient.

Dr. LFITrHAJr. I would choose according to the individual patient.
I have some patients who, on the plain tetracyclines, will immediately
develo) diarrhea, whereas, if they are given tetracycline with a product
to recentt the development of 'yeast fungi in the lower, part of the

blh CfAIRMIAN. What would that be, what would that be?
Dr. LE T.7tInT. Mysteslin F is a product I use compared to--I didn't

mean to advertise the product.
The CHAIR3MAN. That is what you are giving him?
I)r. LEITIIART. If I have a patient that had trouble, that develol)ed

diarrhea on the plain tetracycline, the inext time I used it for him I
would use a brand product that protecteil his lower intestine.
Tle CimiHn t,%x. Are you aware that product was ordered off the

market because it was found ineffective?
])r. LITIHAIRT. This is not true, sir.
The C H\A.rxAx. That is the information I have..
Dr. LEITART. That it is off themarket?
The CHAMINAN. Ordered or recommended to be taken off the market,;

yes.
Dr. LEmTI,\mrT. This was an action by the FDA. It is not off the

market yet, and
The CIIAImRMx. Who does more testing on that drug, you or the

FDA ?
)1r. LEITIIAIIT. I amn SlXC-

The CImLMNrN-. Isn't that their job?
l)r. LEITIIART. I am sure that the manufacturer does quite a bit

of testing, and I have-
TIhe CImmIr,,. I didn't ask you that. question. I said you or the

FDA. Are oou the manufacturer
Mr. LTIiAmwr. There is no problem there. I don't do any manufac-

turing but I can judge from clinical results.
The ,,A. Well, now my impression is that you, as a doctor,

are in a position to see what a drug might do or how a patient might
respond when he is under your treatment, I would assume that. the
Food and Drug Admiistrtion is trying to get those results with
regard to a great number of people. Is that a fair conclusion?

Dr. LEITHART. I would assume so.
The CHAIRMAN. So whose judgment should be superior, yours

or theirs, on whether that drug is effective or not?
Dr. LmTHART. I am not certain that their judgment is always
shuCrioHAR. A. Well now, is it not true that the patient may have

gotten well anyway if you didn't give him anything Isn't that often-
times the case?

Dr. LErTHART. It depends on what we are discussing. If it is an emo-
tional problem perhaps it would have subsided.
'Tie CHAIR.MAN. I don't think you-are you talking about antibiotics

for an emotional problem ?
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Dr. LEITHART. No; but you said the patient would get well anyway.
.1 think there are many complications of not using antibiotics when they
are indicated. For instance, a person having a strep infection, and not
receiving it, may end up with glomerulonephritis or rheumatic fever,
a variety of conditions, and that they will get well anyway is a very
flimsy concept.

The CnAIRMAN. If you are just talking about individual patients,
how tihe individual patient seems to respond to the particular drug
that, you gave him

Dr. LEITHART. Yes.The CHAIRMAN (Continuing). Just a single case, isn't it quite possi-
ble thlat,, with regardI to that individual patient,, lie lmay have come
down with a higi fever the following day no matter what you did,
whether you gave him the drug or didn't ive him the drug.

Dr. LEITHART. Perhaps Dr. Sackett coul respond.Dr. SACKVIr. I would like to interject a little thought lee being a
little older than Dr. Leithart. The death rate from pneumonia in the
preantibiotic days w as 60 percent.. Well, everyT other patient then wouldact well anywatt. But, today, with the use of these antibiotics, the death

The CHAIMAN. I am just talking about how little ou kno v from
yfro

one or two cases. I sat with a small business committee where doctors
wanted us to take severe action against people putting out chlor-
mycethl.

Dr. SACKETT. I believe chlormycetin did come off the market for
awhile but it is back on.

The CHAR IMA. Here was this drug that appeared, in one case in
a thousand, to have a very adverse reaction on some patients. But if
I have the right drug in mind, we had a doctor come before us and say
that lie gave is daughter that drug and it. killed her. That is an indi-
vidual case. We had several people who said, that in this particular
case, that this drug killed the patient.. It didn't help them. It killed
them.

Dr. ScKrIr. What about the 999 it might have saved?
'I'he CIL . That is the point I am getting to. If you am looking

at the individual case you have only got one case to talk about. How
can you be sure that the drug has the reaction that you are talking
about?

All I am saying is that a doctor has a drug salesman come to him and
hie says here is a drug that is better than anybody else's drug. Now, if
lie hiasn't tried time other man's drug, how does lie knowv it is any better?

1)r. LEITAIRT. W1 ell, I think that doctors must choose after getting
the claims of the drug company. He must study otherwise, find out
the chemical composition of other drugs, use the research by experts
in this area.

There are many sources available to the doctor to determine which
drugs are more efficacious in a particular problem.

Th6 C1 mA1RMAX. Is any doctor, let's say any doctor in general prac-
tice, in a position to really know whether Squibb's products are more
efficacious than Pfizer's or whether Pfizer's products are more effica-
cious than Lederle's products or one or the ot-her of a dozen or so well
known-drug manufacturers? Is any doctor in general practice in a
position to say: "I can assure you that Pfizer's products are the best.
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That they are better than all these other drug manufacturers." Are
they in a position to know that?

Dr. SACKEIr. Probably not the individual doctor but I might say
there is a great wealth of research that is available, if you call compile
the results of the individual doctors. Along that line, the American
Academy of General Practice, about 5 years ago, has formed a scien-
tific investigation committee where these results will be compiled and
it is very possible that we will get more practical results than you will
get out of scientific bodies such as the FDA.

:rie CiRAn-M.x. The only point I have in mind is that I just gain
the impression that as much as I might, like to rely upon al indivi-lual
doctor, if you are talking in terms of whether one drug is better than
somebody else's drug, nobody is going to know unless lie has got a
laboratory and is in a position to test. them and unless he has a sufficient
number of people to test them with, lie has no basis for comparison.

Do you differ with that or do you agree with that?
1)r. LFITHRT. Well, in actual )ractice, when a particular drug be-

conies available you learni the merits, demerits, limitations, contrain-
dications, and then you try it. If you get good results, the likelihood
would be that you would continue to use it. If it supplants something
that was less effective or if it takes care of something that you did
not-you were not able adequately to treat previously-and doctorss
are continuously assaying and evalating drugs in their practice. It is
not. a matter of having a single case, it is a matter of continuous cases.

I have .sometimes used a drug and dropped it, only to be told by a,
colleague at a later (late, or attend a meeting where a researcher had
done some work and I would find that lie had-either a group or an
individual had found most effective. I would return to it and then
find that it, after all, was a good drug. I had not given enough trials
or enough cases.

The Chairman. On page 8 of your statement under the ]leading of
"Individual versus communal responsibilities, ' 1 it says "Mr. MeNer-
ney, head of Blue Cross Association, which is an agency for the Gov-
emient and obtains large sums of money as a result of Government
contracts and who is also chairman of its task force on medicaid and
related problems reported." Our experience with Blue Cross was that
we had great difficulty finding what was happening to the money that
we were paying through Blue Cross in order to see if we were getting
our moneys' worth.

It was our experience with that organization that they declined to
tell us where tile money was going and how much they were paying
Oil the grounds that the doctors were not working for the Government
and that they didn't have to give us the information as to how much
the doctors were charging their patients. It was only after we had a
considerable amount of (isagreement with them that we finally com-
pelled them to agree that, in view of the fact that it was the Govern-
ment that was paying for this health care, we were entitled to know
what happened with the money. W1e gained the impression that Mr.
McNerney was strictly on your side.

Mr. WooLLEY. I think you have-
The CHAIRNMIA. At least the Blue Cross were on your side.
Mr. 'WOOLJIEY. You have Mr. McNerney confused with the head of

the National Blue Shield Association.
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Now, the Blue Cross Association is connected with hospitals and
that, association would not be paying doctors, generally. As tie carrier,
they are, generally, paying hospitals.

'The CimA3mN. I am lappy to have that correction. You don't feel
the same way about Blte Si eld, then, that. you feel about Blue Cross.

Mr. W OOLEY. Blue Shield is a companion organization to a degree
with Blue Cross but Blue Cross is connected with hospitals and Blue
Shield is connected with the doctors, and there is a considerable dif-
ference in different, places. They blend together in one State where
in another State you will have a'n entirely different situation.

Tile CHATICMAN. Generally speaking, are you generally satisfied
with 11ue Shield or not ?

Al-. Woo, Ey. I would rather that. the doctorss answer that question
because there are questions involved with respect to Blue Shield that
are a considerable ways from )eing what many people think they
ought to be.

Dr. SAcKIWr. I think Blue Shield has-I (to not like to use the word"control"-but has a better supervision over doctors' fees than Blue

Cross does. They have committees that consult with doctors have a
hearing when tle fee is excessive, they may deny a fee, lower a fee.
Whereas Blue Cross may not deal with hosl;itals fike Blue Shield does
with doctors in the way of fees.

11e CIRaNFr N. We asked Blue Shield to tell us how many doctors
were being paid $25,000 or more by medicare in 1968, and we lad great
difficulty getting the information.

Do you see any reason why they have objected to giving us that
kDr. SACKMVr. I think they finally did. Afaybe it presented a1 book-

keepi ig problem, I do not, know.
The CnAmnMAX. They contended they were working for the doctors

and they (1o not have to release the information unless the doctors
authorized it.
Dr. Scim3ri'r. You could find out through income tax statements,

could you not?
Mr. WOOLFA. Of course, this begins to be the crux of the problem in

this whole area, Senator Long. When an agent of the hospital becomes
an agent of the Federal Government, when an agent of the doctors
becomes an agent of the Federal Government, then they have a conflict
of interest. This conflict, of interest is against the inter-est of the Gov-
ermnient and against the interest of the other )rincipals they are
sCving. This conflict of interest is unsound. They are going to have to
be tle agent of one or the other.

Whlen the Governmient has all agent representig onie point of view
and that, person holds a dual agency, lie is in a hopeless position. if
you are going to go ahead with Government intervention you mightjust as well cut it clean and have these boys who think they call play
both ends against. the middle isolated and out in the open so it is clear
they are either the agent of the Government or tile agent of another
i)arty. They should not try to serve two masters at. the same time be-cause it canot be done.

Thle CHIAIR-MAN. 11Veli, you1 are aware of the fact we heard quite at
bit of complaint the other way around, that some of these people are
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pretty well dominated by the doctors with the result. that they were
paying a lot more than they ought to be paying.

Mr. WOOL.LEY. I think you would agree it is quite appropriate for
a principal to give instructions with respect to policy and operations
to his agent, and that it is improper for that agent. to turn right around
and try to be an agent of another principal who is giving instructions
that are contrary to the first principal. I think you would agree with
that, wouldn't you?

The Cl.AIRMAN. Well, it is a little involved, frankly.
Mr. WooLLEy. But the proposition that. you cannot serve two masters

is a very clear proposition.
The ChAIMAN. We are arguing here that Blue Shield was serving

the interests of the doctor and not the interests of the Government
when it declined to give us that information. It was our judgment that
the Government. was paying, and the Government had a right to
have the information. We are talking about Blue Shield now being
the layer.

Mr. WooiL.ix. That is, of course, the basis of our premise, whoever
is paying the bill is going to call the tune. If you are, going to pay the
bill yoou are going to call the tune. Their reluctance was just an interim
proposition. Sooner or later they were going to have to give you that
information, and they should have known it. But they bought the
idea that somehow or other they were going to have undue influence
with the Government, so they Nvould not have to tell what the charges
were. Thus they were notl playing fair and square with either party.

The Cii,%Mn[,AN. Can you tell us what we can do about patients
staying in hospitals longer than is necessary. That is one of the prob-
leins we are struggling with.

Dr. SACKE'. Make them in some way bear their share of the burden
or a higher deductible. I think this will do it. I think the minute the
patient has to pay, he becomes very cautious and wary.

I had a, patient, in the hospital 'last, month who was 85 years of
age. I kept going and telling her, "You are going home tomorrowo"
"Doctor, what about my ear, it is killing met"

Well, being a general practitioner, I said, "I will have the ear man
see you."

Then she was choking to death. Neither the nurse nor I ever saw
her choking. She had to stay for that, We had to make sure, run some
X-rays, because if she did go home and choked to death you would be
il an unhappy legal situation, I know. But if she knew she was pay-
ing that, bill, she would probably not choke so violently.

The only way I got. her out was by saying, "Well, we can't keep
you here any nore, but we will send you to a nursing home and you
ar going to have to pay the fee." Well, she went home the next day.

The CHAIMAr. One thought does oceur to me, and that is that tls
Government, one way or the other, is going to provide health care
for people who are not able to pay for it or have great difficulty in
paying for it themselves. It will be either a further extension of
medicare or something else, and I would hope that your group would
not just continue to take the view that they are against anything in
this area, so that we are left indefinitely having to choose between
one group which wants the Government to pay for everything and



386

the other group which wants the Government. to pay for nothing.
I think if fhat is how it. is going to be that eventually tlhe side that is
trying to extend governmental activity will prevail.

Personally, my offhand impression would be that where people
hav3 considerable medical bills that present them with a serious prob-
lem in trying to pay them, that we ought to give them some help. But
for those who arc well able to pay for their medical expenses, they
ought to pay for them.

Mr. V i xir,. This of course, is where you have the difficulty in
drawing the line in the first place. The Federal Government is so
far removed in actuality from the real causes, of need that this be-
comes a proposition of the whole theory of Government.

We believe that the local government can do a better job beeuse
it is closer to the problem. The discipline of people who are on ilie
spot seeing that there is no waste, and that that government functions
properly at the local level, will get a better result..

Now, it is completely wrong, in our judgment, for the Federal
Government to move into areas where it is really incapable of ade-
quately doing the job.

Now%,;, the staff report, I think your people did a wonderful job,
and I am serious when I say that they should be complimented for
doing as well as they did, I understand the limitations under which
they function, but. if they had gone the whole route, they would have
come to the same conclusion that a lot of us came to a long while
ago in agriculture.

We used to think that the Department of Agriculture could run
everybody's business from Washington. We decided we could not
run everybody's business from Washington, so we decided we had
better de~entrhlize to the State offices.

When we got out. to the State offices, we found we did not know
much in the State office, but decided that the place where people knew
best, what they were talking about was out in the county.

Then when we got, to the county, we found the people who really
know best were the people running the farm.

When we finally came full circle we began to find out that all of
the wisdom and all of the omnipotence did not rest in a central govern-
mnent place, that it. was a lot more important to be on ti spot. and
know what you were talking about there than it was to be someone
who could spout a lot of statistics, create confusion and throw up a lot
of sand.

We found out that that fellow on the spot knew more about what he
was talking about than anybody else, and that is true here.

Now, Mr. Myers was here just before our appearance. Mr. Myers is
a fine man, but lie had to make estimates of costs, and his estimates of
costs, and the estimates of HEW, as your reports show, were way off
base.

Why were they way off base? Because assumptions have to be
made "and then piojections with a bale of statistics that is this high.

I was in the Government for 18 years and I understand this as
Senator Anderson knows I understand it, and these boys did not know
what they were talking about because the assumptions are guesses.

M ultilly a whole flock of figures and run them through all the cal-
culating machines that you want to, if you put a bunch of garbage in
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you are going to get a bunch of garbage out. If your basic assumption
s a guess the answer is a guess.

T-is is the reason why I am in saying for heavens' sake, get the
evidence. These boys have done a good job in this, get the evidence and
you will see that this same kind of tomfoolery has occurred in every'
country, and it is in the nature of intervention itself.

Now, there is not anybody who does not want to have a poor person
taken care of who needs it. But this business of projecting more and
more Government power in the name of the poor is wrong. That is
what we tried to show our testimony. If you will read this medicaid
report by the McNerney group, you will se what tley are interested
in. They are not interested in the poor. They make it ciystal-clear that
is just the excuse for extending Government power.

if we continue on down this road we will have nobody to blame
but ourselves for the wreckage that occurs. There is not any question
but what you, as a Senator, know that expenditures of the federal
Government are now out of control. You fellows do not have control,
the budget people cannot even tell you for sure just what is being
expended, and this whole proposition of spend, spend, spend is either
going to have to stop or we will destroy ourselves. I think you fellows
know this.

Dr. SACKtrrr. Mr. Senator, you asked Dr. Leithart in regard to
would he see any way that we should repeal medicare. I feel we could
not repeal it, but we could modify it.

I, as an individual, am going over in medicare as of November, and
I have tried desperately in the last year to find some way to protect
myself with private insurance from my own resources, and i just can-
not find them. I am going to be forced, even though I do not want to,
to go into the medicare program.

As a member of the Florida Legislature, there were many bills that
we passed where the prevailing argument or the deciding argument
was, ."Well, the Federal Government gives us so much." We were not
convinced that the program was good, but just because the Federal
Government was paying a portion of it this bill was passed just to get
that Federal Government money.

I think this is poor policy, poor philosophy, whether on an individ-
ual basis or on a legislative basis.

The CHAIRMAN. I would just say, gentlemen, that I am looking for
answers. I appreciate your testimony here today.

Dr. SACKEr. I think you weie given the answers before you intro-
duced the program, the medicare program. We in medicine said the
costs were going to far exceed what you foresaw, and I think we were
more near right that you were.

The CHAIRMAN. Well, I voted the same way for a great. number of
years until I found myself in the minority, and after I found myself
in the minority, I concluded we had better try to make it the best bill
that we could because it was going to become law whether I voted
for it or not.

When you come here now and you tell me that the answer is just
repeal the program, I will tell you that that is not going to muster a
maoriy of votes.

r. SACKmT'. But you could modify it, could you not, in some way?
At least, you consider bills to give a certain person citizenship.
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Couldn't you modify the bill so that I, personally, on an individualbasis, cold take care of myself after November? "
The CHAIJMAN. If you will propose the amendment I will certainlysee that it is considered, I will promise ,ou that much.
All I can say about this is that much of what I predicted was goingto be wrong with the program has been proved wrong. But I knowwe are not going to repeal the program, so I am supporting whatamendments I can to try to get these costs under control.Dr. SACKE'Pr. Why compound it by going into this extra per capitaclosed panel insurance program. To'me it is like you have got a holeailradl, and the way you are going to eradicate this hole is that youare going to dig a deeper hole around it, and this is just not a good

thing to me.
The CHAIRMAN. Well, if we can find some way to get a better valuereceived for our money it would seem to this Senator that we oughtto consider it. But I ai not going to do it in the way you suggest.
Senator Anderson.
SChenar AndEJSON. I just wanted to ask one question. Mr. Woolleyis here, andl lie was in -theDepartment of Agricultur when i I wasthere. All through the Southwest there was an attack on me going on,

saying, I was a liftwinger, that the whole congressional delegation
were Ieft wingers, to a man.

Did you change your mind on that?
Mr. WOOLLEY. I did not hear what you said.
Senator ANDERsox. You labeled me a leftwinger, you labeled thewhole congressional delegation as leftwingers to a man. Do you stillhave tile same opinion?
Mr. WOOLLEY. I think you are probably having reference to yourvoting record as it appeared in tile Americans for Constitutionaf Ac-

tion V oting Record.The Americans for Constitutional Action Voting Record, the first
one, I composed it and (lid the research work in. connection with it, andthe comments that I have made to anybody have been in relationshipto their voting record as it appears in the Congressional Record. That
is the only thing I have said.

I think the ACA Voting Record of 1959-60 will stand cross-exami,nation any place, any time, by anybody on a fair basis.
NXow ifyour phlosophy is Government intervention, if this is whatyou believe, then, of course, your voting record, in the case of tile ACAVoting Record was bad. If, on the other hand, you do not believe inGovernment intervention, then your record looks tile other way.Tile Cmrtru/,3x. Well, thank youit very much, gentlemen.
Mr. IWOOLtr.Y. Thank you.
'rhe CIAITRMAx. The next witness is Mr. Jorge i. C6rdova, who is

the Resident Commissioner of Puerto Rico.

STATEMENT OF HON. JORGE L. C6RDOVA, RESIDENT COMMIS-
SIONER OF PUERTO RICO; ACCOMPANIED BY DR. ERNESTO COLON
YORDAN, SECRETARY OF HEALTH OF PUERTO RICO
S-fr. CO6RDOVA. Mr. Chairman and members of the committee, I havewith me the Secretary of Health of Puerto Rico, Dr. Ernesto Colon

Yordan.



389

Inl addition to his present position, he was a distinguishel practi-tioner for a great. many years in Puerto Rico, a graduate of the Uni-
versity of Maryland Medical School.

I will, however, make a few remarks before I ask Dr. Colon to talk
to you about a particular medicaid problem we have in Puerto Rico.

I? am the elected representative of 2,700,000 American citizens. 1We
participate fully in the burdens of the social security program. We
are as interestedI as any other American community inl the soundness
of this system, but we are not now advocating any particular amend-ments to the system or its abrogation or anytlhng that goes to itsfundamentals.

lie are merely here to point out certain inequities with respect to
Puerto Rico.

In the first. place, the Prouty amendment, which you will recall, was
legislation enacted in 1966, which authorized the payment of special
benefits to citizens who became over 72 between the years 1968 and
1972, and were not insured. That amendment. was not ~made apl)licable
to Puerto Rico, the Virgin Islands, and Guam, although we pay intothe trust fund of the social security, the same moneys in the same man-
nor, and in the same measure as hie citizens of the several States.

That is an inequity which was obviously inadvertent but which I
ask this committee to see is now finally corrected.

It is already a little late because those people who were entitled to
these benefits'in Pueto Rico have gone without them for almost 3
years, and the program is only going to be in force for a little over
1 year.

may say that I introduced an amendment to this effect in the
House Ways and Means Committee as soon as I took office here in
1969. The House Ways and Means Committee asked for the proper
Government reports. They have not been forthcoming yet, and I
understand the difficulty- is not with the social security people. I un-
derstand they recognize the inequity and they favor its correction.

(1.R. 13399 follows:)
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016iv CONGRESS He R. 13399

IN THE HOUSE OF REPRESENTATIVES

Aucuar 7,1069
Mr. C6Dov. introduced the following bill; whicl was referred to the Coin-

mittie on Ways and Means

A BILL
To provide that the social security benefits provided by the 'Tax

AdjustmentAct of 1966 for certain uninsured individuals at
age 72 shall apply in the case of'residents of the Common-
wealth of ruerto Rico, the Virgin Islands, and Guam.

1 Bo it enacted by tho Senatc and House b/fRepresenta-

2 tlives of tho United States ol America in Congress asembled,

3 That the second sentence of section 228 (e) of the Social

4 Security Act (as added by section 302(a) of the Tax Ad-

5 justment Act of 1960) is amended by striking out "and the

6 District of Columbia" and inserting in lieu'thereof ", the Dis-

7 trict of Columbia, the Commonwealth of Puerto Rico, the

8 Virgin Islands, and Guam"
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Mr. C6NtovA. Now, as to medicaid, Puerto Rico has made great
strides in providing health services for the people, for a majority of
the people, at least, and although these services are far from adequ ate,
we could not have'done nearly as much as we have without the help
of the Federal programs approved by this committee.

We appreciate the help providedd Puerto Rico in the 1967 amend-
ments under this act. However, some of the special provisions appli-
cable to Puerto Rico pose a real dilemma for us. They very properly
require Puerto Rico to institute the principle of freedomn of ciioic'e
in the medicaid program by July 1 1972.

That principle is not yet applicable to Puerto Rico because Puerto
Rico was not. able to p~t it. into effect, immediately. Congress recog-
nized this and postponed until 1972, its effect iveness in Puerto Rico.
lut, at the same tnme, a ceiling of $20 million was placed on the
Federal contribution to niedica-d.

1e, firmly believe in freedom of choice. We. are ready, we are
committed, to provide our share, more than our share, toward its
costs, and our medical )rofession is ready and committed to contribute
their share, so that our costs will be the lowest in the Nation, as they,
are now. But the present Federal ceiling would, in effect, make it
impossible not only to improve but even to maintain the present in-
adequate levels, and the present inadequate quality of medical assist-
aice to our poor. 

Dr. Colon Yordan, our secretary of health, will explain to you
more precisely the nature of the problem and a suggested solution.
I thank you.

Dr. Cor ON YORDAN. Mr. Chairman and members of the committee,
I would like to begin by expressing the aplreciation of the Govern-
ment of the people of Puerto Rico, to the Senate Finance Committee,
and the Department of Health, Education, and Welfare, for recog-
nizing the need of expending to their fellow citizens in Puerto Rico
the benefits of health and welfare legislation applicable to our citizens
on the mainland.

This wise policy has paid good dividends in terms of material
Progress, welI-beitig, and, above all, good will both in Puerto Rico
and in the United States.

I would like. to respectfully bring your attention that the present
ceiling of $2') million, the Federal share for Puerto Rico under title
XIX, which was established by the- 1067 amendments to the Social
Security Act-we consider this ceiling at present to be unrealistic
because it fails to provide sufficiently effective influence on the qual-
ity of medical care for the medically needy people of Puerto Rico.

This fixed amount, because of the progressive increases in medical
care costs and the steep rise in the cost of-living, to which we can add
all increase in the number of eligible population, has not been able
to fulfill the congressional intent of continuously upgrading the qdal-
ity of medical care. It is also unreal as far as the application of the
freelom-of-choice provision in 1972.

Our local health appropriation must increase an average of 10 per-
eent yearly just to meet the escalating cost of health care; so that
since'1966 to the present, there has ben a 40-percent increase that
has not been matched by the fixed appropriation of $20 million for
the medically needy in Puerto Rico. Tis increase in unit costs, plus
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tle application of Federal minimum wages to hospitals in Puerto
Rico, by itself must make the ceiling principle subject to revision and
recon si(eration at present in all fairness to the legislative intention
an in the best interests of the health of our medically needy.

'rie iten of salaries alone illustrates our problem and some ways
in which we have tried to meet it. Salaries account for 76 percent of
all the expenses of medical care. In order to hold these expenses down
the lrofessional stall has had very small increases.

ThIese salaries have increased only 13 percent in tile last 3 years.
On the other hand we have had to aNvoid by the Fair lAbor Standards
Act an increase in the minimum wage rate in the medical field. In
Puerto Rico the minimum wage is often the prevailing wage. There-
fore, any increase in the minimum is an automatic additional expense.
This increase has been substantial. In class A positions the increase
has been firom $1 per hour as of April 1 1967, to $1.45 as of Febru-
ary 1, 1970, an increase of 45 percent. In class B positions, the increase
has been from 90 cents per hour as of January 14, 1967, to $1.35 as
of February 1, 1970, an increase of 50 percent. On February 1, 1971,
these miniimm rates will probably go to the Federal level of $1.60
per hour.

Our Government is deeply concerned with the need of controlling
the increasing costs of health care and we are also deeply committed
to continue our efforts and contribute the maximum amounts that
our limited budget will permit us toward our share of the whole effort
of )roviding the same quality of medical care to the medically needy
as that received by the more affluent sector of our society.

Toward this effort, our Governor, cognizant of the pressing health
needs of our island and in spite of other very serious needs and de-
imands on our executive branch, has agreed to recommend and actively
seek a new supplementary appropriation of $20 million per year forfiscal year 1972 and following, to be exclusively used in upgrading
tile quality of cam for tile nMeically needy. Inl order to best use this
new money in the health economy and meet our minimal health care
needs, we respectfully request for that 2 years, the present limiting
ceiling be removed, but that the Federal participation be kept the
same as time present-50 percent.

The Federal share of the medicaid program is only $20 million at
present, with which to provide high quality health care for 1.2 million
eligible persons, or the equivalent of $17 per person per year. The
equivalent in the United States is $252 per person per year. This
amount, tie $17 that we receive, amounts to only 6 percent of the share
per person that our fellow continental American citizens receive
through medicaid.

By having the ceiling removed and reinvesting the total earned
moneys, even if only for a restricted period of 2 fiscal years, after
which a reevaluation could be made, the maximum Federal share on a
50 percent reimbursement basis would be $60 million. This wil be
equivalent to only $50 per medically needy person per year, and
only 20 percent of time share that the other States are currently re-
ceiving. So, if the request be accepted, Puerto Rico's share of Federal
funds of title XIX would still be one-fifth of the States' share.
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In1 fiscal year 1971, with a ceiling of $20 million, the Federal share
is 28 percent of the total health investment we make for this eligible
group of people. If the ceiling be removed and the Federal shre
increases to $60 million, the Federal share will only be increased
to 37 percent of the total investment, a 9-percent increased share of
the total burden.

In contemplating the reinvestment of these earned moneys, our
main concern will be toward the effective use of controls to stop the
spiraling costs of health care by making use of health maintenance
options, multidisciplinary prepaid group practices and other tiew
models of delivery of care, some of which are actually being readied
for operation in our island.

Puerto Rico Law 56 of 1969 authorizes the Secretary of Health to
purchase services for the needy from health service organizations and
to experiment with a variety of models in order to achieve the most
effective uso of our hard-to-get medical dollars. To this we may add
the firm commitment of our physicians, stated previously to the mem-
bers of this committee, to provide services to needy patients at sub-
stantially lower fees than those prevailing at present.

We have been, and will continue to eml)hasize preventive medicine
as the center of our health effort.. Small municipalities, the smallest
political subdivisions in our island, are being organized into service
areas instead of individual health units, and the private and Oovern-
inent medical resources are being integrated into a single health
effort,

With additional financial help specially devoted to staffing, we can
more effectively see our peripheral health centers, where be'ds have
a low occupancy rate and convert them into long term or intermediate
facilities and thus liberate the costly acute care beds in the regional
and subregional hospitals.

This in itself will represent a substantial saving in health dollars.
Wise use of these moneys will undoubtedly also result, in a much
needed shift of medical and paramedical personnel from the urban
to the almost medically destitute rural or agricultural areas of Piuerto
Rico. By providing better pay or financial incentives, doctors will re-
locate in selected areas which are characterized by extreme poverty,
with per capita incomes of $350 to $400 per year, and where very
limited government medical care is available at present.

lWe realize that medical care costs are lower in Puerto Rico than in
the mainland, and we hope that they so continue, but lack of addi-
tional medical services may lead our people to migrate to other areas
in the United States where this care is available, butt it a higher cost.

Thus Puerto Rico, under the dispositions of title XIX, will be faced
with the payment of bills for medical care, rendered our island
residents while in the States. re have already received such bills in
amounts which, until now, we have been unable to honor.

Through investments made by our Government in our medical
education system, we have been able to increase our physician popula-
tion ratio from 1 to 1,660 in 1960 to I to 961. in 1969. Olt of this num-
ber, 1,037 physicians. or 30.4 percent of the total number of physicians
in the island, provide services in the Government health system for
the medically needy.
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Since 196,5, in spite of the limitations imposed by tile Federal ceiling
and tile increased demand for services, our joint in vestment, Common-
wealth and Federal has resulted in striking iml)rovements in Some
of our health statistics. The birth rate was successfully lowered from
30.1 in 1965 to 24.8 in 1969; the death rate from 6.7 to 6.4. The number
of infant deaths were lowered from 3,421 in 1965 to 1,986 in 1969. The
infant mortality rate dropped from 43 per 1,000 live births in 1965
to 29.2 in 1969. Maternal deaths diminished from 40 in 1965 to only
12 in 1969--maternal mortality rate thus dropped from 0.5 in 196"
to 0.1 in 1969.

We are proud that we have used local and Federal funds wisely
and evidence to that effect is ample and reflects in continuously im-
poving health statistics for our island. With your help, our island
will reach a point in which our bare basic medical needs will be met,
and stabilized with further improvements in quality. Above all, we
will Le able to at last retreat from the economic situation that forced
the island into a dual system of medical care, one for the poor and
another for the private sector.

Aside from general operating funds for the Department. of Health,
our Government. has invested close to $70 million from special
revenues toward the accelerated hospital and health center construc-
tion program.

In our l)eripheral health centers, 76 of which are operating in the
island for the exclusive use of the medically needed, a total of 1,816,900
patientss were seen in outpatient and eiergeney services in 1965. In
the year 1968, only 3 years later, this number increased to 3,893,482 ,
a 114-percent increase'in the number of patients served drugs in this
short period. Nevertheless, local and Federal contributions did not
show a corresponding increase. These figures do not include services
rendered at the regional hospitals which I am sure will evidence a
similar trend.

If this request which we consider fair and urgent, cannot be fully
endorsed by this committee, an alternative to solve our critical healthi
care problems could be considered, such as increasing the ceiling to
$35 million effective fiscal year 1971, an act which can be fully justi-
fied by the following points some of which were previously pointed
out in more detail:

1. 'rhe yearly increase in the local appropriations to maintain
our standard of health treatment averages 10 percent. From 1966
through 1972 this is an increase of 0 percent. The Federal Govern-
ment has not shared in this increase.

2. Between 1967 and 1971 the minimum wage for workers in the
medical field will have increased by over 60 percent to tile Federal
level of $1.60 per hour.

3. The number of patients treated by our peripheral health centers
has increased by over 11 percent.

4. Further bills are ieing received by us from the various States
for treatment of residents of Puerto Rico who are traveling for from
home to get- medical treatment. We are receiving more and more 'of
these bills which we have not been able to honor. This medical treat-
ment would have been cheap in Puerto Rico and the patient, in addi-
tion to being near home, would not have had the travel expenses.
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5. The eligible population has increased as a result of the popula-
tion growth. This hns been compounded by the increase in unemploy-
ment which is being experienced in Puerto Rico as well as in the
rest of the United States.

6. We are committed to not only improve the quality of existing
services but, to provide additional services. We cannot (io this with-
out. greater Federal aid.

7. Finally the implementation of freedom of choice which is man-
datory as of July 1, 1972, will not be possible until this minimum
I lqest becomes a reality.

Positive action by this committee will avoid the dreaded possibility
that our island may be forced to withdraw from partlcpation in titl
XIX if fiscal conditions remain as they are at, present.. This is some-
thing that, neither you nor we would like to see happen, knowing
that. such action wifl lead to stagnation and possible deterioration of
our health care system.

I again thank the committee for the privilege of appearing before
yon, and I respectfully beg that the record be kept open so that we
cua provide additional data to support our position.

(A prepared statement of Dr. Colon Yordan follows. Hearing con-
tinxes on p. 404.)

TESTIMONY OF THE SECRETARY O HEALTH OF PUERTO RICO

Mr. Chairman, committee members, I want to express the appreciation of the
government and the people of Puerto Rico to the Senate Finance Committee and
the Department of Health, Education and Welfare, for recognizing the need of
extending to their fellow citizens in Puerto Rico the benefits of health and wel-
fare legislation applicable to our citizens on the mainland. This wise policy has
paid good dividends in terms of material progress, well-being and, above all, good
will both in Puerto Rico and in the United Statet

Since World War II, Puerto Rico has developed from a state of extreme pov-
erty and hopelewneas to one of relative I oclo-economle well-being and hopeful-
ness. The evidence to this effect is abundant and many factors have contributed to
this dramatic change, which Is still continuing. Improvement in health standards
for the Puerto Rican people has accompanied this change."

An assessment of health conditions in the Island today Indicates that:
1. There is still a relatively high incidence of certain preventable communicable

diseases. These diseases require a continuing program for their full control. T.B.,
V.D., some enteric diseases, schistosomiasis and other Intestinal parasitosis are
included on the list Programs for protection against diptheria, whooping cough,
tetanus, polio, measles, and smallpox, must be sustained in order to maintain the
present state of control. We also must be on the alert for new knowledge and
procedures to deal with other infectious diseases like Influenza, dengue and the
common cold.

2. We must continue to support environmental health measures for the pre-
vention of further contamination of our soil, water and air, And take remedial
measures to solve some of the problems existing In this regard. Population growth,

1Y Industrialization and movement of people to urban areas are continuously affect-
Ing the environment, requiring continuous alertness and action for protection
against health hazards.

3. One of our most serious challenges Is to provide preventive and curative
personal health services of good 4ualty. The government of Puert6 Rico, state
and local, with the aid of the federal government, has organized a regional

E system of health services to provide care for approximately 60% of the people
which are medically indigent. Thlis system, which will reach a stage of near full
development by 1972, Includes primary, area, subregional and regional centers
for the provision of comprehensive health care services.

'Puerto Rico's per capita Income Is around 33% of the national average, but higher than
that of any Latin American country.>i Appendix Tables I and It.

S 47-530-70-pt, 2--5
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I want to strongly emphasize that the provision of comprehensive health
service is our principal concern at the present time, We consider assistance of
the federal government essential in order to attain our goals.

Through our governmental health services, personal preventive services are
made available to all the population. However, the well-to-do and upper and
middle class citizens get most of the preventive services through private medicine.
Curative services are also provided to the medically needy (families of 5 with
an annual income under $3,000). We estimate that 60 of our families fall in
this category.

The services consist of preventive Immunization and vaccination, mniternnl
health, infant and child health, diagnosis and treatment of disease, provision of
pharmaceuticals, dental services, hospitalization and nursing home care, mental
health, and, to a linited extent, rehabilitation. In the dental program the goal
is to have 3rd graders in the school system free of untreated cavities. The public
w ter supplies are all fluoridated.

Within our budgetary limitations, we are providing these services at a cost
of $34.00 per person per year. Practically all the personnel )roviding these serv-
ices are salaried. There Is no free choice of physician or hospital. Persons solicit-
Ing services may select the primary heltli center which they prefer. There is a
primary health center in Nach medium sized or small community. InI San Juanl
and larger communities there are several treatment and diagnostic centers.

Community public health programs such as environmental health, conmnuni-
cable diseases control, maternal and child health, constitute part and parcel of
time system.

Private health care services are provided by physicians grouped around pri-
rato hospitals. They are organized as hospital staffs and not as practicing medi-
cal groups, although, in many instances, they function as such. There Is no pre-
paid group practice. Many )hysicians in private practice operate as solo practi-
tioners. About 25% of the Puerto Rican people are covered by some Blue Cross,
Blue Shield, or commercial insurance plan and 5% by medicare. Private medical
care Is slowly adopting some of the concepts of regionalization.

It is estimated that persons utilizing private medicine spend over $150.00 per
year.

At tile present time, as directed by a recently enacted Puerto Rican law, tile
department of health is considering possibilities of bringing together the private
and public sectors in a single system. Serious difficulties stand in the way of
such change. The difference in expenditures, per capita per year of $34.00 it tihe
public and over $150.00 in the private sector; differences in the forms and levels
of compensation of physicians Who are salaried in the public sector and fee for
service in the private; and adherence to 11 different system such as a relatively
rigid regional system in tile public sector and a loose or no real organization in
the private sector are fmong the various difficult problems that must be dealt
with.

As authorized by law 50, recently enacted by our legislative body, experi-
ments in the delivery of health care services such as the following are at
present In the planning or implementation stages:

1. In one municipality the local practicing pliysiclans are being encouraged
to organize and function as a group. The health department and municipal gov-
ernment will contract for their services as a group, rather than on a salaried
basis.

2. In another municipality, the local physicians are being assisted in organiz-
Ing as a cooperative. A consumers cooperative will also be organized to contract
with the physicians cooperative. The halth department Would contract with the
consumers cooperative for the provision of services to the needy.

3 . In a third municipality government will continue to operate the services
directly, but the services will be opened to paying patients. Arrangements for
the collection of fees by the center physicians as well as others that may prac-
tice in the center are being studied.

4. In another municipality a contract will be made with a private non-profit
health agency, in this case, a church hospital, to operate governmental services
and thus render services to the needy as well qs, to paying clients.

Through these and other actions, we are making attempts to integrate the
private and public sector In a single health care system. Time need to experi-
ment before embarking in a specific scheme cannot be overemphasized.

We feel that the situation in Puerto Rico is of Interest not only to the
island residents, but to those in the mainland and In other countries as well. The
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provision of health care services of good quality to the people at a cost they
can afford is a main objective of all health care systems. Already Puerto
Rico, through the Development in the public sector of the regional scheme and
of the primary health center has made notable contributions in the field of
health care administration. The fact that an underdeveloped community can
cange In a relatively short period of time of 25 years, has been a stimulating
example for other developing countries.

Federal legislation that applies to Puerto Rico should take into account the
stage of development that the health services in the island have reached and the
special circumstances that characterize our soclo-economilc structure. The fact
that 0% of the population is provided with personal health services through a
regional system and that the Government, commonwealth and municipal, with
Federal aid, has available only $34.00 per person per year for this service should
merit special consideration.

It is regrettable, however, that sometimes the intent of Congress Is not entirely
fulfilled in the process of implementation of some major laws. Such is the case of
title XIX, law 89-97 of 1905, better known as the social security amendments of
1965, as it applies to Puerto Rico.

Puerto Rico was one of the seven States and jurisdictions which initiated a
medical assistance program under law 89-97 on January 1, 1960. This was fea-
sible because when the law was enacted, Puerto Rico was already operating a sys-
tein of comprehensive health care, for all those unable to pay for health services.
Charts I and II show some of the achievements in health under this system.

Tie official policy of the Department of Health, Education, and Welfare In
relation to tb medical assistance program, under title XIX, is expressed inI sup-
plement D (Ilandbeok of Public Assistance Adnilnistration), of which I quote
from sections D-5140:

"The passage of title XIX marks the beginning of a new era in medical care
for low income families. The potential of this title can hardly lie over-estiliated,
as its ultimate goal is the assurance of complete, continuous, family-centered
medical care of high quality to persons who are unable to pay for it themselves"

Froin section D-5143. I quote: "A basic concept of title XIX Is that of quality
of medical and remedial care and service."

After almost five years of operation of this program, I think it Is the right time
to question whether these goals have been achieved, nationwide. We have not
done so fit Puerto Rico. The congressional intent of helping low income families
in the Nation avail themselves of high quality medical care on an equal basis as
those who can afford to pay, has met great obstacles.

The richer States, like California. New York, Michigan, Illinois, etc., have
received a disproportionate share of Federal matching funds under this program,
Just because they have greater resources to match the Federal share. The poorer
States have not been able to take advantage, to such an extent as the richer
States, of the benefits of this program.

This is the case of Puerto Rico: The island's per capita income is only about
one third of the national per capita Income. The effort to provide equality of
medical care and service Is seriously hindered by a ceiling of $20 million place(]
on the Federal share. This Is equivalent to a Federal ceiling of $17 per person per
y/ear. The original 55% matching formula established in 1966 was reduced to
50% in 1967.

The island has 1.2 million eligible individuals to cover. Local resources are too
limited to achieve the high goals of this program, without additional Federal
support.

According to Medical World News,' 9.5 million persons from 43 States were
receiving the benefits of title XIX In 1969, at a cost of $2.4 billion to the Federal
Government. Th is amots to $252 per capita, as compared to $17 for Puerto Rico.

Puerto Rico has re-invested the Federal grant received through this program
fin the improvement of its health services. Although the Federal ceiling precludes
any increase in the Federal share, no matter how much we Increase our efforts
locally, the appropriations for health by the State government and the municipal-
ities li Puerto Rico have increased from $02 intilloil in 1965-6 to $97.5 million
In 1970.

'10:20 January 24, 1969.
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Rising costs and the Increase in population make the Federal ceiling unrealis-
tic. The $17 Iwr capita appropriation authorized since 196, should be readjusted
accordingly.

The cost of health insurance in Puerto Rico has followed a trend similar to
that in the U.S. mainland. A Blue-Shleld type health insurance plan In Puerto
Rico (triple 8) offered a policy for $15.00 per month for a family of five in 1966.
Such a policy, for a low middle class family will cost twice as much now. One of
the most important factors for the Increase is the application to Puerto Rico,
In recent years, of Federal minimum wages for hospital employees.

The Department of Health has some limited experience in the purchase of
hospital services from private hospitals under the crippled children's program.
Table I shows the rise in hospital rates under such program in Puerto Rico dur-
Ing the last six years.

The 1967 amendments to Law 89-97 make It mandatory for Puerto Rico to pro-
vide free choice of physicians, hospitals, dental and pharmaceutical services to
all those (1.2 million) beneficiaries under the title XIX program by 1972. Puerto
Rico is anxious to implement the free choice provision. This will be another step
in our goal for equality of service, In private and public medicine.

We cannot achieve this objective, however, without additional Federal sup-
port. With $17 per capita annual Federal share we cannot purchase health in-
surajice for title XIX beneficiaries. The cost of an insurance policy is about $100
per person per year.

We have been trying to keep all our commitments with the Federal Govern-
ment as stated in our medical assistance plan under title XIX. It is interesting
to note that through the implementation of Puerto Rican law 56 of 1969, (appen-
dix A), we will have complied with practically all the recommendations of the
evaluation team of the title XIX program which visited Puerto Rico in 1907.
Its recommendations were forwarded to Dr. Ellen Winston, ex-Commissioner of
Welfare.

We have not been able to comply with the free choice provision, and we have
serious doubts that we might be able to do so by 1972 so long as a ceiling of $17
per person in Federal aid continues In force. We respectfully request, that as a
first step in tackling this problem, the Federal Government, in recognition of
the real needs of Puerto Rico and of the real effort we are making to achieve
the national goal, eliminate the ceiling so that we obtain a 50-50% matching on
the monies that we can contribute to our program. The national Governors Con-
ference has approved a resolution, requesting that the 20,000,000 ceiling for
Puerto Rico be removed. (See table II)

Puerto Rico needs Federal aid to continue developing its health services on an
experimental basis and to continue to explore ways of integrating public and
private medical care, while retaining the best of the structure and values of
both systems.

It Is conceivable that experimentation in the organization and delivery of
health services in Puerto Rico could be of value to agencies concerned with
medical care organization in the mainland.
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TABLE I.-INCREASE IN COSTS OF HOSPITAL SERVICE CONTRACTS BETWEEN DEPARTMENT OF HEArI:fANO
PRIVATE HOSPITALS-CRIPPLED CHILDREN'S PROGRAM

Private hospitals

Hospital de la Concepci6 ..............Doctor's Hospital .....................
Hospit Pavia ........................
Hosital San Jorge .................
Professional Hospital .................
I nstituto Oftilmko ...................
Hospital Presbiteriano .............
Hospital Bellavista ....................
ClInica San Rafael .....................
ClInica Dr. Pita ......................
Clfnica Orients ........................
Hospital Asilo de Danas ...............

19%3-%4 1964-65 1965-66 1966-7 1967-68 1968-69 1969-70

$12.00 $12.00 $15.00 $18.00 $20.00D $20.00D 30. 00
11.00 20.00 22.00 26.00 35.00 38.0D 42.00
17.00 20.00 22.00 26.00 35.00 38.00 42.00
17.00 20.00 22.00 26.00 35.00 38.00 41.00It.s 6S 10.15 M!. 15 !1.15 22 D 00 3 Z 00
1 .30 2o.00 .o 0 .0 2 2.00 2 D 00 3S.00
17.00 20.00 20.00 2$.00 29.00 3.0 '43.00
10.00 12.00 12.00 14.00 20.00 36.00
10.83 11.25 13.00 13.00 20.00 29.00 3s.80
10.46 11.25 12.25 14.00 18.00 22.91 34.00
0.86 11.25 11.75 13.27 14.50 14.23 .: .......

13.00 M D 17.00 19.00 23.00..............

I Aflter 8 days, per diem payment is reduced to $36.

TABLE 2.-DEPARTMENT OF HEALTH OF PUERTO RICO

APPROPRIATIONS FOR HEALTH SERVICES AND AMOUNTS SUBJECT TO FEDERAL MATCHING UNDER TITLE XIX

Amount
Appropriation for Department of Health ............................................................ $69, 661, 60
Municipal appropriations ......................................................................... 27,800,000

Subtotal ................................................................................ 91.461,600

Less:
Special services:

Mental health (hospitalization) ....................................................... 4,42, 361
Tuberculosis control program (hosritalization) ......................................... 3,366,361

Suttotal ............................................................................. 7,791,722
Amounts already used for Federal matching ........................................................ 5,911,483
Public health and environmental health ............................................................ 5,670,454

Subtotal ................................................................................. 19,373,659

Total .................................................................................... 78,087.941

Plus:
Governmental overhead ................................................. . 1 561,759
Depreciation ............................................................................ 2342,63

Subtotal ................................................................................. 3,904,397
Reinvestment of title XIX funds .............................................................. 20,000,000

Total .................................................................................. 101,992,338

Proportion of expenditures applicable to eligible persons under title XIX (70 percent) ............... .. 1 394, 636
Federal share (50 pew.nt) ..................................................................... 35,697,318
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CHMT I

DIRTI-, DEATH AND INFANT MORTALITY RATES*

PUERTO RICO: 1950, 1960, 1969

Rates per 1, 000t

1)61

Births Deaths Infant
Mortality

*Rates:
Birth and death rates per 1, 000 populitiorn
Infant mortality rate per 1, 000 live births
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DEATHS BY LEADING CAU-SES

PUERTO RICO: YEARS 169I. 1960

Diseases of t.e Heart .............

Cancer ........................

Cerebrovascu€lar Diseases ........

Accidetsl .......................

Pneumonia$ .....................

Diabtes Mellitus ................

Diseases of Early Infaccy ........

Arteriosclerosis ----------------

Cirrhosis of Liver ..............

'berculosts ...................
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APPENDIX A

LAW 56

(Approved June 21, 1969)

AN ACT To establish an integrated system of medical-hospital assistance in the
Commonwealth of Puerto Rico, within which all persons, Independent of their
economic conditions, race, color, origin, religion or political creed, may request
and receive medical-hospital assistance from any person, agency, organization
and Institution authorized by law to render such services within the system

STATEMENT OF MOTIVES

Puerto Rico, in proportion to Its territorial extension, has public and private
resources for the developing, maintenance and conservation of the health of the
Puerto Ricans, equivalent in its quantity, variety and quality to similar existing
resources in the most advanced countries of the world. In spite of all this, these
resources are not integrated into a system capable of offering to every_ Puerto
Rican, comprehensive and adequate health services in quantity, quality, variety
and duration. Meanwhile, these resources, continue developing and multiplying
through separate roads, in need of a common philosophy of service and in an
atmosphere teeming with competition and lacking order and efficiency.

The moment has arrived of offering a formula which will permit our private
and public health resources to become a part of a system capable of absorbing

CHART U
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and using the skill and techniques of modern medicine to produce and to place
at the disposal of every Puerto Rican its product, comprehensive health services.

The Integration of these health services resources into only one system be-
comes a matter of vital urgency since from and after July 1, 172, and in ac-
cordance with the provision of Section 1902(a)(23) of the Social Security Act
of the United States, the Puerto Ricans who are beneficiaries of the health
service under Title XIX of this act, must be guaranteed their rights of request-
Ing these services front any person or institution authorized by law to render
such services within and without the Commonwealth of Puerto Rico. In order
to comply with this provision of law, it is necessary to modify the public policy
in regard to the health of the people and to carry out gradually reorganization
of the financing, operation and administration of all health resources in Puerto
Rico.
BE IT EXACTED BY TIlE LEGISLATURE OF PUERTO RICO:

Section 1-The Secretary of Health Is hereby authorized to use the hospitals,
medical centers, health centers, nursing homes, dispensaries, clinics and other
health institutions, the property of the Commonwealth and its municipalities,
to offer medical-hospital assistance in the same quantity, variety and quality to
every person, independent of his economic condition, race, color, origin, religion
or political creed.

The Secretary of Health shall establish, with the, advice of the Director of
the Bureau of the Budget and of the medical, dental and paramedical class of
Puerto Rico, the administrative procedures and systems necessary for:

(A) Determining and fixing the reasonable cost of the services of medical-
hospital assistance In all health institutions, the property of the Commonwealth
of Puerto Rico and Its municipalities.

(B) The partial or total payment, as required by each case, of the renson-
able cost, as fixed for each health institution, for the services of medical-hospital
assistance offered to each person or family whose annual income and other
resources results greater than the one established by the Secretaries of Health
and Social Services, to determine whether persons or families are eligible, to
request and receive these services chargeable to public funds, or that they have
some kind of health insurance.

Section 2-The Secretary of Health, with the advice of the Secretary of
Social Services, shall establish similar standards of application for every person
or family, to determine and promulgate the grade of annual inconue and oiher
economic resources untler which a person or family will be certified as eligible
to request'and receive nedical-hospital assistance within and without the health
Institutions of the Commonwealth and its municipalities, chargeable to public
funds. This eligibility certificate shall be transacted through swift and simple
administrative procedures, which might best protect the Interest of the request-
ing person or family. An annual review shall be made of the resources under
which every person or family obtains the certificate.

Section 3--The Secretary of Health shall establish, with the advice of the
Commonwealth Board of Health, a system of medical audit which will permit
to evaluate annually, the quantity, variety, utilization and quality of the serv-
ices of the medical-hospital assistance offered to the public in each healthin titution.

Section 4-The Secretary of Health, In consultation with the Director of the
Bureau of the Budget, shall introduce the administrative procedures for the
accounting, deposit and use of the funds collected in each health institution, the
property of the Commonwealth and its municipalities, through the charge of the
reasonable cost of services offered to persons or families classified under Section
2 of this Act, as not. eligible to receive these services chargeable to public funds.

The funds collected under this section shall be used, subject to priorities that
the Secretary of Health may establish, for the Improvement of the salaries of the
personnel and of the health services and facilities.

The Secretary may contract with the municipalities their contribution for the
payments of the services given to the residents of the municipality in the Com-
mionwealth hospitals as well as in private hospitals. There shall be accredited as
contribution of the municipality a proportional fraction of the sums collected
within their territorial limits for services given In hospitals, the property of the
Commonwealth, to the users who were able to pay all or part of the service.

Section 5-The medlcal-hospital services insurance plans and insurance com-
panies engaged in the sale of medical-hospital insurance In the Commonwealth
of Puerto Rico, shall be bound to pay to the Commonwealth and to its municipal-
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itles, in accordance to procedures as established by the Secretary of Health, the
reasonable cost of the services rendered to its Insured persons in health Institu-
tions the property of the Commonwealth and its municipalities.

Section G--The State Insurance Fund, as well as any other instrumentality of
tile Government of the Commonwealth of Puerto Rico and Its municipalities, who
have established or may establish health services plans for their employees, shall
be bound to pay the reasonable cost of the medical-hospital assistance services
rendered to their employees In health Institutions the property of the Common-
wealth and Its municipalities.

Section 7-The Secretary of Health is hereby empowered to establish the nec-
essary standards and regulations for the administration and operation of the
hospitals and health centers the property of the Commonwealth. lie imay, through
agreements, delegate the operation and administration of the hospitals and health
centers, the property of the Commonwealth, In nonprofit associations, corpora-
tions of professionals and other groups Interested in offering health services to the
community.

Section 8--Every physician and every dentist authorized to practice his profes-
sion in Puerto Rico and In the private exercise thereof, may charge the reason-
able cost of his professional services which he may render to patients in health
Institutions, the property of the Commonwealth and its municipalities, when sol
patients are Ineligible to receive those services chargeable to the funds of the
Commonwealth or municipality.

The services rendered to indigent patients shall be paid by the Commonwealth.
Tile charge for these services, In both cases, shall be made subject to regulations
to such effect established by the Secretary of Health. The reasonable cost for
these professional services shall be determined by the physician and dentist
concerned, In accordance with the Secretary of H1ealth, taking into consideration
the usual and prevailing values in the community and the best Interest of the
patients.

The physicians and dentists who belong to the Medical Staffs of the health
Institutions, the property of the Commonwealth and its municipalities, may offer
the. e services provided they accept the corresponding appointment under regula-
tions promulgated to such effect by the Secretary of Health, defining the func-
tions, responsibilities and rights of these professionals, in their capacity as mem.
bers of said medical faculties.

Section 9--The Secretary of Health is hereby authorized to carry out agree-
mit with physicians and dentists in the private practice of their profession,
with hospitals, medical centers, health centers, nursing homes, dispensaries,
clinics, pharmaceutical service agencies and other private health Institutions, so
that they may offer hospital-medical assistance to persons or families certified as
eligible to receive said assistance chargeable to public funds as herein provided.

Section 10-The medical-hospital assistance service authorized under section 9
of this act, shall be offered in equal conditions and shall be of the same quality as
those offered to private patients by persons or institutions which may carry out
agreements with the Secretary of Health.

Section I-MEvery person or institution who carries out an agreement with the
Secretary of Health to offer and render medical-hospital assistance to persons or
families eligible to receive them, chargeable to public funds of the Commonwealth
anl its municipalities, shall comply with the following requirements:

(A) Shall establish an internal system of fiscal audit which permits the Secre-
tary of Health or his representative to verify the reasonable cost of the medical-
hospital services to be offered to persons or families eligible to receive such,
chargeable to public funds of the Commonwealth and its municipalities.

(B) Shall establish an internal system of medical audit acceptable to the
Secretary of Health, and which permits him or his representative to verify, at
least once every year, the quantity, variety, duration, utilization and quality of
the medical-hospital assistance services rendered to persons or families eligible to
receive them chargeable to public funds of the Commonwealth and Its
municipalities.

(C) lie shall annually submit to the Secretary of Health the reports as may be
requested in regard with his services and he pledges himself not to request addi-
tional payments from ills patients for services rendered chargeable to public
funds.

(D) lie pledges himself to claim from Insurance plans of medical-hospital as-
sistance services, the reasonable cost of the services covered by the policy of the
person insured with these plans when said Insured person is also eligible to
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receive the services chargeable to public funds of the Commonwealth and its
municipalities. In these cases, the Secretary of Health shall be solely responsible
of paying that portion of the reasonable cost of the services not covered by the
policy of the Insured.

Section 12-The Secretary of Health is hereby authorized to proceed, by
stages, in the development of the system herein provided. These stages may be
on the basis of population or regional groups or for services In accordance with
his criteria, in a definite or experimental manner, in accordance with Act No. SI
of May 31, 1067, but the entire Puerto Rican population shall be covered by ",id
system when the provisions of the Social Security Act, Title XIX, becomes effec-
tive July 1, 1972.

Section 13-Any law or provision of law In conflict herewith, are hereby
repealed.

Section 14-This act shall take effect July 1, 1069.

Senator WVILLINU3S (presiding). I want to thank you for your testi-
mony. The point that you raise as to the extension of the Prouty
amendhnent, regarding I)articipatiQn will be considered by the com-
mittee.

However, I think this point should be made because it. has entered
into the previous decision. Benefits under the Prouty amendment were
not. paid out of the trust find. They were paid out of the general
revenue, as is the Fe(leral matching for medicaid, and in the instance
of Puerto Rico, the Government allows all the general revenue to go
right on back to Puerto Rico. It does not go into the general fund.

For example, last year, there were $218,622,000 collected in income
taxes and excise taxes, all of which reverted back to tile island. Those
points likewise have to be taken into consideration.

Mr. C6RooVA. Senator, if I may make this observation with respect
to the Pronty amendment, it is my understanding, and I confirmed
this with the Social Securit4y Administration that the benefits paid
under the Prouty amendment, are paid l)artly from tile trust fund and
paa-tly from general funds of the Treasury.

T'ie difference is this: those people who reach the age of 72 during
the years from 1968 to 1972, who had one-quarter or more of coverage,
but. not enough coverage to be insured, are paid from the trust fund.
Those who had no coverage at all are paid from the general find of
the 'Treasury. Therefore, we are being deprivedd, some of our citizens
are being leprive(l, of funds which are paid into the trust fund, and
they have been deprived for almost 3 years. That is the important
point that I want to make.

I do not believe that there is any equitable answer to that, Senator
Williams.

The CHAIR MAN (presiding). Does Puerto Rico Jave a tax base?
Mr. C6nnovA. Do we participate?
The CiA.R-.NrN. Do you pay them ?
Mr. C6RDova. We do not pay most of the Federal taxes, that is,

the Federal Income Tax Act is not applicable to income earned by
residents of Puerto Rico in Puerto Rico.

We do pay, of course, on any income earned outside of Puerto Rico.
Our citizens who have interests abroad in foreign countries or on

the Mainland and derive income, of course, pay a Federal tax on
that.
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III addition, Federal employees ill Puerto Rico pay a Federal tax.
There are a number of other situations where we pay Federal taxes,
but, generally speaking, it call be said we (to not pay a Federal in-
colle tax.

We do pay a very substantial Puerto Rican income tax which en-ables us to take care of most. of the needs of our government.
I might. add that my tax, for example, on my salary as a Member

of the ] louse, as Resident. Commissioner, which I pay to the Fed-
eral Government, must be sull)plemented by a higher tax which I must
pay through the Government of Puerto Rico, that is, my income tax
In Puerto Rico is higher than my Federal tax, which shows we are
not a tax-lhven.

We 1do offer a (ax-haven to certain American industries in order
that we may provide employment for our people. This is only limited
to a period of 10 years.

'he CI 4 nMAX. If you collect, the income taxes you pay them into
the 'Treasury of the United States? "Mr. C6r- v,%. We do not, we do not. As ditgished from the
Virgin Islands, tile Federal taxes that. we do pay, such Federal in-
come taxes as we (10 pay, are paid(l directly into the Federal Treasury.TleI1i-.rN But 

ITI he CH~ARM,, But you (10 not pay an Icome tax.
Mr. C611DOVO. What is that?
The CIrAmiMN'. You do not. pay very, much, (10 you?
Mr. C61DOV,. Well as I said, evet-y Federal loyee in Punerto

Rico pavs a Federal income tax. And tie. Puerto Riean who has in-
colle derived from sources outside of the Island of P'uerto Rico pays
an income tax.

The CHIAMAN. I mean inside now.
Mr. C6mov.t. Income derived from sources within Puerto Rico, a

resident, of Puerto Rico (toes not, pay Federal income tax on that.
le pays a Puerto Rican tax; that is right.
The" CHAIR-MAX. And, therefore, you do need to have the same

amount of money that a l)erson in the United States does.
Mr. CoRnov.%. We 1do not, need the same help in many lpograilms

that a State needs because we have a very substantial fund o f local
taxes from which to meet our needs.

Of course, our income, per capita income, is very low, and our in-
come taxes$ therefore, produce less because there is less to be taxed.
Our unemployment is ver, high and, accordingly, our poverty is
very high. So'our problems ar much greater than tNose of any State
in the Union.
We try to neet. them as far as we can with our own local taxation,

which is'very substantial. I think it is as substantial as any place here.
But we need help, which has been provided quite generously by the
Federal Govrninent. We are not complaining of the fact that we
are not provided help, but we are pointing out. one instance where we
are paying money, one of the few instances where we pay taxes, where
we have not beeigetting our share, and that is part of the situation in
the Prouty amendment.
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The Cnwr..x. You recognize also that you have the same sched-
tiles, (1o you not,?

Mr. C6mRov%. We have the what'?
The OnA111M. Schedules.
Mr. C6Rnova%. Yes, we (1o. I mean on social security generally we

are covered in the Same fashion, and we get the same benefits generallyas citizens of the Slates.Tilens But you (o not pal, that money into the Treasury.

Mr. C&n)ov.. Wie (1 not ?
The CI,\1.rtx. The social security Inoney.
Mr. C6niov.%. The social security money, oh, yes, we (10; of course,

we (o. We pay fully the social security tax. Employers and employees
pay social sec'urityltaxes in exactly the same measure as in tie States.

Tihe CJIR.MrA.N. But the chairman of this committee in his State has
certain taxes to pay.

Mr. Cim)ovt. I fia, is right.
The CnAI MAx. You have some taxes, but. you do not pay them to

the Federal Treasury, you keel) them youirelf do you not?
fr. C6mmovA. Yoi are right. This is chiefly the Federal income tax

to which you have referred.
Of course, I must remind the committee, if i may, that we bear other

moe important. burdens of citizenship than the payment of taxes. We
have fought. in every war in this century. We. have been making our
contribution of blood. The flower of our .youth have been fighting ever
since 19 17 as )art of the Army of the United States.

We bear other burdens, the burden of subsidizing the American
Merchant Marine, by paying higher costs for the freight of goods
which are coming to'and from Puerto Rico because we are subject to
the coastwise shipping limitations. We pay a great many of the bur-
dells of American citizens.

Perhaps the only burden which we (1o not fully share is the burden
of taxation, and we do not pay that, we do not share that burden fully,
only because we. are not as afiluent as those who can, who can pay,
and that is the same situation in the States. Those who can, l)ay. Those
who cannot, (o not pay.

We in Puerto Rico, by and large, cannot pay. Therefore, tile Con-
gre&s, in its wisdom, has seen fit not to tax us in the same manner as
those on the mainland who can pay.

The CHInMAN. Well, just to clear ul) some confusion in my mind,
let me ask you this: How much would a per-son pay in Puerto'Rico if
he made $50P,000 a year?

Mr. C6nDov,%. Yes.
Tle C.nAI.RtA,. How muci?
Mr. C6RDovA. How much in income taxes?
The CAIRMAN. Yes.
Mr. C6novA. Well, I can only tell you this: My personal income on

my congressional salary, which' is $4§,500, as you know, last year my
tax on that, taking into account my deductions and everything else, a
grea deal of money I owe and a lot of interest I pay, my Federal tax
was perhaps, $9,000.

M[y Puerto Rican tax on that same income was $13 000 or $14,000.
Tie reason is, Senator, that in Puerto Rico we ao not provide any

advantage to married persons. If I were single I would pay less on
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tho same salary. Because I am married, I have tile advantages under
the Federal income tax which married couples do. I do not mave that
advantage iII Puerto Rico.

Tile JAIRMNX. Am I to understand that the tax that the Common-
*vealth of Puerto Rico charges on income is actually similar to the
tax that the United States charges on income, too?

Mr. C6RDOVA. It is very similar. As a matter of fact, our statute is
copied from the 1939 Federal income tax law. The surtaxes go as high
as 90 percent over there, which was the 1939 situation over here.

The CHAIRMAN. Why is it that corporations feel they have such an
advantage if they are located in Puerto Rico and put their plants
there?

.fr. C6nDOVA. Because there is an incentive which has been provided
by our Government. In order to attract industry and provide employ-
ment for our people, because we have tremendous unemployment, we
offer industrial plants a 10-year tax exemption if they settle in the
metropolitan areas; longer periods, up to a maximum of 17 years, if
they settle up in the mountains, where there are very few industries
which can afford to settle.

But the highest. period of income tax exemption is 17 years. The
idea is to induce them to go down, to find out for themselves that they
can make money, and many of tlIem find that out and stay there and
pay their taxes after their period of tax exemption is over.

the C J A-MAX. The reason I asked is because it was my privilege
to visit Puerto Rico several years ago, and you are doing'such a fine
job of attracting industry, I thought I would ask the people from the
commerce and industry "department of the State of Louisiana to go
down and see if they could not learn something about how you were
doing it? I thought you were doing a fine job of attracting some of
the finest blue chip industries of America.

I met quite a few people in Puerto Rico who were very happy that
they migrated back. They had gone to Now York and found it was
not all as nice in New York as they thought. They went, there mainly
because they could not get a job in'Puerto Rico. tut when I was there

they had returned in order to enjoy all of the tropical pleasant climate
that Puerto Rico has especially during the wintertime when it, is very
cold in New York.

Is that return migration continuing?
Mr. C6nDov,%. I understand that the flow has about, evened out. But,

of course,, it is v ery difhcult to say because the only statistics that can
be kept are the number of people who come into Puerto Rico and the.
number who leave,and that includes visitors of all types.

The flow is about even, but there is still a migration of the dis-
advantaged, those who are unskilled and cannot get jobs in Puerto,
Rico, and who are still coining lip to the mainland, mostly to the east-
ern seaboard, and there is a flow back of those who have acquired
skills in the States and call find jobs in these manufacturing indus-
tries and feel they ame better off coming back to Puerto Rico than
staying where thel; are in the States. That, is true.

I might say, Senator, that the industrial program has been success-
ful. It is stiff being successful. It is our one hope of becoming self-
sufficient so that we can fully take care of our poor people and, indeed,
reduce poverty to a reasonable level.
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1 do not believe we will ever clininate l)ovcrty any j)laco in the
world but at least we can iml)rove conditions sufficientfly so that we
will not have to be demanding special treatment.

My own hope is that we call become a State and pay fully our Fed-
oral taxes as well as take care of our local taxes. Other people think
differently.

I am not speaking as the representative of all people in Puerto Rico
in expressing this hope for statehood.

The CHIS1MAN. What is your percentage of unemployment in
Puerto Rico among adults today I

Mr. N6npov,%. What I might, call the official rate is from 11 to 12
percent. But, unfortunately, that is concentrated in the younger
element.

The CHA1 M3L . I asked aniong adults. Wo have a much higher per.
centage among younger people than among adults in this country.

Mr. ComovAt. Yes.
The ClMxRMAN. Can you give it to me as among people over 21, for

example, in the adult categories ?
Mr. C6Rnov,. I do not, have it, Senator but I can submit it for the

record and I will be very happy to. I will get. it, sometime during the
day and submit it for the record.

(The information follows:)
CONGRESS OF TIlE UNITED STATES,

IOUSE OF REPRESENTATIVES,

Wash ington, D.O., Septem ber 23, 1970.
lion. RuSSEI.L I1. ioxo,
U.s. Senate, Washington, D.O.

)FAR SENATOR Loxo: Complying with the request you made when I testified
before the Senate Finance Committee last week, the following are the data which
I have obtained from official sources In the Government of Puerto Rico:

As to adult unemployment, the statistics-available run from 14 to 19 years of
age, from 20 to 24, from 25 to 34 and so on. The following is the table of the
statistics gathered by the Puerto Rico Depmrtment of labor as of June 1970:

Total labor Total Percentage
Age and sex force unemployed unemployed

Mates:
20to 24 --------------------------------------------------- 104,000 20 000 19.7
25to34 .................................................... 156.000 13, COo .2
351o44 ------------------------------------------ 09000 8.000 7.7
45to54 .................................-.................. 92000 8,000 6.7
55to64 ..................................-- -.............. 59,co 3:000 4.8
Females:
20 to 24 ---------------------------------------------------- , co 8,000 14.7
25 to 34 ---------------.-------------------------------- 76, OCo 6000 8 $
35 to 44 -------- _---- ---------------------------------- 53, ( 4, 00 7.0
45 to 54 -------------------------------------------- 29,
55 to 64 --------------------------------------------------- 12, c

A Not available.

As you will see, combining all males and females from 20 to 64 and eliminat-
ing women from 45 to 04, on which Information Is not available, the total un-
employment figures from the years 20 to 4 Inclusive, would be as follows:

Total Labor Force: 702,000.
Total Unemployment: 58,000.
Percentage Unemployed: 8.05.
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While 8.05% Is a high rate for adult unemployment, statistical experts agree
that tie real rate Is much higher, perhaps as high as 30%, because these sta-
tistics reflect only the number of those actively seeking employment, anl where
unemployment Is as high as In Puerto Rico, ninny people eventually tire of the
unsuccessful quest for a non-existent job.

Your other question dealt with the comparability between the income tax rates
paid by Individuals under the Internal Revenue Code and under the local Puerto
Rican Revenue Act. The following table illustrates the comparison for married
couples:

taxable income Puerto Rico tax U.S. tax

00 ---------------------------------------------------------- 61.2&00 1,58
8000:-:-- "--- ":---------------------------------------------- ---- 91-.0- 2.002

003,615.00 3311
it:5OO.8,137.50 6.622

ogo ................................................................... 23, ,2.00 1 76

,As I painted out In my testimony, the burden on single persons in Puerto Rico
would be lower than under the Federal tax, the reason being that married
couples In Puerto Rico do not enjoy the special advantage that Is granted them
under the Federal law, that is, they are treated as a single individual taxpayer
and may not split their income.

I trust this is the information you desire, but shall be happy to obtain any-
thing further that may be of Interest to you with regard to Puerto Rico un-
employment or taxation.

Sincerely,
JORoE I,. C6RDOVA.

The ChAIRMA-N. It was generally my thought that on a comparative
basis Puerto Rico was doing very well indeed and was making great
headway in attracting a lot of industry that some of us would like to
see attracted to some of the States we represent.

I am not jealous about the matter, and I am not seeking to hurt
Puerto Rico. All I am trying to find out is what is fair.

I must say if I were living in Puerto Rico I think I would vote
against statehood for the time being, until I had attracted a few more
of those major industries down there.

Mr. C6RiDOVA. Well I think, you see, we must induce industry to godown. I can think oi no greater inducement to attracting the right
kind of American capital to Puerto Rico than statehood. There are a
great many industrialists who, when they are asked to come down to
Puerto Rico, even with all their tax advantages, are asking-
What Is going to happen to us after 10 years? Is Puerto Rico going to become

another Cuba? What Is going to happen to Puerto Rico?

There is no greater security, no greater inducement to industry,
than being part of this great country and having assurance of re-
maining part of this great country.

The CHAIRMAN. Thank you very much for your testimony, gentle-
men. We are very pleased to have you here.

Now, the next witness at this morning's session will be Dr. Roy L.
Lindahl for the American Dental Association.

Will you proceed, sir, Mr. Lindahl.
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STATEMENT OF DR. ROY L. LINDAHL, CHAIRMAN COUNCIL ON
DENTAL CARE PROGRAMS, AMERICAN DENTAL ASSOCIATION;
ACCOMPANIED BY BERNARD 3. CONWAY, CHIEF LEGAL OFFICER
Dr. LINDATIL. M[r. Chairman and memnbcrs of the committee, lyname is Dr. Roy L. Lindahl of Chapel lHll, N.C. I am here today onbehalf of the American Dental Association and am chairman of thatorganization's Council on Dental Care programs.
In recent months, I also served as a member of the McNerney taskforce on medicaid and related programs which, as you know, madeits final report to the Secretary of Health, Education, and W elrfaosome 10 weeks ago. With me is Mr. Bernard J. Conway, chief legalofficer of the American Dental Association.

DENTAL CARE UNDER TITIE XIX

The question of health care delivery in the United States has becomeexceptionally pressing in recent years. The situation with regard tochanges il the system is fluid and fast-moving. One example of thisis the fact hat, as we all participate in these present deliberations, weare conscious of the President's announcement that he will present anew family health insurance plan to Congress early in 1971. Since tiedetails of that plan are, so far as we know, not yet settled, it isn't. possi-ble to discuss the proposal. We should like, however, to make one coin-ment with respect to the overall concept of the program.
We have every expectation that the administration intends to in-clude dental benefits within the family insurance program. Certainly,exclusion of such benefits would be a serious error to whieh we wouldbe firmly opposed. Presently, under title XIX, over $200 million isbeing expended annually for dental care, at least, half of this sum beingcont ributed by the Feder-al Government.
The desperate need for dental care by millions of Americans is wellknown to members of this committee. A start, however faltering orsmall, has now been made in meeting that need. It should not be al-lowed to die. Our association would speculate that one reason the ad-ministrative branch might even consider exclusion is because not allmembers of it have, yet learned the lesson of how dental care spending,can be focused for greatest impact, efficiency, and econiony. One placefrom which that lesson can be learned is this'committee itself.In 1965, when medicaid was first being considered, an amendmentto it was introduced by Senator Ribicoff. Essentially, it would haverequired States to concentrate available dental care tunds on proven-tive services for children. Senator Ribicoff's amendment, was highlycommendable. It was accepted by this committee and, indeed, by tleentire Senate. Unfortunately, it was eliminated during the subsequentHouse-Senate conference. The current law, because of its compara-bility requirements, makes it impossible for States to concentrate theirfunds in such a way.

Tle ilibicoff-Finance Committee amendment made sense in 1965and it still does. We believe that it should be made part of .R. 17550and we urge this committee to take that action. I might add that theM[cN erney task force makes an unequivocal recommendation along thisline on pages 40, 41 of its report.
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HOSPITAl1 ADMISSION FOR DENTAL SERVICES UNDER MEDICARE

Under "Part. C, miscellaneous and technical amendments," 1I.R.
17550 contains a provision, section 25A, that -would remedy a source of
confusion that exists under part A of title XVIII as presently written.

Briefly, the provisionwould permit a dentist to certify the necessity
for hospital admission for treatment of a dental conditions. Upon suchcertification and admission the elderly patient's hospital expenses

related to such treatment would be coveied on the sano basis as other
medical admissions.

Under existing law, where the hospitalization is for treatment of
a. noncovered dental procedure, a medicare beneficiary's hospital ex-
penses are covered only if the dentist goes through tie cumbersome
and unnecessary procedure of arranging with a physician to make the
certificaton. Enactment of the provision will bring medicare into
conformity in this regard with typical health benefit pl)ograms in
the private sector including those offered to employees of the Federal
Government.. It does not, of course, enlarge coverage of dental benefits
l)rovided by dentists under the medicare program. The association
strongly recommends that. the committee support the retention of tile
provision in II.R. 17550.

Finally, we should like to take note of amendment 851 to 11.1R.
17550 oflered by Senator Bennett. This would create a "professional
standards" or peer review system within the States to monitor the
cost., quality, and utilization of services offered under titles V, XVIII
and XIX of the Social Security Act.

While we concur in the belief that peer review is a desirable com-
ponent of public and private health care programs, we have serious
reservations about the approach taken in amendment 851. One parti-
cular defect. as far as the dental profession is concerned is tile d&signa-
tion of medical societies as the professional standards review organiza-
tions with which the Federal Government would contract. for such
an undertakinc.

We believe that the medical profession would readily concede that
physicianss are not. trained to determine the necessity for dental care

or appraise its quality. Under these conditions, wo (1 not believe that
members of the medical profession would want to take upon them-
selves the responsibil ity of invoking or recommending against dent ists
the sanctions and penalties. that would be authorized under the pro-
posed amendment.

While there is a vague provision in section 1155 (b) (1) "aut horizing"
a profesional stan(lards review organization--medical societv--t(o
utililize the services of "specialists in the various areas of medicine
or other types of health care," we do not believe this meets the prob-
lem adequately. There are, within dentistry, effective arofeional
review mechanisms already in existence. It fact, the McNel'ney report
singles out. the work of the California Dental Service as the'type of
professionall review program that is needed and that should be en-

couraged.
Dental care under the programs in question should be reviewed

by dentists and participating dentists should be judged by their pe.rs.
Additionally, dental representation should be required on the review
councils provided for in amendment 851.

47-530--70---pt. 2-6
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We are pleased to note that since preparation of this testimony,
Senator Bennett. has advised us that it is not his intention "to require
review of dental care by physicians as that would be inappropriate."
We assume that language will be included in the amendment to make
that intention clear.

Mr. Chairman, this concludes our remarks. We are grateful for
this opportunity to present our views. Mr. Conway and I would be
glad now to reslond to any questions.

The CiImmmN. Thank you very much gentlemen. I think you have
made your position very clear an d I think that, generally speaking,
what you advocate makes good sense.

I have no further questions.
Senator Williams.
Senator JWmmIA.Ars. No further questions.
1)r. LINDAJII. Thank you.
The CAIRMAN . We'will now stand in rcesms until 3 o'clock this

afternoon, in view of tle hour of the day, at. which time we will hear
tie remaining witnesses.

(Whereupon, at 1:15 p.m., the committee recessed, to reconvene at
3 p.m., this same day.) tIRNOON SFION

The Cn1Amjr,\. The committee will come to order.
Our next, witness is 1)r. Charles E. Jaeckle, Vice president, for

Sociomedical Affairs, American Association of Ophthalmology.
The other members of the committee will be along soon. You may

proceed with your statement.
I)r. JA.CKLE. Thank you. Someone from your staff approached me

to ask if I would let another witness go firsl I am ready to proceed
as you wish.

The CIRnMAx. Ap)aIrentIly Mr. Norman has an airline reserva-
tion, and we will call Mr. Nor'man. Mr. 0. Robert Norman president,
Indiana Nursing Home Association, accompanied by Albert Kelly,
executive director, and harry T. Latham, Jr., attorney.

STATEMENT OF C. ROBERT NORMAN, PRESIDENT, INDIANA NUS-
ING HOME ASSOCIATION; ACCOMPANIED BY ALBERT KELLY,
EXECUTIVE DIRECTOR; AND HARRY T. LATHAM, JR., COUNSEL

2I[r. NOR.Ax. M[r. Chairman, thank you very much for giving us
this opportunity to appear.

As we state in our written testimony, we are founding members of
the American Nursing hlome Associatt"on and we continue to be active
in that organization.

The American Nursing H1ome Association will testify in depth
as to all aspects of II.R. 17550, and we endorse their testimony.

In the interests of keeping our comments brief, we would like to
comment on three specific areas in which Indiana has something we
feel will be of valub to this committee in its considerations o f the
indicated sections of H.ih 17550.

Our comments relate to quality of care, quantity of services, and
reimbursement.
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WVe endorse the concept of Senator Bennett's amendment. No. 651
onpeer review in our written testimony.

Since that time, we have considered it. more thoroughly and have
discussed it with various individuals, including members of the still
of this committee.

We wish the committee to know that. we are more convinced than
ever that the Bennett. amendment will lead to better health care at
less cost. to the Federal Government, consequently, we are enthusiastic
in our endorsement.

In the area of health services, we endorse section 221 because we
share the concern of the House Ways and Means Committee, as ex-
pressed in its report on H.R. 17550, with regard to "higher costs of
medicare, medicaid maternal and child health care programs where
these costs result from duplication or irrational growth of health
care facilities."

The 'Indiana Nursing Home Association has encouraged its mem-
bership to participate in tile Indiana Health Plaining Agency and
the regional and local agencies subordinate thereto. We are repre-
sented on the State body and on the various regional and county
bodies.

Concerning section 222, we would like to briefly outline a concept
for an experimental re,,nbursement project which we feel could well
be undertaken in Indian.

Ve believe Indiana has certain qualifications which are essential
to the potential success of a meaningful experimental program,
including:

1. An already existing and thoroughly tested program utilizing a
l)rospective l)ayment )lan. Th hospitals of Indiana and Blue Cross
of Indiana hav;e utilized a. prospective payment. plan for the past 11y ears. It isour understanding that. a proposal utilizing protective
rating for an experimental program involving the Indiaaa hospitals
under titles XVIII and XIX is currently being readied for submis-
sion to the Secretar and his staff.

2. Th3 Indiana, Nursing Home Association will bring to an ex-
perimental program a membership which represents approximately
73 peent of the total beds certified for medicare, medicaid, and inter-
mediate care in Indiana.

We would further like to briefly outline what we envision as guide-
lines to a. meaningful demonstration project in Indiana.
The Indiana Nursing Home Indivstry endorses an experimental

program utilizing rates for all services determined in adv dance of the
rendering of services and remaining constant for a specified period
of time.

We also would envision certain criteria to which the providers of
service would be subject as a condition of participation in an experi-
ment which would include:

1. Active l)articipation in health planning. Indiana's membership
welcomes the opportunity to actively participate in the requirements
for preplanning and approval for both capital improvements and the
expansion of services.

2. Utilization of meaningful principles of pricing and effective
guidelines for costs and rate determination.
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We are at. this time in the process of developing these. principles in
ldialna.
3. lrtilization of a Rate Review Committee. Such a committee would

be given power to approve or reject rate requests for all services.l'lh committee would be made up of representatives from industry,
from the intermediary, the Government and the consumer public.
The committee would review data prepared under the terms of the
guidelines and Iprinci)les outlined above, and would be granted dis-
cretionary power of approval or denial of requests. A comparable
program has existed in Indiana for the past, 11 yeArs and has been
very successfully utilized in an advisory capacity to Blue Cross of
Indiana in hospital rate determinations.

4. Utilization of a unified rate. All consumers of a specific service
would pay the established rate for that service. Titus, medicare,
nindicaid,'priv'ate individuals and third-party insurers would pay a
single rate, a unified single rate, for comparable service received from
a single provider.

Thank you very much, Mr. Chairman. We would be happy to
answer any questions.

(The prepared statement of Mr. Norman follows. Hearing con-
thues on p. 419.)

STATEMENT OF TIHE INDIANA NURSING IOME ASSOoIATION

SUMMARY

I. INTRODUCTION

(a) Names of persons involved on behalf of Indiana Nursing Home Assocla.
tion.

(b) Advises that the comments on II.R. 17550 are limited to three sections,
namely: Sec. 221, 222 and 225. That Sec. 222 Is the principle purpose for appear-
ing and submitting testimony, and that statements concerning Sec. 221 and 235
are brief.

(c) That the Nursing Hiome Association was a founding member of ANITA.
That the American Nursing Home Association Is scheduled to submit testimony
on all health facilities (nursing home) affected sections of the Bill and that
INIIA endorses the ANIIA testimony.

II. SEC. 221. FEDERAL PARTICIPATION FOR CAPITAL EXPENDITURES

(a) Indorses provision of Bill with the authorized Secretary to withhold or
reduce reimbursement for services rendered where a health care facility Incurs
capital expenditure In excess of $100,000.00 without prior approval of State
or loca'tl planning agencies.

(b) Advises that the Indiana Nursing Home Association membership partlcl-
pates in Indiana Health Facility Planning Agency and regional and local agencies
established pursuant to P.L. 89-749.

(c) Notes that the enactment of this section provides an indirect franchising
concerning which there are potential problems, which problems are more specifi-
cally outlined in the American Nursing Home Association statement.

(d) Suggests that because of the franchising potential, the Secretary's deci-
sions should be subject to judicial review.

111. SEM. 225. ESTABLISHING OF INCENTIVES FOR STATES TO EMPHASIZE OUTPATIENT
CAREFOR NURSING HOMES

(a) Gives qualified Indorsement to the section of the Bill which gives 25%
medical assistance increase to the states for home health care services. Points
out, however, objections raised by Senator Moss of his statement in the Congres.
sional Record, July 21, 1070.
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(b) Opposes the 90 day limitation for patients in skilled nursing homes and
Indorses Senator llartke's statement to the Senate on August 4, 1970, i1 tils
regard.

(o) Indorses the Moss amendments to the Social Security Act of 1907 which
provides for regular State medical review programs and the amendment offered
by Senator Bennett to the present Bill, which provides for the establishing within
the States of local or area-wide Professional Standards Review Organizations.
Both Of these being directed toward reducing overutilization of skilled nursing
homes. These would be in lieu of the 90 day limitation contained in the section.

(d) Gives statistics to show that there is relatively little problem of over-
utilization in Indiana.

(c) Notes that Intermediate Care costs in Indiana are approximately one-third
less than Skilled Care costs and that there are about three Intermediate Care
beds to one Skilled Care bed in Indiana.

IV. SEC. 222. EXPERIMENTS AND DEMONSTRATION PROJECTS

(a) Prime purpose of paper and presentation showing that there already Is in
existence in Indiana a tested program utilizing prospective payment plan involv-
ing Indiana hospitals and Blue Cross of Indiana. Said plan has been in operation
for eleven years.

(b) That the nursing home industry In Indiana, through the Indiana Nursing
1ome Association, has a successful working relationship with the State and local
government bodies involved with nursing home care as well as the Fiscal Inter-
mediary (Blue Cross of Indiana).

(C) That as a demonstration project, the application of the Principles used
in hospitals could be adapted to nursing homes.

(d) Summarizes in some detail how such a project in Indiana could develop
meaningful data which could well be applied nationally.

TESTIMONY

Mr. Chairman, and members of the Committee. The Indiana Association appre-
ciates this opportunity to appear before this Committee today.

I am 0. Robert Norman, Administrator of the Heritage House Convalescent
Center, a 100 bed nursing facility in Shelbyville, Indiana. Heritage House is
certified for Extended Care, Medicaid and Intermediate Care. I have been in the
nursing home field for a number of years and I am currently serving as Presi-
dent of the Indiana Nursing Hlome Association. I am a member of the

Legislative Committee of the American Nursing Hlome Association.
Accompanying me today are several individuals who assisted in the prepara-

tion of this report: Miss Elsie Dreyer, Association Vice President and Chair-
man of our State Legislative Committee; -Sam Gunnerson, OPA, with Turtle
Creek Convalescent Centers, and a consultant to our Assolcation; Albert Kelly,
Executive Director; and Harry T. Iitham, Jr., Legal Counsel for the Indiana
Nursing Home Association.

The Indiana Nursing HIome Association is a non-profit organiation repre-
senting both proprietary and non-proprietary nursing facilities. Our member-
ship Is composed of 214 facilities, representing 14,635 beds. We are also a found-
ing member of the American Nursing Home Association.

The major goals of our Association are to upgrade the quality of nursing home
care through educational programs; to deliver the highest quality care at a rea-
sonable cost to the patient; and to maintain an on-going liaison with the Indiana
State Welfare Department, the Indiana State Board of IHealth and tMe fiscal
intermediary for Medicare, Medicaid and Intermediate Care, Indiana Blue Cross.

We are particularly proud of the excellent working relationships that have
been established between our Association and the agencies which I just men-
tioned. I believe each of these organizations would attest to this fact-

II.R. 17550 contains multiple provisions which directly affect the delivery of
Health Care, in Nursing Facilities. Many of the provisions are excellent and still
others we believe need to be deleted or modified. The major portion of our testi-
mony will be directed toward Section 222 with regard to Experiments and Dem-
onstration prbjects. We will, however, comment briefly on certain other pro-
visions, namely, Sections 221 and 226. (Phe American Nursing Hone Association
will be presenting detailed testimony before this Committee later this week on
the entire Bill Iand we strongly support that testimony.
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SEC. 221. LIMITATION ON FEDERAL PARTICIPATION FOR CAPITAL EXPENDITURES

We share the concern of the House Ways and Means Committee as expressed
in its Report on I[.R. 17550 with regard to the "... . higher costs (of medicare,
medicaid, maternal and child health programs) . . . where these costs result
fronl duplication or Irrational growth of health care facilities."

AWo endorse the provision of See. 221 of the Bill which authorizes the secretary
to withhold or reduce reimbursement amounts for services rendered under
Titles V, XVIII and XIX where health care facilities Incur capital expenditure
indebtedness in excess of $100,000.00 without the prior approval of State or
local planning agencies.

The Indiana Nursing Home Association has encouraged its membership to
participate in the Indiana Ilealth Planning Agency (established pursuant to the
Public Health Service Act-P.L. 89-749) and the regional and local agencies
subordinate thereto. We are represented on the State body and on the various
regional and county bodies.

Up to now, the question of enforcement of decisions of those bodies has been
the problem. The enactment of this section will go a long way toward solving
that problem.

We would add a word of caution, however, in connection with this provision.
As Is noted in the American Nursing Home Association statement, which is
to be presented, it provides, in effect, for an indirect franchise concerning which
there are a number of potential problems more specifically set out in said
statement. We believe, as ANIIA does, that tile decisions of the Secretary should
be subject to judicial review. Further, insofar as Indiana Is concerned, it would
be our opinion that any enactment directed toward Implemeuting this provision
would have to provide for court review to survive Constitutional considerations.

SEC. 225 ESTABLIS11MENT OP INCENTIVES FOR STATES TO EMPIlASIZE OUTPATIENT
CARE UNDER MEDICAID PROGRAMS

Our initial reaction to the first provision of this section which provides financial
incentives to the States to encourage Hlome Health Care Services is that it has
merit. However, that reaction Is considerably tempered upon consideration of
the various ramifications. Senator Moss sums up our doubts best in his state-
ment to the Senate which appears in the Congressional Record of July 21, 1970-
We quote, In part. as follows:

"Another provision also objectionable is the 25-percent bonus which is given
to the State in the event it elects to treat the patient through its home health
services, rather thai through its nursing home system. * * * The problem here
is that over 50 percent of the patients presently on the medicaid roles have
no family and no home. What some envisage, then, Is purchasing old hotels and
buildings and creating artificial homes by the State and then bringing home
health services to take advantage of the additional 25-percent bonus in Federal
matching funds."
If some means could be devised to eliminate the potential hazards noted by

Senator Moss, we feel that provision could be of value.
With regard to that provision of ,.;e section which would reduce the Federal

medical assistance percentage after 90 days In a skilled nursing home, we must
interpose our opposition. The reasons for our opposition are best stated by and
contained in a statement by Senator Vance Hlartke to the Senate on August 4,
1970, which we quote In part, as follows:

"Medicaid Is a prgram for the needy or medically indigent-poor people. If, as
Section 225(a) provides, an Indigent elderly individual can only receive care In
a skilled nursing home for 90 days or care in a mental hospital for 90 to 275
days, or intensive care In a general or tuberculosis hospital for 60 days, he will
be at a distinct disadvantage when his allotted time is up. lie certainly Is not
going to be able to pay for his own extended care-and the States will not be
able to pay for additional institutional care for him. Evidence of this may be
found In projection from the States themselves, on losses they will have to bear if
Section 225(a) becomes law.

"It is estimated that New York will lose $105 million, California $20.4 million;
and my own State of Indiana estimates a loss of over a million. Compared to tile
large losses that will be sustained by New York and California, this loss may
seem small, but when one considers the condition of most State budgets these
days, it means a great deal in terms of services to older people who have no
resources of their own."



417

According to the Committee Report "These provisions reflect the concern
that many patients remain in skilled nursing homes longer than necessary and
that as a result program costs are unnecessarily increasing."

We are as opposed to unnecessarily increased costs as is the Ways and Means
Committee, but we do not believe that penalizing the patient is tile way to
combat this problem.

Rather, we would propose tho implementation of the Moss amendments of
1967, which calls for the States to set up regular programs of medical review.
As far as we can ascertain, very little has been done iII this regard, even
though these amendments have been part of the law for over two and one-half
years.

We note, with interest and approval, the amendments presently before your
Committee offered by Senator Bennett. These amendments, as you know, pro-
vide, in substance, for the establishment of local or area-wide Profe.sional
Standards Review Organizations within the States, made up primarily of
physicians who would function as Utilization Review Committees in their re-
spective areas. These Committees would regularly review the level of care of
patients and determine that the care given is appropriate.

We are not certain whether this amendment would supplement or supplant
the Moss amendment. Under any circumstances, either one or both is much more
equitable and fair.

Additionally, we feel that we can state that in Indiana there should be no real
concern about the overutilization of skilled nursing homes. In support of this
we submit the following statistical information.

1. There are 5,000 certified skilled beds in 99 health facilities. (10 of those
facilities are hospital connected, and as result, are not eligible for participation
In Intermediate care. Of the remaining 89, 03 have dual certification, Le.: part
skilled and part intermediate care.)

2. There are approximately 15,000 intermediate care beds in some 300+
health facilities. (This figure Includes the 63 dual certified homes.)

In the dual certified homes, distinct parts are certified pursuant to Federal
regulations.

In all instances, at the present time, the patient's physician largely deter-
mines the level of care needed and the facilities are governed accordingly. This
Is particularly effective in the dual certified homes.

One additional fact should be noted in connection with the matter of cost of
care in Indiana. That fact is that the cost of intermediate care is approximately
one-third less than the cost of skilled care. Further, the Committee will be In-
terested in knowing that In this State we are presently investigating the feasi-
bility of developing a second level of intermediate care, I.e.: lower patient care
requirements, particularly personnel-wise. Authorization for this Is contained In
the promulgated regulations for Intermediate care facilities. The implementation
of this would result in a further reduction In the overall cost of the medical
assistance program.

SEC. 222: EXPERIMENTS AND DEMONSTRATIONS PROJECTS TO DEVELOP INCENTIVES FOR
ECONOMY IN THE PROVISION OF HEALTH SERVICES

As I stated earlier, our prime purpose in presenting our testimony today is
to emphasize the need for an alternative method of reimbursement and to out-
line briefly a concept for an experimental project which we feel could well be
undertaken in Indiana. W'e feel that Indiana has certain qualifications which
are essential to the potential success of a meaningful experimental program
including:

I. An already existing and thoroughly tested program utilizing a prospective
payment plan. The hospitals of Indiana and Blue Cross of Indiana have utilized
a nrosective payment plan for the past eleven years. It is our understan ing
that a proposal utilizing proqsective rating for An experimental program involv-
Ing the Tndiana Ilosnitals under Titles XVIII an,) XIX Is currently being
rendled for submission to the Secretary and his staff.

I. The Indiana Nursine Homo Industry" represented by its State n.ociation
has a close and successful working relationship with State and local govern-
menftal bodie.s And the fisenl intermediary.

ITT. The Indiana Nur.Rine Home Asociation will hring to an exnerimentai orn.
gram. a memher.hln which renresents annroxinatOlr 71% of the total bedq
certified for Medicare, Medicaid and Intermediate Care In Indiana. It is esti-
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mated that the total expenditure for health care in nursing homes in Indiana
is in excess of 100 million dollars per year. We believe that our membership
would provide at least 73% and perhaps more of this total expenditure. It Is
our feeling that an experiment involving a scope as broad as that outlined above
will result in sufficiently valid data to be meaningful

IV. A membership which utilizes a common fiscal Intermediary, Blue Cross
Jrosjdtal Service. The exception to this Would be facilities within Indiana which
are operated by national chain organizations headquartered outside of Indiana.
It is not unrealistic to anticipate that such facilities may also desire to par-
ticipate in such an experiment.

V. There exists within the framework of the Indiana Nursing Home Associa-
tion an established framework of committees and liaison structures which will
be essential to the implementation, on-going operation, and control of a success-
ftil experiment. We have a series of committees which deal with liaison with
state and local governmental bodies and our fiscal Intermediary. The makeup
of these existing groups is such that all interested sections of the association are
represented, making possbile effective collection and dissemination of data.

The foregoing are some of the major qualifications which Indiana has that
should justify a demonstration project at the earliest possible date.

IVe would further like to briefly outline what we envision as guidelines to a
meaningful demonstration project In Indiana.

1. The Indiana Nursing Home Industry endorses an experimental program
utilizing rates for all services determined In advance of the rendering of services
and remaining constant for a specified period of time. This is basically what we
refer to when we speak of "Prospective Rating."

II. We also would envision certain criteria to which the providers of servle2
would be subject as a condition of participation in an experiment which wofld -

Include:A. Active Participation in health planning. Indiana's membership welcomes
the opi)ortunlty to actively participate In the requirements for preplanning and

approval for both capitalImprovements and the expansion of services. The Nurs-
lng Home Industry would expect to have a voice In planning and in turn to sub-
ject their plan for growth to approval by the properly authorized planning
organizations. Indiana's Industry will meet within coming weeks for the pur-
pose of drafting meaningful legislation to be presented to the State Legislature
in early 1971. Tis legislation will be basically along the lines of Section 221, and
we are hopeful of the adoption of such legislation Irrespective of what the Fed-
eral government may do.

B. Utilization of meaningful principles of pricing and effective guidelines for
cost and rate determination. We in the Nursing Home Association In Indiana
have for some time, been aware of a serious need for such guiding principles
which lave their foundation in generally accepted accounting principles and
which can be applied throughout our industry. We are at this time in the process
of developing these principles. WV; are also working closely with our fiscal inter-

*mediary for the purpose of developing cost finding reporting procedures which,
together with the above guidelines, will provide a common means of determining
and reviewing rates.

C. IUtllization of a Rate Review Committee. Such a committee would be given
power. to approve or reject rate requests for all services. The committee would
be made ui of representatives from the industry, the fiscal Intermediary, gov-
ernment and the consumer public. The committee would review data prepared
under terms of the guidelines and principles outlined above and would be
granted discretionary power of approval or denial of requests. A comparable
program has existed In Indiana for the past It years and has been very sue-
cessfully utilized in an advisory capacity to Blue Cross of Indiana in hospital
rate determination.

D. Utilization of a unified rate. All consumers of a specific service would pay
the established rate for that service. Thus Medicare, Medicaid, private Indl-
vhhuals and third partly Insurors would pay a unified single rate for comparable
services received from a single provider. The unified rate would be determined
on a provider-by-l)rovider basis. One Important aspect of such a unified pro-
gram will he the elimination of the process of allocation of costs of services
and facilities between existing programs. Te need for the gamesmanship of
such allocations, which have been brought on by Inequitable and varied re-
inbursenient programs, would be eliminated and once again, the prime task
of facility administration would be the provision of quality health care on the
most economical basis feasible.
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The CIIAMAN. Your entire statement is printed ini the recor(l.
Thank you very, much, sir.
Mr. NoRM A _ .f Thank you.
The CAIRMAN. We will now hear from Dr. Charles E. Jaeckle,

vice president for socio medical affairs of the American Association of
Ophthalmology.

STATEMENT OF DR. CHARLES E. JAECKLE, VICE PRESIDENT AND
CHAIRMAN OF THE COMMITTEE ON MEDICAL SERVICES AND
PREPAYMENT PLANS OF THE AMERICAN ASSOCIATION OP
OPHTHALMOLOGY; ACCOMPANIED BY WARREN E. MAGEE,
COUNSEL

Dr. J,%.cKu,:. Mr. Chairman, I am Charles Jaeckle. This is Mr.
W1"arren Magee, legal counsel of the association.

The American Association of Opthalmology supports the present
provisions of title XVIII as they concern eye patients. We are con-
cerned about amendment No. 750 to 11.R. 17550. 1o are concerned
with the subtitle of the new section on page 59, "Coverage of Dental
Care, Eye Care, )entures, Eyeglasses, and Iearing Aids," which is
ifiislillig-t-erroneously suggests that eye care is not already cov-
ered. The act. now provides-a very gQod coverage for eye patients.

The essential services are covered iliuding-physicians services, not.only in ophthalmology, but in all branches of mediln;%oth medical
and surgical services, and all the ancillary services, and the prosthetic
device--that replaces the lens which is removed in cataract surgery-
the special form of eyeglasses. The artificial eye prosthesis is also
covered.

There are exclusions relevant to eye patients- There are four general
exclusions and three special exclsions; namely, eyeglasses whih do
not replace an internal organ; eye examinations for the lrpose of
prescribing, fitting or changing eyeglasses-which physicians do not
l)erforin-and the procedures perfr rmed during the course of any
eye examination to determine the refractive state of the eyes.

Only the last is frequently essential to the diagnosis and'the treat-
ment of disease or injury.

Removal of the exclusion of procedures performed to determine
the refractive state of the eyes would have an effect on medicare
l)atients' expenditures and on medicare's cost.

The medical procedure to determine the refractive state is not a.
service entity but. is performed in the course of diagnostic examination.
Removal of this exclusion would have no effect on inedical care
deliveredd. The refractive procedure, when required, represents about
20 percent of the service value of a comprehensive diagnostic examina-
tion the average fee for which is $20.

The exclusion amounts to about $4. If medicare were to cover this,
the patient would have only a small saving. The aggregate, however,
represents a large sum. If one-half of the 20 million approximately
insured seek diagnostic examination that covers this, the added costs
due to coverage of the refractive portion of that examination in the
physician 's office would be of the order of $40 million.

"Removal of the exclusion of eye examination for the purpose of
1)rescribing eyeglasses," coupled with the proposal in amendment 756
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to cover the services of optometrists would add a supplemental benefit
not a part of medical care.

It would not reduce tile expenditures for physicians' services. Tile
o ptometrist does not perform diagnostic examination. Tile Secretary
oi Heath, Education, and Welfare reported to the Congress:

Optometrists are not qualified by virtue of training, background, or license to
detect or diagnose ocular disease or ocular manifestations of systemic disease.
Thus optometrists are not qualified to provide complete eye examination for
elderly patients who have a high incidence of eye disease.
Tho Secretary identified optometric services as essentially refrac-

tions, and he also said:
If optometrists were to provide these services to the ehlerly in independent

practice, the elderly still would not receive the high quality diagnostic examnina-
tion for ocular disease which would be provided by a medical eye specialist.

Testimony of tie American Optometric. Association before the
House Committee on Ways and Means last October gave the cost of
optometric examination as $15 to $30. 'r record states a cost per
patient served of $28.82. If 5 million l)peons availed themselves of
this service, the costs would be $144,100,000 for refractions.

Section 226(b) of amendment 756 would change the definition of
l)hysician to make that word include a group of nonphysicians, per-
sonls not licensed to practice medicine and surgery; namely, optome-
trists. Thus, coverage would be provided for nonmedical procedures
for the pu'irose of prescribing eyeglasses, in addition to the existing
coverage for diagnostic and treatment services of physicians.

Patients would be offered nonphysician services but under the guise
of )hysician services.

'here is inherent danger to the public in a program which simul-
taneously offers coverage for the services of a physician and apparently
alternatively, as if an equivalent benefit, different but apparently
similar servIcesby nonphysician practitioners.

In prescribing the lenses the optometrist performs no diagnostic or
therapeutic procedure. The essence of optometry is that the optometrist
is not a physician. It is imperative that the public not be confused
about this identity. To identify the optometrist as a physician is to
compound the public confusion.

The proposed amendment in section 226, page 61, lines 20-24, im-
plies that the optometrist is engaged in a diagnosis of eye diseases, an
area in which the former Secretary of HEW pointed out that optome-
trists are not qualified.

lere, the Congress; desirous of providin coverage for the services
of nonphysicians, this should be specifically stated, rather than to
introduce a confusing and artificial definition of the word "physician."

Then Secretary Wilbur Cohn reported to tie Congress that such
l)rovision would, "to some extent, compromise the quality of care pro-
vided by medicare."

Vitally everyone over 65 years of age requires eyeglasses, and
almost invariably multifocal leases.

The U.S. Public Health Service estimated for the Mfississippi State
Board of Health Coip rehensive Planning an eyeglass cost of $43.25.
We estimate a national-average of $50.

If only 5 million, about one-fourth of those insured, were examined
or refracted in a year, and half of these utilized eyeglass coverage, the
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estimated annual cost for eyeglasses alone would be $125 million. We
believe that the addition of this benefit would artificially stimulate
utilization. 

y

If the utilization were doubled, the cost for eyeglasses alone for the
first 2 years would be a half billion dollars.

The need of the elderly for eyeglasses, being virtually universal, and
th need being recurrent, the customary benefits of the casualty prin-
ciple of insurance are not derived.

The proposed amendment 156 has implications beyond the imme-
diate economic costs. The elderly do not have normal healthy eyes
which require only eyeglasses. Most have eyes with disease which rev-
quire medical exammiation and diagnosis. Not all will require medical
treatment, but if those who require treatment are to receive the treat-
meat which may prevent their going blind, they must first have medi-
cal examination and diagnosis.

Retinal disease, cataracts, and glaucoma are common. Glaucoma
must be diagnosed early to retain good vision. Lost vision cannot be
recovered. Tlhe ophthalmologist must decide which patients require
treatment and which require watching by the physician.

Because the ophthalmologist is first i physician, his examination
may be lifesaving by his diagnosis of hypertension, diabetes, leukemia.
cancer, or brain tumor.

Whether tle problem is large or small cin be determined only after
medical examination and diagnosis.

We believe, therefore, that the best interests of the patient. and
the best interests of the public require that the law continue topro-
vide eye care as it now does. Eyel assses do not preserve sight. Fail-
ure to obtain medical diagnosis can lead to permanent loss of vision
and to loss of lfe.

WVe recommend that coverage for eyeglasses be considered with
caution. We recommend that that part of amendment ?56 which
amends section 1861(r) of the Social Security Act be not adopted.

I thank you for this opportunity to testify. 'If there are any ques-
tions, I will be glad to respond. WVe appreciate the opportunity to
append further material.

(The prepared statement of Dr. Jaeckle follows. Hearing continues
on p. 4124.)

STATEMENT OF CHARLES . JAECKLE, M.D., ON BEHALF OF TIHE AMiERICAN

AssociATioN or OPHTHALMOLOGY

Mr. Chairman and members of the Committee, my name Is Charles U. -
Jaeckle. I am a physician, a doctor of medicine, residing and practicing in
Defiance, Ohio. I confine my practice to ophthalmology. I am consultant to the /
United States Public Health Service for the Ophthalmology Manpower Survey.
I am here on behalf of the American Association of Ophthalmology, of which I
am a vice president and Chairman of the Committee on Medical Services and
Prepayment Plans.

Ophthalmology Is that medical specialty which Is concerned with all diseases
and conditions of the visual system-the eyes, the related structures, the ocular
muscles, and the nerve p:athways to and from the brain. We support the present
provisions of Title XVIII of the Social Security Act as they apply to patients
with ocular or visual problems and we do not recommend the changes for eye
patients proposed by Amendment. No. 760 to 11.11 17550. We are concerned that
the subtitle of the new section on page 59, "Coverage of Dental Care, Eye Care,
Dentures, Eyeglasses, and Hearing Aids", Is misleading In that It suggests that
Eye Care Is not already covered. We note that appropriately there Is no refer-
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ence to Ear Care. The present Social Security Act now provides almost 100%
coverage for Bye Care.

Mihe following services und items necessary for eye patients are covered under
Title XVIII, as stipulated in Sec. 1801(s) (1) to (5) and (7) to (9) :
1. Physicians' services for the diagnosis and treatment of injuries or disease

Involving the eye.
2. Certain services and supplies furnished as an incident to the physicians'

treatment.
3. HIospital services.
4. Diagnostic services.
5. Physical therapy services.
6. Diagnostic x-ray services.
7. Radiation therapy.
8. Surgical dressings.
). Ambulance service.
10. The prosthetic device which replaces the lms of the eye (an internal

bodily organ which Is removed in cataract surgery). This device is the eye-
glasses required after cataract surgery. Replacement is also covered.

,11. Artificial eye prosthesis and its replacement when required because of a
change In the patient's physical condition.

In all areas of medical care Title XVIII beneficiaries are subject to certain
exclusions. Some are universally applicable; some are specific for certain areas
of medical care. Eye patients are subject to the exclusions listed in Sec. 1862(a).
Paragraphs (1), (6), (7), (10) are particularly relevant as they apply to the
eye patient. These exclusions are:

1. Services not necessary for the diagnosis or treatment of Illness or injury
or to improve function of n malformed member.

2. Personal comfort items.
3. Cosmetic surgery (with certain exceptions).
4. Routine physical check-ups of the visual system.
6. Eyeglasses (lenses of which do not replace an internal bodily organ).
0. ". . . eye examinations for the purpose of prescribing, fitting, or changing

eyeglasses ..."
7. 17. . . procedures performed (during the course of any eye examination)

to determine the refractive state of the eyes..."
Only the last 3 items are peckfliar to the visual system and only the last a serv-

ice frequently essential to the diagnosis and treatment of injury or disease.
"Eye examination" merely for the purpose of prescribing, fitting, or changing

eyeglasses Is essentially an optical service. Such "examinations" are not per-
formed by physicians, who determine the refractive state of the eyes only as an
integral part of medical examination.

Sec. 260 of Amendment No. 756 to H.R. 17550 would remove from coverage
the last 3 exclusions.

EFFECT OF REMOVAL OF TIE EXCLUSION OF PROCEDURES TO DETERMINE THE REFRACTIVE
STATE OF TIE EYFS DURING TIE COURSE OF ANY EYE EXAMINATION

Tihe removal of the exclusion of payment for the procedure performed to
determine the refractive state of the eyes would have effect on the MEDICARE
)atient's expenditures and onl the financial liability assumed by the Health
Insurance Fund. The procedure to determine the refractive state is not a service
entity, but is performed in the course of diagnostic ophthalmological examna-
tion (a procedure, incidentally, which generally requires the use of medications).
Removal of this exclusion would have no effect on Mnedlcal care delivered. The
refractive procedure represents about 20% of the service value of a compre.
hen.sive diagniostlc examination, the average fee for which is $20. The exclusion
amounts to about $4, and Is now a cost borne by the beneficiary. If MEDICARB,
insurance were to cover this procedure, the patient would have 80% of this
amount, or $3.20. ThIs is a small saving. The aggregate, however, represepst n
large sun. If one-half of the 20,000,000 Insured seek comprehensive diagnostic
examination In a given year, the added cost ue to coverage of the refractire
portion of that examination In the physician's office would be of the order of
$40,000.000, of which MEDICARE would pay $32,000,000, and the patients would
pay 8,000,000, assuming all had met the deductible. If only one-fourth (5,000,-
000) availed themselves of this service of diagnostic examination the figures
would be $20,000,000, $16,000,000 and $4,000,000 respectively.
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EFFFXr OF REMOVAL OF EXCLUSION OF "KYE EXAMINATION FOR PRESCRIBING, FIrrINo,
OR CIHANGINO EYEGLASSES"

Removal of the exclusion of "eye examination for the purpose of prescribing,
fitting, or changing eyeglasses", coupled with the proposal in Amendment 756 to
cover the services of optometrists, would add a supplentental benefit not a part
of medical care. It would not reduce the expenditures for physician's services.
Any beneficiary, whether he had at some time been under the care of a physician
for an eye condition or had not yet consulted a physician, would be eligible to
visit an optometrist. The optometrist does not perform diagnostic examination
and is neither medically trained nor legally authorized to undertake the respon-
sibility to diagnose disease or injury. The Secretary of Itealth, Education and
Welfare in the 1M8 "Report to the V'ngress-Independent Practitioners Under
Medicare", stated.

optometrists are not qualified by virtue of training, background, or
license to detect or diagnose ocular disease or ocular manifestations of systemic
disease. Thus optometrists are not qualified to provide complete eye ezatninations
for elderly patients, who have a high Incidelice of eye disease". (Emphasis
added.) (Page 118). And again, "If optometrists were to provide these services
("refractions" and dispensing "mechanical aids to vision") to the elderly In
independent practice, the elderly still would not receive the high quality diag-
nostio c ramination for ocular disease which would be provided by a medical eye
specialist." (Emphasis added.) (Page 122.)

According to testimony by V. Eugene McCrary, OD, on behalf of the Ameri-
can Optometric Association, before the House of Representatives Committee
on Ways and Means, October 30, 1009, the cost of optometric examination is
from $15 to $30. In supplemental Information in the record from the same source,
the "cost per patient served" was calculated at $28.82. If 5,000,000 insured availed
themselves of this service the cost would be $144,100,000 for refractions.

Sec. 226 (b) of Amendments 7560 to II.R. 17650 would change the definition
of physician to make that word include an additional group of nonphysicians,
persons not licensed to practice medicine and surgery, namely optometrists, who
do prescribe eyeglasses. Thus coverage would be provided for nonmedical proce-
dures for the purpose of prescribing eyeglasses, in addition to the existing cover-
age for diagnostic and treatment services of physicians, and patients would be
offered the opportunity to use nonphysician services but under the guise of
physician services.

There is Inherent danger to the public in an insurance program which simul-
taneously offers coverage for the services of physicians and alternatively, as if
equivalent benefit, different but apparently similar services by non-physician
practitioners.

Ihe optometrist is at no time functioning as a physician. The optometrist in
prescribing lenses is fulfilling his essential function-the measurement of the
refractive state and the prescription of lenses apart from medical care. There
is no diagnostic or therapeutic procedure. It Is for all practical purposes an Iso-
lated optical service. When the physician prescribes lenses it is always an in-
cident in the course of medical care, always after diagnosis.

The essence of optometry is that the optometrist is not a physician. It is
imperative that the public not be confused about this Identity. Failure to under-
stand that the optometrist is not a physician can be serious, since he offers his
services to the public in lieu of tile services of the physician. To identify the
optometrist as a physician is to compound the confusion. The public uLderstand-
Ing requires that the optometrist be identified as such.

The proposed amendment in Sec. 220, page 01, lines 20-24, properly excludes
from reimbursement, any charge an optometrist might make for referral of an
individual to a physician, but this clause also implies that the optometrist Is
engaged in the diagnosis of eye diseases, an area in which the former Secretary
of Health, Education and Welfare has already pointed out the optometrist is
not qualified.

Were the Congress desirous of providing coverage for the services of non-
physicians, this should be specifically stated, rather than to introduce a con-
fusing and artificial definition of the word "physician". Such a dual coverage,
appears to offer a substitute for the services of the physician. The then Secre-
tary of Health, Education and Welfare, Mr. Wilbur Cohen, reported to the Con-
gress on December 28, 193 that such provision would "to some extent, com-
promise the quality of care provided by Medicare".
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Ti11 EFFFCT OF REMOVAL OF EXCLUSION OP EYEGLASSES

If the Congress were to Include coverage for eyeglasses, the decision should be
taken with full realization of the cost.

Virtually everyone over 65 years of age requires eyeglasses, almost Invariably
iniltifocal lenses.

Merrill M. Knopf, M.D., U.S. Public Health Service, made a study of the cost
of providing eyeglasses for the Mississl)p State Board of Health ComprelensiveHealth Planning. The Mississippi mean estimate for relatively low power bi-
focals was $43.25. Using a more representative lens and allowing for cost of
living differences we estimate a national average of *50.

If only 5,000,000--about one fourth of those Insured under-'Medicare wereexamined or refracted in a year, and half of these ilized this eyeglass cover-

age, at an estimated average cost of $50.00 per patient, the estimated annual
cost for eyeglasses would be $125,000,000, of which Medicare would pay 80%.
We believe that the addition of this benefit would artificially stimulate utiliza-
tion. If the utilization were doubled the cost for eyeglasses alone for the first
2 years would be a half billion dollars. We suggest that even greater caution
should be exercised in undertaking coverage for eyeglasses than overage for
prescription drugs.

The benefits of insurance are gained substantially by spreading the cost over
a population not all of whom will require reimbursement and by spreading the
cost over a prolonged period of time. The need of the elderly for eyeglasses being
virtually universal and the need being regularly recurrent, these customary
Insurance benefits are not derived. When such itvms are insured, administra-
tive costs are added to the basic costs which none can escape.

The proposed Amendments to 756 to extend coverage to optical services have
implications beyond the Immediate economic costs. It Is true the elderly have
virtually universal need for eyeglasses, but most also have ocular di-ease or
ocular manifestation of systemic disease. In general the elderly do not have nor-
mal healthy eyes which require only eyeglasses. They have eyes with disease
which require medical examination and diagnosis. Not all will require medical
treatment, but If those who require treatment are to be Identified and given
the treatrient which may prevent their becoming blind, they must first have a
medical examination and diagnosis.

Some degree of cataract Is found In 80% of patients over 05. Appreciable
impairment of vision due to cataract Is present In 33%. Glaucoma, a condition
of Increased pressure In the eye, occurs in 5% of the patients In this age group.
Another 5% have borderline elevated pressure and must be kept under medical
surveillance so that if glaucoma develops it may be diagnosed early and treated
promptly with the prospect of retaining good vision throughout life. When
diagnosed In the more advanced stages there is already loss of vision which
cannot be recovered. All of these diseases are diabling If advanced. The ophthial-
mologist must decide which patients require treatment and which require
watching by a physician. Because the ophthalmologist is first a physician hl.s
examination may be lifesaving by his diagnosis of hypertension, diabetes, leuke-
mia, cancer. or brain tumor.

All of this points to the importance of medical examination and diagnosis
and the reassurances that only a physician can give a patient. Whether the
problem is large or small can he determined only after the fact of medlecal
examninatloh and diagnosis.

We believe, therefore, that the best Interest of the patient and the best interest
of the public require that the law continues to provide eye care as It now does--
medical care for the eye patient as for patients with other diseases. Eyeglasses
do not preserve sight. Failure to obtain medical diagnosis can lead to perma-
nent loss of visions and to loss of life.

We recommend that coverage for eyeglasses be considered with caution. We
recommend that that part of Amendment 756 which amends Section 1801 (r)
of the Social Security Act be not adopted.

T11e CHTAIMAN. Thank you very much.
Senator An derson?
Senator ANDERSON.No questions.
The CHAtRI mAN. Thank you very much, sir.
Senator AtDERsoN. I would just like to say that a glaucolna opera-

tion is very pleasant when it works out right..
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Dr. JAEcKLE. It worked out? We are glad to know that, Senator;
yes. With early diagnosis, we usually have the glaucoma patient seeing
well today. I began practice when we could not make the diagnosis as
early, ana we had more blindness and lost eyes.

The CIAIRMAN. Now, our concluding witness for today's session is
scheduled to be Mr. Victor Bussie.

STATEMENT OF MICHAEL FREELUND, ASSOCIATE DIRECTOR,
NATIONAL ASSOCIATION FOR MENTAL HEALTH, INC.

2\1r. FRi.,UxD. Mr. Chairinan, I am hre in his behalf to express
to this committee his profound apologies for his last-minute inabilitry
to be here and, by your leave, I should like in his behalf to briefly
stumarize the testimony and his statement.

The ChIAIWMAN. Weo A'Vill (to that. I regret Mr. Bussie is not here. lIe
is well known to inc. In fact I regard Mr. Bussie as a good friend. H1e
is an outstanding citizen of Louisiana, as I am sure you are aware.

Mr. F REELUND. Yes, sir.
My name is Michael Freelund. I am associate director of the Na-

tional Association for Mental Health, of which Mr. Bussie is first vice
president.

As you, Mr. Chairimnan, are probably aware because of your friend.
ship with himn lie has devoted niany years as a volunteer in the cause
of mental health, both in the State of Louisiana and in the national
level. He was president of the Louisiana Association for Mental
Health in'1905 and 1966.

Our position witli respect to the bill under consideration today
relates primarily to section 225 which imposes a 1-year limitaitioi
in toto during the lifetime of a patient over 65 years of age in a
mental hospital. We regard this as an unfair discrinination. No
such limitation exists with respect to any other category of disease
covered under the law.

Actually when, in 1907, the amendments to the Social Security Act,
then under consideration were being dealt with, our association, to-
gether with others, made very strong suggestions for the elimination
of the present limitation which permits only those over 65 the right
to be reinbursed for services rend ered in mental hospitals. That. provi-
sion still exists, and now there is a suggestion that an additional dis-
criiniinatory provision be added; namely, that the amount of com-
penisation. or reimbursement that would be made by the Federal pro-
gram would be limited to 365 days of care under the present law.

This is wholly inexplicable to us, Mr. Chairman because in every
case where there has been an effort made to study this particular
site; namely, the discriininatory provisions regarding reimburse-
ment for care to the mentally ill the result has been one in opposition
to a continuation of such disrimination.

In 1967, as a result of the request of this committee, as well as the
House Ways and Means Comnmittee, the Secretary of hIEW did con-
duct a study, and in al interim report stated that:

Eilminatiori of the age and other limitations with respect to mental illness
would be consistent with other title XlX requirements, such as provision of
medical services without differentiating on the basis of diagnosis. The present
age limitation also tends to exclude those ago groups who can best be re-
habilitated and returned to the community as constructive useful citizens
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In the recently released report of the task force on medicaid and
related programs the following recommendation was made:

In such a flexible approach to care based on patients' needs, an arbitrary
limitation on duration of care of patients in mental institutions is Inappropriate,
and the task force recommends against Imposition of any limitation.

We are perfectly aware, and well understand and commnend Mr.
Chairman the purpose of providing measures that would be incentives
for the provision of other alternative means of care. But it is hardly
plausible to even suggest that the elimiurtion of care for indigeuit
1)atients over 65 in institutions for mental diseases would suddenly
result in the creation of brand new alternate care facilities. As a mat-
ter of fact, we know the contrary is quite the case.

We know that there is a great deal of difficulty in securing adequate
financing for the splendid community mental health centers program
which gave such promise when first enacted, and that in the years since
amounts of money being made available for that progran'have con-
tinued to be reduced in succeeding sessions of the Congress, and there-
a after reduced by" act, of the executive.

If these patients are not going to be reimbursed in State hospitals,
we will find ourselves in the ironic situation of States being charged
with the responsibility for paying for care at the very time when there
is serious consideration being given to means for providing the States
with the wherewithal to carry on their business in public institutions
through tax return and similar provisions.

All in all, I say to YeOU, Mr. Chairman, and to you, Mr. Anderson,
that this is indeeea an unfortunate attempt to do something good with
the results that may be far, far from good.

Thank you very much.
(The prepared statement of Mr. Bussie follows. Hearing continues

on 1). 428.)

STATEMENT OF TIE NATIONAL ASSOCIATION FOR MENTAL IIEALT11, INC., BY VICTOR
BUSSiE, BATON RouGE, LA.

Mr. ChaIrnman and Members of the Committee:
My name is Victor Bugsle. I am a. resident of Baton Rouge, Louisiana, and I

am President of the Louisiana AFL-CIO. I am appearing today in behalf of the
National Association for Mental Health of which I am Vice President. I have been
a citizen volunteer in mental health association work for the past 12 years, and
during 19.5-1060 1 was president of the Louisiana Association for Mental health,
an affiliated Division of NAMII. I deeply appreciate this opportunity of presenting
our views before this Committee.

I all quite certain that most of the members of the Committee, including your
distinguished Chairman, reside In counties in which there is a Mental Health
Association; I am absolutely certain that all of you reside in States in which
there Is a State Mental Health Association. These are among the more than 800
affiliated Chapters and Divisions of the National Association for Mental Health.
ane are a volunteer, non-profit, citizens organization with one million sne.bers
and assorted volunteers. 

These are the concerned. Informed citizens in towns and cities across the
country for whom I speak; but more Importantly, I speak also for the more than
one million patients residing In the hospitals-both pobllc and private--and the
uncounted other millions receiving treatment as out-patients.

Mr. Chairman. I am appearing here today to challenge a provision In 11.R.
17550 that we feel would be a serious setback for the hard-won gains resulting
from efforts made to date to Improve the quality of care and treatment for pa-
tients In our mental hospitals.

I refer specifically to Section 225 of the proposed bill which places a life-time
limit of one year for Federal participation to eligible patients over age 65 recelv-
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ing In-patient services in a hospital for mental diseases. Neither of the other two
categories referred to under this section, i.e., in-patient services in a ger.eral hos-
pital and in-patient services in a skilled nursing home have a similar lifetime
limit. An eligible patient's lifetime limit of mental hospital benefits under this
provision is fixed at 365 days, after which all Federal support w,'ld cease. This
is not the case with the other two categories mentioned above.

Such an arbitrary discrimination Is completely counter to modern concepts
of care for the mentally ill. While we are in complete accord with efforts aimed
at developing alternatives to in-patient care In mental hospitals, we cannot ac-
cept the apparent rationale that to cut off Federal support after one year would
somehow magically produce alternate care facilities to accommodate the men-
tally ill who are now being provided for under the present law. While it is true
that there would be a saving in -Federal dollars if this proposal were to take
effect, this alone cannot possibly Justify the ensuing human suffering by those
whio would be directly affected by such a reduction in terms of reduced treat-
ment services supported by these medicaid dollars-the 'mentally Ill and their
families.

Allow me to explain briefly why the proposal in this legislation to terminate
Federal support for this category of patients would be, as I mentioned earlier,
a serious setback in terms of the work that has been done during the past few
years to provide better treatment for patients receiving care in menial insti-
tutions.
1. In 1901 the final report of the Joint Commission on Mental Illness and

Health, Action for Mental Health, was published. This report clearly under.
lined that it had been a historic mistake to make the State alone responsible
for public care of its mentally ill residents-relieving local communities and
sparing the Federal Government. The report specifically recommended that a
share of the cost of state and local mental patient services be borne by the Fed-
eral Government.

The partial fruition of this recommendation was realized with the passage
of the historic 1905 Social Security Amendments. It was largely through the
efforts of the distinguished Chairman of this Committee that the above-men-
tioned legislation enabled the Federal Government to become a partner in the
sharing of the costs of care for Indigent patients over age 65 in institutions for
mental diseases, and for persons of any age with any type of mental disorder
receiving care in a psyohlatric ward of a general hospital. Congress intended
that the needy mental patient be entitled to obtain high quality care. It is this
same category of patient from whom this legislation would seek to arbitrarily
withdraw Federal support at the end of one year. This would also result in an
added financial burden to the States at a time when revenue sharing is being
espoused as necessary and desirable.

2. When Congress was considering the Social Security Amendments of 1967,
the National Association for Mental Health urged the Congress to remove the
discriminatory provisions existing under Title 19, I refer to those provisions
(which are still part of the present law) that limit Federal payment for in-
patient hospital services in an institution for mental diseases to patients age
0:5 or over.

Consequently, both your Committee and the House Committee on Ways and
Means directed the Secretary of tlealth, Education and Welfare to conduct
a study on the whole question of modifying the Social Security Act in order to
remove these limitations. The interim report that came back to your Committee
from the Secretary of IthE W in December 1968, stated the following: "Elimina-
tion of the age and other limitations with respect to mental illne s would be
consistent with other Title 19 requirements such as provision of medical services
without differentiating on the basis of diagnosis. The present age limitation also
tends to exclude those age groups who can best be rehabilitated and returned
to the community as constructive useful citizens."

This line of reasoning is further supported in the recently released report of
the Task Force on 'Medieald riad Related Programs which stated: "In such a
flexible approach to care baned on patients needs, an arbitrary limitation on
duration of care of patients in mental institutions is inappropriate, and the
Task Force recommends against imposition of any limitation."

In the fact of all of the foregoing it is difficult indeed to understand how it
comes about that the bill you are considering today (I.R. 17&50) would add yet
another dbkcrmnlnatory provision to this category of medicaid recipients.

47-,30-70--pt. 2- 7
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Mr. Chairman, the National Association for Mental Health urges rejection of
this proposed change and Instead urges substitution of an amendment which would
extend coverage to qualified patients of all ages. This would result in Impl)roved
services to the mentally III, in significant financial relief to the States, and in
elimination of this unconsclonalble diseriniation towards those millions of
Americans who fall victim to this dread illness and to their families who are
financially responsible for their care.

Thank you.

'The CHAIMMA N. Thank you very lmuch.
I (10 not know why it is that providing medical care is just a blind

spot in our Federal planners wlen they speak of mental illness. Why,
I do not understand. There is a great potential here to restore people
to productive society and, as anxious as they seem to be to spend
more and more nioney and to pay far more tfan anybody estimated
to be the case to care tor other illnesses and to do research "in the field,
they just. seem to want to llope that mental illness will go away if
you don't do anything about it.

I think it makes no sense at all. I hope to support yoir position.
M r. FREELUND. Thank you so much.
The C ap)reciato the line statement that you have made.

I have reld Mr. Bussie's statement, too.
Mr. FPiEu.D. Thank you.
The CHAITRMAN. Senator Anderson?
That concludes today's hearing. We will stand in recess until 10

o'clock tomorrow.
(Whereupon, at 3:30 p.m., the committee adjourned, to reconvene

at 10 ajn., on Tuesday, September 15, 1970.)
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TUESDAY, SEPTEMBER 15, 1970

U.S. SNA,-A W,
CO-MITI.EE Ox FIN\NCEj,

l1ashibgton, D.C.
Tito committee met, pursuant to recess, at 10 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Anderson, Talmadge, Williams of Dela-
ware, and Bennett.

The Cmnmm\x-. Good morning.
The hearing will come to order.
The first witness scheduled is Senator John Sparkman, the senior

Senator from Alabama.
Is Senator Sparkman here?
If not, then. we will call the next witness, Mr. Andrew Biemniller,

director. Legislative 1)eparlment, AFI,-CIO.
M\r. Ifiemiller, we are happy to see you here.
There will be more of our mnembe;s along as tile hearitaig progresses.
Mr. Biemiller, I am glad to see you n ave recovere(d front your

illness.
Mr. nrir.mmim . TIl1hank Nou, Mr. Chairman. I am back on my feet,

and I t1,ink I a in l)rettygood shape.
Mr. Chairman, I am accompanied by Bert Siedman, Director of tile

Social Security I)epartincnt.
Tihe Ci.umir,%N. If you do not mind, Mr. Biemillor, Senator Spark-

man has just arrived'and I will ask you, if you would, to yield your
seat..

STATEMENT OF HON. JOHN J. SPARKMAN, U.S. SENATOR FROM
THE STATE OF ALABAMA

Senator SPmIl AN. Good morning, Mr. Chairman.
Thank you very much.
I am sorry to'be late, but I had constituents in my office, and you

know what that means.
Mr. Chairman, I appreciate very much the opportunity to testify

on my amendlinent, which is No. 807, to 11.1. 17550.
T;at amendment addressed itself to what I believe is an unfor-

tunate provision of section 225 of the bill.
As you know, section 225 is intended to provide incentives under

the medicaid programs to the several States to provide outpatient cam,
iintermediate care, and home care in preference to skilled nursing home
care. Certainly, I am in sympathy with the basic purpose of tme sec-
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tion, because I agree that wherever possible patients should be re-
moved from skilled nursing homes into one of these other three less
intensive types of care, that is to say, outpatient care, intermediate
care, or care by family members in the home. This will not only mean
a savings in finds, but many times the patient himself will be happier
under some kind of program of ca re other than the intensive care pro-
vided in a skilled nursing home.

IIowever, under the provisions of section 95, no exception is made
for those patients who need skilled nursing ]ome care for extended
periods of time. As you know under the bill, the Federal medical
assistance percentages will be y 331/3 percent in any year
after a patient has received care as an inpatient in a skilled nursing
home for as much as 00 days.

Mr. Chairman, it seems to me that this provision is entirely un-
realistic. Although there may be patients in skilled nursing homes
who could be treated elsewhere, on the average, patients who enter
skilled nursing homes are not candidates for substantial rehabilitation.
The statistics will bear this out. Seven out of 10 patients who enter
a skilled nursing home in the United States are 74 .years of age or
older. Nearly half of them need assistance in walking. Twenty-five
percent of them cannot walk at all. Half of them are con fused mentally
most of the time. The average length of stay in a skilled nursing
home in the United States is in excess of 2 years. It is sad, but true,
that in most instances the skilled nursing honie is the last home the
patient knows.

Under my amendment, Mr. Chairman and members of the com.
Ymittee, the basic purpose of section 225 will be retained. That is, ii
the section is changed in accordance with myaamendment wherever
it can be shown by the medical review provisions of the iaw that a
patient in a skilled nursing home can be adequately cared for under
a less intensive program of care, the funds applicable to that patient
would be reduced as provided in the bill. I-owever, my amendment
would provide that where, pursuant to the medical review, it is deter-
mined that the patient needs continued skilled nursing home care
for a period longer than 90 days, that patient could continue to receive
the care that he needs without any reduction of funds.

Mr. Chairman, if my amendment is not adopted, a few States may
be able to provide tie'ft~nds necessary to finance a program of long-
term care that is needed by its citizens. Not many States will be able
to do Clint., however, and the result will be that skilled nursing homes
will not be able to continue operating and skilled care will not be
available to those of our citizens who need it.

I have strongly supported the provision of intermediate care
facilities throug iout the country. It is a service that is needed, and
those facilities that have been built and operated have done and are
doing a good job of providing this kind of care for our people.
On tile other hand, I know that so many of our citizens especially
our senior citizens, need a more intensive type of care, and they need
it on a long-term basis.

I hope that the committee will amend section 225 in accordance
with my amendment.

Thank you very much.
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The CITAMAN. Thank you.
Senator Sparkman, what do you think of changing the House

provision, section 225, to exempt from the cutback States which can
show the.y have effective medical audit and utilization review
programs?

Senator SPARKMAN. I do not know, because I do not know what is
implied in that. I do not know what it would call for.

I provide in my amendment that this would be extended only to
those who show up on the medical review that they need continued
skilled nursing care. In other words, it is not a cover-all by any means.

I have supported the--I have recognized all along that we need more
intermediate-care homes.

Just 2 years ago, I believe it was, I introduced an amendment to a
housing bill that we were considering to allow FIA to insure inter-
mediate home facilities just as in the past we have been able to insure
loans to regular nursing homes.

Now, that program has not been in effect long enough to lot this
develop.

I introduced the original bill amendment that permitted PHA to
insure nursing homes. Of course, there is a program under Hill-Burton
whereby some of them are built. But, I believe, the record will show-
I do not know; I have not seen any figures, but I think the record will
show-that more of them in recent years have been under FlA insur-
ance than the other way.

They have not had time for this intermediate program to get devel-
oped to the extent that nursing homes do have the facilities there in
which to transfer them over to intermediate care; so, in some instances,
nursing homes are terribly burdened because if they keep the person
on they have to keep them in a skilled nursing home facility.

What my amendment would do would be to say that where the medi-
cal review shows that this person should continue to receive skilled
nursing care, then, the penalty ought not to apply.

The CHAIPMAN. Thank yot very much.
Senators are there any questions?
Senator TAIAMADOE. Senator Sparkman, I want to congratulate you

on your amendment and your testimony. I concur with your remarks.
I think what we need to do is tighten up on the utilization review to

prevent people from going into intensive care nursing homes who
should not be there, rather than cutting them off after they are ad-
mnitted.

I have been in many of these nursing homes, and the type patients
that you described are what I have seen from time to time, people who
are frequently completely helpless, and it would be grossly unfair to
throw them out and make them objects of charity.

Senator STmI.,fAN. 1ell, thank you.
Thank you very much Mr. Chairman, and gentlemen.
The CHIAB NrN. Thank you very much, Senator Sparkman.
Next we will hear from Mfr. Andew .J. Biemiller.
We thank you, Mr. Biemmiller, for your courtesy and kindness to

our colleague, Senator Sparkman, who, I believe, is one of your most
cooperative associates in trying to do things that, you believe to be for
the good of the rank-and-file people of this country.
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STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, LEGISLATIVE
DEPARTMENT, AFL-CIO; ACCOMPANIED BY BERT SEIDMAN,
DIRECTOR, DEPARTMENT OF SOCIAL SECURITY, AFL-CI0
3Mr. BIEMIL1LEB. Correct, and an old friend from my H ouse days.
'Tle CHArlMIN. Right.
We will incorporate in the record the statement that I have here, be-

cause I do not think you hope to read all of it.
Mr. l]ir.-.%,1mit. I'would appreciate it, if you would incorporate the

entire statement and the apl)endages.
Mr. Chairman, I am accompanied by Mr. Bert Seidman, who is

director of the department of social security, AFL-CIO.
Mr. Chairman, the AFL-CIO was disappointed with the social

security bill passed by the House of Representatives. Tile provisions
relatink to the OASPIIJ program fall far short of making a major
impact. on the economic l)roblems faced by social security beneficiaries.
We vigorously oppose those provisions o! the bill that would cut back
the coverage and services under the medicaid program.

Let. me turn first to needed improvements in the OASDHI program.
I am sure all members of the committee will agree that, benefit levels
are not adequate. The issue is: How much of a benefit increase is
needed? Certainly, the 5-percent across-the-board increase in the
Iouse bill is totally inadequate.

A recent study by the Social Security Administration showed that
44 percent. of the social security beneficiaries were poor, another 11 per-
cent near poor. 'The poverty standard devised by the Social Seciurity
Administration and used in the study was $2,020 for a couple ani
$1,600 for a single person. The respective figures for near poor were
$2,690 and $1,000. We know of no other reputable agency or expert who
has defined wlhat income makes one poor or near poor with lower fig-
ures. Tile average social security benefit payments today are for a
couple, $198 a month, and for an individual, $117 a month. Both are
well below these poverty standards. Of course, many receive benefits
far below these amounts.

In our testimony before the House Vays and Means Committee in
1969 in support, of S. 1300 and h.R. 14430, we urged a 20-percent in-
crease for 1970 followed by an additional 20 percent in 2 years. In urg-
ing these two steps of 20 percent, we envisioned a major improvement
in the real income and standard of living of our senior citizens. Cur-
rent inflation has made this goal impossible since the 15-percent in-
crease is supplemented only by the 5 percent in the House bill. We urge
passage of an immediate 10-percent, increase and an additional 20 per-
cent effective ,Janary 1, 1972.

In addition to tie. 5-percent benefit increase, the I-louse bill would
automatically adjust benefits annually if there were a 3-percent increase
in time cost, of living over the previous year. W1e feel major improve-
ments must be made in time benefit structure. A cost-of-living escalator
should not be adopted unless it is clear public policy that there will be
l)eriodic increases in benefits in addition to those related to rising
living costs.

A cost-of-living escalator will not solve the poverty problems of the
elderly; only a major increase in cash benefits will. The only solution
to p)overty anong the aged is adequate benefits.
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We support the provision of the House bill that would increase the
amount of the social security benefit payment to widows. This prol)osal
would probably do more to alleviate poverty among the aged, per dollar
of cost, than any other change that could be made in the law.

The House bill computes benefits for men on working years up to
62 instead of 65, the same as it is for women. This is a worthy proposal
and should be enacted into law.

The House bill raises the present exempt amount of earnings from
$1,680 to $2,000. Benefits would be reduced $1 for each $2 of earnings
in excess of the exempt amount of $2,000. The exempt amount would
be adjusted automatically in accordance with increases in covered
earnings.

The proposed change is largely an adjustment for the increase in
wages since the present earnings exemption was adopted, and we do
not oppose it. However, we believe it would be l)referable to put some
limit on the $1 and $2 exemption above $3,000.

We were disappointed in that H.R. 17550 did not include a sub-
stantial increase in the minimum benefit. Ve urge a first-step benefit
increase to $90 a month and a second-step increase in 2 years to $120.
Most beneficiaries receiving minimum benefits are poor, some far
below the poverty level. If we are to end poverty among the elderly,
we must make major strides toward the provision of an adequate in-
come based on social security benefits.

The House bill leaves untouched the problems that arise from the
growing problem of involuntary early retirement and disability. Pres-
ently, more than half the men and| women who apply for social
security benefits are retiring before age 65 and suffering'an actuarial
reduction in benefits. We urge a number of improvements to deal with
the interrelated problems of old age, disability and unemployment
which are reflected in what is largely forced retirement. A less than
full actuarial reduction, an occupational definition of disability for
workers after age 50 to 55, and additional dropout years in the'com-
putation of the average wage to better reflect current earnings, would
provide additional protection against unemployment, illness, and low
earnings.

A major shortcoming in the medicare law is the lack of reimburse-
ment. for p)rescril)tion drugs. Per capita drug exl)endiutres for the
aged are more than 3 times the per capita outlays for drugs l)urchased
by those under 65. Studies show that about 80 percent of the costs of
these prescription drugs have to be paid for out of pocket for tihe
elderly. The problem has been studied numerous times by expert
bodies all of which invariably recommend coverage. Mr. Chairman,
there is no further need for study; only a need for action.

We are particularly distressed that the House did not include the
disabled under niedicare. Disabled social security beneficiaries use 7
times as much hospital care as (toes the general popiulation and 3 times
as much of plhvsicinis' services. 'le l)roblem of severely restricted
income that the disabled beneficiary faces is the very same as that of
the retired elderly person. There is a clear and urgent need for coy-
erae of the disabled under medicare.

Tile premium for medicares supplemental medical insurance pro-
gram, originally $3 per month, was increased from $4 to $5.30 ($10.60
for a couple) n July 1-nearly an 80 percent increase in 4 years.
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For the great majority of medicare beneficiaries this increase repre-
sents a crushing financial burden. We urge that part A and part B be
combined into a. single program, that the premium for part B be
eliminated and that the Government make a general revenue contribu-
tion to the trust fund equivalent of one-half the cost of the program.

The House bill calls for an increase in the wage base to $9,000 and
an automatic adjustment of the contribution and wage base. These are
steps in the right direction. We urge a wage base increase to at least
$15,000. The increase in the wage base is not only important as a
means of financing a broader program but reducing the regressivity
of the tax. It also results in keeping benefits more nearly in line with
rising earnings. It reflects the fact that the social security system is
important to workers with average and above-average earnings as
well as to those i ith low incomes.

The House bill also would increase the contribution rate in future
years to ultimately reach 6.5 percent. by 1987 as contrasted to the 5.9
percent rate now scheduled for that date. AFL-CIO members have
always been willing to pay their fair share of necessary and desirable
Improvements in the social security law and feel that the program
should be financed primarily by contributions of employers and em-
ployees. But the contribution rate required for essential najor reforms
woild place an unfair burden on the low- and middle-income wage
workers, since considered solely as a tax, the social security contribu-
tion is regressive. Therefore, the time has come, Mr. Ch'airman, to
begin a systematic introduction of general revenue financing in order
to establish a fully adequate social security system.

We strongly support the option which is ini the House bill for medi-
care beneficiaries to receive health services through a health mainte--
nance organization. This proposal will stimulate the Nation's physi-
cians, hospitals and other health institutions to utilize this more effi-
cient means for providing adequate services and at the same time
control cost3.

Health maintenance organizations would serve medicare beneficiaries
only if they ide health services at less cost but equal in quality
and scope to tiose offered by the medicare program in the community.
It is important to include inducements for providers of services to
organize and for beneficiaries to enroll in WMO's. We urge a gruaran-
teed percentage of 95 percent as an inducement to organizations to
expand and start such programs and to provide additional services to
encourage beneficiaries to enroll. In addition, special and more generous
funding provisions are needed for poverty areas and newly starting
HfO's.

There are several proposed changes in the medicaid law that cause
great concern which, if enacted, could fatally undermine the promise
and potential of this program.

One proposed change would repeal the requirement in the present
law that States must have comprehensive medicaid programs by 1977.'We urge this committee to reject this House provision; It constitutes
a severe retrogession and might postpone for decades the attainment
of the goal of comprehensive health services for the needy and medi-
cally needy.

The iiuse bill also would modify the requirement for uniform
Federal matching for all health services under the State plan resulting
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in a reduction of Federal matching money for long term institutional
care with inevitable cutbacks in State medicaid programs. If there is
concern that too many remain too long in institutional settings with
resulting higher costs to the program, the appropriate solution is to
assure genuine alternative arrangements suited to the needs of patients.
We should not place the burden on those who can least afford it.

We support a large majority of the proposed improvements to in-
crease the operating effectiveness of the medicare program, but we feel
they do not go far enough. Efforts to lay the foundation for payment
of providers on a prospective basis, authority to terminate or suspend
payment to providers who abuse the program, and reimbursement to
providers based on comparison of the cost of covered services by var-
IOus classes of providers in the same geographical area, all are excellent
proposals. We oppose the broadened coverage of physical therapy serv-
ices without greater quality controls and the restriction on hearing
rilits of medicare beneficiaries. Additional suggestions for improving
efficiency are discussed in more detail in the supplementary statement.

Mr. Chairman, this committee has not forsaken the needs of deserv-
ing Americans in the past,, and I am sure that you will do your utmost
to fulfill the hopes of those who, because of old age, death, aisability or
illness, look to improved social security to overcome want and depriva-
tion.

(A ho prepared statement of Andrew J. Biemiller and summary of
AFL-CIO recommendations follow. Hearing continues on p. 456.)

AFL-CIO RECOMMENDATIONS AS SuwMITrED iN STATEMENT BY ANDREW J. BID-
MILLER, DRECrrOR, LEGISLATIVE DEPARTMENT, AMERrcAN FEDERATION OF LABOR

AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

SUMMARY

1. Benefit improvements
A. An immediate 10 percent across-the-board increase and an additional 20

percent increase effective January 1, 1972.
B. Support House provision that would allow widows and dependent widowers

65 and older to receive 100 percent of their deceased spouse's retirement benefits,
instead of the present 821/ percent maximum at age 62. Those who retire prior
to age 65 but after age 02 to receive proportionate Increases.

C. Support the House proposal to change the method of computing benefits for
men basing the computation on working years up to age 62 instead of 65, the
same as it Is for women.

D. A first-step minimum benefit increased to $90 a month, a second-step in-
crease In two years to $120.

II. Retiremnent test
A. Do not oppose House provision raising the exempt amount of earnings from

$1608 to $2000 but do believe it preferable to put some limit on the $1 for $2
exemption. Suggest that for earnings between $2000 and $3000, $1 be withheld
for each $2 of earnings but recommend that for earnings above $3000, $2 be with-
held for each $3 of earnings.
III. Disability and retirement

A. Reduce the amount of the actuarial reduction for early retirement, estab-
lish an occupational definition of disability, and allow additional drop-out years
In the computation of the average wages. Urge a more flexible law that will allow
the individual a greater choice based on health, finances, the nature of his Job and
the employment situation.
IV. Use of disability trust fund for rehabifltatlon

A. Increase the trust fund monies that can be used to rehabilitate disabled
beneficiaries from 1 percent to 2 percent of the previous year's disability benefits.
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V. Medicare
A. Immediate enactment of a prescription drug program.
B. Include social security disability beneficiaries in the Medicare program.
C. Combine Part A and Part B into a single program, eliminate the premium

for Part B, and make a general revenue contribution to the trust fund equivalent
to one-half tie cost of the program.

1). Eliminate tie requirement for payment or replacement of the first three
pints of blood.
Ill. Financing

A. Support the proposed Increase in the contribution ind benefit base to $9000
as a step in tile right direction but urge a second step to at least $15,000 and
automatic adjustment thereafter.

B. Gradually increase the now limited general revenue contribution until it
covers one-third of the total cost of the program in order to make essential major
reforms without placing an unfair burden on low and moderate wage workers.

I'll. Health maintenance organ iza lion
A. Strongly supl)ort the option in tie Ilouse bill to allow Medicare beneficiaries

the option to receive health services through a Health Maintenance Organiza-
tion. This provision would enable the nation's physicians, hospitals, and other
health institutions to utilize this more efficient means for providing more ade-
quate services and at the same time control costs. Thus, it is important to include
inducements for providers of services to organize and for beneficiaries to enroll
in liMOs and suggest the following modifications to accomplish this:

1. A guaranteed percentage of 95 l)ercent as an inducement to organizations
to expand and start such programs and for providing additional services to en-
courage beneficiaries to enroll.

2. More generous funding provisions for poverty areas and newly starting
1IMO,.

3. Some provision be made for payment on a non-fee-for-sevice basis for those
Individuals eligible for Part B of Medicare but not Part A.

4. Health care eost. vary In different geographical areas so significantly that
it is essential that tile concept of geographic comparability be expressed in the
statute.

5. Substitution of the word "evidence" in place of the term "proof" in order
to insure that, newly established but responsible 11M0s will be able to enroll
Medicare beneficiaries as they begin operation. (See. 239 (b) (4)).
6. The lIMO option should lie available only to nonprofit organizations.

VIII. Medicaid
A. Urge rejection of the amendment in house bill that would remove the

requirement in present law that States must have comprehensive Medicaid
programs by 1977.

B. Urge rejection of the aniendnent in House bill that would modify the re-
quirement for uniform federal matching percentage for all health services cov-
ered under the State plan-resulting in a reduction in Federal matching funds
for long-term Institutional care.

0. Oppose allowing States to impose a fiat deductible for persons eligible for
Medicaid but not eligible for cash public assistance.
IX. Medicare

A. Individuals not eligible for Part A (hospital care) of Medicare should
be allowed to enroll on a voluntary basis for this program under the same
conditions by which individuals can enroll under Part B (physician services).
Similarly, State and local governments should have the option of purchasing
Part A coverage for their employees on a group basis.

B. Oppose House provision extending ,Medicare coverage to Include services
furnished by a licensed physical therapist in his office until there Is greater
certainty that quality standards will be maintained.

C. Do not oppose House provision for objective study of ,Medicare coverage
of chiropractic services but deem it essential that any such study Include within
its scope evaluation of the sclentific validity of chiropractic theory.

D. Oppose House proposal requiring a minimum amount of $100 be at issue
before a beneficiary will be granted a hearing by the intermediary.

Rl. Do not oppose House provision that would disallow capital costs such as
depreciation and interest made for capital expenditures in excess of $100,000
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which were specifically disapproved by State and local health planning bodies
as long as provision requiring final approval by the Secretary of IHEW on rec-
ommendation of a National Advisory Council is retained.

F. Support House proposal that reasonablO physician fees will be defined as
those which do not exceed the 75th percentile of nctlal charges in a given area
during calendar year 19069. 1n order to insure that the savings realized by this
provision will not be at the expense of poverty-stricken older people, we urge a re-
quirement that doctors use the assignment method.
0. Strongly support the requirement in House bill that H1EW be required to

develop exlperimeits an( demonstration projects designed to test various method,;
of making payment to providers on a prosIective lbsis.

i1. Urge adoi)tion of House provision thit. would give the Secretary of IIHEW
authority to establish limits on providers' costs to be recognized as reasonable
based oin comparisons of the cost of covered services by various classes of pro-
vhders inI the s'ime geograpbMil area.

I. Urge that 1IEWI be given authority as l)rovided in House bill to terminate
or suspend payment for future services rendered by a provider found to be
guilty of abusing the program.

.J. Amendment 851 (Bennett proposal) contains many unknown and unlpre-
dlictable factors. Therefore, the proposal shoul be tested long the lines Senator
Bennett has suggested before Congress considers putting it into effect on a total
basis. In the ileantime, House provisions strengthening peer review should be
enacted.
X. Additional AF,-CIO recommendations

A. Relationships between parties that pay for health care oil belhalf of the
public on the one hand and the providers of care on the other, should whenever
possible, be contractual. Where there is no contract, fee schedules should be
used instead of the usual and customary fee.

B. lHospitals should be required as a condition for )articipation ill the pro-
grains to employ a full-time medical director and various department heads and
all hospital-based physicians should be paid by the hospital in order to give
hospital administrators greater control of the hospital's budget.

C. All hospitals ab a condition of participation in tile programs should be
required to establish a formulary of prescription drogs and to purchase drugs for
this formulary by generic name on a competitive basis.

1). The federal government should expand present health professions education
programs to )rovide more scholarships, additional funds for student loans, and
to encourage more effective use of auxiliary personnel as a means of increasing
the productivity of physicians.

STATEMENT

Thirty-five years ago, Congress lxassed the Social Security law and made the
concept of social Insurance a national policy. Congress has improved this law
over the years until it has become a main bulwark of national social policy.

Today, 92 percent of those reaching age 65 receive social security benefits.
The Medicare program covers nearly 20 million l)eople. Nineteen of every 20
wklows and young children are l)rotected ill tile event of death of the family
breadwinner and more than 67 million people under age 05 are Insured lim the
event of severe disability.

It is important to stress these latter protections and emphasize more strongly
that. social security is not only a retirement system but a program that protects
the family when the breadwinner dies or is disabled. These vital protections are
often overlooked by younger workers who need tlem most. But despite the
progress and the broad scope of the program, it falls far short of meeting the
minimal needs of most of those )rotected by it.

The largest group dependent on social security benefits are elderly retirees
whose eomoinle situation is all too often woefully sad. I wouhl like to document
how bad that situation is. Recent Social Security Administration research on
the Income of people aged 05 and older, based on data for 1907. shows how low Is
thi Incomie level for the large majority of the elderly. This research showed that
44 percent of the' social security bemeilciarles were poor. another 11 percent near
poor. Oily one-third of the couples liad Incomes sufficient to permit a moderate
level of living defined by the Bureau of Labor Statistics budget for a retired
couple ($3930).

As poverty has become a problem of national concern there have been a num-
ber of attempts to more precisely define it. The poverty standard devised by
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the Social Security Administration and used In the study was $020 for a couple
and $1600 for a single person. Tie respective threshold flgur ,s for near poor
were $2690 and $1900. I know of no other reputable agency orexpert who has
defined with lower figures what Income makes one poor or pear poor. The
average social security benefits today both for a couple, $193 month, or for
an individual, $117 a month, are well below one or both of these poverty
standards.

The social security benefit Is clearly vital to the economic survival of the
aged. It has played a major role In holding down the degree of fooverty among
them and mitigating its Impact on those who remain poor. If it were not for
social security benefits, nearly 3 times as many beneficiary couples would have
been in poverty In 1967 and only 20 percent instead of one-third would have had
sufficient Income to reach the income level of the BJIS moderate budget.

Of the regular beneficiaries without spouses, largely widows, 80 eereent would
be the victims of poverty and an additional 10 percent would be ear poor or
nearly as bad off-coinpared with the more than 50 percent that are now poverty
stricken and the additional 16 percent that are near poor and hove' just above
the poverty line.

It Is a sad fact that the aged are the single largest poverty gIoup in our
nation. The percentage that the aged constitute of tihe poor Is increasing for they
are not leaving the poverty population as rapidly as those in the younger age
groups. The solution to poverty among the aged is not education 'manpower
training or related programs since most are unable to work or even to obtain
Jobs if they can. The basic solution lies simply in the guarantee of a modest
yearly Income.

It is true that the 1968 and 1970 increases in social security benefits have
enabled beneficiaries to inch ahead In their continual, often futile, ace with
the cost of living. It Is evident, however, that rapidly rising living costs
will soon wipe out this slim lead. The consumer price index has accelerated
from a rise of 5.0 percent in 1969 to an annual rate of increase of 5.9 percent
In the first 7 months of 1970. If the benefit increase passed last year Is supple-
mented by only a 5 percent increase this year, beneficiaries are likely to suffer
a decline in the real value of their already Inadequate benefits during the interim
before another benefit increase takes place.

Not even the APF-OIO, which has been critical of Adminstratlon eonomic
policies and accurately predicted the limited results of that policy, foresaw the
extent and duration of current inflation. In our testimony before the! House
Ways and Means Committee In 1969, we urged a 20 percent increase f6r 1970
followed by nn additional 20 percent In two years as provided In the Williams-
Gilbert Bill, S. 1300 and .R. 14430. In urging these two steps of 20 percent,
we envisioned a major Improvement In the real income and standard of living
of our senior citizens. Current Inflation has made this goal impossible If the
15 percent Increase of last year Is supplemented only by the 5 percent in the
House bill. We urge passage of an immediate 10 percent increase and an addi-
tional 20 percent effective January 1, 1972.

In addition to the 5 percent increase, the House bill would automatically
adjust benefits annually If there were a 3 percent Increase In the cost of living
over the previous year. We feel major improvements should be made in the
benefit structure so that benefits will be at a more adequate level before any cost
of living escalator becomes operative. Nor should a cost of living escalator be
adopted unless It is clear public policy that there will be periodic increases in
benefits in addition to those related to rising living costs. The aged population
must be guaranteed the right to participate in the nation's increasing standard
of living. Without these assurances, tying benefits to the cost of living could
simply render the generally low living standards of the elderly static while those
of the rest of the population advance and, thereby, condemn a majority of the
elderly to a perpetual substandard way of life.

INCREASED IN WIDOW'S BENEFIT

We support the provision of the House Bill that would increase the amount
of the social security benefit payable to widows. At present, they receive 82%
percent of the primary benefit of the deceased spouse at age 62. H.1 17550
would raise this percentage to 100 percent at age 65. If the benefit begins earlier
than 65, it would be proportionately reduced to 82% percent at age 62.

The 7.4 million women beneficiaries without husbands are the least able to
secure work and the most disadvantaged. A recent study showed their median



439

income was less than three-fourths the median for a man. One-third of them
reported less than $1,000 in total money income for the year and only 11 percent
reported $3,000 or more. In short, this proposal would probably do more to
alleviate poverty among the aged, per dollar of cost, than any other change that
could be made in the law.

UNIFORM METHOD OF COMPUTING BENEFITS FOR MEN AND WOMEN

The House bill changes the method of computing benefits for men basing the
computation on working years up to 02 instead of 65, the same as it is for
women. At present, the formula can result in significantly lower earnings being
paid to retired men than to retired women with the same earnings. This change
would be of particular help to those men who are forced to retire before age 85
on actuarially reduced benefits. Many of them are men who have lost their jobs
at an age that makes it difficult to find work or have disabilities that are not
severe enough to qualify them for disability benefits. This is a worthy proposal
and should be enacted into law.

RETIREMENT TEST

The House bill would raise the present exempt amount of earnings from
$16S0 to $2000. There would be a reduction In benefits of $1 for each $2 of all
earnings in excess of the exempt amount of $2000. The exempt amount would be
adjusted automatically in accordance with increases in earnings. The AFL-CIO
has long opposed elimination or undue liberalization of the retirement test. Its
elimination would benefit primarily those 800,000 persons working full time
and would likely come at the expense of more adequate cash and medical benefits
for the large majority of beneficiaries who are unable to woik because of poor
health or lack of employment opportunities.

The proposed change Is largely an adjustment-for the increase in wages since
the present earnings exemption was adopted and we do not oppose it. However,
we do believe it would be preferable to put some limit on the $1 for $2 ex-
emption, above $3000. We suggest that for earnings between $2000 Ind $3000,
$1 be withheld for each $2 of earnings but recommend that for earnings above
$8000, $2 be withheld for each $3 of earnings.

Because of taxes and work expenses, a beneficiary's spendable income may ac-
tually be less if he earns more than the amount of income specified as the point
where the dollar for dollar reduction takes place. This proposal takes care of
that problem by eliminating the full dollar for dollar reduction. We believe this
approach preferable and that any savings resulting from adoption of this latter
proposal be used to make improvements In the law.

Other social security proposals recommended by administration
The administration proposes several additional changes in the old age, sur-

vivors, and disability Insurance law which deserve support. One would eliminate
the actuarial reduction that takes place In the alternative wife's benefit when a
woman applies for these benefits at a later date after first receiving actuarially
reduced benefits on her own account prior to age 65. A second would make dis-
ability benefit payable to an adult son or daughter (if the insured parent dies,
becomes disabled or retires) who becomes totally disabled before he reaches 22,
rather than 18, as under present law. A third would make the eligibility require-
ments for both the retirement and disability programs the same for blind persons.
A fourth would allow combined payments from workmen's compensation and the
social security disab.lity program to equal 100 percent of average wage without
reduction. Others would provide wage credits for members of the Armed Forces
for the period from 1957 to 1067 and would eliminate proof of support require-
ments for divorced wives, divorced widows, and surviving divorced mothers In
order to receive benefits when marriage lasted 20 years.

Though most of these changes are minor In terms of cost and Impact they do
provide a greater measure of justice for the various groups Involved and, In many
cases. are of vital importance to those affected by them. All of them should
become law.

1The AFL-CIO profoundly regrets that the House bill does not contain many
major social security reforms recommended by the AFL-CIO and I would like to
comment on some of them.
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UMNiMUM BENEFIT

We were very (lisapl)ointed that ImI.. 17570 h(1( not Include a substantial [i-
crease III the nlnin benefit. Social security beneficiaries who miust rely on the
minhlinum benefit of $04 per month to pay for the skyrocketing prices of food,
clothing, and shelter are the most tragic victims of inflation. Yet. to offset sky-
rocketing inflation, the House bill would increase the minimum benefit by a mere
' a month.

According to recent surveys, of those beneficiaries receiving the minimum
benefit, 50 percent of the couples, 70 percent of the unmarried men, 76 percent of
the unmarried retired women workers, and 84 percent of the widow beneficiaries
were living in poverty. Thus, any increase In the minimum benefit would go
overwhelmingly to poor or near poor beneficiaries.

We urge a first-step milnimun benefit increase to $90, a second-step Increase in
2 years to $120. If we are to end poverty among the elderly, we must make major
strides toward the provision of all adequate income based on social security
benedts. Our proposal would constitute a significant step toward insuring that tie

woorest of our aged citizens would be able to live In dignity, free from the ever-
present spector of imlwnding financial disaster.

DISABILITY AND RPTIRKNMENT

The House bill leaves untouched the problems that arise ort of the growing
problem of enforced early retirement. At the present time, more than half of the
men applying for social security benefits are retiring before age G5, accepting the
consequent actuarial reduction in benefits. No one believes that with tihe average
primary benefit currently awalrded--about $117 a month-very many of these
men are retiring of their own free will. What is undoubtedly reflected here is an
indirect effect of automation and other factors causing the (isplacement of
workers. If tile economic system Is forcing men and women to retire early, then
the social security program will have to be adjusted to meet the facts of modern
life. At tie very least, tihe amount of the actuarial reduction should be reduced.

A number of inlirovements to deal with the interrelated problems of old age,
disability and unemployment come readily to mind. We urge an occupational
delition of disability so that older worker.; after age 50 and 55 could receive
disalblity benefits if their disability prevented them from doing their usual
occulqition. Another change that Is clearly called for Is to allow additional
dlrpout years i the computation of the average wage. This would result in an
average wage more nearly reflecting current earnings which would provide
additional protection against unemployment, lic, and low earnings. In short,
we urge a more flexible law that will allow the individual a greater retirement
choice based on his health, finances, the nature of his job, and the employment
situation.

USE OF DISAIIJTY TRUST FUND FOR REHAnILITATION

Pore.sent law authorizes payment from tile disability trust fund for rehabilita-
tion services to totally disabled beneflclariets. 3Maxinum total reinbur.ement
(anmot exceed 1 percent of disability benefits tld in the previous year. More

ilau 15 10 beneficiaries have been reported as rehaillitatedl by the State agencies
and more than 4,000 have been terminated from tie benefit rolls since this pro-
graim began. The overall value of savings to the trust funds is more than 60
percent higher than the valie of trust fund rehabilitation expenditures.

The State rehabilitation agencies reluests have exceeded available fuids under
these provisions for the last 3 fiscal years. We urge that the trust fund moneysused for this purpose be Increased front 1 percent. to 2 percent of tihe previous
years' dlsalbility benefit This would allow many additional disabled beneficiaries
to receive rehabilitation and also would result in reduced benefit lpayments
greater than the cost of the service. Though the well-being of the beneficiary
is the primary consideration, the results benefit everyone.

M EDICA RE

Prescription drugs
One of the greatest shortcomings of the Medicare lav is the hack of reibure-

ment for prescription drugs---drugs which may very well be tihe greatest single
contributor to the advances made in preserving and protecting man's good
health.
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The elderly account for 25 percent of all outpatient prescription drug costs.
Per capita drug expendittires for the aged are more than three times the per
capita outlays for drugs purchased by those under 65. The aged with severe dis-
abilities, of which there are inany, cai expect per capita expenditures three times
greater than those over 5 who are not severely disabled. In other words, very
high annual drug bills are common among the elderly. -

The Task Force on Prescription Drugs found that only about 2 percent of
the prescription drug costs of the elderly were covered by private insurance.
About 0 percent of the costs were accounted for by free drugs, either front a
physician or through a welfare program. Another 8 percent of the cost.4 were
reduced through tax savings. About 80 percent of the remaining cost had to be
paid for out-of-pocket by the elderly-many millions of whom live In adject
poverty or perilously close to the poverty line.

Congress hais been aware of this problem. As you will recall, the Senate passed
a prescril)tion drug program under Medicare in 190M. In 1967, as part of the
Social Security Amendments, Congress directedd the Secretary of Health, Efduca-
tion and Welfare to study in depth the feasibility of the Medicare program cover-
ing prescription (]rugs. A Task Force was appointed, studied the problem for
over a year, and then recommended the program cover Irescription drugs. 'Iii
1969, the Secretary of Health, Education and Welfare in the new Administra-
tion appointed another expert Committee to Ireview the findings of the Task
Force. This Review Committee also recommended coverage, In fact, urged broader
coverage than tie original Task Force.

31r. Chairman, there is no further need for study, only a need for action. We
urge Immediate enactment of a prescription drug program.
Mcdlcarc corcragc of the disabled

The advent of the Medicare program has brought about a new era in-health
care for the elderly which stands in sharp contrast to the plight of another
group--the severely or totally disabled. In numbers, those receiving social secu-
rity disability benefits are not large--about 1.5 million. But in terms of economic
vulnerability, their position Is precarious.

Disabled social security beneficiaries use seven times as nuch hospital care
as does the general population and three times as much in physician's services.
Iii fact, disabled persons have two to three times the need for nedicml and hos-
pital care as retired persons. Yet, the problem of severely restricted Income that
the disabled beneficiary faces Is the very sane as that of the retired elderly
person. The disabled cannot afford expensive, Individual health Insurance policies
even when available to them.

The Advisory Council on Health Insurance for the Disabled appointed pur-
suant to the 1907 amendments completed a comprehensive study of the problem
in 1969 and recommended coverage. Unfortunately, the House has not accepted
this recommendation but has Instead referred the matter to the present Ad-
visory Council on Social Security for study. We see no need for further study.
There Is a clear and urgent need for coverage of the disabled under Medicare. We
urge that the bill this Committee recommnends provide for this protection.

Combine l1ospital (Part .!) and Voltntary ldical (Part B) Isturancte
The premium for Med leares supplementary medical insurance program, orig-

inally M per month, was increased from $4 to $3.30 ($10.60 for a couple) on
July 1, nearly an 80 percent i-crease in less than four years. For the great
majority of medicare beneficiaries this Increase represents a crushing financial
burden. As pointed out earlier in tills statement, most of our older citizens are
now receiving shockingly Inadequate incomes and almost all of them are
already bearing extremely heavy medical expenses not yet covered by Medicare.

Though the Medicare Part 13 Premium is only one aspect of the Increasing
burden of medical care costs for the elderly, we can deal with this problem lii-
mediately and directly. We urge that Part A (hospital care) and Part B (doctor
care) be combined Into a single program, that the premium for Part B be elii-
inated and thqt the government make a general revenue contribution to tile
trust fund equihalent to one-half the cost of the program.

BLOOD DEDU'CTIII.E

There is one Improvement in the Medicare law which is long overdue. V~lder
present law, the patient must replace or pay for the first three pints of blood
used. Those eligible for Medicare are past the age that they can give blood amd
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so are most of their friends. It Is not easy for them to find voluntary donors to
avoid paying the blood deductible and many are required to buy commercial
blood to meet this burden. Union members make up a major blood donor group
and based on our long-time experience, the AFL-O1) urges the elimination of
this requirement for payment or replacement of the first three pints of blood.

Financing
In order to pay the additional costs of the social security improvements In

the House Bill and to meet the existing actuarial deficit in the Part A hospital
insurance lypgram, the House Bill would increase the tax base from $7800 to
$9000 a year beginning January 1, 1971. The Health Insurance tax rate will
increase next year from a scheduled combined employer-employee rate of 1.2
percent to a rate of 2 percent- of covered payroll. However, the scheduled rate
for the Survivors arid Disability programs (OASDHI) for 1971-72 has been
reduced so that the total taxes for both programs for these years are the same
as in present law. The total contribution rate will actually be lower under
the House bill for the years 1973-74 than would be the case under present law.
However, there is a particularly sharp Jump in 1975 from 5.2 percent to 0.0
percent and the tax will ultimately reach 6.5 percent by 1987 as contrasted to
the 5.9 percent rate presently scheduled for that date.

(The Increase in the contribution and benefit base of $9000 is a step in the
right direction but we urge a second step to $15,000 and an automatic adjustment- -
thereafter. The increase in the contribution rate is not only important as a
means of financing the broader program and reducing the regressivity of the
tax. More importantly, it results In keeping benefits more nearly in line with
rising earnings. Our social security system is important to average and above-
average earners as well as to those with low earned incomes.

Over the years, the limitation on earnings for taxes and for the computation
of benefits has failed to keep pace with increases in earnings. As a result, the
protection provided under the system for those in the higher wage levels has
significantly deteriorated. About 95 percent of the persons In the social security
program had their full earnings covered when the program first began. It would
take a wage base in excess of $15,000 to cover the same proportion today. The
program should cover the total earnings of the large majority of workers so
that their benefits, which are based on covered earnings only, will be better
related to what they have actually earned.

AFk-C10 members have always been willing to pay their fair share of neces-
sary and desirable Improvements in the social security law. And we are willing
to pay our share of the improvements we are advocating here today if the Con-
gress will enact them Into law. The Social Security System should continue to
be financed primarily by contributions of employers and employees.

But the time has come Mr. Chairman, to begin a systematic introduction of
some general revenue financing In order to establish a fully adequate social
security system. The contribution rate required for such major reforms would
place an unfair burden on the low wage worker, since considered solely as a tax,
this contribution is regressive.

There has been support for a government contribution from general revenues
from the inception of the program. Organized labor supported the payroll tax
at the time the Social Security program began despite its burden upon low-income
workers. However, organized labor and many other supporters of this legislation
viewed exclusive reliance on the payroll tax as a transitional stage.

Mr. Chairman, if you will examine the record of the past, you will find that in
these early years the Social Security Board, Advisory Councils, Congressional
spokesmen, organized labor and even various business groups asserted the need
for a general revenue contribution at some appropriate stage in the development
of the system. Organized labor believed as did many others that exclusive reliance
on the payroll tax was necessary during the initial phase of the program in ex-
change for the benefits of the new protection. But at the same time, we felt that
ultimately action would be taken to limit the burden upon low and middle income
groups. -

In fact, the original Social Security legislation submitted to Congress in 1935
recommended a government contribution to cover past service credits and even
mentioned 1065 as the most likely year when such contributions would be re.
quired. Provisions for a government contribution were actually Included in the
Social Security Act from 1944 to 1850 and though removed in the amendments of
1950, its removal was against the recommendation of the Advisory Council on
Social Security.
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In addition, government contributions are already being used to meet a minor
but nevertheless a significant portion of program costs-wage credits for mill-
tary service, hospital insurance for the non-insured, matching funds for the Part
B premium, and for the age 72 special benefits. In short, Mr. Chairman, this is
not a new proposal but an old one that now needs to be fully implemented. We
urge a gradual increase in the now limited general revenue contribution until it
covers one-third of the total cost of the program.

COST EFFEOTIVENESS AND TECHNICAL AMENDMENTS

The House Bill contains numerous complex and technical provisions to control
health care costs. We note that many of these reforms are similar to recommenda-
tions in the Senate Finance Committee Staff Report on Medicare and Medicaid.
This report has performed a public service by pointing out. instances of abuses or
unsatisfactory performance and has undoubtedly influenced the [louse legislation.
It is imperative, however, in pointing out abuses that we do not create a public
impression that may impede basic benefit improvements in these programs.

These programs are built on the established order of hospital and medical serv-
ices and reflect many of the same problems that are plaguing the health care sys-
tem as a whole. These shortcomings should not be used as an excuse to deny
making major benefit improvements in the laws. Beneficiaries should not be the
victims of society's refusal to come to grips with an outmoded health delivery
system.

Millions of former union members are covered by these programs, particularly
by Medicare. In their letters to us, they praise what the programs have done for
them. Their complaints generally are not about poor administration but largely
center on the inadequacies of the law. The AFL-CIO has on many occasions
pointed out the many shortcomings of these programs-not because we were not
aware of the contributions they have made but In order to improve them so that
the beneficiaries would be assured medical care of high quality.

The Medicare and Medicaid programs do have fundamental defects in lack of
adequate cost controls, but most are beyond the control of their administrators
and require legislative action. We support most of the provisions of the House
bill to contain costs and to remedy some of these problems but feel they do not go
far enough. I shall not attempt to analyze in detail all the complicated and often
interrelated provisions of these comprehensive provisions of the bill. Rather, I
shall attempt to explain why the AFI1 -OIO supports or opposes certain major
provisions and what additional we feel needs to be done to effectively control
costs.

H.R. 17650 would allow persons age 65 or over to enroll on a volumtary basis
for Part A (Hospital Care) of Medicare underthe same conditions by which
idnividnals can enroll under the Part B (Physic-,fn Services) of Medicare. Those
who do enroll must pay the full individual cost of the protection ($27 a month)
would be increased as costs go up. States- and other organizations would be
allowed to purchase such coverage on a group basis for their retired employees
over 65.

This provision would be of benefit to individuals age 65 and over but who are
not eligible for Medicare. These Individuals find It nearly impossible to purchase
private insurance protection since most private insurance policies for the age 65
and over group have been converted to policies supplementary to Medicare. Large
numbers of State and local government employees not covered by Social Security
and ineligible for Medicare coverage face this problem on retirement. Allowing
State and local governments the option of purchasing coverage for them on a
group basis would help resolve this problem.

HEALTH MAINTENANCE ORGANIZATIONS

We strongly support the option allowing Medicare beneficiaries to receive
health services through Health Maintenance Organization. This proposal will
do much to encourage long range improvements in the organization and delivery
of health services, It should stimulate the Nation's physicians, hospitals and other
health institutions to utilize this more efficient means for providing services and
for controlling unnecessary cost.

Physicians in medical groups are today giving prepaid medical care to mil-
lions'of people enrolled in group practice plans. These physicians work as teams
and pool their varied professional skills for the best care of the patient in re-
turn for regular payments on an agreed basis. These plans achieve substantial

47-530--70-pt. 2-8
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econonies through bringing the various specialities together in one place and
through efficlent joint use of supporting personnel and 6XpensiVe equilmlent.
They asmure quality medical care through professional review of the quallflea-
tlions and performance of medical staff.

The accomplishments of group practice plans are gradually attracting Increas-
ing support among trade unions because they provide high quality care and be-
cause of their value as yardsticks against which the efficiency and costs of other
methods of providing and paying for medical care canl be evaluated.

However, the House provisions should be strengthened in a number of respects
to encourage use of this provision and thereby maximize potential cost reduc-
tions and improved quality for the Medicare program.

Health Maintenance Organizations may serve Medicare beneficiaries only If
they provide health services equal in quality and scope to those of the Medicare
prograni but will be reimbursed for their costs at not more than 95 percent of
comparable Medicare costs in the community. The enrollment of Medicare
beneficiaries in this program will result in savings to Medicare and the greater
the growth of these programs, the greater the opportunities for reducing costs.

Thus, it Is important to provide inducements for providers of service to orga-
nize and for benefliarles to enroll In health maintenance organizations, (1MO).
The IIMO specifications providing a maximum up to 95 percent but not a mini-
mum percentage does not provide Incentives for them to provide much more
than mininum Medicare services required. We favor some guaranteed per-
centage as an inducement to organizations to expand and start such programs
and for providing additional services to encourage beneficiaries to enroll. Weurge modification of the House provision to permit Health Maintenance Orga-
nizationsto receive the full amount of the 95 percent of comparable costs for
Parts A and B of Medicare in the area served.

I return for this guaranteed percentage, the Secretary of Health, educa-
tion and Welfare would insure through regulations and the negotiated contract
that income in excess of costs would be used to l)rovide enrollment incentives.
These would include items not covered by Medicare (i.e., coverage of Medicare
(lhduetibles find coinsurance, outpatient drugs, physical and eye examinations,
et(..). This would provide not only incentives for Medicare beneficiaries to en-
roll in the program, but also encourage more comprehensive health care, and at
the same time, reduce the costs of the medicare program.

There is also a need to help start and maintain Health Maintenance Orga-
izations during Initial years when start up and overhead costs are large and

before sufficient members are enrolled to reduce these costs to levels which can
be achieved after the initial period of operation. Similarly, great inequities
exist, particularly in poverty areas, due to inequitable distribution and avail.
ability of nmpower and resources. Obviously, potential 1IMOs such as neighbor-
hood health centers will have special problems when they are located In ghetto
areas where low income groups reside. The application of a ceiling based on a
percentage of medicare costs in such an area may be too low because the popula-
tion is underserved or provided an Inferior quality of service under the prevail-
Ing but often extremely Inadequate health care arrangements in that area.

We suggest, therefore. modifying the provisions of the House Bill to allow
newly established liMOs to be relmbursed on the basis of a 100 percent formula
with a gradual reduction in tills percentage for 5 years at which time the 95
percent formula would apply. We also urge that the Secretary of HEW be given
the authority to negotiate contracts with Health Maintenance Organizations In
under-served poverty areas at more than 95 percent of the cost in such areas,
Including contracts providing for a reimbursement formula above the 100 percent
level where necessary and appropriate. Any additional costs to the Medicare
programs, of course, would be met from the savings realized by time 95 percent
contracts with other IlOs.

We also suggest the following technical changes in the bill.
Many individuals are eligible for Part B of Medicare but not Part A. Group

practice plans now receive per capita payments for such Individuals from the
Medicare program. It appears that the House Bill would not permit these individ-
uals to participate In an lIMO If the group practice plan chooses this option,
which seems likely. It Is Important that some provision be made for payment
for these individuals on a non-free-for-service basle In such sltuatons.

We also urge that the bill clearly spell out the concept of geographic compara-
bility in determining the reimbursement formula. Health care costs vary In dif-
ferent geographical areas so significantly that it is essential that the concept of
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geographic comparability be expressed In the statute. Tits is particularly im-
portant to many group practice prepayinent plans which operate iII metropolitan
areas where the cost of health care Is the highest.

The Bill provides that liMOs demonstrate "to the satisfaction of the Secretary
of IIW proof of financial responsibility till(] proof of capability to provide com-
prehensive health care services, including institutional services., efficiently, effec-
tively, and economically." Te term "proof" If strictly Interpret( 1 might preclude
the enrollment of Medlcare beneficiaries in new plans since "prcof" can only be
supplied after a plan has been In operation for sometime. We urge substitution
of the word "evidence" Iin place of the term "proof" in order to avoid any such
interpretation and to insure that newly established but responsible liMOs will
be able to enroll Medicare benflearies as they begin operation.

We feel that Iinanclal inducements and technical changes are essential. Tit
Medicare program will save money by the development of IMOs. The greater
the growth, the greater the saving to the program. Without these kinds of induce-
ments the growth of lIMOs is apt to be limited and far below (lie potential nec-
essary to make a significant imp et on program costs.

There is one feature of the 11310 proposal that causes us a great-concern. We
feel that the proio.,al should apply only on a non-prolit basis and that lIMOs
should not be allowed to develop as profit making Institutions. If 1HMOs are going
to be turned over to individuals for purposes of making a profit, the safeguards
against abuse are most likely to lie woefully inadequate. The recent Staff Report
on Medicare and Mledicaid of the Senate Committee oil Finance has documented
abuses that have occurred In these programs in spite of generally good adlmlnis-
tratlon a11d the best Intentioned efforts to prevent them. Tie long tradition of
medical ethics and more than 10 years of hospital standards and accreditation
have not been successful in preventing exploitation of patients. Conflict of inter-
est laws are difficult enough to apply to public officials whose every action is
subject to intense public Investigation antd scrutiny. How can law or custom be
expected to protect against the desire or profit where medical decislois are
private and professional and extremely difficult to measure it any event. In short.
we feel that the profit motive inevitably works at cross purposes with quality
Anil comlrehenslve health care and should be prohibited from the 11310 program.

-Operation effectireness and technical amendments
We support time large majority of the proposed improvements to increase

the operating effectiveness of the Medicare and Medicaid programs. 'Most are
acceptable and generally represent significant and overdue effort to more ade-
quate control of rising costs of the prograin. However, there are several major
proposed changes in the Medicaid law that cause us great concern and, if
enacted, could fatally undermine the promise and potential of this program.

MEDICAID

The first would repeal the requirement in present law that States must have
comprehensive 3iedlcaJd programs by 19T7. The intent of this provision in the
pre-ent. legislation is clear nml I,,I the heart of the Mledicaid law. It would inmike
comprehensive health services available to all those who cmnot pay for tile
cost of these services lecauP tlhimr imlcolw N too .ow. In short, a (omnltutll
by the nation to provide health care for all indigent and medically needy Ameri-
cans. A continuing commitment to this goal Is imperative If we are going to
successful attack the serious but little known failures of our health care sys-
tem-particularly among the poor where this failure Is the greatest.

Let me point out a few of these failures:
The United States ranks 14th among industrial nations in Infant mortality.

And the United States is not reducing its infant mortality rate at a greater
pace than other countries. Halt those nations with lower rates than the U.S.
in 1007 had higher rates than the U.S. Jn 1953.

Data for another accepted Index of medical care, maternal mortality, shows
the percentage of mothers in the U.S. who die in chlidbirth lagging 11 other
industrial m nations. The U.S. ranked second ten years ago.

In another key area, life expectancy, time U.S. record Is hardly noteworthy.
Among the industrial ttaton., tiie U.S. ranks 18th for males and lth for
female.s. In a related area, middle-aged mortality, a man of 40 or 45 has a better
chance of living to 50 than his American counterpai't In 15 ntaIlons.

An important factor in the poor Ftatistlcal ranking of the I.S. ts that low
income people are just not receiving the medical care they need. We think it
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significant that nations ranking higher are invariably those that have a system
to provide and to finance health care for the great majority of their population,
rich and poor alike. Pending enactment of a national health insurance system,
which the AFICIO favors at the earlier possible date, we are not likely to be
successful in raising our health standing among the nations of the world
unless we expand the Medicaid program.

We urge this committee to reject this House provision. It constitutes a severe
retrogression and might postpone for decades the attainment of the goal of
comprehensive health services for the needy and medically needy.

The House bill would modify the requirement for uniform federal matching
percentage for all health services covered under the State plan. Federal match-
ing for certain outpatient service would be Increased by 25 percent. But federal
matching for long-time institutional care would be decreased by one-third:
after the first 60 days of care In a general or TB hospital; after the first 90 days
of care per fiscal year in a skilled nursing home; and after 90 days of care in
a mental hospital (with a maximum of 275 days during an individual's lifetime.)

Though supposedly aimed at inducing use of less expensive forms of medical
care, this proposal would actually result in financially overburdened States
cutting back their Medicaid programs at the expense of needy patients requiring
long-term care. The average age of Medicald patients In nursing homes is 85.
They suffer from one or more chronic and crippling diseases and the vast ma-
jority have no home or family. An arbitrary limitation on duration of the care
of such patients Is a cruel response to their problems. If there is concern that
too many patients remain too long in Institutional settings with resulting
higher costs on the program, the appropriate solution is to assure genuine
alternative arrangements suited to the needs of patients, but not to place the
burden on those who can least afford it.

The House bill would allow States to impose a flat deductible for persons
eligible for Medicaid but not eligible for cash public assistance. The original pur-
pose of Medicaid was to provide for all people who could not pay for the costs
of their medical care. Many of those medically Indigent cannot afford to pay
nut of meager incomes for the deductible and coinsurance now required. If
ded ductibles or co-payments are imposed, and we think they are harmful in all
cases, they should at least be related to the recipients' Income and resources.
A fiat deductible will work a financial hardship on those least able to bear it.

MEDICARE

We also have reservations on the modification made in the provisions of the
Medicare law relating to physical therapists. Under the Part B medical insurance
program, beneficiaries would be covered for the services of a physical therapist
in Independent practice when furnished in his office or in the patient's home.
Total charges for such services could not exceed $100 for a calendar year.

Physical therapy services are, of course, already covered under prescribed
conditions in a variety of settings. Since such services cannot be furlished In
the therapist's office even though the office is far more conveniently located than
the facility to which the beneficiary must travel to obtain these services, we can
appreciate the need for this modification.

However, we are always concerned about the quality of care In any health
program when specialists with less qualifications then those required for fully
qualified physicians are included. Such specialties can play a useful role In
health care but should not initiate treatment except on the recommendation and
under the general supervision of a qualified doctor. Maintenance of quality
standards are most likely to be maintained when such services are provided in
an organized medical setting. Though under the proposal the Secretary would
be empowered to establish quality controls by regulations, we would prefer that
they be more specifically spelled out In the law itself. We will oppose this pro-
posal until there is greater certainty that quality standards will be maintained.

The House bill also contains a provision that would require a study of chiro,
practice services provided by State medicaid programs in those states that auth-
orIze such services This study would be used in making a determination whether
chiropractic services should be covered by Medicare. The AF1-CI0 has opposed
coverage of chiropractic services by Medicare but do not oppose an objective
study of the question. We deem it essential that any such study include within-
its scope evaluation of the scientific validity of chiropractic theory which main-
tains that treatment of the spine can cure practically any human Illness.
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Attached to this statement Is a recent AFr-CIO Executive Council Statement
-which Includes within It our position on coverage of chiropractic services by
Medicare. Also included in a report by the National Association of Letter Car-
rier's Health Plan on their experience with coverage of these services. Men who
carry the mall probably have more back ailments than any other occupational
group. I thought this report on the problems experienced with chiropractic cov-
erage would be particularly worthwhile to call to the attention of the members
of the Committee.

We oppose requiring a minimum amount of $100 be at Issue before a beneficiary
will be granted a hearing by the intermediary. Presently, hearings are permitted
when there Is controversy regardless of the dollar amount at issue. Amounts
less than $100 constitute a large sum of money to the typical social security bene-
ficiary and he should have the right to contest decisions on such amounts.

The House bill would also disallow capital costs such as depreciation and in-
terest made for capital expenditures In excess of $100,000 which were specifically
disapproved by State and local health planning bodies. We have opposed similar
proposals in the past. We felt that the qualifications of members of Advisory
Councils to State Planning Bodies vary widely from State to State and, despite
the usual requirement for consumer representation, that the Influence of physi-
cians and financial interests was disproportionate to consumer Influence In many
states. Fortunately, the House bill provides for final approval by the Secretary
of HEW on recommendation of a National Advisory Council, and for that reason,
we do not oppose It.

By and large, the remaining cost control amendments represent a worthy effort
to come to grips with the rising cost of federal health programs. There are several
major ones that deserve comment

For fiscal year 1071, reasonable physician fees will be defined as those which
do not exceed the 76th percentile of actual charges in a given area during calen-
dar year 1969. After that, allowable charge increases will be based on the aver-
age increases in the cost of production of medical services, levels of living, medi-
cal supplies, equipment and services, and earnings of other professional person-
nel. Presently, the prevailing limit on the reasonable charge for a service Is
generally about the 83rd percentile.

The AFL-0IO from the Inception of the Medicare program pointed out that the
reimbursement formula for physicians was biased In favor of escalation of costs
and against adequate cost controls. Reimbursement of physicians based on "pre-
vailing" charges is an open Invitation to doctors In today's seller's market for
medical services to Increase their charges so that the new higher level of charges
will have to be considered "prevailing." The proposal Is a step forward in holding
down costs, but better results would be obtained by contractual relationships with
providers of medical care and negotiated fee schedules.

In addition, since under present law the physician can choose whether to be
paid by direct billing or the assignment method, there is a good possibility that
a large portion of any cost savings will be borne by financially hard-pressed bene-
ficiaries. If the doctor chooses billing the patient directly, he may charge what
he pleases and the patient must make up the difference. The assignment method,
receiving the payment from the Social Security Administration, requires that the
doctor accept the reasonable and customary charge as determined by SSA.

Under the new proposal, this would have to be within the 75th percentile of
customary charges for a service In the physician's area. In order to insure that
the savings realized by this provision will not be at the expense of poverty
stricken older people, we urge a requirement that doctors use the assignment
method.

We strongly support the requirement that IEsW be required to develop ex-
periments and demonstration projects designed to test various methods of making
payment to providers of services on a prospective basis. There Is already author-
ity to do this under Section 402 of the Social 'Security Act but, unfortunately,
little has been accomplished. that is needed is a speedy and sustained effort in
this area In order to lay the groundwork for a major program of prospective
reimbursement. The present "reasonable cost" reimbursement formula neither
rewards efficiency nor discourages waste and Ignores the opportunity to use
money as an Inducement to superior performance. Specified payment In advance
would put a premium on efficiency and would stimulate more economical use of
resources and manpower.
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Another provision would give the Secretary of IIFW authority to establish
limits on providers' costs to be recognized as reasonable based on comparisons
of the cost of covered services by various classes of providers in the same geo-
graphical area. This provision would be applied prospectively so that providers
would know In advance maximum costs allowable and would have a opporti-
oity and incentive to achieve economies to avoid non-reimbursable costs. There is
authority in existing law to disallow incurred costs that are not reasonable but
excessive costs must be specifically proved on a case-by-case basis. Administra.
lively, this is too cumbersome to effectively control costs.

An institution that is Inefficient in the delivery of health services should not be
shielded from the economic consequences of its inefficiency. A reimbursement
formula based on costs-which allows whatever costs a particular institution
incurs-is not responsive to efficiency objectives. It is appropriate that a reim-
bursement formula only recognize those costs Incurred by a reasonably prudent
and cost-conscious management.

Another provision In the House bill is long overdue. HIW would be given
authority to terminate or suspend payment for future services rendered by a
provider found to be guilty of abusing the program. Under present law, IIhW
does not have this authority. Nothing is more important than protecting bene-
ficiaries from inferior or harmful services and from fraud and this cannot be
properly done under the limitations of existing law.

The AFI-CIO favors strengthening peer review under the Medicare and Medic-
aid programs by both administrative and legislative means. The aforementioned
provision in the House bill embodies within it review of both Individual cases
and review of statistical data. We believe this approach preferable to that of
Amendment 851 which has been proposed on peer review. This latter proposal
provides only for review of questionable cases and there is no statistical review
of data and consequently, no basis for making recommendations from statistical
review. In addition, the proposal would vest the appointment authority in medical
societies and confine membership on review groups to physicians and does not
Include consumer representation. Finally physician peer review should not cover
decisions that are basically administrative such as whether charges are excessive
eir not. Administrators and health planners are better qualified to make those
kinds of judgments and others that pertain to organization and patterns of
services.

These and other reforms of the House Bill would help resolve many of the
cost problems of the Medicare and Medicaid programs but we feel others are
essential and urge the following additional reforms:

1. Relationships between parties that pay for health care on behalf of the pub-
lic on the one hand and the providers of care on the other, should whenever
possible, be contractual. Where there is no contract, fee schedules should be used
instead of the usual and customary fee.

2. Hospitals should be required to employ a full-time medical director and
various department heads and all hospital-based physicians should be paid by
the hospital In order to give hospital administrators greater control of the hos-
pital's budget.

3. All hospitals, as a condition of pamrticipation In the program,, should be
required to establish a formulary of pr-escription drugs to purchase drugs for
this formulary by generic name on a competitive bid basis.

4. The Federal Government 0iould expand present health professions education
programs to provide more scholarships, additional funds for student loans, and
to encourage more effective use of auxiliary personnel as a means of Increasing
productivity of physicians.

In the long run, only the adoption of a national health insurance program will
guarantee a health care system capable of providing comprehensive quality care
and of containing cost increases. But the need for a comprehensive national
health program should not detract from the need of making these esential
changes In the existing programs as soon as possible.

STATEMENT BY TIlE AFL-O EXECUTIVE COUNCIL ON SOCIAL SECURITY AND
MEDICARE.

The 15 percent across-the-board increase in Social Security benefits enacted
into law by the Congress in late 1909 was an appropriate response to the spiraling
living costs faced by America's senior citizens. We are gratified that the Congress
rejected the President's recommendation of a mere 10 percent. Obviously, there
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are many other improvements which should be made Iii the Social Security law.
But the dire need for a benefit increase could not wait on the lengthy deliberations
that a complex Social Security bill requires. Enactment of the 15 percent Increase
should not be the end but only the beginning of action by Congress In the whole
area of Social Security reform and improvements.

Tie 15 percent increase did not resolve the depressing financial squeeze bear-
ing down on millions of older Americans. The rise in the consumer price index
has been almost 10 percent since the effective date of the lost Social Security
Increase, and by the end of the year will fully equal the 15 percent benefit Increase.
Social Security beneficiaries will once again fall behind In their unceasling battle
with rising living costs with no Improvement at all in their living standards.
Three out of ten older Americans have been living in poverty and another 20
percent Just above the poverty line. This situation has not been materially
altered by tile benefit increase.

Adding to the economic burdens of the elderly has been the decision of the
Secretary of Health, Education and Welfare to raise the premium of Part B of
Medicare (doctor bills) by 32 percent-from $4.00 to $5.30 per month. Thus the
higher Social Security benefits are, In effect. reduced by the substantially higher
Medicare payments the elderly must make in addition to serious erosion by the
cost of living.

The substantial rise in Medicare premiums represents a heavy financial burden
to the typical Social Security beneficiary. It is all the more onerous when coupled
with previously announced increases in Medicare deductibles and co-insurance
which also require the elderly to make heavy out-of-pocket payments.

The labor movement fought for the enactment of Medicare to relieve the elderly
of burdensome medical costs. They must not be saddled with financial burdens
Medicare was intended to relieve. If this trend were to continue, large numbers
of the elderly would be compelled to withdraw from the program. Just as before
Medicare, they would have no way of meeting their urgent medical needs.

The Administration has made no proposals to relieve this problem and is placing
the burden of inflationary medical costs upon those who have the greatest need
for medical care but the least capacity to meet these rising costs. To deal wli
this tragic situation, the AFL-OIO urges that the voluntary Part B (doctor bills)
be combined with Part A (hospital bills) into a single program and thus permit
the entire financing of medical care during a beneficiary's working life and remove
the burden of premium payments after retirement.

But the Medicare program must be more than a mechanism through which
money is funneled to Iay health care costs. When daily hospital charges have
gone up almost five times and doctors' fees twice as fast as the consumer price
index, a systematic and sustained effort must be made to hold down costs and
to devise new approaches for delivery of health care at controllable costs. The
only satisfactory solution Is National Health Insurance. Until It is enacted, the
government has an obligation In existing programs like Medicare to use the
billions of dollars It spends for health care as an economic lever to induce funda-
mental changes In the traditional, outmoded and costly methods that prevail
in the delivery of health services. This will help to control the cost of medical

care.
Of equal Importance to holding down costs Is the maintenance of quality care

in tile Medicare program. Of immediate concern is the threat to quality care
represented by the drive to Include less than fully qualified medical practitioners
such as chiropractors in the Medicare program. At stake is the direct access
to time billions of dollars for health care being provided the ellerely by the
Medicare program. Medicare should not become a vehicle for exploitation of tile
health needs of tile elderly. The AFL-CIO opposes any change in the Medicare
law which would open up the program to Nnqualified practitioners.

The chairman of the House Ways and Means Committee has already indicated
that 'the committee wilt continue Its review of Social Security and Medicare
and will report a comprehensiro bill to the House by March. Bold reform and
not patchwork is essential if America is to provide its elderly the dignified
secure retirement they deserve. We urge reforms along time lines of I.R.
14430, introduced by Congressman Jacob Gilbert and S. 3100, Introduced by
Senator Iarrison Williams. We call for these major Improvements in Social
Security and Medicare:

An Immediate 20 percent across-the-board increase (including the 15 percent
recently enacted) as a first step to be followed by an additional 20 percent in
two years. Thereafter, benefits should be adjusted In accordance with some
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appropriate measure of increases in wage levels so beneficiaries can participate
In the Increased standard of living they made possible.

A cost of living mechanism would be a good first step only if It Is a clear
public policy that benefits will be adjusted upward periodically in addition to
cost of living adJustments.

Increase the minimum benefit to $90 for a single person and $135 for a couple
with a further increase in 1972 to $120 and $180 respectively.

Base a worker's benefit on his highest ten years' earnings out of any 15
consecutive years after 1950.

A 100 percent widow's benefit at age 65.
Less than full actuarial reduction for early retirees (those who retire be-

tween ages 62 and 65).
Increase the amount of income a person can earn and still get full social

security benefits.
Rnise the lump-sum death payment to $500.
Liberalize the definition of disability and reduce the disability waiting period

from 6 to 3 months.
Eliminate the age 50 limitation for disabled widows and increase this pay-

ment to equal regular widow benefits.
Eliminate the requirement that men who retire at age 62 must compute their

average earnings by Including years up to age 65 and thus lower their retirement
benefits excessively.

No deduction from assistance payments for recipients whose incomes are so
low that their Social Security benefits must be supplemented by public assistance.
Congress took the first faltering steps in this direction when it enacted the recent
benefit increase but this policy should be fully implemented in any future benefit
increases.

No deduction from Social Security benefits for injured workers receiving
workmen's compensation.

Extend full Medicare coverage to the disabled.
Include prescription drugs under Medicare.
Raise the earnings base used for determination of contributions and benefits

to $9000 immediately and $15,000 in 1972, and, thereafter, adjusted in line with
increases in wage levels.

Increase the general revenue contribution gradually to an amount equal to
approximately one-third the total cost of the program.

The AFL-0IO urges Congress to show the same vigorous spirit it displayed
in passing the higher 15 percent benefit increase against the opposition of the
Administration. We call for enactment of meaningful and comprehensive Social
Security legislation that will guarantee all elderly Americans a decent, com-
fortable living in their retirement years.

REPORT OF DiRECTOR, HEALTH INSURANCE

(By James P. Deely)

To the Officers and Delegates of the Forty-Fifth National Convention held at
Detroit, Michigan, August 14-20, 1066, Greetings:

I take pride in submitting to you the financial reports of the X.A.L.C. Health
Benefits Plan for the years ended December 31, 1964 and December 31, 1965.

The reports show that the Plan is not making tremendous profits. They also
show that the Plan is not accumulating extremely large reserves which would
tend to make a balance sheet look good. Above all, however, they do show that
the Plan is financially keeping its head above water.

It has always been the intention of your Board of Officers to formulate pre-
mium rates at amounts within the budget of a Letter Carrier which would
allow the payment of adequate comprehensive benefits and establish reserves. I
firmly believe that we have done Just that.
Proposals to U.S. Civil Service COmmission

As this report is being written, we are negotiating the 1967 contract with
the U.S. Civil Service Commission.
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Generally speaking, medical costs continue to rise and our Plan has not been
an exception in bearing the brunt of the added costs. In line with our policy
stated above, we have made the following proposals to the Commission:

1. Increase the first dollar coverage of Other Hospital Expenses for High
Option from $800 to $1000;

2. Increase the calendar year maximum for Other Medical Benefits for
High Option from $10,000 to $15,000; and

3. For High Option enrollment only, pay hospital maternity benefits the
same as for an illness.

4. Allow benefits for services of Licensed Practical Nurses under certain
well-defined circumstances under both options.

5. Recognize post-operative care by Podiatrists under both options.
6. Remove the "normal activities" provision of the hospital confinement

definition. This means that the only restriction is the 3-month separation
requirement for the same illness.

Pending legislation will add two additional benefits by Statute. The first In-
creases the Government's contribution toward the total premium cost. The new
contribution Is as indicated below.

Also, the maximum age limit for unmarried dependent children would in.
crease from age 21 to 22.

The Commission is also anxious that we increase benefits for mental disorders
and as a consequence, our Actuary is now studying the matter.

The above package of added benefits plus a required minimum amount to keep
the plan in continued solvency will mean an increase in premium costs. With the
Government increasing its share of the over-all premium cost, the revised bi.
weekly rates are as follows:

High option tow option

Sell only:
ToI cost .------------------------------------------------------------- $3.96 $2.76
Government pays ------------------------------------------------------ 1.68 1.38

You pay ------------------------------------------------------------- 2.28 1.38

Sell and Iamilty:
Total cost ------------------------------------------------------------ 12.08 7.98
Government pays ..................................................... .-4.10 3.99

You pay .............................................................. 7.98 3.99

The recommendations have been reviewed and approved by the Plan's Ac-
tuaries.

The Civil Service Commission has the authority, of course, to increase or de-
cr(ase the above premium and benefits proposal.
D o u b le coverage

Without the Double Coverage provision, which affects only a small minority
of our membership, the above biweekly proposals would have to be raised up-
ward a minfimum of 23 cents for each family member.

To further illustrate the impact of the Double Coverage provision, 85% of
the Plan's reserve under Public Law 80-832 represents cumulative savings under
the provision.

Since only 2.7% of our membership Is affected by the Double Coverage-and
I might add not adversely affected since their covered incurred expenses are gen-
erally paid in full by both plans-the wisdom of the decision to keep this pro-
vision Is apparent.

Shown below is a schedule reporting the results of the application of the
Double Coverage provision.



N.A.LC. HEALTH BENEFITS PLAN-SCHEDULE SHOWING RESULTS OF DOUBLE COVERAGE PROVISION FOR THE CONTRACT PERIOD NOV. 1, 1964. TO DEC. 31, 1965

Public Law 8 6-382 (group) Department RH 8 (nongroup)
High option Low option Total High option Low option Total Total both plans

1. Number of members on whose claims the double coverage provision wasapplied ---....................................................... 081 532 2,613 39 26 65 2,678
2. Amount plan would have paid as contract allowance without the doubleco6rave provision ................................................ $957,719.93 $193,970.92 $1, 151690.85 $12,963.24 $9,138.43 $22,101.67 $1,173,792.52 .
3. Actual payments after*ap lying the double coverage provision............ 381.961.25 75.951.03 457,912.28 5,969.77 2,874.47 8,844. 24 466, 756., 52 C-T
4. Amount of "savings are to solvency of the plan................... 575,758.68 118,019.89 693,778.57 6,993.47 6,263.96 13,257.43 707,036.00 t-
5. Average amount saved per member with doub coverage. ...................................... 265.51.............................20396 ...........6. Additional monthly Increase in premium pe family enrollment to eliminatethe double coverage provision ...... ........................................... .... .51 ............ ........................

NOTES

The total number of members having double coverage under the group plan-2613--repiesents Cumulative savings added to solvency of the plan since inception of double coverageon Nov. 1,1961:2.07 percent of the total enrollment: the 65 with double coverage under the nongroup conversion (a) Group plan, $1,965,056.01; (b) nongroup plan $35,304.99; (c) Total $2,000,361.contract: represents 2.6 percent of the total nongroup enrollment.
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1fcnibersh ip
Our enrollment reports submitted each calendar quarter to the U.S. Civil

Service Commission have always shown an Increase In membership. A schedule of
tine Plan's membership composition Is shown below:

Publk Law
86-382 Nongroup

High option .................................................................... 103,672 1,543
Low option ---------------------- 25,739 1229
RHB ceitilcates ------------------------------------------------------------------------------ 459
Ceftikates Issued prior to June 30 1960 --------------------------------------------------------- 1,444

Total membership ........................................................ 129,411 4,675

Number of persons covered ................................................ 480,821 8,345

Pending legislation extends the dependency age from attained age 21 to at-
tained age 22. This means that tihe ion-group membership will decrease by
approximately 700.
Medicare

By reason of medicare, we anticipate a substantial switch of the retired
membership from High Option to Low OptiOn. This will no doubt be primarily
due to the non-duplication of coverage provision made mandatory by the Civil
Service Commission for each Plan participating under the Federal Employees
Health Benefits Program.

The loss in income attendant to the anticipated transfer will be offset by the
decrease In claim costs.

A questionnaire was sent to our non-group retired members eligible for Medi-
care to determine whether they wished to cancel our Plan in view of their
Medicare eligibility and our non-duplication of Medicare coverage provision.
The response was very surprising. Of 1,495 enrollees under the old llan, who
were eligible by age (65) for Medicare, 273 elected to cancel their coverage with
us, effective July 1, 1966. Another 41 elected to cancel their own coverage and
change policy to wife only.

The non-duplication provision under our old Hospitalization Plan will mean
that many types of expenses such as out-patient care and doctors' visits, not
covered by the basic certificate, will be considered as covered expenses. This
will mean that expenses covered by Medicare or the non-group certificate will
generally be paid In full by both Medicare and our Plan.

Ch iropractors
Our Actuaries opposed the Inclusion of a "Chiropractor" in our definition of

a "doctor" when the Plan was established In 190. In an effort to make available
as many practitioners as possible, we persuaded our professional consultants to
accept our point of view. Chiropractic was recognized,

Almost from the inception of the program we encountered trouble with chiro-
practic claims. Expenses were submitted for X-rays that could not be Inter-
preted, due to the poor technical quality of the fllms; claims were nade for
treatment of measles, mumps, heart trouble, mental retardation, female disorders
and sundry other ailments. None of these conditions has any medical relationship
to vertebral sublvixatons or spinal ninsailignments.

For the contract term beginning November 1, 1904, clarifying language relat-
ing to chiropractic was put in our brochure. The new language was not a change
In benefits; it simply clarified the benefits allowable. Recognition of chiropractic
was never Intended to cover any expenses beyond spinal adjustments by hands
of vertebral subluxatlons or misalignments. As is the case in all other types of
claims, tine Plan reserved the right to require X-rays to demonstrate tine pres-
ence of the diagnosis.

In tine interim, the problem became worse Instead of better.
Early in December of 1904, several other employee organizations suggested

we Join them in a meeting with the national officers of the two major Chiro-
practic groups. On December 8-9, 1064, we did participate In a conference with
leaders of The American Chiropractic Association and the International Chiro-
practors Association.

This meeting developed tine Interesting and significant fact that our problems
with chiropractic were Identical to those of tine other participating plans.
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After a frank and complete review of the situation, both associations issued
bulletins to their respective membership. It is doubtful If anyone of the employee
representatives could express the problem more clearly or succinctly than did
the two Chiropractic associations.

The bulletin of the American Chiropractic Association stated:
"We were invited to the meeting to impress upon us the urgency and the

need for adequate cost control to counteract the many claims abuses by members
of our profession. We are amazed at the number of fantastic claims and cases
which were shown to us to justify the urgency of the situation."

The International Chiropractors Association reported:
"It is no secret that most insurance carrier complaints stem from three major

abuses: (1) Excessive charges; (2) Practices beyond analysis, X-ray and spinal
adjustment, and (3) Prolonged care and excessive office calls."

The leaders of both ACA and ICA made repeated efforts to impress upon
their membership the gravity of the situation, and the need to halt and prevent
further abuses of insurance benefits. For reasons I cannot explain, these efforts
produced no discernible improvement.

By mid-19065, we were convinced that it would be a greater disservice to our
member to continue recognition of chiropractors than to eliminate them from
our contract. If recognition continued, and the abuses also continued, the
inevitable result would be financial disaster for many of our members. That is
to say, some chiropractors would continue to furnish treatment for services not
covered under the contract which, in turn, would result in the member literally
"holding the bag" for incurred expenses that were not insurable, although the
chiropractor would have every right to expect payment from the patient.

In commenting on this subject, one fact should be emphasized. It is a matter
of record that wo not only engage the professional services of disinterested
medical consultants to interpret X-rays in dispute, but we also made the same
X-rays (and related claim data) available to representatives of both chiro-
practic groups.

One incident will dramatize the problem confronting me as Director of our
Plan.

At our invitation, representatives of both ACA and ICA met in our office
with one of the most reputable radiologists In the area, whom we had engaged on
a temporary consultant basis.

Our doctor (medical) presented 20 sets of X-rays that had been submitted
by chiropractors. Each film was purported to show a subluxation; in several
instances, four to six subluxations had been diagnosed in a single X-ray.

One after another, each film was placed In the view box. The chiropractic
representatives, including a radiologist of their own selection, were invited to
point out the subluxatlons. Not a single one was identified. Nor did the chiro-
practic representatives offer a solitary comment.

Effective January 1, 19066, the brochure was amended to delete a "Chiro.
practor" in the Plan's definition of a "doctor."

F'AOT SHET-COVERAOE OF CHIROPRAOTIO SERVICES BY THE MEDICARE PROGRAM

THE PROBLEM

Recently, there has been a well financed campaign by the Chiropractic Asso-
ciations to make chiropractic services reimbursable under the Medicare law.
At the present time, the Medicare definition of physician does not include
doctors of chiropractic and thus all ohiropractors in independent practice are
excluded. Services of chiropractors are also excluded from coverage as "other
therapeutic services" since Medicare approved hospitals and extended care
facilities normally do not offer chiropractic services.

It Is the universal feeling by health experts that chiropractors lack the proper
training and background to diagnose and treat human disease. They feel that
chiropractic practice constitutes a danger to good health care since the educa-
tion of chiropractors is substandard and unscientific and that the theory on which
treatment is based Is medically unsound.

CII IROPRACTIO THEORY

T he theory of "subluxation" Is the basis for chiropractic care. A simple
definition Of subluxation would be "an incomplete or partial dislocation."
Chiropractors maintain that subluxation because it interferes with normal
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nerve function is the most significant causal factor in disease and that cures
can be accomplished for practically any human illness by treatment of tile spine
to bring it back into alignment. Thus, though chiropractors concentrate on
musculoskeletal problems, they consider themselves competent to treat a broad
spectrum of diseases. Chiropractors maintain, for example, that conditions such
as diabetes, heart trouble, tonsillitis and cancer can be cured by manipulating
certain areas of the spinal column.

,In over 70 years of existence, chiropractic theory has not demonstrated any
scientific proof for the theory on which chiropractic practice rests. In fact,
chiropractors ignore most of the scientific knowledge about health and medi-
cine which has been painstakingly developed through the scientific process by
careful study and objective research but, at the same time, undertake no basic
research themselves. One of the leading critics of chiropractic theory Is the
American Medical Association but so are the physicians who served on the
Committee for Health Care through Social Security and fought along side orga-
nized labor for enactment of Medicare and who have opposed the AMA on many
issues. Though physicians are often divided on many issues, they are unified
in their opposition to chiropractic theory and practice.

OH IROPRACTIO EDUCATION

Studies of chiropractic education have criticized the lack of inpatient hospital
training, extremely low admission requirements for students, lack of adequate
facilities and lack of national recognition by an accreditation body. There are 12
chiropractic schools in the United States at the present time. All but one
(Palmer) require at least a high school diploma for admission but four of the
schools require only a C average in high school. Not a single one of the chiro-
practic colleges enjoys accreditation by any recognized education accrediting
body In the United States. The Palmer catalogue states no mandatory require-
ments for admission. Three of the chiropractic colleges now require 2 years of
college for admission. Of course, many chiropractors practicing today received
their degrees at a time when requirements were even less stringent than these.
In fact, a number of chiropractors now practicing received their degrees by mail
order. In contrast, 84 percent of students admitted to Medical schools have
bachelor degrees or higher and about 91 percent have B averages or better in
college. In addition, all of them must have had at least 3 years of pre-medical
college training before ehtering medical school.

Presently, all chiropractic schools offer four year courses leading to a Doctor
of Chiropractic Degree. The first half of the four year course deals largely with
science subjects and some outpatient clinical practices are emphasized during the
remaining two years. There is no inpatient or hospital training.

Medical schools also offer four year courses leading to a degree as a Doctor of
Medicine. The first two years emphasize the basic sciences and the last two out-
patient and inpatient training. In addition, all medical students are required
to undergo a 12 month hospital internship followed by a one-to-five year resi-
dency before beginning independent practice.

Evaluative studies on chiropractic education have expressed grave doubts about
the quality of faculty and subjects taught by chiropractic colleges. Many faculty
members with only the Doctor of Chiropractic Degree teach a wide variety of
subjects such as pathology, dermatology, neurology, opthalmology, chemistry,
etc.-subjects in which they have no particular qualifications.

HEW RECOMMENDATION TO CONGRESS

The U.S Department of Health, Education and Welfare reported to Congress In
January 1969, the findings of an Independent unbiased study of chiropractic that
had been ordered by Congress. This report stated:

"Chiropractic theory and practice are not based upon the body of knowledge
related to health, disease, and health care that has been widely accepted by the
scientific community. Moreover, irrespective of its theory, the scope and quality
of chiropractic education do not prepare the practitioner to make an adequate
diagnosis and provide appropriate treatment," and "therefore, it is recommended
that chiropractic services not be covered In the Medicare program."

Nelson Cruikshank, retired former Director of the AFL-CIO Department of
Social Security, was a member of the 18 member Committee that made the study
and concurs fully with its recommendation regarding chiropractors. The American
Public Health Association, a blue ribbon task force to study the problems of
Medicaid and related programs, and the National Council ol Senior Citizens have
made similar recommendations.
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OIJECTIONS TO COVERAGE OF CHIROPRACTIC SERVICES BY TIE MEDICARE PROGRAM

1. Chiropractic theory and practice Is contrary to accepted scientific knowledge
relating to health a1n1( disease. If the basic theory Is false, then logically chiro-
practic diagnosis of the causes of illness Is unrelated to why a person is Ill.

2. Regardless of the validity of its theory, the lack of depth and quality of
chiropractic education inadequately prepares the practitioner to diagnose ac-
curately and to renler proper medical treatment.

3. Coverage of chiropractic services in the Medicare law would mean that high
school gradiiatw. with only 4 years of subsequent chiropractic training of dubious
quality will hw ,ssuniing responsibility for the care and diagnosis of some of the
most difficult problems in Jnediclie-onditions which are often attended by
symptoms in the spine but may be much more pervasive and serious.

4. Since chiropractors are not trained to recognize disease. they may undertake
treatment which could delay a patient from seeing a qualified physician. Early
diagnosis and treatment of many diseases such as cancer may mean the difference
between life and death.

5. Many disease respond to early treatment by certain drugs. Chiropractors
are not trained to prescribe these drugs an(, in fact, are prohilbited by law from
doing so in 38 States.
6. There are no legal barriers to I)robibitlon of coverage of chiropractors in

public programs such as Medicare. A federal court in 1965 held that since the
chiropractic profession maintains that they are competent to treat a wide range
of human illness, they can be required to meet the same standards of education
and training as Doctors of Medicine. This decision was upheld by the U.S.
Supreme Court in 1960.

RECOM M EN DATION

Care of patients should only be entrusted to those who have a sound sleientifle
knowledge of disease and whose experience and competence render them ca-
pable of diagnosing and treating patients by utilizing all the resources of mod-
er medicine. Since neither chiropractic theory nor the quality of chiropractie
clncaton equip chiropractors to do this, the AFL-CIO opposes coverage of
chlropraetle services in the Medicare program.

lie CIAIJRr,\N. 1 hank you very mucli, Mr. Biemiller.
I mnist absent myself a few minutes from this hearing, anid I am

going to turn the Chair over temn orarily to Senator Andersoln, 'who
was your ally in the battle over the i medicare bill down through the
years.

Mr. ]rfE31Lr.El. A valuable ally and a valued friend.
The CI TNir,,. Senator Anlerson.
Senator AX-DERSON. No questions.
Senator Ww1LrA tS. No questions.
Senator BENNEx'iTr. No questions.
Senator AN-DERSON (presiding). Thank you very much, Mr.
B .lhf;; l[IT .ii Thank you, MIr. Chairman.

Senator AXDERSo.N. The next witnesses are from the New Mexico
Foundation for Medical Care.

Dr. Boyden, I am certainly happy you are appearing today, be-
cau5io you have die a fine job in dealing with medical care problem
in your own State.

STATEMENT OF DR. GEORGE M. BOYDEN, PRESIDENT, NEW MEXICO
MEDICAL FOUNDATION FOR MEDICAL CARE; ACCOMPANIED BY
DR. HUGH B. WOODWARD, MEMBER, BOARD OF DIRECTORS, NEW
MEXICO FOUNDATION FOR MEDICAL CARE

Dr. BOYDEN. Thank you, Senator Anderson.
Mr. Chairman. I n George M. Boyden, M.D., of Albuquerque, N.

Mex. I am here today representing the, New Mexico Foundation for
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Medical Care which I serve as president. I am medical director of
Presbyterian Hospital Center in Albuquerque N. Mex.

With me today is Hugh B. Wood\,ard, 1.I)., who is the immediate
past president of the New Mexico Medical Society, a member of the
board of directors of the New Mexico Foundation for Medical Care
and is in the private practice of internal medicine in Albuquerque,
N. Mex.

I want to thank the committee for the opportunity to express our
viewpoints on II.R. 17550. We consider this kro posed legislation of
vital interest to the citizens of the State of New Mexico; therefore,
we welcome this privilege. 1o wish to confine our remarks to the
provision for health maintenance organizations particularly as modi-
fled by the Bennett amendment.

Our position with reference to H.. 17550 is that the encourage-
ment of-health maintenance organizations to function in the medicare
program is too limiting in its scope and does not encompass the
asp rations of the physicians in New Mexico.

New Mexico, being a, rural, sparsely settled State, would be miable
to qualify for the services provided in this act. in a, number of in-
stances. However, the Bennett amendment removes the limitations of
the provisions concerning health maintenance organizations in that it.
provides for the establishment of professional review organizations
(PSRO). This amendment supports a wide choice of organizational
alternatives that are not limited by specific program barriers. Al
outstanding example of professional review organizations as defined
in the Bennett amendment is the New Mexico Foundation for Me(li-
cal Care.

The New Mexico Foundation for Medical Care was organized by
the New Mexico Medical Society to act on behalf of the doctors of
medicine and doctors of osteopathy in the State of New Mexico in
the management of health care systems. Management modalities such
as utilization review, quality evaluation and cost control can most
effecti-vely be performed by the professional review to which the
foundation is dedicated.

The foundation, organized by physicians, offers a means of moni-
toring all phases of health care services. Its flexibility is one of its
virtues.

The application of recognized standards is of paranount impor-
tance to a foundation 1)rogram. The development of standards of
health care assures the highest quality of care to the recipient at a
reasonable expense. The overriding factor of these standards is that
they are developed by the actively practicing professional people for
their use in the local area.

Standards are administered by the foundation peer review com-
mittees comlposed of practicing professionals and are used to identify
cases that require further scrutiny by the professional review
committee.

The standards are as much concerned with underttilization as with
overutilization. A byproduct of the development and implementation
of standards is the" institution of continuing professional education
programs.

One of the tools of a professional review committee is the profile
system. There will be a profile which delineates all health services
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received by the patient and a profile of all services rendered by eachprofessional provider. These profiles provide a systematic means ofhighlighting patterns of care in professional encounters which may
require further examinations by peer review committees.The standards of care and the profile system help assure a review
program which is objective and nondiscriminating with respecA toproviders of care. Because it is administered by professionals, therecipients are assured of high quality care as measured by professional
judgment of medical need.

It is essential in order to enforce and update standards of servicethat the total claims processing be performed by the foundation.From this total claims processing program, the integrity of the profilesystem is maintained. From the same data system which produces the
profiles under direction of professionals, community norms of prac-tice are revealed an( variations subjeded to professional scrutiny.The foundation enhances the free choice of physicians, hospital,pharmacy, and other providers of services. The performance of mem-bers and nonmembers of the foundation will be measured by the same
criteria.

Appi,,priate appeal mechanisms will be developed by the founda-tion to assure all providers of care equal treatment without discrimi-
nation.

A foundation program need not be limited to the role of a pro-fessional standards review organization. Its scope and aspirations maybe much broader.
The foundation provides a means of involving individual practi-tioners and groups of practitioners in large-scale prepayment experi-mnents. Notation is made of the authorization of demonstration proj-ects in the Bennett amendment.. This section appears overly restric-tive in limiting reimbursement amounts for demonstration projects tothe per capita costs in the 12-month period prior to the effective dateof t le project. Preferably, some allowance should be made for in.flation and increasing costs, over which the contractor has no direct

control.
We do not pro ect that the New Mexico Foundation for MedicalCare will solve ail health delivery problems; however, we are con-vinced that by the careful application of standards of care and closeenforcement of these standards that the health care dollar and avail-able health resources will be more efficiently utilized.
The New Mexico Medical Society developed the Foundation forMedical Care to be of service to the citizens of the State of New Mexicoand we stand ready to serve at this moment. The obstacle to perform-ing this service is the lack of funds to assist in the development of ourprograms so that we might respond to the need which is so clearlyevident. We urge the committee to include a provision in IRJR 17-550for the granting of development funds to organizations demonstrat-ing a capacity to act as we have outlined above.
Mi. Chairman we thank you for this opportunity. Dr. Woodwardand I wilf be delighted to answer any questions the committee mayhave.
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Senator ANDERSON. You have made some comments on the Bennett
amendment. Would you care to amplify them a little bit?

Dr. BOYDEN. Pardon me?
Senator ANDERsox. Would you care to amplify your comments on

the Bennett amendment.?
Dr. WOODWARD. I think I could respond to that, Senator Anderson.
The Bennett amendment, very appropriately, provides for the

modalities of the review mechanism that our New Mexico Foundition
is based upon, and we strongly support the Bennett. amendment.

Senator ANDESoN. Thank you.
Senator Williams?
Senator VILLIAMS. No questions.
Senator ANDERSOX. Senator Bennett.
Senator BENNvrr. Thank you, Mr. Chairman.
I appreciate those kind words in favor of the amendment that I

helped work out.
What do you think would happen if we did not have such a system

of review and check on utilization?
Dr. WOODWARD. I think this review has to be carried out by someone.

I think it is an essential element of any program, and, in our philoso-
phy, the closer to the delivery of service this review can be carried out,
the more attention there will be and the more directly related to the job
at hand.

Senator BENNFJLTr. Then, can you think of any other group that
would be more effective and more appropriate ias a basis for a review.

Dr. WOODWARD. I can answer that in a loud "No."
Senator BENNEmI. Thank you very much.
Senator ANDERSON. I have a couple of questions that the staff will

ask.
STAFF. Senator Anderson has a question here. Do you believe most

doctors will cooperate with your foundation?
Dr. WOODWARD. During Oie past 18 months, I have discussed our

New Mexico foundation in every county medical society. The author-
ity to establish a foundation was grtinted by our house of delegates
meeting in May, and the affirmative vote was 90 percent affirmative.

In discussing this with my associates throughout the State, I find
that they are most supportive of this approach to the problems.

STAFF. The second question was: Do you think this program of
on-going review can reduce medicare and medicaid costs and improve
the quality of car ?

Dr. WOODWARD. I think the improvement of quality is the enyphasis
of the product that can come from this approach to review mecla-
nisms. The addition of physician review of the scope that we have
defined will add some administrative costs, but the assurance of
quality and the assurance of payment for needed services will, in the
long run, allow us to use the health care dollar to the best advantage
of the recipients.

Senator ANDERSON. Thank you very much. Thank you for your
testimony.

Dr. Robert A. Chase.

47-530---0-7O-pt. 2-9
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STATEMENT OF DR. ROBERT A. CHASE, CHAIRMAN, COMMITTEE
ON MEDICARE AND MEDICAID, ASSOCIATION OF AMERICAN
MEDICAL COLLEGES; ACCOMPANIED BY CHARLES D. WOMER,
DIRECTOR, YALE-NEW HAVEN HOSPITAL, AND DR. ROBERT
STONE, DEAN, UNIVERSITY OF NEW MEXICO SCHOOL OF
MEDICINE

Dr. CHASE. Mr. Chairman, I am Dr. Robert A. Chase, chairman of
department of surgery at Stanford Uniersity School of Medicine.

Sitting with me is Charles Womer, director Yale-New Haven
t1ospital, and Robert Stone, dean, University of kew Mexico School
of Medicnie.

I am testifying today as chairman of the Association of American
Medical Colleges Committee on Medicare and Medicaid.

Te association represents all of the Nation's 105 medical schools,
389 of our leading teaching hospitals, and 34 academic societies from
both the basic sciences and clinical disciplines.

Teaching hospitals represent 6 percent of all hospitals but 21 percent
of available acute hospital beds in the United States. Teaching hos-
pitals handle 22 percent of hosl)italized patients in the United States
and run an occupancy rate of 82 percent which is higher than all hos-
l)itals of the American Hospital Association.

Because of this broad representation, I believe we can speak for the
typical academic medical center which includes the medical school, the
faculty, and the teaching hospital.

We are very pleased to present today the association's views on
H.R. 17550, bill amending the Social Security Act which, among
other things, is designed to make improvements in the medicare
and medicaid programs.

1Prior to our comments and observations on specific provisions con-
tained within that proposed legislation and its subsequent amendments,
we would like to make a few general statements relating to the effects
and implications which the medicare and medicaid programs have had
on the Nation's academic medical centers.

First we wish to state that we believe the medicare program has been
succesSIul in serving )art of the purpose which the Congress intended.
The aged people of t ie country have received needed care and more
importantly, they have had access to this care in a manner never before
available to them.There lavo been some discrepancies between congressional intent

and actual effect of the SSA interpretation of the legislation inreimbursement to teaching medical centers. The variety of ways med-
ical staffs in academic mnexical centers are organized to provide patient
care (toes not always fit the federally established requirements for pay-
ment, as specified in existing legislation. We believe it imperative to
epllhasize that the majority of medical schools and teaching hospitals
in implementing the regulations did so in a manner which they believed
to be in accord and consistent with the intent and spirit of Congress
and the administration.

The prime purpose of the medicare and medicaid programs is to
upgrade the health care provided to our indigent citizens as well as
our elderly citizens, irrespective of their economic means. Since many
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medicare and medicaid beneficiaries live in large, center-city areas
with few, if any, family doctors, tile people are dependent on municipal
teaching hospitals for medical care. These institutions have been
chronically underfiuanced and the professional medical care provided
has traditionally been through interns and residents. These physicians
il programs of graduate specialty education were supervised to a
variable degree either by medical school faculty or by physicians in
private practice.

With the advent of medicare and medicaid new patterns of carebe-
gan to evolve in many urban teaching hospitals. The availability Of
funds for medical care has provided both the incentive and the fl-
nancial means for instituting a variety of new systems which more
directly involve senior, attending physicians continuously in the care
of patents individually or as regular members of the medical care
team.

Officials in the Social Security Administration, Congressmen in
the house Ways and ieans Coinmmittee, and professionals in the field ofmedical -care delivery seem to agree with -is that team care as offered
in the teaching centers is of highest quality. The) also agree that such
teaching hospitals offer the most intriguing possibilities for innova-
tions in professional care coverage and reimbursement. Any system
of remuneration .which puts a premium on withholding patients" from
the teaching setting or precludes any deviation from the one-to-one,
physician patient, fee-for-service system not only threatens the supply
of well-trained specialists and hampers innovation in health care
delivery, but it also deprives patients of some of the best medical care
available.

It is in this spirit, Mr. Chairman, that we offer the following specific
recommendations on specific items contained within H.R. 17550 and
its amendments.

First., I would like to address myself, on behalf of our group, to
section 2'26, "Payment for Services by Teaching Physicians Under the
Medicare Program."

There has been widespread recognition of the diversity which ex-
ists with respect to the organizational and financial relate ionships re-
garding attending physicians in teaching settings. The nature of
this understanding is amply documented in two recent congressional
reports:

(1) The report. of the staff of the Senate Finance Committee dated
February 9, 1970, notes: "The staff is aware that the involvement of
teaching physicians in direct patient care varies with respect, to a
given patient from none to extensive."

(2) The report of the Committee on Ways and Means which ac-
coipanied UI.R. 17550 recognized and commented specifically on the

widow variety of teaching arrangements."
Additionadly the Department of Health, Education and Welfare

comments on the Senate Finance Committee staff recommendations
for changes in medicare and medicaid noted: "However, it may well
also be appropriate to modify the medicare reimbursement provisions
so that they are more responsive to the unique practices and policies
of some of theteaching institutions."

In reimbursimng the physicians' services in the teaching setting, the
fundamental dilliculty has been to develop appropriate criteria to
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distinguish between a physician's teaching services which can be cov-
ered only1 under the hospital insurance program on a cost basis (part
A) and his personal services to patients which can be reimbursed
under the medical insurance program on a reasonable charge basis' (part
B). We believe the criteria for distinguishing between teaching and
patient care needs to be responsive to the House Committee on ways
and Means' acknowledged "wide variety of teaching settings" in which
physicians both practice and teach simultaneously.

At one end of the continuum there is the teaching hospital with
an almost. exclusively charity clientele in which the treatment of the
beneficiary may substantially be the responsibility of the house staff,
that is, interns and residents; in such hopsitals some teaching phy-
siciais have traditionally had the exclusive role of teacher and super-
visor. At the other extreme, there is the community hospital with,
residency program which relies on the private patients of teaching
physicians whose primary activity is private practice.

The pressure of private patient demands, as a reflection of socio-
logical, organizational and technological changes, has required that
practicing physicians who formerly had substantial time available
for charity care now must spend more time in their own private prac-
tices. In essence, the volmtary faculty physician in the teaching set-
tig has found it. increasingly difficult to provide professional service
to indigent patients without receiving some financial compensation.
The effective utilization of the physician's time has become such all
important factor in his continued fiscal solvency that lie can no longer
afford to give it. away. Charitable institutions faced by rising costs
from long overdue wv'ge adjustments and inflationary pressures can-
not afford to purchase tle physician's professional services and then,
in turn, to make these available free to their indigent clientele. How-
ever, institutions which have evolved modern management and ac-
counting procedures, if they have the opportunity to obtain compen-
sation for care provided to indigent patients can purchase professional
services with which to provide the care. Adequate controls might be
included to monitor for the indirect costs of this essential middlenmn
activity.

The salaried faculty members similarly found that, because of in-
creasing demands made by their responsibilities for administration
and professional management, the demands for their time by house
staff and students, the need to engage in productive research as a requi-
site of academic achievement,, coupled with a serious lack of funds on
the part, of the institution to meet. the level of salary necessary to re-
cruit and maintain a properly qualified staff, it is necessary to recog-
nize in their compensation time devoted to the care of the indigent
patient.

Our recommendation is as follows:
We are very pleased, Mr. Chairman, to note that the House Ways

and Means Committee in section 226 of H.R. 17550 addressed proposed
legislation to the reimbursement of teaching physicians under the
medicare program. We must emphasize, however, that due to the wide
variety of teaching arrangements, we believe it is imperative that. the
Secretary be legislatively permitted to develop and implement several
optional methods of reimbursing these physicians who simultaneously
practice and teach. We believe that certain underlying principals
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which would, among other things, insure that no institutional double
billing is accomplished and that the medicare beneficiary receives a
comparable level of care to that rendered by the physician to his other
patients need to be legislatively reaffirmed. But we would uirge for
your consideration the proposal of options referred to above which we
believe would provide for a resolution of the existing problems in the
reimbursement of attending physicians in the various teaching
settings.

We have appended to this testimony four such options. I will not
read them at- this point, but I would urge that the committee And staff
seriously consider them. We would be most pleased to work with mem-
bers of this committee and its staff to provide further clarification of
these proposals.

It is once again, necessary to emphasize that the association be-
lieves that because of the variability of circumstances and situations in
different teaching settings, each of these approaches should be legis-
latively permitted. Not one of the options should be considered as
being preferentially endorsed by the association. It must be empha-
sized that each of these recommendations would, we believe, fulfill
the intent of the law and would insure a high quality of care for each
medicare beneficiary admitted to a teaching institution where the team
approach to care is a hallmark.

We would be glad to answer questions as we go along, or we will
address ourselves to a couple of other amendments that have emerged
in this bill.

Senator ANDERSON. Go right ahead.
Mr. CHASE. I would like to address myself to the Bennett amend-

mnent in the legislation, Amendment No. 851.
This amendment provides that professional standards review orga-

nizations would be established in each area of the country with Secre-
tary giving priority to designating qualified local medical societies
as those review organizations. The on-going review, which these or-
ganizations would undertake, would involve maintenance and regular
examination of the need, quality and efficiency of care given the bene-
ficiaries. Additionally, the professional standards review organiza-
tions would be responsible for approval in advance of all elective ad-
missions to hospitals and nursing homes. There would be additional
review and a requirement or approval by the professional standards
review organization where a physician desires that his patient remain
in the hospital beyond the average stay established as norm for care of
patients wIth specific illnesses.

We recommend the following:
Senator Bennett has suggested that his amendment might be further

refined and improved on the basis of comment during these hearings,
and we respectfully suggest that we support the principle but do sug-
gest some changes in the substance of his amendment to cope with
certain hypothetical and real problems that may arise as undesirable
side effects of some details of the amendment as proposed. W1e are
acutely sensitiveto any detail in the designations and implementation
of standards review organizations whici may, in reality, interfere
with delivery of efficient, economical, high quality care to beneficiaries
as it attempts to assure just the opposite cii cumstance.
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For example, iii a teaching hospital where the mechanism for
standards review already exists and is implicit in setting an example
of care excellence, it seems reasonable to make use of it, rather than to
build an additional mechanism to carry out precisely the same task.
Those of us who serve in teaching hospitals would welcome additional
review and audit but to insist that it l)e prospective seriously would
impede our efficiency in Care. delivery. At (he very least, tilereforo,
it would seem appropriate to allow'institutions with such existing
organizations for peer review the right to use this in-house mechan-
ism to permit elective admissions by determining medical necessity,
appropriateness of use of the facility and the assurance of service
quality.

Pati'ents arriving at teaching medical centers frequently come from
a great distance, referred in by physicians who, for a variety of rea-
sons, wish to have the patient receive care in such a center. If, after
the patient is seen, admission for therapy is appropriate, such patients,
under the best possible circumstances, may best be admitted on the
spot. It is cumbersome, inefficient, and not in the best interest of qual-
ity care to delay admission for review and approval by an external
body. It is unrealistic to expect that an external professional stand-
ards review organization could efficiently enough discharge such an
obligation that it would avoid seriously impeding the )atient's receipt
of quality care.

Activities of such an in-house group ought regularly to be audited
and reviewed to see that it abides by all of the standards and principles
outlined under the norms of health care set. by Senator Bennett's
amendment. What I am suggesting might already be possible within
the amendment as written.

In the amendment, section 11b4(d) may be interpreted in a variety
of ways, and I should like to clarify tfie intent of the paragrapht.

Surely, there is no quarrel with the notion that duplication should
be avoided. When the professional standards review organziation
already exists and its performance equals or exceeds the standards
set byl the amendment, may tile Secretary designate it as the PSRO,
as provided for in 1152(h) (i) (E), "Such other public, nonprofit
private or other agency or organization which the Secretary deter-
mines in accordance with criteria prescribed by him inl regulations to
be of professional competence and otherwise suitable?" I presume
not, since (c)(1) gives clear priority to the nonprofit. professional
society.
Udier this amendment,, existing efficient PSIRO's face obligatory

replacement where a medical society exists. This, in fact, forces diu-
plication of function in institutions \vhich insist on standards exceed-
mg those outlined in the amendment and which monitor care using
their own review bodies. If it is the intent of the legislation to place
constraints upon the Secretary by such strict priority rather than to
allow him to designate the PgRO which he feels is mtiost, effective, the
intent discriminates against organizations which have assumed great-
est responsibility for standards control in some areas. I refer back
to the testimony you just heard from the *Yew Mexico Foundation
for Medical Care. That is, obviously, a high quality group which
does clearly fit the Bennett amendment quite nicely, and I think this
would be an excellent PSRO group for New fexico. The same thing
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exists, it just so ha ppens, in our own county, Santa Clara County,
where there is also a Poundation.

My concern is that the Secretary might be locked into 'a priority
of choice to choose such a group or to set up such a group when, in
fact there may be au effective P9RO already in existence.
The other question I would like to pose for clarification is whether

or not, a group like this New Mexico group or any group from a
county medical society could, in fact, delegate this responsibility to an
in-house group or person.

I am concerned that tho development of professional standards re-
view organizations may not be responsive to the needs of medical
centers which wish to experiment with innovations in delivery of
services. Graded care, prophylactic measures, special less costly med-
ical center hoptel development and use, and deviation from traditional
reimbursement methods must not be impeded by a possibility biased
group of nonteaching physicians making up tie PSRO.

Finally, it is our view that the principle of peer review is appro-
priate, must be carefully worked out,, but it must guard against re-
view by, individuals or institutions with a vested interest while, at the
same ime, it should not place decisive authority in the hands of
individuals or groups who carry no legal responsibility for decisions
affecting care of beneficiaries.

For example, in the event that elective admission is disallowed
after it is recommended by a patient's physician and some complica-
tion arises attributable to lack of treatment by disallowance, the hos-
pital is traditionally liable, not the medical society. Perhaps, this
responsibility, as well as the authority, should be placed upon the
review committee. It seems unreasonable to give the PSRO the au-
thority and then cloak it with protection against legal recourse.

Shall I go on, or would you like to discuss them?
Senator BENNE'Pr. Mr. Chairman, I would like to discuss it.
Dr. CH4ySE. Yes.
Senator BFNxNr. I want to respond to you, but I think you have

completely misread the Bennett amendment.
The Bennett amendment does not require the Secretary to appoint,--

first, the county medical society. It. suggests that that may be a most
appropriate thing to do, but it suggests alternatives.

I would think that if you had a situation in which a teaching hos-
pital was the dominant medical group in a community or area, he
might well appoint the staff of the teaching hospital as the basis of
his peer review.

That is one comment.
Now, you used the word somewhere along the lineDr. CHsE. Senator, may I respond to that?

Senator B,,,.-NIr. Yes.
Dr. CHASt. That pleases me very much.
I have clearly misread the legislation. It is drawn from the follow-

ing statement:"In making such agreement, the Secretary would give,
first, priority to the local medical societies or subsidiary organizations
which represent it substantial portion of the physicians in the area.

Senator BEN1;sNmr. Maybe the word "priority" needs to be looked
at. It does not mean that'le is locked in. If there is a medical society,
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lie may find, in his opinion, it is incoml)etent or that there is a better
alternative.

Also, I would think, as a pragmatic proposition, if, in a big teaching
hospital, you had adequate internal review, the medical society or the
peer review organization selected would be very happy to avoid the
responsibility of duplicate review and probably occasional audit-type
checks.

I am sure you can understand the fear that an in-house group like
this might be inclined to be so defensive that they would suppOrt
anything their members (lid against anybody from the outside. his
has been part of the problem that generated this whole situation.

Dr. CHAs E. I can understand that point of view very clearly, and
none of our teaching hospitals would object in any way to a peer re-
view. But the "R" in PSRO does stand for review not for prospective
decisions, and it. is our concern that, perhil)s that a prospective decision
might conceivably put the PSRO in a difficult position; that is, in
the example that I mentioned, that a review by the PSRO, coming to
a decision for nonadmission prospectively, could, conceivably, create
legal coin plicat ions for the PSRO itself.

Senator BE N NE-V. It, is my understanding that we are not concerned
with nonadmission; we are concerned with nonpayment, which is the
same situation that an insurance company now finds itself in. The
physician can go ahead and admit his patient, without any question,
ut there may be a question as to whether, under the laws or under the

rules, this service should be paid for by the system.
Dr. Clrsy Sir, I would like to ask Charles Womer, if, under circum-

stances like this, where a physician made a decision to admit the pa-
tient, the hypothetical situation which is unlikely to occur but it may,
where a physician has made a decision for admission, the PSRO dis-
qualifies that admission, what would be the stand of the hospital ad-
ministration, and who would be responsible for reimbursement of the
hospital under the circumstances?

May I ask you that, Charlie?
Mr. WAoxif.". We will have-to bill the patient.
Senator BENN .-. That, is right.
Mr. W1Ormt. I am also concerned, as l)r. Chase has mentioned that

many of our teaching hospitals operate as re tonal referral centers, and
a good many patients come from outside thelocal area.

To require the advance approval of a PSRO for a patient who is
traveling 50 miles, 100 miles, to come to the hospital, to see his physi-
cian to whom lie is referred, who, then), wants him admitted, but you
have to send the patient home again until you get PSRO approval,
that seems to place an unnecessary burden and cost onl the patient. "

Dr. CAsAE. I would amplify that by saying that that problem would
be solved quite nicely with what Senator Bennett has said, that that
could be delegated, at. least, to an in-house review body by the PSRO,
no matter what the designation of the PSRO was.

Senator B.Njvxi.r. Yes, subject to some kind of an audit.
Dr. CIAsE. Right..
Senator BFANNETT. But I understand the State of California is going

to require that kind of a review oii all Medicaid patients after the first
of the year.

Dr. ChAsE. That is correct ; yes, sir.
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Senator BEN,M-T. So, you already have the problem.
Dr. Cxi4~sy. But the source of the appointment, to the PSRO has not

been clearly determined.
Senator BF.NNm.T. It is my impression that the language will give

the Secretary sufficient latitude. Take in State of Utah. We probably
have only tlre counties in the State w ere there is a medical group
large enough to form the basis of a PSRO and probably the Statemedical association will stop in to review activities in the 0ther coun-

ties. In order to do t)at, in terms of distance and time, you have to
have latitude. I do not think the intention of the legislation is to be
very rigid. It, is to make it, possible to get adequate review and to pre-
vent the kind of situation that. we have had from time to time.

Dr. CIsIAs:. I am comforted by your statement, Senator. I would say
I would emphasize again, that, we clearly agree with ,the princil)les oi
the Bennett amendment, and we are only haggling over some details of
administrative management.

Senator BF. '. Thank you.
Dr. C114 s,. May I go on, Senator?
May I go on to other remarks?
Senator AERasoN. We have a long program today.
Dr. CirmsE.. Yes. We have written the testimony concerning section

222 and 239, and if you would prefer that we present it to you in writ-
ing, that will be fine with us.

Senator BENN,.N-rrrr. It is jist as effective.
Dr. Cirs,. Thank you, sir.
('I he comments of Dr. Chase on sections 222 and 239 follow:)

SEcTroN 222 EXPERIMENTS AND DEMONSTRATION PROJECTS IN PROSPECTIVE REIMt-
BURSEMENT AND To DEVELOP INCENTIVES FOR ECONOMY IN TIlE PROVISION OF

HEALTH SERVICES

This section of the bill Includes authorization for the Secretary to engage In
experiments and demonstration projects involving negotiated rates, the use of
rates established by a State for administration of one or more of Its laws for pay-
ment or reimbursement to health facilities located in such states. We were par-
ticularly grateful to note that the Report accompanying 1I.R. 17550 made specific
mention that this section of the amendlnent will permit experimentation in "al-
ternative methods of reimbursement with respect to the services of residents,
interns, and supervisory physicians In teaching settings."

As we have previously testified before this Committee's Subcommittee on Medi-
care and Medicaid, we believe this increased authority to be imperative. In testi-
mony of June 3rd, before tlt Subcommittee, ve stated, "One area that shows
particular promise for strengthening this access point lies in experimentation and
innovation with methods of delivery of medical care, specifically with regard to
the provision and reimbursement of surgical or medical services In a teaching
setting." As we understand it, this section of the amendment does provide this.
We are concerned, however, about another feature incorporated within this
amenment which provides that such experiments and demonstration projects
may be initiated only after the Secretary obtains the advice of specialists and
after a written report containing a full and complete description of each project
has been submitted to the House Ways and Means Committee and the Senate
Finance Committee.

RECOM MEN DATION

We would recommend that because of the very nature of experiments and
demonstrations and the fact that they usually require a limited financial outlay

that they not be Impeded by burdensome and restrictive approval requirements.
The establishment of a system of annual reports by the Secretary of the House
Ways and Means Committee and the Senate Finance Committee should suffice
to keep these conmnittees and Congress fully informed.
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SEtrrioN 239--PAYMENTS To HEALTH MAINTENANCE OROANIZATIONS

This section would amend the existing law to permit the Medicare beneficiary
to have a choice of continuing under the present Part A and B arrangements or
electing the option to receive their health care through a health maintenance
organization. Under such health maintenance organization each enrollee would
r( eive a guarantee that all services covered under Parts A and B of Medicare,
plus preventive services will be available. The amendment provides for a health
maintenance contract calling for payment of a fixed annual sum negotiated in
ordinance at a price less than the government presently pays for Medicare benefits
in the locality.

RECOMMENDED POSITION

The AA3MC is extremely concerned about the following features of this
proposal:

1. There is a serious omission In terms of funding the developmental or "risk"
financing in support of the establishment of such organizations. Evidence, which
has been generated In those medical centers that have undertaken such activities
indicates that the initial "start-up" costs of such programs are very substantial
and well beyond the capability of the medical center itself to underwrite.

2. The reimbursement proposal indicates that payment from Medicare, for
services rendered to beneficiaries would not only be directly negotiated, but
that they would be based on average payments made uder -Part A and B. We
believe that with the development of a system of geographic "averaging" of
costs, It is very doubtful that an equitable pattern of reimbursement to teaching
hospitals can be obtained.

(It does not have an average patient population-emphasis on costly com-
plicated serious care problems.)

Senator ANDISON. Dr. Wurzel, go right ahead.

STATEMENT OF DR. EDWARD M, WURZEL, EXECUTIVE DIRECTOR,
AMERICAN ASSOCIATION OF MEDICAL CLINICS

Dr. WVURZEL. Mr. Chairman and members of the committee, I am
grateful for this opportunity to provide this testimony.

I am Edward MI. Wurzel, the executive director of the American
Association of Medical Clinics, with headquarters in Alexandria, Va.

The American Association of Medical Clinics is a voluntary, non-
profit professional association re resenting approximately 10,000
physicians in 260 group practices located in 41 States; there is one
Canadian member clinic. AAMC members treat about 17 million pa-
tients annually.

The association was formed in 1949. Its objectives include elevating
the standards of medical practice in clinics, improving graduate educa-
tion and research in medical group practices, increasing scientific
knowledge relating to group practice, and providing tAo-way com-
munications between the legislators and regulators in the health field
and the physicians and other professionals engaged in the group prac-
tice of medicine. AA fC maintains an accreditation program, pub-
lishes a monthly journal, Group Practice, an annual directory and
topical bulletins as indicated, sponsors national and regional conven-
tions, has an associated research foundation, and supports 17 commit-
tees in fields of appropriate interests. The association is currently
deeply involved in many efforts designed to improve the health care
delivery system.

AAAC member clinics fall into four categories of membership,
ranging in size from three physicians to over. 1,300 physicians. It in-
cludes medical centers renowned for their clinical excellence, their
research contributions and their teaching record. The world's largest
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center for postgraduate medical education is a member as are both the
Largest prepaid and fee-for-service group practices in the country. The
majority of members are multispecialty, fee-for-service groups but
there are also single specialty groups, prepaid groups and some groups
that combine fee-for-service and prepayment. Many of these groups
were organized fifty or more years ago. Their composite experience
represents a most noteworthy, naturally occurring experiment in the
history of health care delivery. They have solved a multitude of orga-
nizational problems and made significant contributions to both te
science of medicine and the distribution of health care.

The testimony of this association today concerns only that section
of H.R. 17650 dealing with health maintenance organizations, since
this is the area where we have unique experience.

After careful consideration the American Assooiation of Medical
Clinics has concluded that the HNIO concept should be stronglysup prted.

The HMO is judged to be a a highly desirable method of aiding the
health care delivery system to make full use of the scientific technical,
social, political, economic, and administrative forces available to it.

With such full utilization, present deficiencies in the system can be
eliminated. The improved system-which can be developed is expected
to supply health care services high in quality and sufficient in quantity
to meet the needs of society. Furthermore, these services can be avail-
able when and where needed, provided in a manner acceptable to the
recipient, at a cost that is reasonable.

It is not our contention that these benefits can be expected from
HMO's alone. Rather, in our judgment the HMO will serve not only
as a catalyst but more importantly will provide a continuing source
of both eertgy and guidance to stimulate appropriate elements in the
professions involve(- Stimulate them to hea thy competition, to wise
innovation, to continuing evaluation and to adopt demonstrated ira-
l)roveements as they develop.

HMO's provide for both public and private efforts and in the judg-
ment of AAMC this is a critical virtue. The role of private enterprise
in the health care system must be preserved. And just as importantly
the role of public or government efforts must be recognized. Better
definition of these roles with constant reevaluation and adjustment is
needed. While the present legislation does not address this problem
directly, it will provide data and stimulation for subsequent legislation.

AAMC interprets the HMO proposal as a sincere invitation to those
now engaged in delivering health care to participate in planning and
executing the shape of their profession for the future. This is a most
important aspect of the plan. liMO's insure wise and rapid improve-
ments in the system because chmaingjes will be directed by trained pro-
fessionals with actual experience in the delivery system. On the other
hand, it does not preclude the possibility that unconventional ap-
proaches might. lead to significant improvements. It assures the bene-
nis of evolution but does not preclude the possible advantages of some
revolutionary approaches. The main body of the present delivery
system will be protected and its evolution stimulated, but a number
of unorthodox systems can be tested.

This flexibility and broad capacity to accommodate a large variety
of patterns for the delivery system Is one of the critical strengths of
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the HIMO concept.. It, provides an excellent framework within which
physicians and their colleagues on the health care team call evolve
a better system to provide adequate high quality care, where and
when nee ed, acceptable to the recipient and at a reasonable cost.
It provides applropriate roles for experienced health care professionals
to l)articil)ate in both the planning and the delivery of health care
as either a private or a public function. It assures 'that the current
s-ystem will not be scral)ped before a better one is available but yet
encourages bold experiments to achieve stated goals. It, provides for
multiple- approaches avoiding tie danger's of creating a monolithic
monster. It provides for participation'by local as well as Federal
Government.

That these are tile criteria of a good system in the judgment of this
association can be judged from a recent editorial in our journal which
included under tie title, "A Credo for Our q'imes ... ", tile following.,
and since you gentlemen have this, I will not take the time to read
our credo, but I will continue.

Convinced as we are of its overall value, we womld like to share
with the committee some of tile (langers in the IMO concept which
we evaluated before reaching our present position of strong Supl)port.
We considered the general effects of HM0's on quality and costs of
health care and the specific problems lMO's posed for our members
in matters of patient. referral and the cost, of out-of-area coverage and
major medical liabilities. I will attempt very briefly to state our
considerations and conclusions.

QUALITY OF CARE

This association has valuable experience in defining and evaluating
the quality of health care. Standing committees on both professional
standards and credentials have been active since the association was
founded. More than 15 years were spent in developing an accreditation
program which is now entering its third year of operation. Our studies
and experience show that there is no single more important factor
in assuring high quality health care than the education and ethics
of those providing and giiiding the care. We are confident that adequate
safeguards will be included in the legislation and subsequent, regula-
tion to guarantee that. only properly trained professionaIls with tin-
questionable ethics will participate in these programs.

AAMC relies upon the wisdom of gov-ermnent, to utilize the resources
of established national organizations with capabilities and experience
in reviewing and certifying health care activities to prevent any loss
of quality in the HMO. I addition to techniques for evaluating the
qualifications of the individuals providing health care, AAM C has
established methods for assessing other evaluators of the quality of
health service; these include audit, and peer review, study of tile health
record, direct. and indirect. observation, study of (liagnostic and thera-
peutic practices both theoreticall, and by consideration of their end
results. These techniques and services are available to those who will
be concerned with assuring that only high quality health care will be
provided through UMO's.

Tile possible bias toward lessened quality which some fear may be
fostered by time prepaid aspect of HM0's was considered but ruled out.
In the filrt, place it. has not occurred in the existing high quality pre-
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paid group practices. Further, the constant peer review and high
visibility of professional activities inherent in )roperly supervised
grou) practices militate against any fall off in quality. Finally, the
existence of effective evaluating techniques mentioned before will
quickly reveal any quality defects that might develop.

COSTS

Accreditation of a group practice by this association is granted if
it is adjudged to meet. the program's high standards in each of four
categories. These categories are quality of services provided, the degree
to which the potential benefits of group practice are achieve(, the most
effectiveness of the group's activities, and the absence of any practice
which might tend toward l)atient exploitation. Thus we have a wealth
of experience on the costs of health care in group practice and its
comparison with costs of other modes of delivering health care. This
experience shows that the dollar costs per visit per patient are ap-
proximately equal in group l)ractice and solo practice but that the
services provided per dollar cost are significantly higher in group
practice. At. this Point we are justified in assuimngtl at the group
practice element of the LIMO decrease service cost. The effect of the
prepaid mode on costs should be to further lower them by allowing the
HMO to provide services to the ambulatory patient for which he is
now being hospitalized. This source of saving is considered both cer-
tain and significant.

It remains to be demonstrated what other sources of savings may
result from repaymentt. H-owever, the two sources mentioned above
are not inconsiderable.

The possibility that, costs to the Government will be raised by driv-
ing higm risk and/or high user l)atients out of the lIMO, thus raising
the extra HMO costs on which HMO renumeration is figured and giv-
ing the HMo more money for less work, is considered very unlikely.
Statistically, there is little evidence that wide variations of use exist
for large numbers of users. The same forces would have acted in cur-
rently operative prepaid groups but have not. appeared. An overt act
on the part, of an HMO to profit by such a device would be unethical
and so visible that it would not, be counternanced. The entire argument
is considered ingenious but unconvincing.

Senator Bx r. I wonder if )ur. 1Vurel would consider putting
the rest of his statement in the record. He has already talked nearly
20 minutes, and we have about six more, witnesses.

Dr. WURZEL. I wonder if I could be allowed to just. make the point
about referrals, which is important to us.

Senator BEnNTr. 'Well, can you make it short,, two or three pages?
Dr. WUZELI. I will indeed. I will make it. as short as I can.
We believe that the.current law will militate against prereferrals

because the HMO will have to pay for the cost of referral. We think
this has a tendency to deprive the patient of necessary referrals and
also to dry up the source of patients upon which our great referral
centers depen-, and we think this a defect in the law tAat lifas to be
remedie(d.

Senator ANDERSON. Thank you very much, Doctor. Are there any
further questions?
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(The prepared statement of Dr. Wturzel follows. Hearing continues
on p. 475.)

STATEMENT BY EDWVARD M. WUBZEL, M.D., EXECUTIVE DIREcTOR, A MERICAN
ASSOCIATION OF MEDICAL CLINICS

I am Edward M. Wurzel, M.D., Executive Director of the American Associa-
tion of Medical Clinics, with headquarters In Alexandria, Virginia.

The American Association of Medical Clinics is a voluntary, non-profit, profes-
sional association representing approximately 10,000 physicians in 250 group
practices located in 41 states; there is one Canadian member clinic. AAMO
members treat about 17,000,000 patients annually.

The Association was formed in 1049. Its objectives Include elevating the
standards of medical practice in clinics, improving graduate education and re-
search in medical group practices, increasing scientific knowledge relating to
group practice, and providing two-way communications between the legislators
and regulators in the health field and the physicians and other professionals en-
gaged in the group practice of medicine. AAMO maintains an Accreditation Pro-
gram, publishes a monthly journal, GROUP PRACTICE, an annual Directory
and topical bulletins as indicated, sponsors national and regional conventions,
has an associated research foundation, and supports 17 committees in field of
appropriate interest. The Association Is currently deeply involved in many efforts
designed to improve the health care delivery system.

AAMC member clinics fall into four categories of membership, ranging in size
from three physicians to over thirteen hundred physicians. It Includes medical
centers renowned for their clinical excellence, their research contributions and
their teaching record. The world's largest center for post graduate medical edu-
cation is a member as are both the largest prepaid and fee-for-service group
practices in the country. The majority of members are multispecialty, fee-for-
service groups but there also single-specialty groups, prepaid groups and some
groups that combine fee-for-service and prepayment. Many of these groups were
organized fifty or more years ago. Their composite experience represents a most
noteworthy, naturally-occurring experiment In the history of health care delivery.
They have solved a multitude of organizational problems and made significant
contributions to both the science of medicine and the distribution of health care.

I will not take further time before this committee to provide additional de-
tails about the Association; I believe that most of the members are already
familiar with it. I am, however, attaching a Directory of the Association to the
original of this report for the benefit of those who may wish to see the distribu-
tion of our membership and the organization for medical care delivery within
the clinics represented.
,The testimony of this'Associattin, today concerns only that section of H.R.

17550 dealing with Health Maintenance Organizations, since this is the area
where we have unique experience.

After careful consideration- the American Association of Medical Clinics has
concluded that the HMO concept should be strongly supported.

The 1IMO is judged to be a highly desirable method of aiding the health care
delivery system to make full use of the scientific, technical, social, political, eco-
nomle, and administrative forces available to it.

With such full utilization, present deficiencies in the system can be eliminated.
The improved system which can be developed is expected to supply health care
services high in quality and sufficient In quantity to meet the needs of society.
Furthermore these services can be available when and where needed, provided
in a manner acceptable to the recipient, at a cost that is reasonable.

It is not our contention that these benefits can be expected from HMOs alone.
Rather in our Judgment the HMG will serve not only as a catalyst but more im-
portantly will provide a continuing source of both energy and guidance to stimu-
late appropriate elements in the professions involved: Stimulate them to healthy
competition, to wise innovation, to continuing evaluation and to adopt demon-
strated improvements as they develop.

HMOs provide for both public and private efforts and in the Judgment of
AAMC this is a critical virtue. The role of private enterprise in the health care
system must be preserved. And Just as importantly the role of public or govern-
inent efforts must be recognized. Better definition of these roles with constant
reevaluation and adjustment Is needed. While the present legislation does not
address this problem directly It will provide data and stimulation for subsequent
legislation.
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AAMC interprets the HMO proposal as a sincere invitation to those now en-
gaged in delivering health care to participate in planning and executing the
shape of their profession for the future. This is a most important aspect of the
plan. IMOs will insure wise and rapid improvements in the system because
changes will be directed by trained professionals with actual experience in the
delivery system. On the other hand, it does not preclude the possibility that un-
conventional approaches might lead to significant improvements. It assures the
benefits of evolution but does not preclude the possible advantages of some
revolutionary approaches. The main body of the present delivery system will be
protected and its evolution stimulated, but a number of unorthodox systems can
be tested.

This flexibility and broad capacity to accommodate a large variety of pat-
terns for the delivery system is one of the critical strengths of the HMO con-
cept. It provides an excellent framework within which physicians and their
colleagues on the health care team can evolve a better system to provide ade-
quate high quality care, where and when needed, acceptable to the recipient, and
at a reasonable cost. It provides appropriate roles for experienced health care
professionals to participate in both the planning and the delivery of health care
as either a private or a public function. It assures that the current system will
not be scrapped before a better one is available but yet encourages bold experi-
ments to achieve stated goals. It provides for multiple approaches avoiding the
dangers of creating a monolithic monster. It provides for participation by local
as well as federal government.

That these are the criteria of a good system in the judgment of this Association
can be judged from a recent editorial in our Journal which included under the
title "A Credo for Our Times . . .", the following:

We believe traditional private enterprise should be preserved in our country's
health care delivery system. We support the appropriate Incentives which are a
part of private enterprise, realizing that some controls are necessary in a profit
system to prevent abuses and protect consumers.

We believe appropriate roles should be assigned to a significant number of
appropriate professionals-those with experience in the delivery of health care--
when changes are being planned in the current health care delivery system.
Membership In health care delivery planning groups of those whose only qualifi-
cations are the listing of destructive criticisms in the present system should be
limited.

We believe changes in the present system of health care delivery should be
based on an evolution out of the present system rather than abandonment and
destruction of the present system.

We believe we should always see multiple solutions to changes in the health
care delivery system to accommodate the varying conditions In different parts of
the country and the different attitudes that characterize people geographically
distant from each other. Single solutions should be avoided as being dangerous
oversimplification, and-above all-single sentence definitions of the problems of
the health care delivery system should be rejected as inadequate for so compli-
cated a problem.

1We believe Government participation in the solution to problems of the
health care delivery system should, as needed, originate at the most local
political unit possible for effectiveness, and Federal control should be avoided
as much as possible to achieve successful local participation.

Convinced as we are of its overall value, we would like to share with the Com-
mittee some of the dangers in the HMO concept which we evaluated before
reaching our present position of strong support. We considered the general
effects of HMOs on quality and costs of health care and the specific problems
ITMOs posed for our members In matters of patient referral and the costs of out-
of-area coverage and major medical liabilities. I will attempt very firlefly to state
our considerations and conclusions.

QUALITY OF CARE

This Association has valuable experience In defining and evaluating the qual-
ity of health care. Standing committees on both professional standards and cre-
dentials have been active since the Association was founded. More than 15 years
were spent in developing an accreditation program which Is now entering its
third year of operation. Our studies and experience show that there is no single
more important factor In assuring high quality health care than the education and
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ethics of those providing and guiding the care. We are confident that adequate
safeguards will be included in the legislation and subsequent regulation to
guarantee that only properly trained professionals with unquestionable ethicswill participate in these programs.

AAMC relies upon the wisdom of government to utilize the resources of estab-lished national organizations with capabilities and experience in reviewing andcertifying health care activities to prevent any loss of quality In the lMO. Inaddition to techniques for evaluating the qualifications of the individuals proved.Ing health cart, AAMC has established methods for assessing other evaluatorsof the quality of health service; these include audit and peer review, study of thehealth record, direct and indirect observation, study of diagnostic and therapeu-tic practices both theoretically and by consideration of their end results. Thesetechniques and services are available to those who will be concerned with assur-Ing that only high quality health care will be provided through HMOs.The possible bias toward lessened quality which some fear may be fostered bythe prepaid aspect of lIMOs was considered but rulh'd out. In the first place it hasnot occurred In the existing high quality prepaid group practices. Further, theconstant peer review and high visibility of professional activities Inherent inproperly supervised group practices militate against any fall-off in quality. Fin-ally, the existence of effective evaluating techniques mentioned before willquickly reveal any quality defects that might develop.

COSTS

Aecreditation of a group practice by this Association Is granted if It is adjudgedto nieet the prograin's high standards in each of four categories. These categoriesare quality of services provided, the degree to which the potential benefits ofgroup practice are achieved, the cost effectiveness of the group's activitieS. andthe absence of any practice which might tend toward patient exploitatlon. Thuswe have a wealth of experience on the costs of health care in group practice andits comparison with costs of other modes of delivering health care. This experienceshows that the dollar costs per visit per patient are approximately equal In grouppractice and solo practice but that the services provided per dollar cost are signi-ficantly higher in group practice. At this point we are justified in assuming thatthe group practice element of the IIMO will decrease service cost. The effect of theprepald mode on costs should be to further lower them by allowing the IMOto provide servicess to the ambulatory patient for which lie Is now being hospital-Ized. This source of saving Is considered both certain and significant.
It remains to be demonstrated what other sources of savings may result fromprepayment. However, the two sources mentioned above are not Inconsiderable.The possibility that costs to the government will he raised by driving high riskand or high user patients out of the HMO, thus rasing the extra-LIMO costson which IBMO remuneration is figured nnd giving the HMO more mepeyfor les work, is considered very unlikely. Statistically there Is little evidencethat wide variations of use exist for large numbers of users. The same forceswould have acted In currently operative prepaid groups but have not appeared.An overt act on the part of an TIMO to profit by such a device would be unethicaland so visible that It would not be countenanced. The entire argument Is consid-ered Ingenious but unconvincing.

REFERRALS

In Its present form the legislation would require the lIMO to pay the cost ofreferral services for its patients, thus discouraging the proper use of referralpatterns. This will deny the Imtent an Important and frequently life savingservice. Of equal or greater importance Is the disastrous Implication for thehealth care delivery systtem If this restriction on referrals is not eliminated fromthe hill. Freely available and readily accessible primary medical care for allcannot be provided( unless we preserve our great referral and teaching centers.The extraordinary diagnostic and therapeutic skills available In these centerscannot he duplicated even in the high quality primary care centers envisionedfor the TIM0. There must be second and third lines of defense supporting thelIMO to assure that the level of care available to Its patients will be adequate totheir -needs when these needs are beyond the skills that can be or should beobtainable In the HMO. To acquire and maintain these highest degrees of excel-lence requires financial support, public approval and a continual flow of referral
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lpatlents to maintain and iml)rove skills and allow for teaching the l)rofessionals
so sorely needed by the system.

That aspect of the bill which operates to Interfere with referrals is a serious
defect which must be removed. More than this, the legislation should contain
positive guarantees to assure that the country's great referral centers will not
deteriorate for lack of patient referrals. Without this change the legislation could
do more harm than good.

OUT OF ORGANIZATION COSTS AND EXTRAORDINARY MEDICAL EXPENSES

The requirement that the 1IMO pay the costs of health care delivered outside
the organization (plan-jumping), can be a serious deterrent to acceptance of the
concept. It Introduces an element of unpredictable cost and possible abuse which
concerns our members. The same is true for such extraordinary medical expenses
as organ transplants or dialysis.

It is suggested that referral costs, exceptional out-of-organization costs ald
extraordinary medical costs * be financed through an insurance mechanism to be
developed by the private and public agencies who will be cooperating in imple-
menting this legislation. AAMC has developed basic proposals on this matter, and
would be pleased to present them at the appropriate time and place.

Summing up, the position of this Association and its member clinics on tie
HMO proposal is not a unanimous one, and probably should not be expected to be.
Several of our membeft have expressed strong doubts about the legislation; two
of tile most recent objections came just this past week-end from members who
attended a Health Insurance Bureau Advisory Committee meeting in Baltimore,
and heard for the first time some of the projected plans for regulation of the

0MO operation.
However, our endorsement of the HMO concept does represent the official policy

of this Association (as expressed by the Officers and Board of Trustees at tile
policy-ainking level), the feelings of a substantial majority of the individual
members of the Association, and my personal opinion as Executive Director. We
have high hopes that the problem areas I have just outlined can be successfully
controlled or eliminated, that the concerns of some of our members about exces-
sive or unwise regulation will prove to be unfounded, and that the establishment
of the IDMO program will fulfill Its potential as a significant milestone in the
evolution of an Improved health care delivery system.

STATEMENT OF DR. ERNEST SAWARD, PRESIDENT, GROUP HEALTH
ASSOCIATION OF AMERICA; ACCOMPANIED BY JAMES BRINDLE,
CHAIRMAN OF THE BOARD AND DR. W. P. REARING, EXECUTIVE
DIRECTOR

Dr. SAWA.. Mr. Chairman and members of the committee, I am
Dr. Ernest Saward, president of the Group Health Association of
America and associate dean of the University of Rochester School ofMedicine.

Prior to this activity I was engaged in the active practice of internal
medicine, and for more than 25 years was medical director of the
Permanente Clinic, which was with the medical group which provided
professional services to members of the Kaiser Foundation Health
3Jan, Portland, Oreg.
With me is Mr. James Brindle, the chairman of the board of Group

Health Association of America, and president of the Health Insurance
Plan of Greater Now York (HIP); and Dr. Palmer Dearing, the
executive director of Group Health Association of America.

The Group Health Association of Akmerica is a nonprofit organiza-
tion dedicated to the accessibility, efficiency, and quality of medical care

$This proposal will not Increase total program costs. It will spread the risks Involved.
As a dividend It will contribute to medical education In a critical area.

47-530--70---pt. 2-10
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available to tile people of the United States. It is the national associa-tion for group practice prepayment plans in the United States.
The Group Health Association of America works for the establish-

ment and expansion of group practice prepayment plans which provide
or arrange (irect health care services for their members on an organized
basis.

In recent. years these plans have demonstrated that, capitation
arrangements can be used effectively in providing medical care in theGovernment programs. They participate successfully in the Federal
employees health benefit program, and also provide medical care forthousands of medicare beneficiaries who are members of group practice
plans.

Group practice prepayment plans have suggested on a number ofoccasions that the Social Security Act should be mended to permit suchplans to receive combined per capita payment for both part A and Bservices.
Group practice prepayment plans have also undertaken care ofpoverty populations successfully on a capitation basis.
To conserve your time we offer an abbreviated summary of ourwritten statement. The statement of the group practice prepaymentorganizations in relationship to the health maintenance organizationsis that, first, we give strong recognition to the need for organized sys-tems of health care in the United States.
Secondly, we appreciate and support, an effort to use medicare dol-lars to improve the organization of health care services rather thanapplying them to reinforce the present unorganized approach towardhealth care.
However, because of certain provisions of II.R. 17550, the proposalmust be amended to provide for continuation of per capita-nonfee-for-service-reimbursement to group practice prepayment plans forpart B services for the following categories of medicare beneficiaries.1. When beneficiaries who are entitled to benefits under both parts,A and B of medicare, do not elect the HMO ol)tion.
2. When beneficiaries who are part B beneficiaries do not qualifyunder part A.
Further, the Secretary should be directed to:

One, evaluate the performance of health maintenance organiza-tions periodically.
Two, separately evaluate the performance of the general cate-gories of plans which have substantial differences such as grouppractice prepayment plans, and individual practice prepayment

plans, often known as foundation plans.
Further, the beneficiaries should be given an immediate in-centive to select the IAMO option, such as having additional bene-fits to supplement their medicare coverage; and to reduce costs tot hem of the benefits supplementing their medicare coverage.Three, there should be a clear and continuing incentive for theestablishment of health maintenance organizations, includingassurance of 95 percent of theaverage payment in the area.The full statement contains a. nutnber of technical amendmentswhich would clarify and improve the health maintenance organizationprovisions of H. 17550, and are recommended for adoption.I will be glad to answer any questions.
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(Attachments to Mr. Saward's statement follow. Hearing continues
on p. 481.)

RE: A POTENTIAL BARRIER TO PARTICIPATION OF EXISTING GROUP PRACTICE
PREPAYMENT PLANS IN TIlE HMO OPTION

This memorandum discusses the problems with regard to reimbursement of
group practice prepayment plans for members who are Medlcare beneficiaries but
cannot or do not elect to participate in the 1M0 option.

The following provisions of the health maintenance organization amendment
to the Social Security Act as passed by the House of Representatives are relevant
to this issue:

(1) See. 1870(d) provides that only individuals entitled to hospital insurance
benefits under part A and enrolled for medical insurance benefits under part B
shall be eligible to enroll with a health maintenance organization:

(2) See. 1876(d) and (e) both indicate that each eligible Medicare beneficiary
has the option to enroll or not to enroll in a health maintenance organization;

(3) See. 1876(c) (2) states that an individual who enrolls in a health main-
tenance organization must obtain his Medicare services from the health main-
tenanceo organization with the exception of certain emergency services which will
be defined in the regulations; and

(4) See. 239(c) provides that "notwithstanding the provisions of section 1833
of the Social Security Act, any health maintenance organization which has
entered into an agreement with the Secretary pursuant to section 1866 of such
Act shall, for the duration of such agreement, be entitled to reimbursement only
as provided in section 1876 of such Act."

As now drafted, the HMO provision would apply only to Medicare beneficaries
who meet the following requirements:

(1) They must be eligible for Part A*;
(2) They must be enrolled in part B of Medicare; and
(3) They must affirmatively elect the HMO option.

When a beneficiary elect the 1iMO option, lie gives up his right to be re-
imbursed by Medicare when lie seeks care from other sources except for certain
emergency services. When a plan enters Into a health maintenance organization
agreement with the Secretary, it gives up its right to be reimbursed by Medicare
in any other manner.

A number of group practice prepayment plans, including Kaiser Foundation
Health Plan, provide coverage for members who are Medicare beneficiaries.
Hospital based group practice prepayment plans are reimbursed for members
who are part A beneficiaries on the same basis as other providers of part A
services. However, most group practice prepayment plans are reimbursed for
members who are part B beneficiaries on a per capita basis under a method
which has been worked out administratively with the Social Security Adminis-
tration. Our fundamental objective is to have satisfactory arangements for
being reimbursed for members of our plan who are part B beneficiaries and
for whatever reason do not come within the HMO option on a non-fee-for-service
basis. The operations of group practice prepayment plans and the relationship
between such plans and their members who are Medicare beneficiaries should
not be disrupted by forcing such plans to either terminate a substantial number
of members or arrange services for them on a fee-for-service basis.

You requested a description of the major categories of Medicare beneficiaries
who would be excluded from the HMO option. The following brief and perhaps
not meticulously accurate, summary covers the major categories:

(1) Persons not eligible for part A. The following are the most significant
groups of persons who are not entitled to part A of Medicare:

(a) Persons who have spent their careers In the Federal civil service and have
consequently not had Social Security covered employment.

(b) Persons who have spent their careers in civil service in sonic states and
political subdivisions of some states that have followed the Federal pattern

*We do not regard the opportunity to "buy in" to part A at $27 per month to be a realistic
solution for most Medicare beneficlarles. In fact, even though the cost of part A coverage
within the Kaiser Foundation Medical Care Program is substantially less than $20 per
month, we have considered this to be an excessive amount for an individual Medicare bene-
ficiary to pay and beneficiaries not enrolled in part A have been supported by their group or,
in the case of Individual subscribers, by the plan subject to the same limited loading ap-
plied to subscribers who do not enroji In part D.
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of ion-partielpation in the Social Security system, or such persons who, when
given an opportunity, did not elect Social Security coverage.

(c) Persons not eligible for part A because they lack the required number of
calendar quarters of Social Security covered employment or self-employment.
This group will Increase in numbers under the present law as tile number of
quarters of coverage required for part A eligibility Increases. (This category
actually Includes the persons described In paragraphs (a) and (b) above.)

(2) Persons not enrolled in part B. For practical purposes everyone who is
eligible under part A may voluntarily enroll in part B and, in addition, persons
not eligible for part A In the categories described above may still enroll volun-
tarily In part B; however, because part B enrollment Is voluntary and requires
a $5.30 monthly payment and because of problems of communication and human
inertia, there are a considerable number of persons in the over-5 population
who are not enrolled In part B. The following are major examples:

(a) Federal civil servants and other government employees not eligible for
part A (paragraphs (1) (a) and (b) above) who are covered by substantial
health benefits programs which Include coverage for annuitants have very little
reason to enroll in part B. howeverr, some of them do enroll.)

(b) Some non-governmental health benefits programs Include substantial
coverage for annuitants and a number of retired workers covered by such
programs have elected not to enroll In part B.

(c) In addition to the above categories which may have involved carefully
considered decisions against enrolling in part B, there are a number of persons
in the over-65 population who do not have adequate health coverage and are
still not enrolled in part B-perhaps because they feel they can't afford it, or
because they have not really thought it through, or for any number of human
reasons.

(3) Persons entitled to benefits under part A awl part B who do not elect
the 1IMO option. We can only speculate about this class of Individuals; however,
the following conime.nts may be of value In determining what Is likely to happen:

(a) Bven if the reasons for electing the HMO option were to be quite coi-
pIelling, our experience with Medicare to (late Indicates that a significant number
of eligible persons will not take the required affirmative action to elect this option
due to difficulties of communication. inadequate understanding of the implI-
cations. human inertia or human irrationality.

(b) Considering the health maintenance organization provisions enacted by
flie louse of Representatives. we donot see a compelling advantage to Medlhare
ben eflcarles to enroll In the lIM0 option. (Why would attentive and thoughtful
eligible beneficiaries elect the 11310 option?)

We vigorously support the concept of a combined per capita payment for part
A alid part B of Medicare to qualified organizations which is a key feature of
the lIMO proposal. However, we believe that It would be disruptive to our pro-
grain if this proposed legislation were to be enacted In a form which would
preclude qualified group practice prepayment programs from continuing to serve
all of their over-05 members on a non-fee-for-service basis with respect to part
B services. Ideally, provision should also be made for serving members entitled
to part A, who are not in the H.MO option, on a non-fee-for-service basis.

From out- viewpoint the nilnlinum requirement, If group practice prepayment
plans now being reimbursed by the Social Security Administration on a per capita
basis for part B services and their members who are enrolled in part B of Medi-
care are to be treated fairly and equitably, would be to permit such plans to
continue to be reimbursed on a per capita basis under section 1833 for their memi-
bers enrolled in part B who cannot or do not elect the. HMO option.

This Exhibit was attached to a letter addressed to Dr. Roger Fgeberg, Assistant
Secretary for Health and Scientific Affalr., from the Kaiser Foundation Health
Plan dated July 1, 1070.

PROPOsED AMENDMENTS TO I.R. 17550

HEALTH MAINTENANCe: ORGANIZATIONS

A satisfactory solution of the problem that the first amendment Is concerned
with is absolutely essential to group practice prepayment plans that might par-
tielpate in the health maintenance organization option. The other amendments
proposed herein are Important although a number of them could be classified as.
technical amendments.
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1. See. 239(c), page 141, line 18, should be amended to read:
"(c) Notwithstanding the provisions of section 1833 of the Social Security Act,

any health maintenance organization which has entered Into an agreement with
the Secretary pursuant to section 1866 of such Act shall, for the duration of such
agreement, be entitled to reimbursement only as provided in section 1876 of such
Act; provided, however, that a plan now being reimbursed under part B of Mcdi-
care on a per capita basis as a group practice prepayment plan and other plans
thit qualify for mfuciI treatment imnay continue to be reimbursed on that basis for
bc eficaris icho are rolledd in Iart B and arc not entitled to benclls under
part A or benefieiaries that are entitled to benefits under both part A and B, who
are members of the plan but do not enroll in the health maintenance option."

To avohl disruptions In the operations of group practice prepayment plans it
is important that those that qualify be permitted to continue receiving payments
for part B beneficlarles on a per capita basis even though the beneficiary does
not qualify for participation under the health maintenance organization option
either because he is not entitled to part A benefits or because lie does not elect
the health maintenance organization option for various reasons such as Inability
to make an election, refusal to make an election, or a considered judgment that
an election would be to his disadvantage. It Is essential that some provision be
made for paymentt to group practice pre)aylent plans on a ion-fee-foif-service
basis In such situations. (See Exhibit B)

2. Sec. 1876(a) (2), page 137, line 17. This line should be amended to read : "be
furnished In the same general geographical area by other than health inainte-
nance organizations".

Health care costs vary in different geographical areas so significantly that it
is essential that the concept of geographic comparability be expressed in the
statute. This Is particularly important to a number of group practice prepay-
ment plans which operate In metropolitan areas where, the cost of health care is
the highest.

3. See. 1876(g) (1), page 141, lines 2 and 3 should be amended to read: "shall
not exceed the actuarial value In the same general geographical area of the cost-
sharing provisions applicable under part A and part B."

Here again. geographical differences In the cost of medical care should be
recognized.

4. Add See. 1876(h) commencing on page 141, line 13, to read:
"(h) The Secretary shall periodically craluate the performance of health

maintenance organizations as compared to other sources o health care services
and shall separately evaluate group practice prepayment plans, individual prac-
tice prepayment plans and other categories of health maintenance organ lzatons.
Each such category shall be defined by the Secretary in regulations."

At this time there are two established types of organizations that fall within
the -definition of health maintenance organizations; group practice prepayment
plans and individual practice prepayment plans, such as the Foundation for
Medical Care of San Joaquin County. It is contemplated that other types of
plans will also qualify as health maintenance organizations. Since there are
fundamental differences between group practice prepayment plans and individual
practice prepayment plans, and there undoubtedly will be fundamental differ-
ences between such plans and other types of plans that qualify as health main-
tenance organizations, It Is essential that the evaluation of the performance of
health maintenance organizations be related to the distinct categories of plans.

5. Sec. 1876(a) (2), page 137, lines 8-11. Insert tihe words "or resources" hn-
mnediately following the word "utilization" In line 9 so that the language within
the parentheses reads "(with appropriate actuarial adjustments to reflect the
difference In utilization of resources between Its members who are under age 05
and Its members who are age 65 and over)."

Associations of providers are in the process of developing new measures of
utilization of resources In the health care field. As such measures are recognized
as being fair and objective, this language will permit them to be taken Into ac-
count Ii determining payments to health maintenance organizations.

6. See. 1876(a) (2), page 137, lines 14 and 15. Strike the words "to as.sure" In
line 15 and replace them with tile word "for" so that the language within the
parentheses reads "(with appropriate adjustments for actuarial equivalence)".

"Assure" Is a word which overemphasizes exactness In a situation that re-
quires an approximation in order to make tihe concept of appropriate actuarial
adjustments workable in a practical sense.

7. Sec. 1876(b) (2). Page 138, line 10 should be amended by inserting tile
words "or arranges" Inmediately after the word "provides".
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This is a technical amendment which conforms this subsection to the intent
of Section 1876(b) (1).

8. Sec. 1876(b) (3), page 138, line 19. The word "primarily" should be inserted
following the word "services." The provision would then read ". . . organization
or under an arrangement with an organized group or groups of physicians which
is or are reimbursed for services primarily on the basis of an aggregate fixed sum
or' on a per capita basis ;"

The bill should permit reimbursement to a group of physicians to include ele-
ments such as payments toward retirement plans and Incentive payments, in
addition to reimbursement primarily through fixed sum or per capita payments.
For example, retirement and incentive payments are significant aspects of the
Kaiser Foundation Medical Care Program although per capita payments are the
primary source of reimbursement to the contracting medical groups.

9. Sec. 1870(b) (6); page 139, line 3. This section should be amended to read:
"(6) has arrangements for assuring that the health services required by its

members are received appropriately and that the services that are received
measures up to quality standards in the community; and"

Retention of the word "promptly" would lead to many administrative prob-
lems since "promptly" means something different to every individual. The im-
portant test is that services be received appropriately. Treatment for a severed
artery must be immediate. A routine physical exam can appropriately be sched-
uled for next month.

10. Also, this section as written would require the Secretary to regulate quality
standards for health maintenance organizations. It is doubtful that the Secre-
tary should undertake to regulate the quality of health care. The section would
also require the health maintenance organization to establish quality standards
in accord with the Secretary's regulations. Since many of the health maintenance
organizations would be managed by lay persons, it would probably be neither de-
sirable nor meaningful for them to establish quality standards.

PLANNING PROVISIONS

The following suggestions are made with regard to the provisions of H.R.
17550 that relate to institutional and facility planning.

1. See. 231(f), page 122, line 23. This subsection would amend section 1861
by adding a new subsection (z) relating to institutional planning. The first
sentence of subsection (z) should be amended to read:

"(z) An overall plan and budget of a hospital, extended care facility, or home
health agency (or a group of such providers under common management) shall
be considered sufficient if it-"

This provision would permit organizations which manage a number of pro-
viders in the same geographical area to present an overall plan and budget for
their entire group of providers.

Subsection (z) should also be amended by adding subparagraph (5) com-
mencing on page 123, line 24, to read:

"(5) Annual operating budgets and capital expenditure plans that substan-
tially meet the intent of this subsection will be accepted. It is not the intent
of this section to impose requirements for preparation of operating budgets or
capital expenditure plans which are inconsistent with the operating principles
of the provider."

!Subsection (z) could be used as a means of forcing all providers to use stand-
ard forms for annual operating budgets and capital expenditure plans which
would not recognize the distinctions between types of providers and the special
nee~ls of their management. For example, providers that operate primarily as
a jart of an organized group practice prepayment program have substantially
different requirements from fee-for-service providers.

2. Sec. 1122 places limitations on federal participation for capital expendi-
tures under titles V, XVIII and XIX. See. 1122(d) (2), page 85, line 20, provides
that the Secretary could determine not to exclude expenses relating to capital
expenditures of a health care facility when such exclusion would not be con-
sistent with the effective organization and delivery of health services.

We believe this Is an important provision which should be retained. This au-
thority should be of substantial assistance in assuring fair evaluation of capital
expenditures by planning ngenices and in making sure that actions with regard
to capital expenditures will not substantially interfere with efforts to organize
and deliver health services iliore effectively. This subsection recognizes the pos-
sible conflict between the provisions to encourage health maintenance organiza-
tions and limitations by planning agencies on capital investments.
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Senator BENxNm-. May I have a question?
Senator ANDERSON. Senator Bennett.
Senator Br.NNEI. Because of the nature of your practice and your

programs and assuming you are familiar with the professional stand-
ards review amendment, would any of you like to comment on it.

Dr. SAwARD. Yes. The amendment had given rise to some concern
that has already been discussed here this morning, in giving priority,
as it said, to the local county medical society. But if, as previously in-
terpreted this morning, there are alterp-ative methods of equal priority
in peer review, the method becomes considerably more feasible in carry-
ingout peer review through a variety of organizations.

Senator BENN'm-r. Leaving out the question of the county medical
societies, do you feel that the physician or a combination of physicians
is the best type or the best source of getting satisfactory review or can
you suggest another source?

Dr. SAWARD. The prepaid group practice plans have for years had
quite, before medicare existed, adequate peer review of their opera-
tions-internal to be sure, but from time to time external as well
audit. Professionally it is felt that peer review is a very successful means
of accomplishing the goals of the amendment.

Senator BE.NNm-r. If the Bennett amendment were put into the law
would physicians operating under your system be willing to join with
others outside the system to form groups?

Dr. SAWARD. Absolutely.
Senator BF.NNm-. So that, in effect, you fear that we are going to

require setting up peer review organizations, completely outside your
organization, if that is eliminated, does that eliminate some of your
concern?

Dr. SAWARD. The concern is-and it is based on some history-
that the understanding of prepaid group practice is often not con-
plete upon the part of all physicians. Nor, as previously discussed here

Professor Chase, in universities, is it felt that the activities of the
university and its health care services are fully understood by phy-
sicians necessarily locally. Therefore, a complete representation of
such elements doesn't create a peer group. A peer group must truly be
a peer group and not a narrowly based group.

Senator BFNxm-. Well, doesn't the so-called Bennett amendment
give an opportunity to Create the kind of understanidng that might
greatly improve the situation?

Dr. SAWARD. Yes. The language, as you qualified it earlier, clarifies
the matter of priority that it is not quite the way a preliminary read-
ing indicates.

Senator BENNETr. Just a matter to satisfy my own curiosity, do
doctors who practice in your organization, keep out of the county
medical associations or do they affiliate with them?

Dr. SAWARD. The overwhelming majority of members of the medi-
cal groups with which I have been associated have been members of
their county medical society, and I have been a member of organized
medicine for over 80 years.

Senator IExmr. So the line is not mutually exclusive.
Dr. SAWARD. NO.
Mr. BRiNDLE. I think there is a point that in HIP, the last presi-

dent of the New York Medical Society was an HIP physician.
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Senator BiExETr. And I wonder if the fear or the idea. that there
might- be two antagonists or two groups that did not understand each
other probably can be discounted, particularly if it is understood
that in. seeking a true peer review organization the Secretary should
see the value of using doctors practicing hi teaching hospitals, doctors
)racticing in IHIMO group).

Mr. BIRNDLE. I think despite progress there is still a considerable
lack of understanding, as Dr. Saward put it kindly, about the develop-
ment of group practice )lans and their extension, so that. I think you
would have to be alert. to see that the peer review group which wtuld
possibly dominate would be used sympathetically, and I notice in your
statement that you take account andl are alert as to it.

I am also under the belief that as Dr. Saward indicated, the experi-
ence of peer groups in existing prepaid group practice plans could
well be utilized and are quite effective.

Senator BFNN-r. Also the bill does not lock in the first peer re-
view group that may be selected in a given community. If it is dis-
covered that there is prejudice or malice or an improper attitude
toward review, the Secretary is empowered, indeed lie is more or less
mandated, to replace that particular group with another one that is
more effective.

Dr. SAWARD. The only viewpoint we represent is that one should be
alert to the safeguards and I think the testimony now has indicated
that..

Senator Bv 1rr. Thank you very much. I have no other questions,
Mr. Chairman.

Senator A NDFRSON. Thank you for your testimony.
M[r. Volhs.

STATEMENT OF JAMES VOHS, EXECUTIVE VICE PRESIDENT,
KAISER FOUNDATION HEALTH PLAN, INC.; ACCOMPANIED BY
DR. CECIL C. CUTTING, EXECUTIVE DIRECTOR, THE PERMA-
NENTE MEDICAL GROUP; AND MICHAEL PARKER, LEGAL AD.
VISER, KAISER FOUNDATION HEALTH PLAN

Mr. Vons. Mr. Chairman and members of the committee, I am
James Vohis, executive vice president of the Kaiser Foundation Health
Plan. With me today are Cecil Cutting, executive director of the
Permanente Medical Group, the partnership of physicians which pro-
vides the pl)rofessional services to Kaiser Foundation Ihealth Plan mel-
bers in northern California. Also with me is Michael Parker, legal
adviser to the Kaiser Foundation Health Plan.

Tie Kaiser Foundation Health Plan and Kaiser Foundation Ios-
l)itals, in close cooperation with six separate and independent medical
groups, make ul) the largest group practice prepayment program in
the United States. In recognition of the close and vital relationship of
the Permanente Medical Groups, to the Health Plan and IHspital
Corp., we describe our mutual effort as the Kaiser-Permanente Medical
Care program.
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This program l)rovides most of the medical and hospital services
to over 2,100,000 persons through 21 hospital-based medical centers
and 54 outpatient facilities. -

I'll try to keel) my remarks brief, and respond only to the provisions
in H.R. 17550 that have to do with the Health Maintenance
Orpanization.

1' irst of all, there is a fundamental difference between group prac-
tice payment programs, such as our own and traditional health care
arrangements. In essence, the distinction is that we assume responsi-
bility for both organizing and arranging for the delivery of health
Carol services.

We believe it is essential that the Federal Government, through its
various health programs, utilize every opportunity to encourage the
development of new and more effective ways of delivering health
care services, especially through health care systems that emphasize
preventive services, early diagnosis and treatment. Such programsshift motivation away from the provision of high-cost services toward
the provision of menically appropriate care, which is generally less
expensive. The HMO proposal contained in 1.R. 17550 represents a
desirable approach toward stimulating the development of the kind
of organizations which not only take responsibility for providing
services but also include incentives to control costs as well.

WVo support completely the statement that has been submitted to
this committee on behalf of the Group Health Association of America.

Specifically, we urge that the provisions of H.R. 17550 relating to
health maintenance organizations be amended so that group practice
prepayment plans can continue to be reimbursed on a per capita basis
for members who ari entitled to part B medicare benefits but who do
not qualify for the 11MG option, or do not elect the option.

More importantly, we urge your serious consideration to the pro-
vision of effective incentives for medicare beneficiaries to elect lIMO
option and for prosl)ective H1MO sponsors to develop health main-
tenance organizations.

It is especially important in order to accelerate the development of
HIMO's that the Government be willing not only to support systems
of health care, but also to commit significant capital to help create now
health care resources.

We cite the report of the Secretary's Task Force on Medicaid and
Related Programs, and specifically the provisions in that report con-
cerning 5 percent ' front-end money" as such an incentive.

Group practice pre paymentt programs have consistently held that
a single per capita metiiod of payment is fundamental to their effective
operations. Wo continue to request., as we have before, that the Con-
gross eliminate any doubt that combined part A, part B per capita pay-
inent under 'medicare is authorized for qualified group practice pre-
payment plans. An amendment to accomplish this is attached to our
pI pared statement.

4We appreciate very much the opportunity to l)resent our views to
this committee, and we stand prepared to answer any questions you
might have.

(The prepared statement of Mr. Vohms follows. Hearing continues
on p. 488.)
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STATEMENT OF KAISER FOUNDATION HEALTH PLAN, INC.

SUMMARY

Mr. James Vohs and Dr. 0. 0. Cutting presented the following statement on
behalf of Kaiser Foundation Health Plan, Inc., the largest comprehensive pre-
paid group practice health care program in the United States:

(1) As a member organization of the Group Health Association of America,
we support and associate ourselves with the GIIAA statement.

(2) We believe that the HMO proposals represent a desirable approach toward
encouraging effective health care delivery systems. Amendments presented in
detail by GHAA are essential to realize the constructive intent of those proposals.

(3) To stimulate development of non-profit HMO's, commitment of resources
by the government far beyond that suggested by the HMO proposals will be
required.

(4) A single per capita method of payment (not related to costs or charges
for individual units of service) is fundamental to the effective operation of group
practice prepayment plans. We continue to urge, as we have before, that the
Congress eliminate any doubt that combined part A-part B per capita payment
under Medicare is authorized for qualified group practice prepayment plans.
An amendment to accomplish this is attached to our statement. The amendment
is entirely compatible with the IIMO proposal, and both should be adopted.

STATEMENT

Mr. Chairman and Members of the Committee:
I am James Vohs, Executive Vice President of Kaiser Foundation Health

Plan, Inc. I am responsible for operations of the Kaiser Foundation Health Plan
and Kaiser Foundation Hospitals in Southern California and Colorado. With me
are Cecil C. Cutting, M.D., Executive Director of 'The Permanente Medical
Group, the partnership of physicians that provides professional services to
Kaiser Foundation Health Plan members in Northern California, and Michael
Parker, a legal advisor to Kaiser Foundation Health Plan.
The Katser-Permanente Medical Care Program

Kaiser Foundation Health Plan and Kaiser Foundation Hospitals, in close
cooperation with 6 separate and Independent Permanente Medical Groups, con-
duct the largest comprehensive prepaid group-practice health care program in
the United States. In recognition of the close and vital relationship between the
6 Permanente Medical Groups in the Hospital and Health Plan corporations we
describe our total mutual effort as the Kaiser-Permanente Medical Care
Program.

This program. provides most of the hospital and medical care services for
about 2,100,000 persons through 21 hospital-based health centers and 54 out-
patient medical office facilities. These facilities are located in the metropolitan
areas of Northern and Southern California, the Greater Portland Metropolitan
Area in Oregon and Southern Washington, the Greater Cleveland Area in Ohio,
Denver, Colorado, and on the Islands of Oahu and Maul in Hawaii. The 0 Perma-
nente Medical Groups-one operating in each geographical area served by the
Program-assume essentially complete responsibility for providing professional
services to persons enrolled in the Health Plan. Hospital services to Health Plan
members are provided primarily through 21 self-supporting and nonsubsidized
Kaiser Foundation Hospitals.

Our program Is fundamentally different from traditional health care arrange-
mnents. We organize direct medical and hospital services to meet the health
care needs of a defined population comprised of our Health Plan members. This
organized system and the utilization and cost data derived from it constitute a
yardstick by which other health care delivery methods can be measured. It has
been operating for more than 25 years. Consumer acceptance of the program in
the areas where It operates has been impressive. Membership growth is limited
primarily by our ability to finance facilities and to staff them with professional
and management personnel.

The National Advisory Commission on Health Manpower reported that "the
average Kaiser member obtains high quality medical care for 20-30 percent less
than the cost of comparable care obtained outside the Plan. The study group also
concluded that the majority of savings achieved by Kaiser result primarily from
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effective control over the nature of medical care that is provided and the place
where care is given."

A number of independent studies support the relative efficiency of the Kaiser-
I'ermanente Medical Care Program 'Wor example, these studies show that Health
Plan members use roughly 30 percent fewer hospital inpatient days than persons
who receive their care under other arrangements. Some of these studies are cited
In Ehihit "A", attached.
Support of statement presented by (Iroup Health A locationn of America

We wish to express our support for the statement submitted to this Committee
on behalf of the Group Health Association of America. We believe it is essential
that the provisions of 11.R. 17550 relating to health maintenance organizations
be amended so that group practice prepayment plans can continue to be reim-
bursed on a per capita basis for members who are entitled to Part B Medicare
benefits, but do not qualify for time lIMO option or do not elect such option. The
technical amendments suggested by G1iAA are also important. We ask you to
note particularly time suggestion that different categories of health maintenance
organizations should be separately evaluated. Most important, we urge your ser-
o)uts consideration to provision of effective incentives for Medicare beneficiaries
to elect the IIMO option and for prospective LIMO sponsors to develop health
maintenance organizations.
A perspective on the "Health Care Crisis"

The rapid escalation of health care costs, combined with problems of accessi-
bility of services, adequacy of health manpower and issues of quality, combine
to produce what has often been described as a -"health care crisis." Many corn-
ponents of this problem have received extensive consideration within the Federal
Government and before this Committee, and we do do not wish to take your time
to belabor the obvious.

Primary among health care issues is the problem of promoting more effective
organization of the health care industry to the end that the resources now avail-
able and in prospect to meet the health care needs of our society may be more
effectively utilized.

The prosposal before this Committee to encourage "health maintenance orga-
nizations" represents a significant and constructive departure from traditional
governmental approaches and one which, in broad concept, we heartily endorse.
The type of potential health maintenance organization with which we are in-
volved and which we understand-the nonprofit group practice prepayment
plan-constitutes an approach to the organization of health care resources to
meet public needs which has demonstrated its effectiveness over an extended
period of time. This we believe is adequately evidenced by the references cited
lit Exhibit A. Other possible types of health maintenance organizations, such as
medical society foundation plans and various possible health care systems orga-
nized to produce n profit for private investors, do not fall within the scope of
our experience and knowledge. Thus our comments on the HMO proposal are
directed solely to the application of this concept to group-practice prepayment
plans operating offa o ifprofit basis.

Despite the record of achievement established by group practice prepayment
plans and time considerable growth of individual programs, this approach to the
delivery of health care services has not developed in the manner one expects of
an effective response to an important problem. We believe that the reasons for
such limited development are not difficult to find.

Even in the absence of occasional legal restrictions and common resistance to
significant change from traditional ways, the establishment of a successful group-
practice prepayment program requires a combination of ingredients not readily
assembled-(1) dedicated professional leadership sufficient to organize and
manage an effective group of physicians (all of whom have excellent opportuni-
ties in traditional practice) into a form of practice which departs significantly
from established concepts in the profession; (2) capital sufficient to acquire or
establish hospital and medical office facilities organized to function in a unitary
fashion, and to meet starting-up costs and probable operating deficits while the
program becomes soundly established; and (3) management, in addition to the
professional leadership, sufficiently skilled to produce, in close cooperation with
the professional leadership, an effective total organization.

Although none of these ingredients is readily available, the problem of start-
ing-up capital Is particularly difficult, especially in the case of nonprofit programs.
To put this problem in perspective, we suggest for comparison the federal
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effort and Investment under the illl-Burton and 11111-Harris Programs. This
now represents a cumulative expenditure exceeding 3A billion dollars. While
such investment has stimulated considerable expansion and improvement In our
Nation's nonprofit hosp![QI system, it has had little constructive Impact on the
much more difficult probrein of stimulating the organization and growth of more
effective health care delivery systems. We suggest that from a broad health
policy viewpoint there Is an urgent need for efficient health care delivery sys-
tems--a need at least as great In 1070 as was the need for expanding and Improv-
ing hospital facilities Immediately following World War II. We believe the magni-
tide of the resource commitment required to bring this about will be at least
equally great.

Understandably the Committee with appropriate concern for problems of the
federal budget may be skeptical of suggestions Involving federal financial commit-
ments. However, the government Is expending billions of dollars every year for
health care services. These billions are being poured Into the dominant tradi-
tional pattern-fee-for-service payment for medical care and cost or cost-plus
reimbursement for hospital care. Unavoidably these billions support, strengthen
and further solidify existing arrangements for delivering health care services
despite the evident inadequacies of these arrangements. By comparison the re-
sources directed toward producing constructive change are minimal, and we sug-
gest to this Committee that the constructive change which is so vitally needed
will be brought about only through major commitment.

In the nonprofit sector a program to stimulate the growth and development
of health maintenance organizations cannot possibly succeed without adequate
sources of initial financing. The Report of the Task Force on Medicaid and Re-
lated Programs, cited in Exhibit A, makes some useful suggestion in this connec-
tion, especially at pages 26 through 38.
Our cxpcricncc under medicare

In 1965, we expressed concern regarding the Impact which the original Medi-
care legislation-fundamentally oriented toward the Insurance concept of cash
payment-would have on organizations such as ours which provide health care
services directly instead of acting as payers of hospital and medical care bills.
Our experience under Medicare confirms the conerns -which we expressed to this
Committee. However, through extensive work with able and conscientious per-
sonnel it the Social Security Administration many, but not all, of the problems
have been resolved. More than 70,000 of our members are Medicare beneficiaries
who receive most of their health care from our Program under a combined Medi-
care-Kaiser Foundation Health Plan coverage which fills most of the gaps in
Medicare and Includes preventive health care services. Under an arrangement
worked out with the Social Security Administration, we are paid on a per capita
basis for services provided under part B of Medicare. However, Kaiser Founda-
tion Hospitals Is paid for part A services for Health Plan Members on a cost-for-
each-servfce basis--an arrangement which does noth)armonize with our normal
method of operation, and which tends to undermine the constructive incentives
which are inherent it a hospital-based group practice prepayment program.
Cornprchensire pet capita medicare reimburscmrnt for qualified group practice

prepayment plans
Group practice prepayment plans have consistently urged that Medicare and

other governmental programs should permit a per capita or similar method of
reimbursement which does not relate compensation directly to costs of or charges
for Individual services such as "cost per patient day" or other variations on tile
fee-for-service system of payment. This point received recognition it the original
Medicare legislation which does authorize "per capita" payment for part A serv-
ices. Unfortunately, other provisions of the Medicare Act as Interpreted and ad-
ministered have thus far operated to preclude a per capita or similar contractual
method of payment under part A.

Group practice prepayment plans should be encouraged to operate with the
same degree of efficiency for members who are Medicare beneficiaries as for the
rest of their members. Unfortunately, the present method of cost reimbursement
under part A of Title XVIII militates against this result. In fact, tile present
method of reimbursement tends to erode the very Incentives which have produced
substantial economies.

In July 1960, the Health Insurance Benefits Advisory Council in Its Annual Re-
port on Medicare (covering the period July 1, 1064 through December 31, 1967).
made the following recommendation for legislative action:
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"The Council recommends that legislation be enacted authorizing the Secre-
,tary to negotiate capitation reimbursement payments to group practice prepay-
ment plans."

We urge this Committee to make clear, by adopting the Amendment attached
as Exhibit B, or in some other effective manner, that a per capita or similar
method of payment consistent with the operating principles of group practice
prepayment plans constitute an authorized method of payment for both part A
and part B services under Title XVIII of the Social Security Act. Such method
of payment should be available to plans which the Secretary finds to be qualified
and should not be limited to experiments. We believe that tie adoption of this
Amendment would be thoroughly compatible with the adoption of the IMO provi-
sions, and we urge the Committee Include both provisions in the reported bill.

Thank you for the opportunity to appear and present our views to this
,Committee.

E'iXIIBIT "A"
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EXIIIBIT "B"

SUGOEsATED AMENDMENT TO TITLE X-Ill To PERMIT COMBINED PART A-PART B
PER CAPITA PAYMENT

Add paragraph (5) to Section 1801(v) defining "reasonable cost":
For the purposes of establishing reasonable costs of services on a per capita

basis as authorized in paragraph (1), and of establishing reasonable costs of
service under Section 1833(a) in ditermining payments to an organization which
provides medical and other health care services (or arranges for their avail-
ability) on a prepayment basis with respect to individuals enrolled in such
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organization, reasonable costs may be established and prepaid on a combined
per capita basis encompassing benefits provided by such organization which fall
within the scope of part A or part B of this title, or both. In determining rates
of payment to such organizations pursuant to this paragraph the Secretary shall
apply the principles utilized by such prepayment organizations since June 30,
1900 in reasonably allocating costs of services provided by such organizations
between beneficiaries of part A and part B of this title and other persons en-
rolled with such organizations. All financial requirements of such organizations
applied in determining prepayment rates for enrollees not covered by this title
shall be deemed to constitute reasonable costs.

In order to permit such organizations, which assume responsibility for pro-
viding or arranging for a substantial portion of the health care services covered
by this title on behalf of beneflclarles enrolled with such organizations, to main.
tain their Incentives for effective organization of health care services and effec-
tive utilization of health care resources, the Secretary shall Interpret and apply
the foregoing provisions liberally unless the Secretary shall reasonably deter-
mine, on the basis of substantial evidence, that the total payment by the In-
surance programs established by this title on account of covered services pro-
vilded by any such organization to beneficiaries of this title enrolled therein
would probably exceed the total amounts payable for a generally comparable
population of Individuals residing In the same general geographical area who
are not enrolled in an organization to which this paragraph Is applicable.

Allocation of payments, pursuant to this paragraph between the Federal
Hospital Insurance Trust Fund and the Federal Supplementary Medical Insur-
ance Trust Fund shall be made on the basis of reasonable estimates.

Senator ANDE:RSON. Any questions?
Sellator WILLXL3S. No'questions.
Senator BrxxETrr. No questions.
Senator ANDERSON. You have made a good presentation. We ap-

preciate and express our thanks to you for your being here. Thank
You very much.

Dr. ILarrington.

STATEMENT OF DR. DONALD C. HARRINGTON, MEDICAL DIRECTOR,
SAN JOAQUIN FOUNDATION FOR MEDICAL CARE

I)r. IARIoTON. I am Donald C. Harrington, M.D. I am a practic-
ing obstetrician ingynecology and diplomats of the American Board
of Obstetrics and -U.necology, and the director of San Joaquin Foun-
dation for Medical Care.

My prepared remarks go in to some depth as to HMOs. I would
like to merely state here that lIMOs, if properly conceived, properly
supervised, ar'e, m my opinioil. a method of encliancing lledical care
in thi, country. Unproperly supervised they could be claotic.

Also, I feel that HSOs vill be a long time coming because of the
organizational difficulties involved and, therefore, I would like to
spend a few moments that I have in making verbal remarks to dis-
cussing Senator Bennett's amendment.

he are certain points: Let us start out by saying that I obviously
ai in favor of Senator Bennett's amendment,, andf I hope that the
committee recalls that approproximately 5 to 6 weeks ago I appeared
before you and presented certain information regarding the kinds
of patient profiles provided, profiles that are notices to carry o
review, and I pointed out to tie committee when I appeared' before
you previously the need for this kind of ongoing medical care review.

I will not dwell o1 this kind of thing at this session, but I would
like. to go oi to a more detailed discusion of what I consider peer
review, what it ought to be, and how it is best handled.
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Peer review is in its best terms review by its peers. i, as an obstetri-
cian and gynecolgist, cannot, properly review the work done by an
orthopedic surgeon. I, therefore, cannot properly review the kinds of
work done by pharmacists. But I want to also here draw the attention
of the committee that, though we in medicine only receive payment
for a small percentage, some 12 to 15 percent of the funds, we are
ordering approximately 80 percent of all of the funds that are
spent under the various medical care programs.

When we get down to peer review of pharmacy, we must separate
between the errors of commission of physicians, such as the over-
prescribing of amphetamines to teenage kids, the overprescribing
of antibiotics indiscriminately. There are physician peer review
problems.

Pharmacists also have their peer review l)roblems, the splitting of
plresriptions for a financial gain, the refilling without contacting the
physician on refills, these are things that occur in a pharmacy area
andl these shoudd be subject to pharmacy peer review. The phiarmiacists
should be subject to pharmacy peer review. The pharmacists should
be involved in the peer review system to correct those errors that are
truly pharmaceutical.

The same thing is true in the hospital. The hospital has problems
which are mainly physician developed. Overutilization of stays, un-
necessary entry into the hospital, the overuse of surgery, the overuse
of electrocardi'ography, laboratory work, and so forth, these are things
that necessitate peer review by physicians, and the hospitals have gone
a long way with their utilization committees, surgical committees,
medical audit committees to carry on this kind of physician peer
review.

I am very interested in seeing the uprising of tle American Hospi.
tal Association against the Bennett amendment, and I think the up.rising is mostly d-ue to the fact that tho good hospitals are uprising.
I am sure the letters you are receiving if you would study them, come
only from hospitals that are already involved in PSRO. They are
already involved in adequate review, but they have not sat in a chair
that I sat in and reviowed the community as a whole and realize that
a physician is not allowed to do a hysterectomy in one hospital, goes
across the town to do it in another hospital.

Therefore, the Bennett amendment allows us to give a total com-
munity pers ective, which is what the hospitals in California have
been doing Por some 14 years, and it is on this basis that I feel so
strongly involved with the Bennett amendment.

Back to peer review: The hospitals should not fear peer review
because those things that have to do with hospital abuses, such as the
requirement of an X-ray of a chest in every admission in a proprietary
hospital where the X-ray person owns part of the hospital; the re-
quirement of an overabundant laboratory in a proprietary hospital
where the laboratory is owned by one of the hospital owners. These
kinds of things .will have to be subjected to hospital peer review.

The good administrators which are by far the largest in our country
will be able to see the things that are going on in all hospitals, not
just in the local hospitals.

Now, peer review has to do with the discipline of the individual,
be lie a podiatrist to review podiatry, an optometrist to review optom-
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etry, but, also the geographic location. Geographic location is
important.

We in San Joaquin Coity cannot review the work of physicians
in Alturas. There are differences and distances from the hospital
requiring longer hospitalization and earlier hospitalization. WO are
not capable, even though our generals may be treating the same
diseases, to review. Thus we have to bring it to the local level.

This, then, gets down to the area that Dr. Chase Stanford was
talking about. Obviously they are not going to require preadmissions
for Stanford. Any peer review group that would do this would be in
error. However, Stanford wonld be picked upon on retrospective
review.

The statistics that can be developed from all of the flow statistics
would say to Stanford, "Now you are--you have a large expenditure
in laboratory procedures. How many of these are therapeutic, how
many of these are research, and how many of these are teaching."

These kinds of things will be able to be developed, and this kind
of thing then can be brought to the attention of the good hospitals that
may be overutilizing from the concept of therapy and then decisions
should be made, are these payable or not, which is what we are really
getting down to. It is good to do them, but who pays.

So I think peer review does have to get down to the local level and
the local problems.

Now, I feel strongly that the bill does have one serious error. They
are, not utilizing the State medical society as well as they could. Now,
in Utah, as you mentioned, in Colorado as I am mentioning, certainly
the State will probably be the only one, but I think that the Federal
Government, when they approach this program in California, would
be well-advised to first contact the California Medical Association be-
cause they are alert, to this problem and they can in turn put pressure
on the county medical societies which will bring a more rapidly ex-
panding peer review program than if you leave the State societies out
of it entirely.

I have just a few more things if I have the time.
It is very well and good to set up a committee and say, "You now are

a peer review committee." This is great. This has been done. The prob-
lem is, who decides what gets to that committee, who decides what
kinds of material should that committee seek. As far as I am concern-
ed, the provider in the peer group, is the only one that can make this
kind of a decision, and lie must then impact the fiscal intermediary,
whoever it may bet and say to that fiscal intermediary "I need to see
all the claims for injections of estrogen. I need to see all tio claims
for injections of estrogen. I need to see all the claims for the injections
of vitamin B-12."

These kinds of things have to come up from the peer review to the
third party, and then either manual or in the near future computer
programing to extract. these claims, which will then be sent 'to peer
review.

Now, we have been talking about ongoing review. We were talking
about it, I believe, and I think Senator Bennett pointed this out, Wo
are not talking about it in regard to treatment. U e are talking about
it in regard to payment. We will study the case, decide is payment
eligible under the contract of the program or under the type of medical
care involved. If so, it will be paid. If not, it will not be paid.
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But this does not mean that the service will not, be rendered.
Now this then produces what is so commonly called cost effective-

]ess, which I take a dim view of. I prefer the words "quality effective-
fess" because as soon as e find we are not paying for certain claims

of certain physicians, certain pharamacists, certain hospitals, we then
label them black cat hospitals, and black cat l)harmacists, and physi-
cams, and we give it much more careful scrutiny.

however, we do need peer review to study anid find out what the
community patterns are.
I would like to say one thing moie. RetrosIective review is still im-

potant, and retosetrospective review and I would like to point out, for
instance, how one would study the hospitals.

We at the present time, are working in California developing an on-
going program of review through the computer. Part of our charge
has len from the State of California to develop some retrospective
things and we met with the California Hospital Association
only 3 days ago and gave them this charge and they are going to
stuly it aid see. Some of the things we are studying are, for instance,
the number of hosl)ital days per hundred recipients; the number, the
charges by hospital departments per hundred recipients; the charges
by hospital departments for 100 days. Here are specific reasons for
each kind of retrospective review, aud one of the main reasons is to
pick lip pool- prospective review.

So that retrospective must go along with prosIective analysis.
Physician acceptance, I wold like to says this: I have had the priv-

ilege of speaking before many of the State medical societies in their
house of delegates, including" New Mexico, and the list. of people of
hospitals that are at, the present time interested in peer review and
whom w e hav e personally contacted in California, the State of Nevada,
New Mexico, Colorado, bth metro )enver and the States of Mimie-
sota, Georgia, New York, two counties or one; just a week ago Wyom-
i voted to put in a peer review system, and we are speaking ini the
near future with seven or eight other" societies that are interested in this
p eer review.

So I am sure that the Bennett amendment, is meeting-is at a time,
it is at a time when medicine is villing to accept this. Whenl I say
medicine I think that the medical profession, the physicians, will have
to take the lead in this because of the fact. that we order 80 percent
of all of the services rendered, but, we must then bring in the hospitals,
lodiat rists, and so forth.
I wold like to say one quick word in closing about HMO's. I would

not holm in the wording o f the JIMO's it, states that only those organ-
izations who have shown experience in the past will be allowed to be-
come an 1MO. I cannot think of any better way of freezing our type
of care into the sterile kind of care we have had in the past by freezing i
it to those people who have been doing it.

I think that it should be allowable for an organization such as New
Mexico, who starts out without experience, but who has the ability
to al inm the necessary administrative expertise to become an IMO.
I think this, on the one hand.
,On the other hand, the regulations should not be so loose that we

will deveop a country cousin chicken HMO that runs from State to
State.

47-5,30-70-pt. 2-11
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I feel one last thing, and then I will close, and that is that it is
impossible for 11tM 's to start unless you allow some administrative
flexibility at thi beginng. This business of making them have 50
percent or more people under 65 is going to defeat your purpose.

Secondly, I think that they should beable to reinsure some of their
risks with the insurance carriers that know insurance, but reinsure
it by the -HIM. This is what we do, for instance, with our Federal em-
ployees, the hospital is reinsured, we take care of the Federal em-
ployee's professional bills. The rest is in my printed statement and I
think I need say no more.

Are there any questions?
(Prepared statement of Dr. Harrington follows. Hearing continues

on 1). 495.)

STATEMENT By DONALD 0. HARRINOTON, M.D., 'MEDICAL DIRECTOR, SAN JOAQUIN
FOUNDATION FOR MEDICAL CARE

I am Donald C. Harrington, M.D., a practicing obstetrician-gynecologist, a
diplomate of the American Board of Obstetrics and Gynecology, Fellow of the
American College of Surgeons, Fellow of the American College of Obstetrics
and Gynecology, and Medical Director of the San Joaquin Society's Foundation
for Medical Care.

My purpose In coming before you Is two-fold. First, to present some concerns
about the development of Health Maintenance Organizations and secondly, to
discuss Senator Bennett's amendment on peer review.

The Health Maintenance Organization concept, properly structured and ad-
ministered, should produce a broader and more equitable distribution of avail-
able medical care. These remarks are based on 10 years of Involvement with
Health Maintenance Organization type plans. The first, 1954, a program developed
with the International Longshoreman's and Warehousenian's Union-Pacific
Maritime Association Welfare Fund; the second, 19060, the Federal Employees
Program; the third, 1062, the State Employees; and lastly, 1960, the Medi-Cal
Program.

The discussion on Health Maintenance Organization problems will be covered
under five topics, They are:

1. The underlying intent In the development of Health Maintenance
Organizations.

12. The administrative structure of Health Maintenance Organizations.
3. The relationship of Insurors to Health Maintenance Organizations.
4. The requirements for an organization to qualify as a Health Maintenance

Organization.
5. Surveillance of operational Health Maintenance Organizations.
The remarks that follow are not Intended as a comprehensive discussion of the

listed topic but only the presentation of few problem areas for discussion.

1. TI[E UNDERLYING INTENT IN TIlE DEVELOPMENT OF HEALTH MAINTENANCE
OROANIZATIONS

Perhaps the most Important area of discussion Is the Intent, first by the Gov-
ernment and then any other involved organizations Inasmuch as the Intent will
in fact structure the program. If the Intent Is solely for Immediate dollar savings,
health Maintenance Organizations are not the answer. If the Intent Is for "cost
effectiveness and quality effectiveness", Health Maintenance Organizations are
certainly worthy of study. It Is obvious to all concerned that an early diagnostic
medical care program will uncover disease and will produce additional early
costs, The savings in human itisery as well as monetary costs on the longterm
basis however are great. The best Illustration is the Papancolaou smear while
If universally utilized, would, In the short range, Increase the hysterectomy rate
considerably, but In the long range, cut down the need for radical surgery,
cobalt and other radioactive modalities. With the hope that the intent Is for-
good medical care, we will proceed to number 2.
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2. TIIE ADMINISTRATIVE STRUOTURE OF HEALTH MAINTENANCE ORGANIZATIONS

Because of the broad scope of medical care problems ranging from early
diagnostic services through terminal cardiac care in a longterm care facility,
involving the multitude of providers working as a team, it Is obvious this type
of program cannot be set up by totally administrative personnel as is the case
In the present insured programs. It is our feeling from past experience, that to
be successful, all providers that are rendering care under a Health Maintenance
Organization should be teamed as a management group to develop the medical
care programs that are suitable for adequate patient care. This required that
physicians, hospitals, pharmacists, podiatrists, optometrists and all other pro-
viders, group in a team effort to provide a comprehensive program and utilize
the funds already being spent in a broader and more equitable manner. Ad-
ministrative personnel and computer people will be essential to the success of
this type program, they would hopefully have had experience in medical care
programs prior to relating to the health professionals in producing the Health
Maintenance Organization. The first Ingredient of a Health Maintenance Organi-
zation is involvement and requires that the health professionals become involved
intimately with the administrative aspects of the program.

3. TIlE RELATIONSHIP OF INSURORS TO HEALTH MAINTENANCE ORGANIZATIONS

The San Joaquin Foundation for Medical Care, as noted above, has several
programs where the physicians are actually on risk for their services. For
practical reasons, the Foundation, through acting as prime contractor in

each instance, has "reinsured" for hospital care and for out area professional
care through several insurance companies: For the ILNWU-PMA, Pacific Na-
tional; the hospital portion of this program Is negotiated directly by the ILWU-
PMA; for the Federal Employees Program, Continental Casualty Company, and
for the State Employees, Pacific National. This reinsurance is done at a cost
of 1% risk charge. The remaining money returns to the Foundation for other
medical care purposes. This relationship assures the patient of hospitalization any
place in the country and yet maintains local Interest of the providers in keeping
hospital costs down. It is from this experience that I strongly recommend to the
Committee that methods for reinsuring portions of the risk be part of the Health
Maintenance Organization law.

4. REQUIREMENTS FOR AN ORGANIZATION TO QUALIFY AS A HEALTH
MAINTENANCE ORGANIZATION

I am greatly concerned that the words presently in the Act will present any
new and Initiative people from entering this new field of health care delivery.
The Act states that the person qualifying must have had experience in the field
and must. also cover individuals not under Medicare as part of the on-going
program. This makes it impossible for certain Foundations who are not at
present in a risk taking program but who have administered medical care
programs of large size over many years on a non-risk basis from being included
as a candidate to become a Health Maintenance Organization. Actually, if read
loosely, a small insurance company could, working with small groups of physi-
clans, develop a Health Maintenance Organization which could then be franchised
from community to community throughout the State much like an "Uncle Eddies
Fried Chicken" corporation. Both of these situations are, I believe, obviously
bad. Thereis great interest at the present time In many state and county medical
societies In peer review, Foundations for Medical Care, and Health Maintenance
Organizations. It is my considered opinion that a properly involved medical
society through its Foundation for Medical Care, though it may be inexperienced
In the health care Administrative field, could, because of experience it the
practice of medicine, Obtsin the necessary administrative personnel to carry
on either directly or through reinsurance mechanisms, a very effective Health
Maintenance Organization.

5. SURVEILLANCE OF OPERATIONAL HEALTH MAINTENANCE ORGANIZATIONS

It Is not enough to develop the concept, the administrative requirements, and
the funding for a Health Maintenance Organization without also developing the
necessary fiscal, medical and demographic reports. These reports are essential to
compare differences in function In various Health Maintenance Organizations



494

and to discover anti spread successful techniques and to discard costly and
unsuccessful procedures. These reports are also necessary to assure that lfealth
Maintenance Organizations are developed in the spirit fnd Intent that we have
previously discussed and not solely as a fiscal Intermediary. This surveillance
should be undertaken by the Health Maintenance Organization's administrative
people In cooperation with the funding agency for whatever program the Ifealfih
Maintenance Organization is developed.

This discussion of surveillance leads into the second portion of my testimony
and that Is a discussion of Senator Bennett's amendment. At the present time
there is a tremendous Interest in "peer review". The majority of this Interest
stems from the realization that a comprehensive medical care program, uncon-
trolled, can be costly because of the excesses of a few providers, and also because
It is obvious that these excesses can only be discovered by people trained in the
same field as the provider under question. Peer review has been going on exten-
sively in the California Foundations for approximately 16 years. In our experl-
eice. peer review, to be effective, must be brought to bear prior to the payment
of the provider's bills. This is in contrast to what Is actually going on in the
Medicare and Medi-Cal programs throughout this country.

The American Medical Association has, over the past several years, voiced Its
approval of the peer review concept and has Indeed stimulated legislation in
this direction and is also Informing the various state and county medical societies
of Its posture and stimulating interest in the development of more adequate peer
review by the constituent societies. The Federal and State Governments involved
in medical care programs are vitally Interested. The State of California, with
Federal help, has become Involved In a program for computerizing ongoing
review. The United Federation of Foundations is acting as a subcontractor to
devleop the provider criteria for this effort.

To be successful peer review must stem from the local community. The peer
review committee doing the study must be Involved geographically, by training,
and by past experience to the provider whose services are being questioned. The
peer review group should have a choice In deciding what types of medical pro-
cedures should be subjected to review. This information should be transmitted
to the necessary administrative people so that claims can be abstracted, Oither
manually or by computer, for referral to the local peer review group. The county
medical society or district medical society is the ideal focus for the preliminary
review in as much as physician providers either receive payment for or order
the services producing 80% of the medical care costs in a comprehensive pro-
gram. The experience of the Californla Foundations has been that approximately
A5% of all clahns pass directly through the screening mechanism and are capable
of Immediate payment. 15% are subjected to peer review and 2% require more
detailed study by a total committee. These numbers are administratively feasible
and require only the proper identification to be brought to study. The primary
document involved In peer review Is the "patient's profile". On this document all
services provided to a patient are listed by date of service, by type of service,
by dollars billed and paid and other relevant Information. As clahns are recelveil,
they must be sreened against this past history, either by capable claims person-
nel or by a computer. From this past history relevant to the present clain,
decisions are iade for payment or non payment or for the need for additional
information, Wlien claims are subjected to study, they must be tied it with the
patient's profile and the related provider's vroflil,

The provider profile is the second document necessary for review. This consists
of a detailed history of all the services rendered, the dates of service, the amounts
charged and pald and the lst reactions of the provider's peers to his services.

Prom the above brief account of the Ingredients necessary in peer revle, it
can be seen that:

1. Peer view must relate to the local provider authority.
2. It must be b cked up by adequate documentation.
The name of the geographic or administrative area to be covered practically

by one peer review committee Is not-essential. In some Instances, It wquld, be a
county In California, a district of Los Angeles, or fhe State of Wyoming. in each,
the population of recipients and of providers would be approximately the same.

The limitations of the discovery of aberrant claims is the main problem at the
present time. For that reason, the total expansion of the peer review concept
throughout the country Is not feasible'until computer programs that are being
developed are operational. Those claims that are discovered are small enough
in number and relate to small geographic areas so that they are administratively
controllable.
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Peer review Is so essential to a comprehensive medical care program that tlhe
American Medical Association has actually proposed that if a county or state
medical association does not rise to the challenge, the Secretary of Health, Educa-
tion and Welfare would be compelled to make a program operational. I am sure
that the physicians In most parts of America will respond to this challenge and
develop the necessary peer review organizations and work with State and Fed-
eral programs to develop methods of uncovering medical abuses. This program
nmay take sonic time In development inasmuch as considerable administrative as
well as medical education must go on.

Senator BENw N-r. I would like to make a comment.
At the beginning of your statement you pointed out that you as

an obstetrician cannot review the work of a pharmacist and, as I un-
derstand the meaning of the Bennett amendment,, you would set up
a peeview Organization but they would have the power and be urged.

then they detected a )roblem with the pharmacies to bring in l)liarila-
cists to advise them and help them make a recommendation with re-
spect to l)harinacists, and the same way with the basic hospital
problems.
Dr. HARRINM-ON. When I made this cominent, sir, I really was not

speaking to the committee. I was really speaking to miy conferers in
the other disciplines to make them realize that medicine does not
want, to review pharmacies in hospitals. This has to be a cooperative
thing that all of the disciplines get. involved in.

Senator Bi-xxm-r. And that is exactly w'hat we are after.
Now, I was interested also in your comment. about the necessity for

restrospective review. It. seems obvious to me that we need iestrospec-
tive review to set 1l) our. norms, and once we have set up norms we
need restrospective review to keep fhiemi constantly corrected, because
without some basis of norms, the peer review coloration cannot. be
successful.
Dr. HAIRINToox. Correct..Ye, for instance, let. us say, in our review work, we trust, implicitly

upon tie utilization of issue committees, medical audit committees
of our better hospitals. We retrospectively, however, pick up aberra-
tions and bring it. to their attention to sharpen their particular exper-
tise and it. makes everybody honest.

Senator BExinr. Those afll my comments.
Senator A.-)rnmsox. Thank you very much for a very fine statement.
J)r. ITARRINOTON'. Thank you.
Senator Axi)wrsoN.. Max Shain. Go right ahead.

STATEMENT OF MAX SHAIN, ASSOCIATE PROFESSOR OF MEDICAL
CARE ORGANIZATION, SCHOOL OF PUBLIC HEALTH, UNIVERSITY
OF MIOHIOAN

Mr. SIAIN. Senator Anderson, andI members of the committee, my
name is Max Shain, and 1 an engaged as an associate l)rofessor of
medical care organization 't. thie Unversity of Michigan, School of
Plublio Ifealth, and for some time I have'been studying as well as
doing teaching and administration in the field of social security, hos-
pital administration, and health insurance.

My testimony today is related entirely to the medical care program.
For a number of months your Medicare-Medicaid Committee, sub-

committee and its staff, have been engaged in examining into the
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operation of tile medicare program. Their investigations have dis-
closed a number of most serious shortcomings in ( he regulations is-
sued by the Department of Health, Education, and Welfare in the
performance of the health insurance organizations which administer
the program as the Government's agents, and in the activities of the
providers of health services.

You have expressed alarm about the escalating costs of the medicare
program, as well you might after seeing the premium for physicians
and related services rise from $8 to $5.30 a month, and after hearing
from the social security actuary that the hospital insurance trust fund
faces a deficit over the next generation of $216 billion.

Your colleagues in the House of Representatives have taken
straightforward action regarding the fees to doctors and others paid
under part B of medicare. They have in effect established a temporary
freeze on such fees and tied future increases to a kind of cost-of-
living index.

With regard to payments to the hospitals and other providers under
part A, the houso action was much less direct, and the. House was
obviously not particularly hopeful about the effects of the actions
it took because it raised both the tax rate and the tax base to levels
necessary to cover the predicted $216 billion deficit in the hospital
insurance trust fund.

My purpose today is to urge that you 'add provisions to the bill
which would do in principle for the costs of providers under part A
what. the House of Representatives has done for the charges under
part B, establish a formula for a ceiling.

The limits that are imposed should serve these ends: Encourage
the maintenance of a skilled and stable work force in hospital em-
ployment by providing financial support for eliminating differentials
in wage rates between hospital employees and workers with compar-
able qualifications in-other employment.

Tley should provide funds for meeting inflation in the cost of goods
that hospitals purchase, and they should spur the development of
expert hospital management so that hospital services can be im-
proved without inordinate cost increases.

Specifically, I am proposing that reasonable costs under part A be
relefined as calendar 1970 cost plus only: For 60 percent of hospital
expenses-represented by wages-amounts necessary to achieve parity
in the next 5 years between hospital wages and wages for comparable
occupations in other industries, and additional funds after that to
maintain such parity; and for the remainder of hospital expenses--
represented by nonwage items-amounts necessary to keep pace with
changes in an appropriate measures like the index of wholesale prices.
I have furnished an advance copy of this proposal to the Office of
the Actuary of the Social Security Administration. They may be able
to furnish this committee with an estimate of the tax increase neces-
sary to finance this proposal. I would expect that the tax increased
would be quite a bit lower than that contained in the Iouso bill.

How is my time?
One last point I would wish to make.
I would believe that it would be very nece.sary for your committee

and its staff to maintain an extremely close liaison, close conta, close
surveillance, over the regulations as they are developed in the Depart-
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ment of Health, Education, and Welfare and administered in the field.
Your staff's investigations have, as I have said before, disclosed very
serious shortcomings of cases where the clear intent of the law .was
twisted, subverted, in fact, in the regulations issued and in the actions
taken out in the field. This is a situation that you cannot allow to
continue, and by the use of your staff and other means that you have
at your disposal, it would be most important that you maintain this
oversight so that the regulations do not twist the law, as in fact they
very often have in the past.

(Prepared statement of Mr. Shain follows:)
STATEMENT OF MAX SIJAIN

SUMMARY

The major point of this testimony Is a proposal to limit increases in payments
to hospitals under the Medicare program. The limitation would be achieved by
tying changes In Medicare reimbursement to an index which would be composed
of two factors. The first factor would cover amounts necessary to achieve parity
in wages for hospital workers with wages for comparable occupations outside
of hospitals, and the second would reflect changes in wholesale prices.

STATEMENT

Mr. Chairman and Members of the Committee: My name is Max Shain and
I am a resident of Ann Arbor, Michigan, where I am employed as an Associate
Professor of Medical Care Organization at the University of Michigan School
of Public Health. For some thirty years, I have beeh engaged in teaching, re-
search, and administration in the social security, hospital, and health insurance
fields. My testimony today Is related entirely to the Medicare program.

As we look back over the five years since the Medicare program was adopted
In 1965, we are inclined to emphasize its difficulties and shortcomings. Perhaps
this is Inevitable at a time when the opportunity for making improvements is at
band. In this critical atmosphere, let us not overlook that the enactment of
Medicare was a major advance In American social policy. Through this law
the nation recognized the fundamental right of a major segment of its citizens,
the aged, to health services. The Congress guaranteed this right through the
social Insurance system.

With all the misgivings that have developed since the program was enacted,
particularly over the Inflation in medical costs that we have seen since 196, we
must not forget that through this law, more health services have been brought to
our aged citizens thai ever before. We have honored ourselves by establishing
the principle of the right to health services, with these services to be made
available Under conditions of dignity. Special mention must be made of the
contribution of Senator Anderson, chairman of your subcommittee on Medicare
and Medicaid, as sponsor of the Medicare legislation.

For a number of months, your Medicare-Medicaid subcommittee and its staff
have been examining the operation of the Medicare program. Their investigations
have disclosed a number of most serious shortcomings In the regulations issued
by the Department of Health, Education and Welfare, in the performance of the
health insurance organizations which administer the program as the Government's
agents, and In the activities of the providers of health services.

You have expressed alarm about the escalating costs of the Medicare program,
as well you might after seeing tie premium for physicians' and related serviCes
rise from $3.00 to $5.30 a month and after hearing from the Social Security
actuary that the hospital insurance trust fund faces a deficit over the next
generation of 210 billion dollars.

Your colleagues in the House of Representatives have taken straightforward
action regarding the fees to doctors and others paid under Part B of Medicare.
They have, in effect, established a temporary freeze on such fees and tied future
increases to a "cost-of-living" index.

With regard to payments to hospitals and other providers under Part A, the
House action was much less direct, giving encouragement to experimentation
and planning and authorization to tho Administration to control payments to the
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institutions whose costs were most outrageously out of line with others. TheHouse was obviously not particularly hopeful about the effects of these steps.It raised both the tax rate and the tax base to the levels necessary to cover thepredicted 210 billion dollar deficit in the Ilospital Insurance Trust Fund.
My purpose here today Is to urge that you add provisions to the bill whichwould do in principle for the costs of providers under Part A what the Houseof Representatives has (lone for the charges under Part B--establish a formula

for a ceiling.
The limits that are Imposed should serve these ends:
1. Encourage the maintenance of a skilled and stable work force In hospitalemployment by providing financial support for eliminating differentials in wagerates between hospital employees and workers with comparable qualifications

in other employment.
2. Provide funds for meeting inflation in the costs of goods that hospitals

purchase.
3. Spur the development of expert hospital management, so that hospital serv-ice may be Improved wtihout Inordinate cost Increases.
Specifieally, I propose that "reasonable costs" under Part A be defined ascalendar year 1070 costs plus only:
1. For 60% of hospital expenses (represented by wages), amounts necessary

to achieve parity In the next five years between hospital wages and wages forcomparable occupations in other industries, and additional funds after that tomaintain such parity; and
2. For the remainder of hospital expenses (represented by non-wage items),amounts necessary to keep pace with changes in an appropriate measure like the

Index of Wholesale Prices.
I have presented an advanced copy of this proposal to the Office of the Actuaryof the Social Security Administration. They may be able to furnish this Coin-mittee with an estimate of the tax increase necessary to finance this proposal.I would expect that the tax increase would be quite a bit lower than that

contained in the House Bill.
It is clear that the time remaining' this year for this Committee and theSenate to do their work on this bill Is very limited. It would not seem feasiblenow for you to do a major overhaul of the Medicare program beyond the actionstaken by the House of Representatives. I urge you, however, to take this oppor-tunity to join In the House's concern for the program's costs and to extend theHouse's cost control action to the area of institutional costs under Part A, whichrepresents by far the major part of the Medicare program's expenses.
I would urge, also, that your Committee and Its staff maintain continuouscontact with the process of drafting the regulations which convert the broadstatements of Congressional intent in the law into operation Instructions. Wemust avoid the sad experience of 1965-M0, when somehow the cost controls youhad Intended In a number of aspects of the law were overlooked, or even sub-

verted, In the administrative regulations.
It appears now that the Administration, hell-bent on getting the program Intooperation, was willing to compromise away the controls which you thought youhad specified. The entire nation has been paying for the accelerated inflationin medical prices which was then set off. We pay not only through higher taxesfor Medicare and Medicaid, but in higher premiums for the health insurance

purchased by workers and employers. For those who have no health insuranceor insurance with limited benefits, the burden Is particularly severe, since theycome face-to-face with vastly Inflated prices at the time they are ill.In deference to your tight schedule, I will end my statement here. As best Ican, I will respond to questions you Wish to put to me and be available for
additional assistance that you may request.

The CHAIRMAN (presiding). Thank you very much sir.
'l next. witness will be Mr. Edgar G. Burkharat, Veterans of

11Torl War 1.

STATEMENT OF EDOAR G. BURKHARDT, NATIONAL COMMANDER,
VETERANS OF WORLD WAR I, USA

Mr. BURKITARrT. Mr. Chairman and members of the committee, T
am Edgar Burkhardt, national commander of the Veterans of World
War I.
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I wonder how much time do you have.
The CHAIRMAN. We have been allowing each witness 10 minutes

to summarize his statement..
Mr. BURKHARDT. I have submitted a statement to your committee

members and, as a matter of brevity, of saving your time as well as
the other people who are waiting, would you mind if I passed ul)
reading the statement?

The CIAMnI,\N. No; not at all, just summarize it. lWe will print the
whole statement.

Mr. BURKIARDT. I would like to add this, that we favor, are very
strongly in favor of the 5-percent increase in social security, and we
are very strongly in favor of the escalation clause as amnended in the
House bill, that, the increases in social security be automatically made
as the cost of living goes up. This has been a practice for years in
labor-management negotiations and later on it is still being used
in the labor negotiations in wage operations.

The social security people, the Federal social security retirees, are
benefited b this escalation clause, and we would like to have thatill this now Nil.

The reason for that is that it, is, to move legislation through Con-
gress is necessarily a slow process. There is a certain time lag and
certain studies and everything else that enter into it before you come
Ul) with an increase and, in the meantime, our people are really
suffering.

V have approximately 900,000 World War I veterans who are
meeting the stringent income limitations in order to get pensions, and
that income limitation is based slightly above the poveity level, and
these, people have quite a job to live. They are all retired, and we
feel that inasmuch as we have helped build up the economy of our
country during the years when we were employed, that we should get
serious consideration a little bit, faster than w e have been getting.

The ChAIRMAN. Thank you very much.
Mr. BuRKARDT. I thank you for the opportunity of appearing

before you.
The CH.IRMAN. Thank you, sir. We will print your entire

statement.
(Prepared statement of Mr. Burkhardt follows :)

STATEMENT OF NATIONAL COMMANDER EDOAR G. BURKIHARDT, VETERANS OF
WORLD WAR I, USA, INc.

I am FA.d.ir G. Burkhardt, National Commander, Veterans of World War I,
and In beln~f of the nearly 300,000 World War One veterans and their depend-
ents, I express appreciation in their behalf for this opportunity of appearing

before your committee in support of 11.11. 17550 as aineuded, and appeal for your
favorable approval and Iassage of this bill.

There are nearly 900,000 World War One veterans who receive veterans'
pensions, and their economic status is such that they have met the stringent
income limitations which are based slightly above the Government's established
poverty level. Our average age is clo.e to 75 years of age, and all are unemployable
and have no means to combat the ever-increasing cost of living as comluted
by the Department of Labor.

We understand fully that passage of any legislation is a slow process. This
creates a time lag after the necessary legislative study and hearings which re-
suilts In the hardship created on those of us who are recipients of Social Security
Benefits. These people suffer In trying to make ends meet ditring the period
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when the cost of living statistics are computed, and the actual increase In Social
Security benefits become a reality. Frankly, our people suffer greatly, and won-
der how to be able to exist. We can't afford to live and we can't afford to die.

As an humanitarian act, this bill should be enacted Into law without further
delay as already passed by the House of Representatives.

For example, the cost of living, according to the Bureau of Labor statistics,
shows an increase since July of 1969 of 7.0 points.

The amendment to II.R. 17550 which establishes an automatic Increase In
Social Security payments as the cost of living index increases, which would not
only eliminate the hardship of Social Security recipients, but would likewise
reduce the time consuming efforts on the part of Congress.

This is not a new method of making adjustments based on the cost of living
index. Ever since 1942, every labor-management union contract had a provi-
sion; ever so many points increase in the cost of living, an agreed upon in-
crease in wages was made.

Even in World War Two, costs were frozen to keep the cost of living down.
The Treasury Department and the General Accounting Office considered such
increases fair, and accepted these additional costs when at the termination of a
Government contract on war materials, was renegotiated as to costs and ultimate
profits. Every Government contract was subject to renegotiation during the War.

Since this was a fair and accepted method, and is even today used in Labor-
Management Union contract negotiations, and is successful, it is only fair that
people who are recipients of Social Security Benefits be given the same consid.
eration and treatment.

Federal Civil Service retirees, likewise receive automatic increases based on
the Cost of Living Index.

Certainly, since these automatic increases have proven so successful in labor-
management contract negotiations, and is an accepted method for Federal Civil
Service retirees, these recipients of Social Security monthly payments, people who
have, through their efforts, technical skills, manual and mental labors and vision,
done so much to Increase the economic growth of our economy, should be entitled
to this same benefit now.

We, In our National Conventions, have passed resolutions to secure such legis-
lation, and therefore urge you to pass H.R. 17550 as amended at this time. To
House of Representatives recently passed this at the same time they passed the
additional 5% increase in Social Security.

Twenty Eight years have passed since this automatic increase based on the
cost of living statistic was first inaugurated, and we are confident that in fair-
ness, you should now make this a reality for the Social Security recipients.

The CHAIRM. Ax. The next witness is Dr. Jonathan Leopold, cominis-
sioner of mental health of Montpelier, Vt., accompanied by Dr. Ken-
neth Go.ver, administrator, division of mental health. Salem, Oreg.,
and Harry Schnibbe, executive director , in behalf of the National
Asosciation of State Mental Program Directors.

STATEMENT OF HENRY SOHNIBBE, EXECUTIVE DIRECTOR, IN
BEHALF OF NATIONAL ASSOCIATION OF STATE MENTAL HEALTH
PROGRAM DIRECTORS; ACCOMPANIED BY DR. KENNETH GAVER,
ADMINISTRATOR, DIVISION OF MENTAL HEALTH, SALEM, OREG.;
AND DR. JONATHAN LEOPOLD, COMMISSIONER OF MENTAL
HEALTH, MONTPELIER, VT.

Mr. ScniNinF,. Mr. Chairman, my name is Harry Schibbe, execu-
tive director of the National Association of State Miental IIealth Pro-
gram Directors.

The two principal witnesses here today representing State mental
health, mental retardation agencies are 1r. Gaver, who is director of
the mental health program for the State of Oregon, immediately to my
left, and Dr. Leopold on the far left, who is the commissioner of th'
department of mental health in the State of Vermont.
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The representatives of the States in our association administer the
larestl)ublic health program in the free world.

Tie State mental health i programs embrace thousands of community
outpatient and residential hospital facilities.

Several million patients are treated each year through State public
programs for mental illness, mental retardation, alcoholism, and nar-
cotic addiction.

The total State budgets administered by the members of this asso-
ciation amount to over$2 billion per year, about $2.5 billion.

The witnesses here today thus represent a group of State officials
who have a substantial knowledge of the likely effect of some of thie
proposed amendments to the Social Security Act amendments of 1970,
as contained in H.R. 17550.

Our wit fesses here today will speak from their own experiences in
their own States. In Oregon and in Vermont, both of our witnesses are
responsible for the administration of a whole range of State treatment
and rehabilitation services for the mental ill, mentally retarded, al-
coholics, i arcotic addicts.

Although they come from States on opposite sides of this country,
it should be understood by the committee that they will be expounding
principles, concerning this proposed legislation, fliat are substantially
the positions of all 54 States and territories.

Today we intend to cover six general subjects in the bill and we in-
vite questions at any time during the presentations. Our testimony is
designed to afford interruption bky committee members.

The subjects are:
1. Discrimination against the mentally ill in the Social Security

Act.
2. Care of the mentally retarded under provisions of the Social

Secui'ity Act-, as especially in the amendments adopted by the House.
3. The -need for proper and effective controls on federally funded

mental illness and mental retardation treatment programs.
4. R eight and necessity of States to be eli ible for Federal benefits

if they develop and operate different types of intermediate care facili-
ties for both thme mentally ill and the mentally retarded.

The bill prohibifts this, by the way.
5. Does the Fe&,eral tile 19 money effectively supplement rather

than supplant, as is somnetinles charged, State treatment dollars?
6. And last, responsibility for determination of uniform mental

health and mental retLrdation treatment standards.
Mr. Chairman, we have several specific amendments to the bill.

They are listed on a separate sheet of paper, which you now have
before you, and which wo will be happy to make available to anyone
who deires it.

I will run through the amendments to be sure there are no technical
questions about where they mni.Iit be located in H.R. 17550. Then
Drs. Gaver and Leopold will discuss with you the reasons why the
States seek these amendments that we propose.

There are four specific amendments. Without reading all the de-
tails of where the amendments are because they are specified in the
statement here, the first amendment refers to--well, let me say this:
The title of section 225 on page 103 of this bill is totally misleading.
The title says:
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"Establishment, of Incentives for States To Emphasize Outpatient
Care Under Medicaid Programs."

The title shoul read:"Establishment of an Accounting Device to Slash the Federal 'Med-ical Care Budget by Discriminating Against Patients in Hospitalsfor Mental Diseases." because that is what it does.
This budget reduction device on page 105 does not apply to personsiii hospitals for treatment of heart disease, fractured pel, is, kidneyinfection, or cancer. It applies only, and discriminatorily, to thementally ill.
We do not think the Federal Government- ought to pick on the men-tally ill as an easy target for reducing the Federal budget.Drs. Gaver and Leopold will describe to you why this particularsection is totally discriminatory in nature ana intent and how specificcontrols can be imposed to assure high quality care in lieu of mindlessbudget, cutting.
Now, our amendments are, the first, amendment is, to strike the lan-guage in the bill discriminating against the treatment of the mentallyill in hospitals for mental diseases.
Tie second amendment as it applies to the mentally retarded isagain simply a budget cutting action with no regard to quality ofca I.
l)rs. Leopold and Gaver will discuss with you the needed controlsin this area, which might prevent abuses of the program.Our third amendment would wipe out a provision as adopted by theHouse which we consider to be an outrageously shortsighted and dis-criminatory approach to continuity of care for the mentally ill andmentally retarded.
A program of care is needed at a level below that of a medically-oriented skilled nursing home. For the mentally ill this might be asupportive program of care of a semimedical nature.
For the mentally retarded this might be a supportive program ofcare of a social-sekice-rehabilitative type.
Drs. Gaver and Leopold will discuss this with you.Our fourth amendment to 1.R. 17550 concerns the establishmentand maintenance of health standards, and we have specified ill herethe recoimnendations we have for changes.
Mr. Chairman, this concludes our orientationn of recommended

aimendinents.
(Aniendhents referred to follow:)
amendment No. .- On page 105, line 10, strike the period add a semicolon and addthe followln language: "except that the above decreases shall not apple, In the case ofan Individual receiving services In a hospital for mental diseases In a State electlng toprovide Services under section 1002(a)(20) If that State provides In Its State plan,and has Implemented to the satisfaction of the Secretary in the hospital In which the In-divldun is receiving services, methods of assuring utilization review as described In sec-tion 18M(k), Independent medical audit and program audit, as defined by the 6cretary.'.. rposc.-Mentally Ill over 05 years of age permitted full treatment benefits In "hospitalfor mental diseases" provriding State applies sPecific controls. (a) utilization review,(b) independent medical audit, (e) program aud t.Ain.€?.ent No. 2.-On page 10.), lIne 3, after the word "year," add a comma and addthe following language: "in the same skilled nursing home,"On page 105, ine 4, strike the word "and" and add the following langua ge: "exceptthat the above decreases shall not apply in the case of an Individual receiving servicesIn a skilled nursing home If that particular facility has Incorporated into Its operationalprogram methods of assuring utilization review as described in section 1861(k). and in-dependent medical audit and pro ram audit as defined by the Secretary, and"Parpose.-Protectlon of full benefits of mentally handicapped In kwcd nursing homes.Amendment No. .- On page 107 strike lines 7 thru 11.Purpose.-Language discriminating against States-prohibiting benefits to publicly-operated "Intermediate care facility" for mentally Ill-retarded.
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Amendment No. 4.-.On page 133, line 21 after the word "agency" add a comma In thefollowing language: "with the approval of the state mental health, mental retardation anddevelopmental disabilitles authorities where appropriate,"On page 134, line 5 delete the quotes and the period, add a comma and add the follow-.Ing language: "except that where mental health, mental retardation and developmentdisabilities authorities have already been designated by the State then this paragraph shallnot apply".
On page 134 line 19. after the word personnell" add a comma and add the followinglanguage: "'and where approj~rlate for the approval of designated mental health, mentalretardation and developmenta disabilities authorities,"Purpose.-Stanmard.settIng and quality-of-care deterininat Ion by State "health agen.¢eis." . .. NASMlIIl D amendment requires tip-roval of "mental health and menial retarda-lon authorif e." . .. .P.. ... gs
Amendment No. 5.-On pare 138, line S, after the word "health" add the followinglanf uage: "and mental health'I urpose.-Assurance that "health maintenance organizations" will provide mentalhealth serrlces.
Mr. SCIII JiBB. IlI justification of these amenenlts, we have askedDr. Gaver to come from tie State of Oregon and I)r. Leopold to colefrom the State of Vermont to provide for you expert testinioiq. And

they have a(lvised me that they have 110 objection to interril)tlons atany tini during their presentatiolls.
Thank you, Mr. Chairman, for your courtesy in hearing the Stategovernments on these l)articular sections of I-.R. 17550.
Our first, witness, Mr. Chaimiian, is Dr. Gaver of Oregon.Tie CI LIRM.M,-N. Thankyou.
Dr. GAyER. Mr. Chairmani, I ]tave supplied the committee with.copies of my testimony but I shall not repeat it all. I would like torea(l from certain Specitic pages.
Fl or example, o1 page 3, this relates to medical assistance to the agedmentally ill.
'Ile evond( laragraph, that this- l)rogram has been successful illthe 3 yeams of its operation is attested to by the ral)id decline of mentalhospital patients over the age of 65 years.
file next. two )aragraphs, Dr. George A. Utlett, director of tile Mis-souri Division of Mental Health, indicates that there were 2,175 aged

mentally ill pet-soiis ill Missolli's mental hospitals in June 1967. InJille 1970, 3 years later, there were 1,244 persons in residence-a de-cline of 931 l)atients, or 43 percent.A similar situation exists in Oregon. In July 1967, there were 799aged mentally ill in tile mental hospitals. Three yeans later, ill .J.lle1970, there were 412 patients- a decline of 387 patients, o' 48.4
percent.

Skipping down two paragraphs, in the last sentence of the sixthparagraph, this (leeline il the average population of 110 patients waslargley due to a dechle of tile aged mentally ill. Of tile 140 patients,
117 were aged mentally ill.

I am dropping (low'n to tile next to tile last sentence of the nextp)aragraph. iln 1963, there were about, 1,400 aged mentally ill in tile hos-Pitals. In Jue 1070. there were 412 aged mentally ill ill the hospitalF.This represents 2'2 1ereent of tile total hospital "population of 1,873,
that is ill June 1963.

The next sentence I indicate that we are predicting that 2 yearsfrom fnow tile percentage of that l)opullation will (o 1) to 18.5 elrcelnt.On page 4, the flist paragralh, let fie read that one paragraph. Ihenhumloer of aged patients receiving medical assistance has declinedalso. Begining with 410 in July 1967, it rose to a high of 526 the follow-ing winter and fell to 269 in the winter of 1969-70 and (lown to 2,14in June 1970. It is estilnated that an average of 258 patientss will be
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recipients each month under this program for 197041. The 1970-71
Federal benefits accruing through reimbursement are estimated to
be. approximately $784,536 for 1970-41 under present law.

Farther down on page 4, I would like to indicate that we carry out
all of these 10 points which are part of the necessary control
mechanisms:

1. Patients are individually certified and recertified.
2. Adequate medical examinations are conducted and records

maintained.
3. Treatment programs are medically determined, and individual

treatment plans are established.
4. Quarterly reviews are conducted, and revised treatment plans are

filed.
5. Utilization review is in effect.
6. Joint replacement planning is conducted.
7. Alternate care plans are implemented whenever approprMiate.
8. Patients receive $19.50 a month for personal spending allowances.
9. Family financial liability is reduced.
10. Independent medical audit and program audit are conducted.
In the last paragraph on page 5, if H.R. 17550 becomes law, as it

stands today in the House version, it is inevitable that patient care
will be reduced. The collaborative endeavors between the Public Wel-
fare Division and the Mental Health Division will be diminished.
Community placements of the aged mentally ill will be less easily
carried out. The patient will bear the burden of diminished service.

Let me turn to page 6 because this deals with a section about, which
there has been much dicussion, and this is the need or adequate con-
trols on the utilization of these programs.

These controls relate to the quality of service rendered, the extent of
utilization of the service, and the cost of the service, and let me read
from some of the sections on page 6.

The State Mental Health Directors fully subscribe to the concept of
providing treatment instead of custodial care. They concur in proper
certification of patients, proper utilization, review, p vision of alter-
native methods of care, and medical audit by an outside team.

It should be recognized, however, that not all treatment is success-
ful, especially in a short time. The aged mentally ill are by nature
nearly always long-term, difficult cases. The require disproportion-
ately'large amounts of medical-surgical care, long-term medication,
often extensive resocialization, and careful preplacement planning.
The care thus provided is by nature long term and over an extended
period of time. It may also* to expensive. This does not make it cus-
todial by definition.

I will skip the next paragraph and go down to the needs for effec-
tive controls. The State mental health program directors and their
National Association concur, as noted above, in the proper imposition
of appropriate controls, including:

1. Certification and recertification.
2. Individual treatment plans.
3. Utilization review.
4. Joint preplacement planning.
5. Utilization of alternate patterns of care.
6. Independent outside medical audit.
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The National Association of Sta te Mental Health Program Direc-
tors has endorsed the need for all of these mechanisms. They are ra-
tional measures to prevent overutilization and improper utilization.

I will not read you the next paragraph except to point out that we
do not object to peer review. There are some problems. We can live
with that.

The State mental health directors would like to emphasize the need,
not only for independent medical audit on an individual case basis, but
also for what is referred to as program audit. We find great value in
having an independent professional team review the total program ofcare for te aged mentally ill. Such an audit allows identification of
weaknesses of program. It leads to strengthening and improvement
of the program. It serves a different function from individual case
audit.

The next paragraph, need for effective Federal administration,
I will not, read that but I want to point to the fact that the State
Mental Health Directors concur in the need for effective and adequate
Federal administrative )rocedures and adequate Federal agency per-
sonnel if you are going to achieve adequate State administration.

NEED FOR FEDERAL SUPPORT FOR INSTITUTIONAL SERVICES FOR THE
MENTALLY RETARDED AND TIlE INTERMEDIATE CARE FACILITY

We believe Federal support for the intermediate care facility in a
public institution is a beneficial use of public funds.

At this point I would like to refer you to exhibit I. You will find
this attached. It is entitled "Definition of Institutional Care and Serv-
ices in Nursing Homes for the Mentally Retarded."

You will note that what this is is a definition of skilled nursing
home, a definition of an intermediate facility; breaking the inter-
mediate care facility down into two subtypes, a semiskilled nursing
home and another type entitled "Personal Care," which does not
involve nursing care.

Oregon is especially concerned at this l)alicular time about the
intermediate care facility of the semiskilled nursing home type.

I am going to drop down to the next to the last paragraph on this
page. I think it needs to be pointed out.

Less than 1 in 10 of the retarded is resident in public institutions
for the mentally retarded. In Oregon, only 2,835, or 8 percent of its
35,772 retarded persons were in the state institutions in June 1370.

But the ones in the institutions are the most severely regarded the
most handicapped, the least able to reap the fruits of our society. Mlany
of them have complicated medical problems. Orthopedic deformities,
epileptic seizures( disorders of metabolism, partial deafness, and speech
disorders abound. Many are emotionally disturbed. The behavior of
some is self-damaging. Dental deformities, caries, and pyorrhea run
rampant without decent medical and dental care.

On the next, page, surprisingly, many can live outside an institution
if they have the opportunity to receive adequate medical care, physical
restoration and physical therapy, habit training, and assistance with
self-help skills.

Last year in Oregon, 163 patients were placed in community settings
from the hospitals. Follow-up studies show that they are happier and
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more satisfied. Fiscal studies indicate that the cost of care was less
than in an institution.

Yet, these are the people of America whom H.R. 17550 proposes to
disenfranchise by prohibiting Federal reimbursements for their care
in a proper and appropriate institutional facility.

As to what is a public institution for the mentally retarded, I am
going to drop down to another paragraph, the second iaragral)h of that
section.

The CHAIRMAN. .What. page areyou on?
])I. GAvER. Page 9, sir, the second paragraph under what is a

public institution for the mentally retarled? I want to emphasize
that institutions for the retarded are not mental hospitals. They do
not care for mentally ill persons. They care for persons who suffer
from "subaverage general intellectual functioning which originates
during the developmental period and is associated with impairment in
adaptive behavior." That is the American Association on Mental
Deficiency definition.

l hey use differentt methods than do mental hospitals. They use differ-
ent ditignoses. They focus on different goals. Their concern is to train
the mentally retarded person to his maximum level of personal inde-
pendence and to place him in a community setting if possible.

Dropping down to the next )aragraph, a few of the patients will
require lifelong supportive care. Some are terribly deformed and
capable of only slight self-help.

)ropping down to the next. paragraph below on that, the mentally
retarded in insttutiens are often quite young'. Exhibit G of this par:-
ticular presentation shows the age span by decade in Oregon institu-
tions. The peak is in the second and third decade. Fifty percent ire
severely and profoundly retarded, 34 percent are moderately retarded,
and 16 percent are mildly retarded. And I might add that'the mildly
retarded are generally ii the institutions only because they have an
additional handicap.

Going to page 10, how much nursing care is needed. I think this is
probably the crux of the argument.

Oregon has defined the elements which constitute nursing care as
distinguished from the elements which constitute personal care. Ex-
hibit I, I called your attention to this earlier, exhibit. I illustrates this
definition. Please note that hel ) in bathing, dressing, walking, care of
teeth and nails, and security (to not, constitute nursing care.

Some l)atients need sufficient, nursing care that 24-hour-a-day pro-
fessuonal nursing care should be available.

Most. patients require some nursing care some of the time. For these
persons, professional nursing care must be available at least every day
but not on a continuous basis.

The two distinctions described have been the main basis for de-
termining which patients need skilled nursing home care, that is 24-
hour-a-day nursing availability, and which neei care in an intermediate
care facility of the semiskilled nursing type. 'me amount of nursing
care is the determining factor. Those i)atients who do not need nursing
care except. for an intercurrent illness do not need care in either a.
skilled nursing home or an intermediate care facility.

Let me add a word on the semiskilled nursing home type of care.
We do not operate in Oregon intermediate care facilities in public

institutions which do not provide nursing care.
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Why should there be an intermediate care facility in a public insti-
tution? This is page 11, admittedly Oreion has established and is
operating intermediate care facilities as distinct parts of its institu-
tions for the mentally retarded. Other distinct paIrts of those institu-
tions are operated as skilled mrsing homes or as a general hospital.
Each distinct part is appropriately licensed by the State Board of
Health to insure compliance with health and safty requirements. Still
other distinct parts of the institutions are operated as facilities to
house patients involved in e(ucation, training, prevocational training,
or Work placements.

Oregon's institutions did not automatically qualify for certifica-
tion. Many months were spent in interagency planning. All patients
were individually surveyed for eligibility. All hospitals were sur-
veyed to determine the changes necessary to meet. the requirements for
licensing as musing homes.

Special appropriations were obtained. Remodeling was done at a
cost of $534,089. After patients were certified, they were moved into'the now facilities .
The intermediate care facility, and again we say this is of the semi-

skilled nursing home type, meets a distlet nIeed for patients who re-
quire pairt-time , nursing service. Such patients also require and re-
ceive training in self-help skills; communications training, education,
physical, occupational, or recreational therapy, and prevocational
training..,

Tme public institution meets a need which is at. present rarely met
community programs. The nee( for nursing care simultaneously

l)rovided with education, recreational therapy, pr'evocational training,
et cetera, requires an investment in buildings, equipinent, and special-
ized l)ersonnel which can seldom be provided in the community-based
program except by complicated agreements, a network of transporta-
tion facilities and roving teams of visiting specialists.

Dropping (own a couple of )aragraphs, Comprehensive community
services for the retarded will evolve with time. But the time required
will be, years, not months. Community-based programs with a full
array of services are today a goal, not a reality.

Because of these reasons, public institutions are a necessity. And,
w hen nursing care is part of that needed service, it. should be provided.
And the mentally retarded person ought to have a right to be con-
sidered eligible for the benefits of the social security laws just. as
much as the patient with severe diabetes, a stroke, or congenital heart
disease.

The last part of my testimony, what precise steps did Oregon take?
1 will ' ast rend the numbered pocrtions.
1. Tie plan was initiated.
2. A decision was made as to skilled nursing home and intermediate

care facility.
Nursimig lhome rules and regulations were established. They are

lI'semt at, exhibit K.
I)elinitfions of nursing care were established, exhibit I.
All patients were individually reviewed and certified.
On page 13, six special apl)rol)riations were obtained to implement

nursing home standards and certification requirements.
47-530-70-pt. 2 12
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The last sentence of that first paragraph, allocations totaling
$792,287 represent out-of-pocket expenses.

Going down to 7, reimbursement was commenced for certified pa-
tients iii licensed and celified facilities effective December 1, 1969.

8. Expanded community programs for the mentally retarded were
proposed.
The last of that page, page 13, in Oregon's program, the following

elements pertain:
1. Patient care facilities are improved.
2. Patient rndical and nursing care is improved.
3. Placement in alternate care programs is enhanced.
4. Patients have improved access to medical services under the

Social Security Act when out of the institution.
5. Patient personnel spending allowances are provided-often for

the first time in the patient's lifetime.
6. Family financial liability is reduced or obviated.
7. Program expansion is facilitated.
In summary, in June 1970, there were 2,835 persons resident in

Oregon's hospitals for the mentally retarded; 1,431 of these patients
were receiving-patients under the social security laws, that is being
taken care of-86 were receiving care in skilled nursing homes and
1,345 in intermediate care facilities, a semiskilled nursing homo tvpe.
The remaining patients do not need such services or are not eligible.

Oregon has developed its plan in the conviction that it was withifi
legal boundaries and was not inconsistent with congressional intent.
The participant agencies have expended enormous effort. Legislative
concurrence has been obtained, including the funding of program
improvements.

This program addresses itself to improving the lot of some of
Oregon's most destitute, most handicapped, and most deserving
citizens.

On page 15 under recommendations, and this does not detract from
the four recommendations already cited by Mr. Schnibbe as to specific
amendments:

1. The operation of an intermediate care facility, especially of the
semiskilled nursing home type, as a. part of a public institution for
the mentally retarded should be considered an appropriate use of
the facility, within the law, and consistent with administrative
interpret action.

2. States which meet the Federal requirements for providing the
necessary elements of care within an intermediate care facility should
not be penalized because of the disputation that other States have
not met the requirements.

3. Adequate certification and utilization controls should be estab-
lisied anti enforced. The Federal agency should adopt a definition
of nursing care.

4. States should not be left to develop definitions, interpret the laws
and regulations, and implement programs in the absence or unavail-
ability of Federal agency assistance. The lack of clarity of the law
and the haziness of F-ederal agency interpretation should not result in
disl)aragement of the states for attempting to put Federal programs
to good use.

5. The proposed amendments to section 1121(e) of the Social
Security Act as cited on page 107, lines 7 through 11, should be deleted
from fI.R. 17550.
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Thank you, Mr. Chairman, for the opportunity to testify before this
committee.

(Pre.all statement of Dr. Gaver follows. Hearing continues on
p. 531.)

STATEMENT OF KENNETH D. GAVER, M.D., AMINISTRATOR, MENTAL HEALTH DIVI-
SION, STATE OF OREGON, REPRESENTING TIE NATIONAL ASSOCIATION OF STATE
MENTAL HEALTH PROGRAM DIRECTORS AND TIE STATE OF OREGON

Mr. Chairman and members of the committee, my name is Kenneth D. Gaver.
I am Administrator of the Mental Health Division of the State of Oregon. My
testimony today is on behalf of the National Association of State Mental Health
Program Directors and the State of Oregon. More particularly, it Is on behalf
of thousands of persons in public institutions who now receive benefits under the
Social Security Act and whose benefits would be reduced if Sec. 225 of H.R. 17550
becomes law. INTRODUCTIN

Care of the mentally III and mentally retarded has been considered a state
responsibility since the time of Dorot[iea Lynde Dix's successful campaign in
the 1840s to convince government that these less fortunate human beings
required the succor and mercy of their governments.

Congress, too, had the chance to share In the proviion of help to these people.
I am proud that Congress seized that opportunity-passing in 1854 the "12,225,000
Acre Bill" which authorized a land grant, sale from which would have provided
for perpetual care of the mentally ill. The intent of Congress was, however,
thwarted by veto of the bill by President Franklin Pierce. His veto message
has been lost in antiquity. Apparently, he presumed this to have been of less
importance than land grants to railroads, colleges, or western settlers.

Under the present Social Security Laws, the people of America are fortunate
in having Federal funds available to pay for the care of the most severely
mentally Ill and mentally retarded persons in this country. However, 11.11.
17550 will go a long way toward undoing the gains thus far made.

A large number of states have implemented the provisions of the Social
Security Act as it relates to Medical Assistance for the Aged Mentally Ill-the
so-called Long Amendments to the Social Security Act of 195.

A lesser number of states have implemented the provisions of the Social Se-
curity Act as they are applicable to the care of the Mentally Retarded. Several
of the larger states, such as California, New York, and Pennsylvania, are utiliz-
ing these provisions; as are some of the smaller states, such as Wisconsin and
Oregon.

Having acted upon the assumption that approval of their plans by the U.S.
Department of Health, Education, and Welfare was consistent with Congres-
sional intent, and having predicted present and future care plans thereon, these
states now are faced with the prospect of gross program modifications if changes
in the Federal reimbursement limitations are revised downward. The net result
to be expected can only be a reduction in the care and treatment of some of this
nation's most handicapped, most dependent, and most economically underprli-
ileged citizens.

My comments on II.R. 17550 will deal principally with:
1. Medical Assistance to the Aged Mentally Ill.
2. Need for adequate utilization controls.
3. Need for Federal support for institutional services for the Mentally

Retarded and the Intermediate Care Facility.

MEDICAL ASSISTANCE TO TIE AGED MENTALLY ILL

My remarks on this subject will be limited. Others have testified, or will tes-
tify, on the Importance of this program and on the wisdom of retaining the present
level of reimbursement.

That this program has been successful in the three years of its operation Is
attested to by the rapid decline of mental hospital patients over the age of 65 
years.

Dr. George A. Ulett, Director of the Missouri Division of Mental Health, indi-
cates that there were 2,175 aged mentally Ill persons in Misso. rid's mental hos-
pitals In June 1007. In June 1970, three years later, there were 1,244 persons in
residence--a decline of 931 patients, or 43 percent.
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A similar situation exists in Oregon. In July 1967, there was 799 aged mentally
Ill in the mental hospitals. Three years later, in June 1970, there were 412 pa-
tients-a decline of 387 patients, or 48.4 percent.

Studies indicate that Oregon's readmission rate for the aged mentally ill is
declining. The length of tay front first admission is declining. Tte rate of re-
lease of the aged mentally Ill is so high that the drop In the population is more
rapid than it is for all other age groups.

On June 30, 1969, the population of Oregon's hospitals for the mentally Ill was
2,020. On June 3 1070, the population was 1,874. The average population for the
month of June 1.69 was 2,013 compared to the average of 1,873 In June 1010.
This decline in average population of 140 patients was largely due to a decline
of the aged mentally Ill. Of the 140 patients, 117 were aged mentally it!.

This trend is not entirely new. Exhibit A indicates Oregon's total mental hos-
pital population decline from 5,300 patients in 1958 to 1,873 in June 1970. Exhibit
B Indicates that admissions are continuing to rise. (Uneharted trends through
19069 and 1970 follow the same pattern.) Exhibit C shows the dramatic drop in
the aged population in the hospitals. In 1903, there were about 1,400 aged mentally
ill in the hospitals. In June 1970, there were 412 aged mentally ill in the hospi-
tals or 22 percent of the total hospital population of 1,873.

Predictions are that the mental hospitl population will decline to 1,304 by
June 1973. Only 253 patients, or 18.5 percent of the population, are expected to
be aged mentally Ill (see Exhibit D).

The number of aged patients receiving Medical Assistance has declined also.
Beginning with 410 in July 1907, it rose to a high of 520 the following winter and
fell to a high of 269 in the winter of 199-70 and down to 241 in June 1970. For
1970-71, It is estimated that an average of 258 patients will be recipients each
month under this program. The 1974-71 Federal benefits accruing through re-
imbursement are estimated to be approximately $784,530 for 1070-71 under
present law.

Oregon has attempted to meet all the Federal requirements of this program.
There are problems, of course: and, from time to time, it Is necessary to remind
!,dlividual physicians or hospitals of the requirements of the program. However,
Oregon does point to the following specific points:

1. Patients are Individually certified and recertified.
2. Adequate medical examinations are conducted and records maintained.
3. Treatment programs are medically determined, and individual treat-

ment plans are established.
4. Quarterly reviews are conducted, and revised treatment plans are filed.
5. Utilization review is in effect.
6. Joint replacement planning is conducted.
7. Alternate care plans are implemented whenever appropriate.
8. Patients receive $19.50 a month for personal spending allowances.
0. Family financial liability is reduced.
10. Independent medical audit and program audit are conducted.

Oregon does not operate Extended Care Facilities or Intermediate Care Fa-
cilities for the Mentally Ill.

The requirement to pursue the development of a comprehensive community
mental health program is being met In Oregon by the growth of community mental
health clinics, halfway houses, and special programs. Exhibit E illustrates the
growth of funds committed to the community program. Exhibit F demonstrates
the Increasing comprehensiveness of the clinics. Nursing home placements through
the Public Welfare Division are used for community care of the aged.

In July 1070, the Mental Health Division published a report entitled "Proposal
for District-Based, State-Operated Mental Health Program in Oregon." This
prolxsql is nov being developed into a legislative program, which will greatly
expand the community program.

If 11.R. 17550 becomes law, it Is inevitable that patient care will be reduced.
The collaborative endeavors between the Public Welfare Division and the Mental
Health Division will be diminished. Community placements of the aged mentally
ill will be less easily carried out. The patient will bear the burden of diminished
service.

NEED FOR ADEQUATE UTILIZATION CONTROLS

To assure that the Federal Social Security programs are applied most prii-
dently, it is necessary to maintain certain control functions. These relate to
quality of service rendered, extent of utilization of the service, and cost of
the service.
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Treatment vcrsus custodial care
The State Mental Health Directors fully subscribe to the concept of providing

treatment instead of custodial care. They concur in proper certification of
patients, proper utilization review, provision of alternative methods of care,
and medical audit by an outside team.

It should be recognized, however, that not all treatment Is successful, especially
i a short time. The aged mentally ill are by nature nearly always long-term,

difficult cases. They require disproportionately large amounts of medical-surgical
care, long-terin medication, often extensive resocialization, and careful preplace-
ment planning. The care thus provided is by nature long-term and over an ex-
tended period of time. It may also be expensive. This does not make it "custodial"
by definition.

Custodial, on the other hand, implies lack of medical, nursing, and rehabilita-
tive services. Modern state mental hospital services are not custodial but, rather,
are treatment-oriented to the limit of the resources available.

Necd for effect ive controls
State Mental health Directors concur, as noted above, in the proper Imposi-

tion of appropriate controls, including:
1. Certification and recertification.
2. Individual treatment plans.
3. Utilization review.
4. Joint preplacement planning.
5. Utilization of alternate patterns of care.
6. Independent outside medical audit.

The National Association of State Mental Health Program Directors has
endorsed the need for all these mechanisms. They are rational measures to
prevent overutilization and improper utilization.

State Mental Health Directors would not object to review procedures by outside
peer groups. This might be somewhat Impractical because of the organizational
relationships peculiar to the mental hospital. The mental hospital physician is a
member of a structured treatment team. Tlus is a qualitatively different role
from the position of the private practitioner who is, in a sense, in the position
of serving as a broker for the patient by calling in different paramedical skills
on a prescription basis.

The State Mental Health Irectors would like to emphasize the need, not only
for independent medical audit on an Individual case basis, Wit also for what
is referred to as program audit. We find great value in havii 4, an independent
professional team review the total program of care for the aged mentally ill.
Sitch an audit allows Identification of weaknesses of program and problems of
Integration. It leads to strengthening and improvement of the program. It
serves a different function from Individtial case audit. We commend It to the
Committee for Inclusion as a quality control mechanism.
Nced for effective Fcdcral administration

State Mental Health Directors concur In the need for effective and adequate
Federal administrative procedures and adequate Federal agency personnel to
provide effective administration. The Directors are often frustrated at. the
lengthy delays in publication of Rules and Regulations, They also desire to be
consulted as to the development of such Rules and Regulations.

Small states, such as Oregon, have felt hampered by the difficulty in obtaining
interpretation of Rules and Regulations. This appears to be due to limited
numbers of Federal agency personnel fully knowledgeable of the program re-
quirements. Small states have limited staffs available to pursue the intricacies
of Federal Laws and Rules and Regulations. The states must rely upon Federal
personnel to act as "senior partners."

The states accept plans and reimbursement approval by the Department of
Health, Education, and Welfare as indicative of concurrence with Congr.ssional
intent. Small states, and oven large ones, are not staffed to review extensive
committee hearing reports.

NEED FOR FEDERAL SUPPORT FOR INSTITUTIONAL SERVICES FOR TIlE MENTALLY
RMFARDED AND TIlE INTERMEDIATE CARE FACILITY

We believe Federal support for the Intermediate Care Facility In a public in-
stitution Is a beneficial use of public funds. To explain the reasons requires a
quick review of the extent and ainlflications of mental retardation and the kinds
of care needed.
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Who are the mentally retarded?
Mentally retarded persons are not so different from other persons. They are

sons and daughters, brothers and slsters aunts, uncles, cousins and even mothers
and fathers. Most are poor, very poor. A few are lucky enough to have affluent
relatives.

Most retarded p-rsons attend public schools. Most of them grow up to earn
their own living. But most also need the helping, guiding hand of a benevolent
society. The less fortunate live only because our society believes that all men
are created equal and that everyone deserves the right to live and to live
with dignity.
How many mentally retarded?

The United States, with a population of over 200 million persons, has about
6 million mentally retarded persons (high estimate).

Oregon, with a population of 2 million, estimates its mentally retarded popu-
lation at 35,772 persons by a conservative prediction method. Using the same
method, there are probably 3,577,000 mentally retarded persons in the United
States (conservative estimate).

Less than one In ten of the retarded is resident In public institutions for the
mentally retarded. In Oregon, only 2,835, or 8 percent, of its 35,772 retarded
persons were in the state institutions in June 1970.

But the ones in the Institutions are the most severely retarded, the most
handicapped, the least able to reap the fruits of our society. Many of them
have complicated medical problems. Orthopedic deformities, epileptic seizures,
disorders of metabolism, partial deafness, and speech disorders abound. Many
are emotionally disturbed. The behavior of some is self-damaging. Dental de-
formitles. caries, and pyorrhea run rampant without decent medical and dental
care.

Surprisingly, many can live outside an Institution if they have the opportunity
to receive adequate medical care, physical restoration and physical therapy,
liibit training, and assistance with self-help skills.

Last year in Oregon, 163 patients were placed in community settings from the
hospitals. Follow-up studies show that they are happier and more satisfied.
Fiscal studies indicate that the cost of care was less than in an institution.

Yet, these are the people of America whom H.R. 17550 proposes to disenfran-
chise by prohibiting Federal reimbursement for their care in a proper and ap-
propriate institutional facility.

11"hat Is a publo institution for the mentally retarded?
Fifteen years ago, public Institutions for the mentally retarded were called

"homes." Today they are sometimes called homes, but they function as training
centers and as life support systems.

Institutions for the retarded are not mental hospitals. They do not care for
mentally ill persons. They care for persons who suffer from "sub-average general
intellectual functioning which originates during the developmental period and
is associated with impairment in adaptive behavior." (AAMD definition)

They use different methods than do mental hospitals. They use different
diagnoses. They focus on different goals. Their concern is to train the mentally
retarded person to his maximum level of personal independence and to place
him in a community setting if possible. If that is not possible, then as full a
life as reasonable Is provided In the institution-doing productive work and
enjoying leisure and companionship.

A few of the patients will require lifelong supportive care. Some are terribly
deformed and capable of only slight self-help. The ability to feed oneself, to
toilet oneself, or to tie one's shoes may for some be the most that can be hoped
for. Some even require nearly total personal care.

The mentally retarded in institutions are often quite young. Exhibit 0 shows
the age span by decade in Oregon Institutions. The peak is in the second and third
decade. Fifty percent are severely and profoundly retarded, 34 percent are
moderately retarded, and 10 percent are mildly retarded.

The administrative arrangements in many states provide that the Mental
Health Authority is also the Mental Retardation Authority. In many other
states, the administration of mental retardation programs is separate from the
administration of mental health programs.

In Oregon, the Mental Health Division administers both programs. There are
Assistant Administrators for Mental Health Services and Mental Retardation
Services. The organization chart (Exhibit H) displays the structure.
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One of Oregon's institutions, Eastern Oregon Hospital and Training Center,
has programs for both the mentally ill and the mentally retarded. Common
support services are utilized (steam plant, laundry, etc.). But the care programs
are different, have different staffs, are in different wards, and are independently
adniinistered within the hospital.

Oregon is now moving to implement a comprehensive community program for
the retarded. State support of classes for the trainable retarded was initiated
in 1969. This school year 630 children will be enrolled in such classes in public
and private schools. 4,500 children will be enrolled In classes for the educable
retarded in public schools. Community placements are made in foster homes,
boarding honies, and nursing homes. Sheltered workshops provide assistance
to many retarded persons.

The Mental Health Division plans to expand precare-aftercare services during
the next biennium. Homemaker services are to be implemented. Expanded
community consultation and evaluation will be available. A subsidy to sheltered
workshops will double the services available.
How much nursing care is needed?

Oregon has defined the elements which constitute Nursing Care as distinguished
from the elements which constitute Personal Care. Exhibit I illustrates this
definition. Please note that help in bathing, dressing, walking, care of ter. 1 and
nails, and security do not constitute nursing care.

Some patients need sufficient nursing care that 24-hour-a-day professional
nursing care should be available.

Most patients require some nursing care some of the time. For these persons,
professional nursing care must be available at least every day but not on a
continuous basis.

The two distinctions described have been the main basis for determining
which patients need Skilled Nursing Hiome care and which need care in an
Intermediate Care Facility. The amount of nursing care is the determining factor.
Those patients who do not need nursing care except for an intercurrent illness
do not need care in either a Skilled Nursing Home or an Intermediate Care
Facility.

Please note that under Oregon's definitions a Home for the Aged Is a second
type of Intermediate Care Facility. Such a facility does not provide nursing
care. Oregon does not operate any Homes for the Aged in Its public institutions.
Why an intermediate care facility in a public institution?

Oregon has established and is operating Intermediate Care facilities as distinct
parts of Its institutions for the mentally retarded. Other distinct parts of those
Institutions are operated as Skilled Nursing Homes or as a General Hospital.
Each distinct part is appropriately licensed by the State Board of Health to
ensure compliance with health and safety requirements. Still other distinct parts
of the institutions are operated as facilities to house patients involved in edu-
cation, training, prevocational training, or work placements.

Oregon's institutions did not automatically qualify for certification. Many
months were spent In interagency planning. All patients were Individually sur-
veyed for eligibility. All hospitals were surveyed to determine the changes
necessary to meet the requirements for licensing as Nursing Iomes. Special
appropriations were obtained, Remodeling was done at a cost of $534,889. After
patients were certified, they were moved into the new facilities.

The Intermediate Care Facility meets a distinct need for patients who require
part-time nursing service. Such patients also require and receive training in
self-help skills; communications training; education; physical, occupational, or
recreational therapy; and prevocational training.

The public institution meets a need which is at present rarely met in com-
munity programs. The need for nursing care simultaneously provided with edu-
cation, recreational therapy, prevocational training, etc., requires an investment
In buildings, equipment, and specialized personnel which can seldom be pro-
vided In the community-based program except by complicated agreements, a
network of transportation faciiitios, and roving teams of visiting specialists.

In our experience, community facilities today may provide one or another
of the elements of needed service; but rarely indeed do they provide all the
elements of needed service. Today, the public institution must be depended upon
to do that complex job.

Comprehensive community services will evolve with time. But the time re.
quired will be years, not months. Community-based programs with a full array
of services are today a goal, not a reality.
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Because of these reasons, public institutions are a necessity. And, when
nursing care Is a part of that needed service, It should be provided, And the
mentally retarded person ought to have a right to be considered eligible for the
benefits of the Social Security Laws Just as much as the patient with severe
diabetes, a stroke, or congenital heart disease.
II'lat prcclsc steps did Oregon take?

1. The plan was Initiated.
The State Mental Health and Public Welfare Divisions began plans for im-

plementation In the fall of 1968. Inability to obtain confirming Information from
Federal agencies delayed the effort for many months. Queries of other states
revealed similar frustrations.

A determination was made of feasibility. The Oregon Legislative Assembly
passed enabling legislation late in Its 1969 session-chapter 507, Oregon Laws
1969 (Enrolled House Bill 1220).

2. A decision was made as to Skilled Nursing Home and Intermediate Care
Facility.

A review was wade of Public Law 89-97 and Public Law 9W-248, as well as
relevant regulations as published on June 24, 1969, In the Federal Rcgistcr,
Volume 34, Number 120, Part I.

Confirmation of the appropriateness of providing care in an Intermediate Care
Facility as part of a medical facility was obtained from the U.S. Department
of Health, Education, and Welfare Regional Office in San Francisco. Exhibit J
is a copy of the letter confirming Oregon's plan. Note that specific reference is
made to the mentally retarded.

3. Nursing Home Rules and Regulations were established.
Exhibit K is a copy of the Oregon State Board of Health Rules, Regulations,

and Standards for Nursing Homes for the Mentally Retarded in Oregon, as
adopted on October 7, 1969. These rules allow licensing of Nursing Homes which
can be certified as Skilled Nursing Homes and Intermediate Care Facilities.

4. Definitions of Nursing Care were established.
Exhibit I clearly defines Nursing Care versus Personal Care as applicable to

the mentally retarded. This is an extrapolation from a previously established,
but not as inclusive, defintion of Nursing Care.

5. All patients were individually reviewed and certified.
The Mental Health DivisiOn supplied the Public Welfare Division with a

statistically screened list of patients. Beginning with this list, all eligible patients
were individually screened on the basis of legal eligibllty, fiscal eligibility, and
need for nursing care. Recertitication has continued. As of January 30, 1970, 1,507
patients out of a population of 2,9060 have been determined eligible. All patients
have had Initial review. Only new patients or recertiflcatlons are now being
processed.

0. Special appropriations were obtained to implement Nursing Home standards,
certification requirements, etc.

Exhibit L indicates State (Legislative) K nergency Board allocations through
March 1970 to the Mental Health I)ivis' to Implement the program. Ini addition,
on August 22, 1969, an Emergency lmu allocation of $118,483 was made to the
Public Welfare Division for additional personnel for this program. Allocations
totaling $792,287 represent out-of-pocket expenses.

Exhibit M summarizes the status of licensing of facilities. This summary in-
cludes the reduction Ii total capacity to date of 123 beds with a total licensed
capacity of 2,207 beds to meet the needs of 1,507 eligible patients.

It should be noted that the Mental Health visionn sought additional funds
to nlp-rove staffing ratios above those required by the State Board of Health,

but action by tile Emergency Board was deferred until mid-biennium pending
submission of the report of the Oregon Commission on Staffing Standards rela-
tive to the SCOPE staffing methodology.

7. Reimbursement was commenced for certified patients in licensed and cer-
tified facilities effective hlecenber 1, 1969.

8. Expanded community programs for time mentally retarded were proposed.
Exhibit N indicates tihe direction of expanded services for the mentally re-

tarded. On page 2 of tie memorandum, reference is made to the importance of
reduced bed capacity resulting from conversion to licensed nursing homes. This
plan proposes greatly enhanced alternate care possibilities, as well as programs
which will prevent the need of future institutional care.

In Oregon's program, the following elements pertain:
1. Patient care facilities are improved.
2. Patient medical and nursing care is improved.
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3. Placement in alternate care programs Is enhanced.
4. Patients have Improved access to medical services under the Social Security

Act when out of the institution.
5. Patient personal spending allowances are provided--often for the first lime

In the patient's lifetime.
6. Family financial liability is reduced or obviated.
7. Program expansion Is facilitated.
In June 1970, there were 2,835 persons resident in Oregon's hospitals for the

mentally retarded. 1,431 of these patients were receiving Social Security bene-
fits--86 were receiving care In Skilled Nursing Homes and 1,345 In Intermediate
Care Facilities. The remaining patients do not need such services or are not
eligible.

Oregon has developed Its plan in the conviction tlat it was within legal
boundaries and was not inconsistent with Congressional Intent. Tile participant
agencies have expended enormous effort. Legislative concurrence has been ob-
tained, Including the funding of program Improvements. This program addresses
Itself to improving the lot of some of Oregon's most destitute, most handicaplped,
and most deserving citizens.

ECOm MEN DATION 8

1. The operation of an Intermediate Care Facility as a part of a public fii-
stitutlon for the mentally retarded should be considered an appropriate use of
the facility, within the law, and consistent with administrative Interpretation.

2. States which meet tihe Federal requirements for providing the necessary
elements of care withiji an Intermediate Cal Facilty should not be penalized
because of the disputation that other states have not met the requirements.

3. Adequate ceptiflcation and utilization controls should be established and
enforced. The Federal agency should adopt a definition of Nursing Care.

4. States should not be left to develop definitions, Interpret the laws and regu-
lations, and implement programs in the absence or unavailability of Federal
agency assistance. The lack of clarity of the law and the haziness of Federal
agency interpretation should not result in disparagement of the states for at-
tempilng to put Federal progranis to good use.

5. The proposed amendments to Section 1121 (e) of the Social Security Act as
cited on page 107, lines 7 through 11, should be deleted from II.HR. 17550.
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DEFINITION OF INSTITUTIONAL CARP, AND SERVICES IN NURSING IIOMES FOR
MENTALLY RIFARDED, OREGON PUBLIC WELFARE DIVISION

A. DEFINITION OF LEVEL OF CARE

1. SkIllcd Nutr8 ig Home Car.-Characterized by the need for and availability
of full-time nursing services as set forth in this guide plus required personal
services in a facility licensed as a nursing home for mentally retarded under
state law and which meets all criteria for a skilled nursing home as set forth in
this guide.

2. Intermediate Core Fallity.-Is an institution or a distinct part thereof,
which is licensed under state law and meets the requirements for ICF set forth
in this guide. Care provided in an Intermediate Care Facility could be character-
ized as follows:

a. Semi-Skilled Nursing Monte Carc.-Characterized by required availability
of professional nursing persoinel on less than a full-time basis and full-time
aides with a formal course In training for care of mentally retarded plus neces-
sary personal services in nursing home befs licensed for care of mentally
retarded.

b. Personal Care.-Characterized by the provision of personal services in a fa-
cility licensed for care of mentally retarded.

B. SERVICES REQUIRING PROFESSIONAL NURSING ADMINISTRATION OR SUPERVISION

Note: This does not mean trained sub-professionals and aides cannot perform
these duties in facilities or that these cannot be done by trained relatives in a
home situation under proper supervision.

1. Oxygen or Inhalation therapy.
2. Urine testing for sugar, acetone, etc.
3. Surgical dressings (sterile technique).
4. Nursing treatments.
5. Medication administered hypodermically (intramuscularly or intraven-

ously).
6. Enema.
7. Intravenous feeding..
8. Intake/output chart maintenance.
9. Care of indwelling catheter (including irrigations).
10. Colostomy or ileostomy care.
11. Care of total bed patients to provide preventive and therapeutic care

relating to skin care and contractures as well as lifting to and from chair at
intervals when possible, proper positioning, etc.

12. Care of Incontinence when required for treatment of skin problems or other
infections and reporting changes in continency or Incontinency pattern which
may alert physician to other medical problems.

13. Treatment of persistent conditions such as boils, acne, scabies, fungus,
etc.

14. Skilled observation of side effects of medication to assist physician in
determination If reaction 1 dose-related, due to individual patient sesitivity or
due to patient's special medical problems. This would include neuromuscular
reactions, motor restlessness, dystonias, pseudoparkinsonism, edemas, blood pres-
behavior, etc. The reporting of these observations to be referred to the physician
sure, or heart rhythm Irregularities, skin disorders, Jaundice, recurrent psychotic
behavior, etc. The reporting of these observations to be referred to the physician
for treatment adjustments or change.

15. Planned training and teaching self-help such as performing bodily func-
tions (bowvel and bladder control), speaking, walking, dressing, elf-feeding.
socializing skills, personal hygiene, learning basic commands, use of prosthetic'
devices.

16. Regular checking of patients whose behavior results in self-abuse and'
injury such as inserting objects In body orifices, picking at self, head banging,
etc.

17. Control and modification of the following kinds of on-going and recurrent
behavior:

1. Assaultive or combative
2. Withdrawn
3. Destructive
4. Sexually aggressive
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18. Planned service to prevent contractures and musculoskeletal deformities
or to ease those conditions already existing.

19. Help In eating for those patients who have masticating and/or swallowing
problems. Plans for these patients should be recorded and available for all
nursing personnel.

20. Carry out plans for opportunity and continued activity of patients in
maintaining level of function.

C. PERSONAL SERVICES NOT REQUIRING AVAILABILITY OF PROFESSIONAL NURSING
PERSONNEL FOR ADMINISTRATION OR SUPERVISION

1. Help In bathing.
2. Help with dressing and/or undressing.
3. Help with personal care, I.e., care of teeth, hair, nails, and skin.
4. Security (supervision to Insure personal safety).
5. Help with ambulation.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
San Francisco, Calif., August 28, 1969.

Mr. ANDREw F. JURAS,
A dn In i8trator, State Pu blic Welfare Com mission,
Salem, Oreg.

DEAR MR. JURAS: This totter will confirm the comments In your July 23, 1069,
letter regarding payments In behalf of mentally retarded individuals in skilled
nursing homes and intermediate care facilities. As a result of the PREP team
discussion on August 4, 19069, you, no doubt, have the comfirmation needed, and,
hopefully, your questions answered. We would like to use this letter as a means
of bringing our files up to date as well as reconfirming our discussions.

Those present at the discussion on August 4th were:
Art Wilkinson, Fiscal Analyst, Executive Department, Public Welfare and

Mental Health;
Ken Gaver, MD., Director, and
J. D. Bray, M.D., Deputy Director, Mental Health Division;
Robert Hellman, M.D., Director of Licensing and Standards, State Health

Department;
Clarence Jenike, I.D., Deputy State Public Health Administrator;
Mr. Juras, Dr. Donike, and Mr. Arbuckle from Welfare Division; Messrs.

Muth, Marrinan, Barker, Burr, Woffinden, and Dr. Vander Slice from
the PREP team.

It was determined that all aspects of licensing are entirely determined by the
State. If you wish to write regulations specifitally for nursing homes for men-
tally retarded, this would be a State decision. If these nursing homes are to be
included In Federal programs, however, they must meet all applicable Federal
standards and requirements.

It was also determined that payments could be made to an I.C.F. which Is
a distinct part of a public institution, as long as it Is a medical Institution.

Finally, It was determined that no special provisions are required in the State
Plan to Include mentally retarded Individual,. The fact that a person Is or is
not mentally retarded has no bearing in and ol itself on the eligibility under
either program. It will be necessary to Include the new licensing standards,
however.

We hope this letter Is in sufficient detail to adequately confirm our discussions.
Should you have any further questions, please let us know.

Sincerely,
(Miss) GENE BEACII,

A saoela Ic Rcgional Commissioner.

RULES, REGULATIONS AND STANDARDS FOR NURSING HOMES FOR TIE MENTALLY
RETARDED IN OREGON

[Editor's Note: Unless otherwise specified sections 23-330 through 23-301S of
this chapter of the Oregon Administrative Rules Compilation were adopted by
the Board of Health October 7, 1969 and filed with the Secretary of State
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October 9, 1069, as Administrative Order 1113 220. Effective October 9, 1909].
23-330 Definitions. (1) A "Nursing lome for tile Mentally Retarded" inoians

any Institution or health care facility which:
(a) Operates and maintains facilities and a wide range of services exclusively

for two or more mentally retarded residents in whom there Is subaverage gen-
eral intellectual functioning which originates during the developlnental period
and Is associated with Impairment In adaptive behavior.

(b) Provides one or any combination of classes of care as defined in section
23-346 (0) (a) through (e) of these rules.

(2) "Hospital Licensing Law" means ORS 441.005 to 441.060.
(3) "Board" or "State Board of Health" means the Oregon State Board of

Health.
(4) "Registered Nurse" means a person graduated from an accredited school

of nursing and currently registered through the Oregon State Board of Nursing.
(5) "Licensed Practical Nurse" means a person licensed through the Oregon

State Board of Nursing as a practical nurse.
(6) "Nursing Aide" means a person working under the direct supervision

of a registered nurse or a licensed practical nurse.
23-332. Application for License. All persons ctontemplating the operation of a

nursing home for the mentally retarded shall apply to the Board for a liense
on a form provided by the Board and remit the license fee required by law at
least 30 days before the opening of the nursing home.

23-334. Issuance of License. (1) An applicant must be of reputable character
and suitable tenperament and understanding of the needs of mentally retarded
individuals and how and what services and programs are necessary to meet these
needs.

(2) If the institution applying for a license i. a governmental Institution, no
license fee for the facility will be required; however, to qualify for licensure as
a nursing home for the mentally retarded the facility must e operated In
accordance with all the requirements of ORS 678.510 to 078.990. This would
require the payment of a nursing home administrator's fee.

(3) Every nursing home for the mentally retarded shall hhve a distinctive
nmale which Is to be used In applying for a license and shall not be changed
without first notifying the board in writing.

(4) Each license shall specify the maximum allowable number of beds on
each floor of each building comprising the nursing home for the mentally
retarded. It shall also state the classes of care the facility will provide.

(5) A separate license shall be required for each nursing home for the men,
tally retarded when more than one nursing home for the mentally retarded is
operated under the same management; provided, however, that separate licenses
are not required for separate buildings on the same grounds used by the "me
nursing home for the mentally retarded.

(0) The license shall be conspicuously posted In the office where residents
are admitted.

(7) No person or institution licensed pursuant to the provisions of OiRS,
Chapter 441, shall in any manner or by any means assert, represent, or imply
that such person or Institution is or may render care or services other than
that which Is perilitted by or which Is within the Fcope of the Hlcenso Issued to
such person or institution by the Board.

23-330 xplratlon and Renewal of License. (I) Nach license to operate a
nursing home for the mentally retarded shall expire on June 30th following the
(late of issue, and If a renewal Is desired the licensee shall make application
at least 30 days prior to the expiration date upon a form prescribed by the. Board.

(2) Each nursing home for the mentally retarded shall submit an annual re-
port which shall be upon a form prescribed by the Board.

(3) When an applicant has failed to obtain a license because of non-com-
pllahee, an application for the new licensing year shall be considered as a new
application rather than a renewal.

23-338 Denial or Revocation of License. A license may be withheld or denied
or revoked If the Board finds upon Investigation that any illegal act affecting the
welfare of a resident in the nursing home for the mentally retarded has been
permitted, aided or abetted by the person or persons in charge of the home, or
by either of them.

23-340 Return of License, Each license certificate in the licensee's possession
shall le returned to the Board immediately on time suspension or revocation of
the license, or If the operation is discontinued by the voluntary action of the
IWiesee.



523

23-342 Submissions of Plans. (1) Prior to construction of a new building or
an addition to an existing building or remodeling of al e xlstlng building, plans
drawn by an architect or plans drawn to scale (using the standard 1/" or '
scale) with the appropriate architectural symbols, shall be submitted to the
Board for approval with respect to compliance with these standards.

Note: The Board recommends that all construction conform to the standards
found in the latest edition of the Uniform Building Code as adopted by the 1'a-
citle Coast Building Officials Conference.

(2) The water supply, plumbing, sewerage and garbage dispo,,;al systems shall
be approved by the State Plumbing Division and the County Sanit, rlan.

23-344. Location and Communication. (1) Location and accessibility should be
considered inI planning new nursing home for the mentally retarded facilities.

(2) Telephones to sumnmon help in ease of tire or other emergency, shall be
adequate in number and shall be so located as to be quickly accessible from all
parts of the building.

23-346. Building (1) Buildings to be used as nursing homes for the mentally
retarded shall ie suitable for such usage. They shall be subject to approval of
the Board, and must comply with the building codes of local municipalities and
county planning and building permits.

(2) The walls and floors shall be such as to permit frequent washing or clean-
Ing and the stairs shall be covered with a non-skid material. The building shall
be kelt clean aid sanitary and in good repair, and vector free. Kitchen, bathrooms
and utility rooms shall have smooth enameled or equally washable surfaces.

(3) All stairways shall be provided with handrails.
(4) Fach resident's room or ward area shall be all outside room or area.
(5) Individual's sleeping quarters shall be of sufficient size to allow for ade-

quate service and nursing procedures and to permit the placing of beds at least
three feet apart.

(6) The size of the service areas and sleeping areas will be determined bythe
level of toae required and applicable to the classifications as follows:

(a) Class I Nursing Home for the Mentally Retarded. InI this category are
residents without physical disabilities and no behavior problems and minimum
mental retardation. These residents are l)otentlal camlidates for vocational re-
habilitation and return to a community environnent. As such the environment
should be fiormallzed to Include tMe following:

(A) Not m6re thifn four residents to a Wiard.
(A) The ward to have 70 square feet per bed with a chair and either a sep.

rate clothes locker or a common clothes closet for the ward residents.
(0) ReshJqnts In this group shall also have a (lay area based on twenty square

feet er res dentd. 'his area may also serve for other activities such as recreation,
d!(J p ptiucation.

?()p Toilets serving residents in this category shall have toilet seats, be en-
clostd with .a qoor and in ratio of one toilet per 15 residents and one lakatQry
per t0 re.nem4. If te and female residents are housed together, separate
toilds ahd lavatories for male and female residents are provided.

(1M) -The window area of the four-bed vards shall be no less than one-tenth
of the floor awea.

(F) There shall be one tub and shower for every 30 residents.
(0) 11 raphboe0,a for good groomiffg such as mirrors, combs, brushes, tooth

brushes, etcetera shall be available.
(M) Residents up t age 10 may be housed together and share common toilet

and bathing facilities. Over age 10, the sexes shall not be ixed and separate
toilet and bathing facilities shall be provided for each sex. InI each resident case,
a physician eygiluation shall 4~e required r proper placement.

(b), Class 11 Nuping Itome'for t1;e Mentally Retarded. Individuals li this
groitplng are'shiifar to Class I except the degrees of nintal retardatlou are
greater and maximum program objectives are aimed at placing time resident in a
sheltered environment. $pvlronmental factors such as room sizes, bath rooms,
et cetera would be the sanl meis Class I.

(c) Class 411 Nursing home for the Mentally Retarded. Individuals it this
grouping age severely meiltally retarded with little or no behavior problem or
physical disibilitles. Educational Efforts shall be directed to time development of
self-help skills. Often groups under the age of puberty with both boys and girls
In residential wards are programmed together in the development of self-help
skills, groip interreatioship, et etcera. Tis shall apply to all children il all
age groups.

47-530-70-pt. 2-13
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In this class larger wards up to 30 beds per unit are required with one bath tub
and shower for every 30 residents. There shall be one toilet and lavatory for
every 15 residents. The led space iii the ward shall not be less than sixty square
feet per bed and the window area one-tenth the floor area of the ward. There
shall be a (lay area of 30 square feet per resident to serve as a multi-purpose area.

(d) Class IV Nursing Home for the Mentally Retarded. Mentally retarded
residents in this group may be autistic, and/or have acting-out behavior prob-
but would require organized therapy mainly. Ward and space requirements as
lts. The residents would not necessarily fit into any organized training program
well as toilet and lavatory requirements for Class III nursing homes for the
mentally retarded are applicable to this group. There shall be 30 square feet
per resident to serve as a mulli-purpose room.

(e) Class V. Nurs ng Home for the Mentally Retarded, Residents in this
group are severely physially handicapped. This group requires the greatest
concentration of professional staffing due to the complex problems in the group.
In this class there shall be bath tables in the bathroom in addition to the tubs and
showers. Tihe ratios of one tub, one shower and one bath table for every 30
residents, with open toilets one to every 15 residents shall be required for this
group. There shall be one lavatory for every 15 residents, it the bathroom. The
bed space in the ward shall not be less than sixty square feet per bed and the
window area one-tenth the floor area of the ward. There shall be a day room of
30 square feet per resident to serve as a multi-purpose area.

(7) Auxiliary space for a day room, bathrooms, dining rooms, isolation fa-
cilities, utility rooms and nurses stations shall be required.

(8) There shall be no signal systems, draw curtains, screens, bedside tables
or overhead bed lamps required in any class nursing home for the mentally re-
tarded. The rooms or wards of all classes may have curtains, wall decorations
and room furniture.

(0) Smoking shall be permitted only in a controlled environment and the
proper safety precautions shall be observed.

(10) Lighting shall be at least five foot-candles of light in hallways, ramps,
and stairways, and 20 foot-candles of light at the nurses' station, administrative
offices, utility rooms, and at least 10 foot-candles of light in the day rooms and
wards IN. posed light bulbs visible to the residents' eyes are prohibited.

(11) Each class nursing home for the mentally retarded shall have utility
or work rooms, clothing rooms, linen closets, janitors' closets, and day rooms.
In addition, Classes I, II and III shall have an administrative office, and
Classes IV and V shall have a nurses' station.

(12) The building shall at all times be adequately ventilated. Kitchen, bath-
rooms, and service rooms shall be so located and ventilated by windows or
mechanical means as to prevent offensive odors from entering residents' rooms
and the public halls.

(13) The heating plant shall be capable of maintaining a temperature of
75 degrees Fahrenheit in all rooms used for residents, whenever that temperature
is necessary for the resident's comfort.

(14) An isolation room having at least 80 square feet with a toilet and
lavatory shall be provided to control communicable diseases.

(15) A general storage area shall be provided.
(10) The janitors' closet adjacent to one or more wards shall contain a utility

sink with hot and cold running water. The closet shall be mechanically ventilated
to the outside.

(17) An adequate number of toilet rooms, conveniently located and separate
from those used by residents, shall be provided for personnel.

23-348. Codes. The facility shall operate in conformity with state laws
governing fire safety, plumbing and sanitation. All local ordinances are also
applicable.

23-350. Accommodations for Residents. (1) All residents shall be provided
with a suitable acceptable standard bed, crib or pediatric bed according to the
needs of the residents. Satisfactory sanitary covers shall be used for all
mattresses.

(2) Residents in Classes I, II and III nursing homes for the inentally re-
tarded shall have their own items of per- .al use such as tooth brushes, glasses,
et cetera.

(3) Bedpans in Classes IV and V nursing homes, for the mentally retarded
are required according to need.
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23-352. Personnel. (1) Each nursing home for the mentally retarded shall
have a licensed nursing home administrator as licensed unler ORS .67&510
to 078.090. One licensed administrator shall suffice for all five classes of nursing
homes for the mentally retarded if they are all a part of the institution. Ally
nursing home for the mentally retarded providing Just one class of care would
be required to employ a licensed administrator.

(2) Staffing for the five classes of nursing homes for the mentally retarded
shall be on the basis of total manpower needs.

(3) There shall be a director of nurses having overall supervision of the care
and treatment of residents. The following additional staffing requirements shall
be met :

(a) Classes I and II nursing homes for the mentally retarded shall have a
nursing aide in charge of each shift as well as one nursing aide for every 15
residents. The nursing aide in charge of a shift may serve as the nursing aide
requirement for every 15 residents.

(b) Class III nursing homes for the mentally retarded shall have a registered
nurse on duty 40 hours per week on the day shift and a licensed practical nurse
on duty for each of the other shifts. In addition there shall be one nursing aide
for every 10 residents.

(c) Class IV nursing homes for the mentally retarded shall have 24 hours
of registered nurse service each day of the year as well as one nursing aide for
every 7 residents. Licensed practical nurses may be employed as charge nurses if
necessary.

(d) Class V nursing homes for the mentally retarded shall have 24 hours of
registered nurse service each day of the year as well as one nursing aide for
every 5 residents. Licensed practical nurses may be employed as charge nurses
If necessary.

(4) If indicated by programming, additional specialists shall be employed to
handle problems concerned with communication (speech and audio) ; recreation
(community and individual) ; and a vocational and work program, psychological,
psychiatric and social service. In addition, time necessary medical specialties and
dental services shall be made available.

(5) An educational program (formal) if a part of the overall program in the
facility shall employ qualified special education teachers for the mentally
retarded.

(6) There shall be an appropriate number of cooks, kitchen helpers and food
servers to provide a regular acceptable dietary service including special diets.

223-354. Care of Residents. (1) All residents admitted to any class nursing
home for the mentally retarded governed by these rules and regulations shall be
under the care and supervision of a person licensed to practice medicine by the
Board of Medical Examiners of the State of Oregon.

(2) All residents admitted to a nursing home for the mentally retarded shall
have been previously examined, both physically and mentally, and a written
program of care and treatment prepared outlining the goals attainable. This
replacement procedure shall designate the skills and services needed for the
rehabilitation and care of the resident. Placement shall be made in a facility
providing the skills and services required.

(3) All residents in Classes III, IV and V nursing homes for the mentally
retarded shall have a daily bath and a complete change of clothing. Residents
In Classes I and II nursing homes for the mentally retarded shall have a bath
according to their needs.

(4) No resident shall at any time be admitted to a bed in any room other than
one regularly designated as a bedroom or ward.

(5) No towels, wash cloths, both blankets, or other linen, which comes
directly in contact with the resident, shall be interchangeable from one resident
to another unless It is first laundered.

(6) Restraints shall be applied only when they are necessary to prevent injury
,to the residents or to others, and only upon the written order of the physician,
and shall be used only when alternative measures are not sufficient to accomplish
their purposes. Careful consideration shall be given to the methods by which they
can be speedily removed in case of fire or other emergency.

(7) No bar or lock shall be permitted on any door of any room where residents
are confined or housed unless such lock or bar is a type approved by the State
Fire Marshal, can be readily and easily opened from the corridor side without
the use of A key, and does not require any special knowledge to operate.
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(8) The owner or licensed administrator of a nursing home for the mentally
retarded shall immediately inform the Oregon State Board of Health when any
registered nurse or licensed practical nurse employed by tile nursing home for
the mentally retarded is terminated or resigns her position.

23-356, Sterilization of Instruments, Equipuient and Supplies.
(1) Wash basins. mouth wash cups, drinking glasses, and bedlhans shall be

sterilized on the reshlelit's dismissal.
(2) Therinometers shall be stt-"lized between each use.
(3) 'Equipment shall be provided for the proper sterilization of dress lgs,

utensils, Instrument., solutions and water.
(4) A nurses' station and medicine dispensing area equipped with sink, hot

and cold running water shall be provided.
23-358. Storage and i)isposal of l)rugs. (1) All drugs shall be plainly labeled

atid stored in a specially designated medicine cabinet, closet or storeroom and
be inade accessible to authorized personnel only. Such cabinet, closet or store-
rleil 11ust le well illuminated and key locked in the absence of persons who are
proplerly permitted access.

(2) Old medications, including special prescriptions for residents who have left
the nursing home for the mentally retarded shall lie disposed of by Incineration
or other equally effective method except narcotics which will be handled in the
manner prescribed by the U.S. Narcotic Bureau.

23-360. Control of Infectious Contagious and Communicable Diseases. (1)
Facilities and proper procedures for the prevention and control of Infectious,
contagious and communicable diseases, shall be provided and strict compliance
with the rules of the Board for the control of -communicable diseases shall be
required. Admission of residents suffering from such diseases must have tile
approval of tie Local Health Officer or the State Health Officer.

(2) Facilities and proper arrangements of departments, rooms and residents'
beds shall be provided for the prevention of cress Infections and the control of

infectious, contagious and communicable diseases, which shall Incluie provisions
for the removal of Infectious cases to a location where proper isolation can be
carried out.

(3) Proper isolation procedures for all personnel for the control and preven-
lion of cross Infections between residents, department and services in the nurs-
ing home for the mentally retarded shall be established.

(4) After the discharge of any resident, the bed, bed furnishings, bedside
furniture and equipment shall be thoroughly cleansed prior to re-use. Mattresses
shall be professlonally renovated when necessary.

(5) The regulations of the Board relating to tuberculosis examinations for
care facilities personnel and admittees, OAR Chapter 333, Section 26-0&5 to
26-025 shall be applicable,

(6) All residents shall be Immunized and vaccinated for smallpox, diphtheria,
tetanus, measles, polio and pertumls. In addition when indicated, imniuniz.-
tion against Influenza shall be required.

23-362. Sanitary Precautions. (1) All garbage and refuse shall be stored and
disposed of In a manner that will not create a nuisance or a public health hazard.

(2) When community garbage collections tad disposal service Is not available,
garbage shall be either thoroughly Incinerated, buried in a pit and covered with
two feet of earth, or disposed of by some other equally effective and sanitary
method.

(3) Garbage and refuse receptacles shall be durable, water-tight, insect and
rodent proof, and shall be covered with a tight-fitting lid. Garbage receptacles
shall lie kept covered at all times, except when the lid is removed for temporary
use, and shall be cleansed and disinfected after each emptying.

(4) Soiled surgical dressings and other similar wastes shall be Incinerated or
shall be disposed of by some other equally effective and sanitary Method. Ap-
proved Incinerators shall be used when adequate commerleal garbage service Is
not available.

(5) )uring the season when flies, mosquitoes, and other'insects are prevalent,
adequate measures shall be taken to prevent their entry through doors, windows
or other outside openings. Where screens are used thereshall be not less than 16
meshes per lineal Inch, and all screened doors shall be equipped with self-closing
devices.

(6) The serving of raw milk Is prohibited.
(7) No employee shall resume work after using the toilet without first wash-

lng hits hands.
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23-114. Ilandiing of Food. (1) Nursing homes for the mentally retarded shall
meet the requirements of the State of Oregon Sanitary Code for Eating Aind
)rinklng Establishnienis insofar as they relate to f:cilitles, preparation, and

service of food to residents.
(2) At least three neals shall be served dally, and supplemental nourishment

a1l special diets shall be provided as needed. Meals shall 14e nutritionally ade-
quitte and attractively served, accordig to approved dietary standards. Avuritte
records of the menus for all meals In the previous week shall be preserved and
made available for inspection to representatives of the Board.

(3) Storeroonis shall e clean and well ventilated. All foods shall be so stored
as to be protected from dust, files, rodents, vermin, unnecessary handling, dropletinfeettonl, overhead leakage, or other source of (-ontaI iiint filn,(4) Kitchen facilities shall Include refrigerator and lperislable food must be

kept at a temperature below 50 degrees Fahrenheit in order to prevent deteriora-
tion. A reliable thermometer shall be provided in the refrigerator and in store-
rooms used for perishable food.

(5) Every water glass-filling device shall be so constructed as to prevent ally
contact of the upper one-third of time glass with the device, and so that no ip'r.
lion of the device extends Into the glass.

(6) All dishes and glassware used in the'serving of food and drink to resi-
dents shall be effectively cleaned and disinffected after each individual use.
Gross food particles shall be removed by careful scraping anid prerinsing in
running hot water. Brushes, baskets, and sprays are suggested. The dishes shall
be thoroughly washed In hot water, 110 degrees Fahrenheit to 120 degrees
Fahrenheit, using an adequate amount of effective soap or detergent. Following
this, the utensils shall be, rinsed in Iot water to remove soap and disnfected by
one of tile following methods:

(a) Inmersion for at least two ulinutes in clean water at 170 degrees
Fabrenhelt.

(b) Immersion for at least one-half minute in boiling water; or
(e) Immersion for at least two minutes in a lukewarm chlorine bath contain-

ing at least 50 parts per million of available chlorine.
Note: Chlorine Is not recommended for silverware. It Is pereferable to use

either (a) or (b) above.
If steam, or hot-water cabinets, or dish-washing machines are usod, the re-

sults must be equal to those obtained by tile methods outlined above. After
disinfection, the utensils shall be allowed to drain anidl dry In racks or baskets
oni non-absorbent surfaces. Drying cloths are not recoinended. I)ishes shall be
stormed iii closed cupboards for protection against dust, moisture, et cetera.

(7) All ice used in contact with food or drink shall be from a satisfactory
snurce, and handled and dispensed in a sanitary manner.

23-360. Safety and Emergency Precautions. (I) The regulations of the State
Fire Marshal shall be met before the nursing home for the mentally retarded
may be Issued a license.

(2) Emergency lighting facilities shall be provided and distributed so as to be
readily available to personnel on duty. Battery operated lamps providing service
for at least thirty minutes shall lie in readiness.

EXHIBIT L

COSTS TO MEET LICENSING PROGRAM

HOSPITALS FOR THE MENTALLY RETARDED

FHTC CPHTC EOHTC Total

A. To meet board of health Ucensing requiremenls ----......... $364,835 $1$7, 349 $34, OD $556,184
(Portion related to Ire safety) ---------------------------- (284,399) (105,390) (34,000) (423,789)

8. To meet cettilcation by public welfare --------------------------------- 6,100 7,662 13. 762
C. To meet certain administrative costs ----------------------- 66,281 16, 444 8,525 91,256
0. To meet SCOPE-determined staffing recommendations ----------------------------------------------------
L To speed remodeling of Withycombe Cottage ---------------- 12,602 ----------------------- 12,602

Total ------------------------------------- 443,724 179,893 50,187 673,804



EXHIBIT M

UCENSING OF FACILITIES

Increase (+)Frig ( or Licensed B/H PWD Eliible
Facility Emergency board licensee was decrease (-) beds class type Jan. 1. 1970

Coluwn4ia P.k Hospital & Training Center ................. ... .. .1.. ..........
May 1 ................................ Now. 14 and Cm 19 ......... Jan.8191970 .......... 4...... 8 +3
May2 ... d..........do .............. Dec. 1,1969 ................ 84 +3
May 3 ----------- do .......................... do ...................... 90 -3
Heath 3----------.'do ...............-.......... do .................... 47 -12
Pichet- ................................. do ------ _----............ do .................... o50 -8

M8

......... o.....

..............- f............. ...........
87 Il SS
87 III SS
87 III SS
35111 SS
42 111 SS

00

QUuoM~l ..................................... ............ ... .. . 355 -1X7 3 ..................... ......... .
Eastern Oregon Hospital and Training Center- ....-...............-..............-..................

A-3 - - - - - - - - - - --.......................... d .1969.. . ......... .2 . .............. . 4 04-- ------------ 0 5-V -- .....A:2.--------------------do------------do-----------------2 052 IV S
--- --... . .. . . .. . .. . .. . .. ..do-.... ..... .... .........do-.....................-44 0 44 IVSS. . . . . ..B- ...................................... do .......................... do ..................... 52 0 52 IV SS ...........A3 ....................................... do. ......................... do ................ 40 0 40 V SK ..............A-4 ....................................... do ......................... do ................ :.: 44 0 I4 V SS ..............8-4 ............................ ........... do ................... ...-..do ..................... 52 0 54 IV SS ..............-2 ...................................... do....----do- --------------- 40 0 40 V SKr-3 .......... ................ dK......................... do:::::::::::::: ::::::::::: ............ -44 01 v S -K .... ..........:::8-43.................................do-----------------.....do----------------------. 0 44e IVSS.......C-3......-..................-_do-------------------------52 -11 41 IV SS ..............

C-4 4.................................7. 52 - 5 47 IV...............
subtotal-----------------------------------------7 -6 ................ .........46...0



Fairview Hospital & Training Center ..................................................................................... ................................................. 875
Gaines .............................. Feb. 20 ..................... Mar. I ..................... 100 -12 88 111 S ..............
Koze ..................................... do .......................... do ..................... 56 0 56 ill SS ..............
Lane ...................................... do .......................... do .................... 100 -12 88 111 SS ..............
LeBreton. ................................ do ........................ do .................. a.' 196 -19 77 III SS ..............
M ............................. do .o ..................... 100 -7 93 III SS ..............
Smath ........................... .. '"do " ...................... so 0 80 11 ..............
Holdrness ................................ do .......................... do ..................... 101 -7 94 III SS ..............
Pierce ................................ Dec. 19 ..................... Jan. 2 ..................... 88 -26 62 III SS ..............
Withycombe ........................ do ............ Sept. 1. 1970.2 .............. 71 0 71 I11 SS ..............
Meler ................................ Dec.19andFeb.20 _.. Jan.2andMar.1 ............ 91 0 91 IV SS ..............
Pri. ................................ .do .......................... do ..................... 211 -7 204 IV ss ..............
Benson ............................... Feb. 20,1970 ........... Mar,1..................... 99 0 99 V . .
Byrd. ward 4 ........................ Dec. 19 ..................... May I ...................... 34 0 34 V SK ..............
Byrd, w -d 5 ................. do ..................... do..................... 34 0 34 V SS ..............
Byrd, OSH ............................ Feb. 20 ..................... Mar. I ..................... 88 0 88 V SS ..............
Patterson ............................. Dec. 19 and Feb. 20 .......... Jan. 2 and Mar. I ............ 150 0 150 V SS ..............

Subtotal ................................................................................... 1,499 -90 21,409 ..........................................

Grandtotal..............................................................2330 -123 2207..........................1,567

I Includes planned 10-bed reduction. not part of title XIX adjustment 3 311 licensed as of Jan. 30,1970.
2 To be advanced to June I5. 1970. it emergency board allocates fundL
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EXIilIuIT X

OREGON MENTAL IEAL.Ti DIvIsloN

Memorandum to: Mr. Robert 0. Davis, Assistant to the Oovernor, Human Re-
sources; Mr. Andrew F. Juras, Administrator, Public Welfare Division; Mr.
Rtoss Morgan, Administrator, Employment Division ; and 3r. J. N. Peet,
Administrator, Vocational Rehabilitation Division.

From: Kenneth D. Gaver, M.I)., Administrator.
Subject: 1971-73 Connunity Program for the Mentally Retarded

Tlie Mental Health Division must Immediately establish program direction
for tie care of the mentally retarded for the 1911-73 biennium. The urgency is
the result of the requirement to have preliminary capital construction Items
forwarded to the Department of General Services by February 20, 1970.

A decision must lie made at once as to whether to develop an expanded capitalconstruction program to care for tire mentally retarded or to develop a community
program for the retarded which will provide services out of hospital.The Mental Hlealth division hospitals for the mentally retardedl have under-
gone significant I l reductions thls biennium. Displaced by the fire at Byrd Cot-
fage were M9{) patients; 6S beds, will be restored on about May 1, 1970. After
various transfers. 88 patients will still !e residing at. Oregon State Hospital.
We believe that a building program to l)rovile space for these patients must
he developed.

In addition, aplroxinately 160 beds will be reduced out of the total hospital
capacity as the result of conversion to licensed nursing homes. This leaves tile
lDivision with a deficit in capacity somewhere in the neighborhood of 250 beds.
A decision must he made whether to build for the entirety of that population
or to develop community-based programs to care for patients out of hospital.

The Mental Health l)ivision personnel concerned believe that the thrust and
direction of the program for the mentally retarded should emphasize the devel-
opment of additional community resources with only minimal addition of space
at Fairview Hospital and Training Center to accommodate those Byrd Cottage
patients now displaced to Oregon State Hospital. It is anticipated that. appioxi-
miately three cottages of 24 beds each modeled on the Macliaren cottage plan
should be constructed. Preliminary cost estimates would Indicate that this will be
in the neighborhood of $00,000 to $750,000.

It is hoped to avoid the expenditure for capital construction purposes and
expensive operation of the additional 170 beds by developing a strong corn-
munity program, which will make maximum use of the resources and capabilitie.
of all the Human Resources agencies. It is because of the need to establish this
policy direction that I am writing you.

The Division staff believes that a broad, community-based program for the
mentally retarded should include the following elements:

1. Contract for diagnostic and evaluation services with the Child Development
Centers operated in five county health departments. This can be accomplished
under the authority of chapter 253, Oregon Law's 19069 (Enrolled Ilouse Bill 1217).

2. Expand the program for the trainable mentally retarded under House Bill
1217 from its present age linits of 4 to 21 years to age limits 2 to 21 years and
expand the number of children from th present 483 to come as close as possible
to the anticipated population at risk of 1,(00 such persons.

3. Expand time placement under the aegis of time Public Welfare Division of
appropriate mentally retarded In community facilities, including:

(a) Conmmunity-operated nursing homes for the mentally retarded.
(b) Homes fortthe aged.
(c) Foster homes for appropriate children.

4. Expand the availability of sheltered workshops for whom matching funds
for construction and staffing must be made available from the Vocational Re-
habilitation Division.

5. Transfer between 20 and 30 maximum disturbed mentally retarded to a
new psychiatric security unit for which capital construction funds will be
sought for Oregon State Hospital."

6. )evelop three or more new halfway houses which potentially could be
funded under the community mental health grant-in-aid program proviled that
the Vocational Rehabilitation Division and the Public Welfare Division have
funds available to provide for client services and subsistence allowances.
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It should be noted that halfway houses now cannot be operated directly by the
Mental Iealth I)ivlsion because of the limitations of section 3, Article XIV of
the Oregon Constitution. Tills will be noted hereafter.

7. I)evelop a precare-aftercare sle(ialty staff operated by the Mental Health
visionn in conjunction with the Outpatient Department at Fairview Hospital

and Training Center. This would assist Public Welfare, Vocational Rehabilita-
tion, anti other agencies to provihLe the slxcialized precare-aftercare services
necessitated by community placements of sizeable numbers of the mentally r,-
tarded. It is anticipated that case work services would still be required from
Public Welfare persoitnel but that these special persons with wide experience
in mental retardation would be a distinct asset. to the program. This would
require considerable planning with the Public Welfare Division.

8. )evelop counseliiij, guidance, tjitl (possibly) homemaker services under
the provisions of chapter 53, Oregon iaws 1969 (Enrolled House 1111 1193),
which expands the services of the Outpatlent Clinic at Fairview Hlospital and
Training Center. A further statutory change might be required to shift tile
responsibility for operation of this Outlptlent Clinic to the Mental Health
Division.

Ideally, the Mental Ilealth l)ivision should have authority to establish three
to live short-term, regional, residential centers for the retarded strategically
located about the state. If operated by tile Mental Health i)ivlsion. lllxinlillill
utilization would be made of Federal grant-in-aids funds for construction under
the provisions-of Public Law 88-164 and staffing of such facilities under the
provisions of Public Law 89-105. However, Article XIV of the Oregon Constitu-
tion Prohibits the operations of such facilities by the State of Oregon.

To provide such authority, one alternative would lie to have a legislative
measure Introduced which would be referred to the people, as was done for
correctional services uider the provisions of chapter 550, Oregon Lavs 1969
(Enrolled Senate Bill 347.)

Mental Health livision personnel believe that a community-based program
for the mentally retarded will provide improved services for tile retarded, will
enable a larger tiumber of them to nlalntal the highest possible level of
Independent existence outside hospital walls, and will, for a reasonable Invest-
ment, provide the best long-term benefits as to costs and program for the State
of Oregon.

Tile program direction cited above Is recommended, and the Mental iellth
1)1:h'l-on would like to inithite iInnediltely long-range lplannlmg discussions
with other related agencies. I shall be calling you to set up such planning
operations at the earliest possible time.

The ('u in*u,,,. Thank you, gentlemen.
I believe that, we have some answers in mind that are similar to

what you are. suggesting here, and we will try to meet ttit problem.
Mr. Sciixilmr. Senator, )r. Leopold has a statement, also.
Tre CnA X.. Yes; now, we try to study these statements, and

we have a good staff that works with us to digest this and to try to
advise us of the points that, witnesses think are special points, and we
try, each one of us, to study these. But we are trying to operate here
on a 10-minute rule for eadi witness. You have taken 25 minutes here
and I would urge the doctor to try to summarize his statement in
about 3 minutes. Please understand that we would like to take the
time to study everything that you are saying and to consider it.
in as relaxed'an atmosphere as we can, but we have the President of
the United States making public statements byv the day, criticizing us
that. this bill has not been reported. So I iope you will keel) our
)rOblemn in mind and try to summarize your position in 3 minutes. We

will print the entire statement in the record.
)V. Li:oPoi). I will attempt to be very brief, Mr. Chairman. I

begin with a discussion of the provisions of the Long amendment,
with which you are thoroughly familiar. But basically-

'[he CHA1rIRMAN. Ordinarily, you see, I would want to hear you dis-
cuss that in great detail. [Laughter.]
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Dr. LEoPoi.. The requirement for individual patient planning,
periodic review, alternative care, maintenance of effort, now, we think
that in Vermont these requirements have been met..

We feel that in most of the States they have been met, and the
systematic care which is l)rovided through the Social Security Act,
as it is presently written, should not be destroyed by the amendments
proposed in R. 17550.

By a system of care I mean improved care for the mentally ill in our
institutions so that they are, in fact, treatment institutions rather than
custodial.

Your committee has heard about. "human warehouses," and many
of our State hospitals were such places. They are no longer. Since the
enactment of Public Law 89-97 in Vermont, our State appropriations
for mental health have doubled. These are not. inflationary increases.

Our staff in State-operated mental health programs has increased
by 35 percent. Our staff in the State-aided community mental health
programs have increased by almost 200 percent.

These are the capabilities for providing alternative care to continued
institutional custodial care and the continuation of active institutional
treatment prograins.

I would like to call the committee's attention to a recent, issue of
Saturday Review with all article by one of ,our members. This is only
one in a. series of articles about, the health crisis which have appeared
in the national magazines recently.

The CHARmIVAN. Who was the author of the article?
Dr. LyOPOm). Senator Ribicoff.
Tile CHM .. Yes.
Dr. LEOPOLD. In all of these articles, the lack of systematic approach

to health care in this country has been repeated, emphasized, and
underlined.

It is our contention, as Mr. Schnibbe and Dr. Gaver have addressed
the committee, that the publicly operated and financed State mental
health programs are the most systematic al)l)roach to health care in
the United States; that these programs are not only the most systematic
approach to care for the mentally ill and the mentally retarded, but
that. they are also the best buy in'health care anid, as coml)ared to the
costs and the entrepreneurial private care system, our costs are much
lower and our1 results are comparable.

The amendments in H.R. 17550 which the committee is now consider-
ing would destroy this ability of the States to continue the programs
of a systematic approach of care to the mentally ill and the mentally
retarded in this country.

We can demonstrate throughout our country in the 54 States
and territories various elements of a systematic care which we are
providing. Some States have made much more progress than others.

If these amendments are placed in effect it will, n'I essence, be saying
to our State governments, to our Governors, and to our legislatures, the
Federal Government is cutting back on its interest in programs for
the mentally ill and the mentally retarded. "W1e are returning the
burden to you and we will allow you, if you so choose, to make these
institutions again into the human warehouses that they were 3, 5, or
10 years ago."

We feel the National Association of State Mental Health Program
Directors, that this cannot be allowed to happen. We cannot allow the



533

Federal Government to lead us into a retrenchment in the care of
the mentally ill and the mentally retarded in this country.

During the period of operation of Public Law 89-97, our small State
of Vermont, with limited resources-

Mr. CHAIRMAN. Could I interrupt you for a moment., to express the
concern that some of us feel I am very much in favor of anything
that can be done for people in the mental health area. However, I am
against States simply taking Federal money and using it as a windfall
for State budgets.

In States where a good job is being done and where the money that
we are providing for mental health is being, conscientiously, effectively,
and efficiently spent, I think that. I speak for a majority'on this com-
mittee w-hmen I say that we would not want to cut that. We would want
them to continue to have what they are receiving and, perhaps, give
them more help.

What we are concerned about is areas where States are wasting
money, spending it inefficiently or even using it. as a windfall for State
budgets. We have some doubts that we should continue to pay that
much money to States under those circumstances.

I would 'be curious to know what your reaction is to areas where
we find that the money is not being used the way we intended it to
be used.

I)r. LEOPOLD. Senator, I think that it. would be difficult to demon-
strate in any of our States the fact. that Federal money has supplanted
State funds. In Vermont the situation is that our State al)propriations
since the advent. of medicare and medicaid have doubled.

The CIIAInM.\x. I did not make the statement that Vermont has
done that either. You know, I did not say that. I lid not say that
Vermont has sl)ent the money Inefficiently.

But we do havl' reports to the effect that some of the expenditures
have been very inefficient in some of the mental health programs and
offhand my impression would be to say that there wold be no cutback
in a program where the money is being effectively spenr

Dr. LEOPOLD. Mr. Chairman, I believe that this is tie intent of our
testimony. We are aware that there are abuses. We feel that, few of
them in the total health care picture occur within the mental health
programs but our contention is that the programs should not be cut
back but that the administration of the programs should be improved
through the mechanisms about which Dr. Gaver has testified, has
recommended in his testimony that utilization review, that independent
medical audit, that program audit, should be increased.

We feel that these not only can be increased in our mental health
programs, but that. they can be expanded and the effectiveness of them
can be increased in the skilled nursing home programs which are
beyond our control throughout the health care system; that the mecha-
nisms which we have applied in operating our State mental health
programs can be increased in the mentalitealth program, and that
they can be applied and their effectivene-s demonstrated elsewhere
rather than across the board cuts which will most seriously affect, the
care of the mentally ill and the mentally retarded.

Dr. GAvER. Mr. Chairman, ma I comment on it very briefly? The
availability of reimbursement under this program has made it possible
for States to move ahead into areas that we have not been able to move
ahead into before, far in excess of Federal funds.
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Ti Cimitnmx. Can you give me some indication of wlat you think
the l)otential to rehabilitate mentally ill peoI)lo is? In other words,
what is the potential here as far as restoring people to useful lives or
restoring people to gaiiful employment?

Dr. (aAVER. In the aged we will not expect a large number of the
aged mentally ill to be returned to useful employment.

The CIIAII MAN. Most of those you just. hope to return to society?
Dr. GNvM. You hope to return them to a better way of life.
Tih Cim .IWMAIN. Yes,sir; what is the potential?

Dr. G,%vx. I think it is excellent.
Th1e, CHAiMAN. Wat percentage of the aged can be returned to

society and to a better way of life?
Dr. G,%v . The aged imentally ill coming into our hospitals I wouhl

say 85, 90 percent can be gotten out. of the hospital in a, better way of
life.. Many of them can return to their families.

Dr. LEOPOLD. We cmin, in addition, Mr. Chairman, improve the care
of these people in tie hospital as well as rehabilitating them, and we
must be concerned for their care in tIe mental hospitals as well as
those who leave and go into alternative placements, returning to their
own homes or intermediate care or skilled mrsimg care.

The CHAIRM t N. Now, the point has been made to me that, perhaps,
we are working with the wrong age group with medicare. What is
the potential with regard to younger people, let us say people between
80 and 40, to restore them to productivity?

Dr. GAER. Mr. Chairman let me say that before I came back into
public administration I was in privatC practice in psyciiatry, and in
both instances working with the adult mentally ill, and I cami say that

the vast majority are gotten throigah their illness to a point where
they caii become--they can return to feing self-supporting.

Mr. CHAmAN.It x. ten you say the vast majority, wouhl you try to
pick a percentage?I Dr. AAVE. Studies of a conservative nature ]lave conlsistenitly show n

70, 75 percent and higher, depending upon your selection and that isassuming that these people in manyinstanices did not hiave an oppor-
tunity for treatment early because of the cost inivoh, ed in Clio care of

these' people, because of le lack of availability of the services, so we
got them late, and still get a return to gainful employment and self-
sufliciency.

Tite C1mAIRS. Suppose we had $1 billion that we could allot. you
right, now for care of tihe mentally ill, what would you think would
be the best. way to invest that money for the good of the people and
for the good of society?

Dr. GAVER, Mr. Chairman, off the top of the head answer to that
kind of question is a little bit difficult..

Tie CiALINiIAN. You are in that business, though, you ought to
know ti answer better than I would.

Dr. GVEm. Sir-, I think an investment in early treatment and early
rehabilitation of the mentally ill at any age would be a worthwhile
investment..

The CHAIRMAN. You think if you had to choose between them you
would probably say it, is a more efficient investment and has greater
potential if you start with the early age group than the later age
group.



535

Dr. GA ER. Precisely, Senator.
Besides, starting out with the younger persons will restore people

to society to work who can continue to be self-supporting and tax-
payers.
The CHAIRMAN. So that is just one more example of where a l)elson

could be a taxpayer rather than a taxeater if we started out soon
enough and made the investment to help restore that person to better
health.

Dr. GAVTER. Absolutely.
The CHAIRMAN. What you are complaining about here, and I agree

with you, is that if we are going to have a program for the aged, that
it is unfair and unjust to discriminate against people merely because
they happen to be mentally ill.

Dr. TAv. That is right. We have always maintained that position,
Senator, but it seems to have had little impact. so far. We have hopes
that in the future Congress will see its way clear to change its opinion
on that matter.

The CHAIRMAN. WVell, you may be aware of the fact. that I once
kept Congress, at least the Senate, in session for about 4 days running
just because I objected to that kind of discrimination-

Dr. G0,%NR. Yes, sir.
The C,%1, ,R3AN. In our welfare program.
It just does not seem right to me that we would regard virtually

everything else as being an illness except mental illness.
Don't we many times diagnose a person as being mentally ill when

lie is simply sulferiiig from a condition that exists all over his body,
hardening of the arteries, for example; doesn't that impair the ability
of the brain to function effectively, as it does most of his organs?

Dr. GAVER. Senator, you are right. Many of the aged are suffering
from a number and variety of ils, inclu ing arterial sclerosis, con-
genital heart failure including the degenerative process that catches
up with people at some )oint in life.

A large number of them also are suffering from the fact that the
conditions of life are so difficult that it is hard for them to cope with
it. So you have physical and personal conditions with which they have
to cope.

We also have aged schizophrenic individuals, whatever schizo-
phremija is, i m]1y opinion, wluch is a basic metabolic disease .

The ChAIRMA'. Undoubtedly we are putting a. lot or additional
money into care for mentally ill people as a result of these Govern-
ment'health programs and most of that is directed to the aged, I take
it. Is that right, or wrong?
Dr. GAYVR. That is precisely correct. Most of the money of the Fed-

eral Government today going into health care for the meitilly ill goes
to the aged mentally ill.

The CHAIRMAN.' "When we started out with the medicare program
those who were advocating it selected the aged as those toward whom
thiy wished to direct the program first because those people had very
high medical expenses.

Actually, if you were approaching the problem of mental illness,
would it not be fair to say that you would probably want to start out
by one that strikes at the disease across the board or one tiat starts
with the younger people first?
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Dr. GAVER. Senator, if we had our choice, and I am speaking per-
sonally now, we would start with children, because there are, for
example, in the State of Oregon, 770,000 children between the ages
of birth and age 18. Twelve thousand preschoolers, and 38,000 children
of school age are in the need of mental health services.

To my knowledge, no Federal money is available today.
Mr. SciinIME. Not much.
Dr. GAVEn. Very, very small amount. But essentially for all practical

purposes, Federal money is not available to this group.
The Cur.\AMA.. At tih time I was fighting against the Senate tak-

ing a calloused attitude toward mientaF illness, taking the view that
mental illness is one thing and other illnesses are something else,the figures I r ad in the record at that time indicated that in a
great number of the States people who are mentally ill were
receiving little more than custodial care. In effect., I am saying about
all we were doing is locking them up as we would a prisoner in a State
penitentiary.

Have, we gotten beyond that in most States or is that still a pre-
vailing condition in many places?

Dr. LEOPOLD. Senator, I would like to answer that by referring to
one of the provisions of this section 1902(a) (21). If the State plan
includes medical assistance in behalf of individuals 65 years or older,
the State must show that they are making satisfactory progress to-
ward developing and implementing a comprehensive mental health
program, including provisions for utilization of community mental
health centers. This is an extremely important provision of the law as
far as we are concerned, this association, and the individual State
mental health program directors.

By securing medicare and medicaid funds we obligate ourselves to
com)ly with this requirement and this gives us the opportunity to
address our State governments and our State legislatures and say,
"Yes, we are improving the care of the mentally ill aged with these
medicare-medicaid funds but we must also comply with section 21
which requires progress toward a comprehensive mental health pro-
grain throughout the State."

It is this, which is one of the major reasons why with the relatively
small amount of medicare-medicaid money in our total budget, we
have been able to make satisfactory progress and are continuing to
make progress.

This, I think, is one of the most important parts of our testimony,
that if there is a Federal cutback in the medicare-medicaid benefits,
that it will not only affect the aged patients but the State legislatures
can say to us, "Vell, they have cut back on that and we don't have tocomplyj, with this requirement for satisfactory progress in developing
and..nplementing a comprehensive mental heaItlh program."

The CuiIRMrN. You are hero doing your best to help the kind of
people that, you treat and care for. I am curious to know why yourgroup did not come in here and suggest. to us some amendment that we
might add to this bill that. would certainly attract the support ofthose of uts who recognize mental illness as'being time most neglected
aset of health in tis copi-try-an amendment to make a sub-
stantial step forward in this area.
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If you are asking for us to do something, effectively for the future,
do you have in mind what you would suggest?

Dr. GAVEIR. Mr. Chairman, we have consistently advocated the po-
sition that payment for medical services-

The ChA1RMAN. Pardon me just a second. I believe you people
came and asked us for legislation to study the feasibility of providing
care for people under 65 in terms of mental illness, and t hat we enacted
it. I think I helped to put it through.

Do you know anything about that report?
Mr. SCiiNIBBE. "I thought. you got that report, Senator. It is my

impression that HEW had completed it-I know they completed it.
Our consultants had a draft of the repot. Whether or not HEW
submitted it up here to the Senate I do not know, but that should have
been up here about a year ago.

That report, did recommend that persons under 65 be covered in
public institutions for mental diseases.

Right now under the law, payment can be made for a patient
treated in a psychiatric section of a general hospital if lie is, say
42 years old and is in a categorically related position or in one of
the welfare categories. The discriminatory provision of the Social
Security Act in title 19, to which we have objected, says that the same
42-year-old person cannot be treated in one of the hospitals run by
Dr. Gaver or Dr. Leopold or the other 52 commissioners; that. is, a per-
son under 65 years of age who is a welfare recipient is discriminated
against. These are the very persons for whom you have worked so hard
over the last, 15 years.

I might add, by the way, Senator, that all of our people are very
much aware of the contributions you have made in this field, and as a
matter of fact, you know there is a tendency within our ranks not
to really make much of an effort on these issues before the flouse be-
cause we always figure with Senator Long in the Senate that is where
we have our greater strength, and we make our fight for the mentally
ill in the Senate.

The CHAIRMX. I would urge you to do what you can to educate
the House on this. [Laughter.]

AMr. SCHNIBBE. IVell, that is true. We have to put more effort there.
But in regard to persons under 65, we had brought this before your
committee, and you had enough foresight, to ask that. a report be lmde
by HEIV on this issue, and if you do not have it. we will help you to
tr and get it. Of course, w e do not have great influence with
IE , but we can needle them a little bit. We have ways of persuading
them to do things and we will make sure that that report gets to you
somehow or other.

I am speaking for the two doctors, here, I do not know whether
we can do this, but we will try.

The CHAiRM -A. The thing that most concerned me about all of
this is that the area that you are testifying about, is the greatest area
of human neglect that exists in this country, so far as I kInow.

When I began to look into this matter and tried to determine why
it was that they did not include under our public welfare programs
as beneficiaries' people who were in mental institutions and people
who are in tuberculosis hospitals, I learned that historically the view
which had been taken was that these people were incurable and,
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therefore, the best thing to do was to separate them from society and
forget about them.

So when we tried to do something about. it, we found that we were
told that, the eost, would be very great,, that the situation was hopeless,
or that. it, was just something t iat the Federal Government should not
even try to get. into because it would be more than we could hope to
care for.

Now, Senator Anderson was the initial sponsor and driver to try to
enact medicare. I think it is a great tribute to Senator Anderson, the
fight lie made throughout the years to provide health insurance for
aged peol)le iih this country.

One of th, arginments I was making at the time when I was not
supporting senator Anderson's amendment, prior to the time it
became a la'i, was that there were a lot of people who could afford
to pay for 1 great deal of tie medi..al care that would be provided
under his h a th insurance approach, and that the money could, per-
haps, better be used somewhere also. But, in the area that. your group
speaks foi- we had a situation, and I fear that in some cases it might
still be g-ng on, where people were not being treated; they were lust
being ln *ed up the way you would lock up )risoners or animals, just.
to sepai$ate them front society when treatment could have restored
them t9 society as a productive member or at least restore them to a
happy/ ife where they could find some degree of serenity between now
and t 'Ze time God call's them home.
1M, .SC 1NB0111. Senator, if this were not. so tragic an impression it

Iwoad be laughable, because this is no longer true around the country,
ge~lerally speaking.
/I suppose if you and I jumped on a plane and flew to two areas, we

5ould find wards in certain hospitals where the tare is not the greatest.
/But-, generally speaking, if you had'50 State commissioners sitting

here with you, they would all talk to you about the progressive pro-
gramis of emptying the hospitals, and the new types of care thmt are
provided in the hospitals and this is Arkansas, and this is Florida ,and
this is Montana, and it is New York and Massachusett-s, and all of tilem.

The notion that the States as a whole are still operating custodial
facilities is falacious.

Now it still persists in places. Both of these doctors here today would
probably say they know of a couple of instances around the country
where it, is still true.

The point is that right now this is generally a falacious notion.
However, it, is very hard to knock down. It is hard to knock down in
the administration, whether it is a Democratic administration or a
Republican administration, the notion still persists as you have well
found out in your efforts to providee coverage for the mentally ill under
)ublic assistance laws, the notion persists that no care is given to

these people, that they are put in so-called back wards and not treated..7 I won't speak for Oregon or Vermont, because both of these doctors
can, but I can tell you that the other 48 States, if they were sitting here,
they.would be itching to get to the microl)hone an(I say, "That is not
true in our State."
It, might have been true 30, 40, 50 years ago. It is not true today be-

cause some of the finest, most progressive, most exciting mental -hos-
pitals are State-operated programs in Little Rock, Ark., and Den-
ver, Colo., and other State facilities all over the country.
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The CIxMAN. Well, I believe that. I was the one who successfully
obtainedd matching for medicaid ; so that. should lmve at least. doubled,
I should think, the amount of money available to hel) people who were
in these mental institutions-

Mr. Scixvim:. You (lid. ,
The CAIRM t\N. (an you obtain all the hel l) you lieed to provide

treatnmnt, for the people who are )resently in tlhee mental institutions?
Not. just provide custodial care, but treatment for these people who are
in these mental institutions, if you had the money, coui d you provide
all the active care necessary ?

)r. GAVER. Yes.
Dr. LFrorOLD. Senator, you arespeaking of stair help?
The CHIRMAN. I)octors, nurses,
Dr. LEOPOLD. Physicians, nurses, technician aides.
' he CHAIR3A.N~~. Right.
Dr. LOPOLI). Yes, sir.
In the 4 years in which we have been operating tlie medicare-mledicaild

p)ogram in the State of Vermont, our mental hospital population has
decreased from 1,590 to just. under 1,100 this month, and I am not. sure
just what the exact figure is, something around 1,080 or 1,090. rhat
is a decrease of approximately 35 percent in this 4-year period.

During the same period of time our aged population has decreased
by about 25 percent. We have not been as successful as the figures that
Dr. Gaver cited for Oregon and for Missouri where their aged popu-
lation in mental hospitals has decreased from 45 to 48 l)ercent.

During this same period of time in all of the States the number of the
l)atients admitted to mental hospitals has approximately doubled
so that where we in Vermont had in 1965 600 admissions a year, we
now have 1,200 admissions a year.

We are accomplishing this increased workload with an increased
staff.

Y es, th. trained staff is available to us, and we have been successful
during these past 5 years especially of recruiting more and more l)ro-
fessionally and technically trained individuals into publicly operated
mental health programs and turning tie tide that Mr. Schnibbe re-
ferred to from custodial care to active and intensive treatment..

I think that in many, if not all, of our States, we can show records
of effectiveness which are comparable if not, better than that care
which is obtainable in the private sector at far greater costs.

l)r. GAVYE. Mr. Chairman, I provided the committee with some
representative graphs. These happen to apply to Oregon, exhibit A,
the very first exhibit, which h illustrates,- for example, the decline of
the fotal population in Oregon hospitals. Incidentally, that little up-
turn of the hune there should 4 a downturn. That was projection made
a couple of years ago. We are still going down.

On top of that we are taking in more--
The CHAIRMA-. You say the total population is decreasing. Is that

because you are (lischarging people who are capable of being
discharged ?^

Dr. AER. Yes, sir. It is because we are discharging people who
are capable of being discharged because-

The CuARnM\,N. Those people are being treated and being returned
to society, I take it?

47-530---70-t. 2-14
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Dr. GAVER. Treatment techniques arebetter than they were.
The CHAIRMAN. Yes.
Dr. GAvER. This illustrates the rising intake. This happens to

illustrate the declinee in the aged.
The CHAIRMAN. Wait just a minute. Let me find the chart you are

looking at. That would be exhibit B.
I)r. GAwE. This hap pens to be the aged, dropping the aged p)opu-

lation, exhibit C. It, is down in the lower right-hand corner where it
saysexhibit C. (See ) . 516.)

Trhe C('rAIM. N. I see.
Now, you say State and mental hospitals, is that all?
Dr. (ltvv:n. No, sir; I'm using all the illustrations from the State

of Oregon, but I can guarantee you that comparable charts could be
drawn for virtually eveiy State.

Mr. Scinn. That is only in Oregon.
The CIr~In, . So that the nuniber-what does this code mean,

DSHI?
Dr. GAVER. Ihat is simpl)y Dammasch State hospital. The others am

Salem and Oregon State Hospital. There are three mental hospitals.
The CiAR4 MAN.T. So those are the resident patients in those hos-

pitals, and you are making great progress in reducing the number.
Are those aged people you are speaking of or are they all patients?

Dr. GAVER. This exhibit, C is aged. But if you go back two exhibits,
to exhibit A, this is all patients, and the line is still going down. This
dotted line was done by my research analyst some time past. He was on
vacation and I could not have him update it.

The CHAIRMAN. I see.
Mr. SCHNIBuE. Senator, you understand these are resident patients.
As Dr. Leopold said, the admissions are doubled while the resident

patients are radically declining. This means the hospitals are doing
more and more and more work and people are moving in and out
faster and faster all the time.

Dr. GA ER. And, Senator, our admission rate is not rising
because of readmissions; it is our new admission rate that is rising.
Every l)atient who comes in gets a physical examination; he gets a
psychiatric examination; he is seen by a social worker; his family is
interviewed. He receives, if needed, tranquilizer; and if indicated an
antidepressant drug; he receives occupational or recreational or other
therapy.

When he goes out, is ready to leave any of our hospitals, in Oregon
today, arrangements are made for after care if he needs it.

For example, at Dammasch State Hospital, serving the Metro-
politan Portland area, this is a 457-bed hospital. We have four patients
in each bed every year; in other words, we turn over the population
in that hospital lour times a year, and everybody in that hospital goes
out to an after-care program operated by the community program.
Ile goes back to work but he comes in and gets medication if needed
or lie comes in and gets into a group psychotherapy situation or what-
ever may be appropriate, and this Is the kind of thing you are seeing
all over the country.

The CAIRMAN. Do you actually think that is typical of the prog-
ress that is being made in-the Nation?

Mr. ScHmiinlE. Yes, sir; it is, all over.
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The CHAIRMAN. It would seem to me if we are getting that much
return on our money we ought to put more into it and see if we can-
not reap a greater p profit. That sounds like a very great investment.

Mr. SoNINBBE. W e would like to have you chairman of the Appro-
priations Committee when you talk Ilke that.
The CHAIRMAN. Well, fortunately, this is the only committee that

can authorize and appropriate money.
Mr. SOCHNIBBE. That is true.
The CHARMAN . There was a time in the history of this country

when this committee was both the Finance Committee and the Appro-
priations Committee; however, at the time of the Civil War the
Government expenditure became so great that they needed a separate
committee to handle appropriations.

Mr. ScirNimF,. That is still true of these funds, though. They are in
a sense Open ended, the medicare funds, so I guess we are dealing with
the right committee.

The CI[AMIAN. Gentlemen, as I understand it. you came hero
to protest discrimination against the mentally ill in this bill.
You think a lot more could be done for the mentally ill particularly
those who-are under the age of 65.
Dr. LoioLD. Yes, sir. The Long amendment was very farsighted

in the variety of approaches and requirements for cooperation, for
program planning, for idividual planning, for progress in program
and programs. But it was restricted solely to the od age assistance
recipients and, as you know, Senator there are many, many persons
under the age of 65 who are presently- disabled who fit, into the aid
to the permanently , and totally disabled category who would also
substantially benefit from such. an improvement in program as well
as many, needy children.

One of the trends--it is not a trend, it is a, very apparent change-is
the increased number of children who are admitted to our State mental
health programs, not only to our mental hospitals but to our institu-
tions for the mentally retarded, and a rapidly increasing demand for
services to children in our community mental health programs.
The CHmAIRIAN. Thank you.
(The prepared -tatement of Dr. Leopold follows:)

STATEMENT OF JONATHAN P. A. LEOPOLD, M.D., VERMONT COMMISSONER OF MENTAL
HEALTH FOR TIE NATIONAL AsSOCIATION OF STATE MENTAL HEALTH PROGRAM
])IREcTORS

My testimony will be directed at understanding present programs for the
care of the mentally disabled, particularly as they have developed since the
passage of P.L. 89-97 and especially as state mental health programs and P.L.
89-97 have affected the care of the mentally IIl aged in our population.
The sudles of the Joint Commission on Mental Illness established by the Con-

gress in 1050 were published In a report titled "Action for Mental Health; Final
Report of the Joint Commission on Mental Illness and Health" and reported to
tlh Congress in 1961. This report as well as subsequent findings by your com-
mittee and your continuing Interest led to enactment of the Medicare-Medicaid
legislation including the "Long Amendment" directed at Improving the care of
mentally ill aged, persons In our society. State hospitals have been characterized
as "human warehouses"; the provisions of Section 1902.(a) (20) (21) are a
comprehensive and systematic attack program on the care of the mentally iII
aged in the United States:

(20) if the State plan Includes medical assistance In behalf of Individuals
65 years of age or older who are patients in Institutions for mental diseases-

(A) provide for having In effect such agreements or other arrange-
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ments with State authorities concerned with mental diseases, and,
where appropriate, with such institutions, as may be necessary for
carrying out tie State plan, Including arrangements for Joint planning
and tor development of alternate methods of care, arrangements pro-
viding assurance of Immediate readmittance to histitutions were leded
for Individuals under alternate plans of care, and arrangements pro-
viing for access to patients and facilities, for furnishing information,
and for making reports;

(B) provide for an Individual plan for each such patient to assure
that the Institutional care provided to him Is in itis best Interest, In-
cluding, to that end, assurances that there will be initial and periodic
review of his medical and other needs, that he will be given appropriate
medic.-l treatment within the Instituto, and that there will lie a
periodical determination of his need for continued treatment in the
institution;

(C) provide for the development of alternate plans of care, making
maximum utilization of available resources, for recipients 65 years of
age or older who would otherwise need care in such Institutions, In-
cluding appropriate medical treatment and other aid or assistance; for
services referred to In section 3 (a) (4) (A) (1) and (i) or section
1603(a) (4) (A) (I) and (ii) which are appropriate for such recip-
ients and for such patients: and for methods of administration nece.ary
to assure that the responsibilities of the State agency under tihe State
plan with respect to such recipients and such patients wili be effectively
carried out; and

(D) provide methods of determining the reasonable cost of institu-
tional care for such patients;

(21) if the State plan Includes medical assistance In behalf of Individuals
05 years of age or older who are patients in public Institutions for mental dis-
eases, show that the State Is making satisfactory progress toward develop-
Ing anl Implementing a comprehensive mental health program, including
provision for utilization of community mental health centers, nursing homes,
and other alternatives to care in public institutions for mental diseases;

They provide for coordination between the state welfare agency and the state
mental health agency. They provide for Individual planning and periodic review
of the plan and program for each patient. They provide for alternative care and
they provide for reasonable reimbursement of the costs of such care and treat-
ment. In addition, and of at least equal Importance Is the requirement that the
state make "Satisfactory progress toward developing and Implementing a com-
prehensive menial healtliprogram". I believe It Is possible for our states, and
for many if not all of the participating states, to show such progress In care
of individual aged patients, suitable alternative care as well as successful efforts
toward development and implementation of a comprehensive mental health pro-
gram.

The changes proposed In H.R. 17550 will reverse these progressive trends and
have a serious, negative and destructive effect on tire care of these patients and
on the progress of co14prehisive mental health programs In our states.
In enacting P.L. 80-97, tihe Congress stated Its Intention:

To provide a hospital insurance program for the aged under the Social
Security Act with a supplementary medical benefits program and an ex-
Ianded program of medical assistance, to Icrease benefits under the Old-
Age, Survivors, and Disability Insurance System, to improve the Federal-
State public assistance programs, and for other purposes.

In addition to the above statement, the Congress made a further declaration
of findings and purpose In enacting P.L. 89-749:

FINDINGS AND DECLARATION OF PURPOSE

SEc. 2(a) The Congress declares that fulfillment of our national purpose de-
pends on prohioting and as.'uring the highest level of health attainable for ever
person, In an environment which contributes positively to healthful Individual
and family living; that attainment of this goal depends on an effective partnership,
Involving close intergovernmental collaboration, official and voluntary efforts,
and Iarticipation of Individuals and organizations; that Federal financial assist-
ance must be directed to support the marshaling of all health resources-na-
tional, State, and local-to assure comprehensive health services of high quality
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for every person, but without interference with existing patterns of private pro-
fessional practice of medicine, dentistry, and related healing arts.

(b) To carry out such purpose, and recognizing the changing character of
health problems, the Congress finds that comprehensive planning for health
services, health manpower, and health facilities is essential at every level of
government; that desirable administration re(juires strengtlhening the leader-
ship and capacities of State health agencies; and that support of health services
provided Ieople in their communities should be broadened and made more flex-
Ible.

The provisions of 11.R. 17550 will Interfere an1d impede the progress of the
states and tle nation In achieving these clear objectives. They seen) to be
directed at the reduction of program costs to the federal government ; this is
a laudlible goal and consistent with the public interest. The operational effect
of these amendments, however, wol d le destructive toward the development
of the comprehensive mental health programs and destructive to the care of the
individual mentally ill person.

PROGRAM PROGRESS SINCE IMPLEMENTATION OF 11.L. 89-91

Vermont is a small state with a dipersed population and limited resolurees.
It has, since 19W5, made considerable progress in its mental health program
specifically:

(1) Our dollar expenditures in mental health programs have niore than
doubled, far exceeding the maintenance of effort provision of P.L. SW-97.

(2) The number of staff persons engaged in our mental health programs have
almost doubled. The number of volunteers has more than doubled.

(3) duringg the same period of time, our caselo-id, that is the number of
persons in active treatment, have shown an almost comparable Increase and
the workload, that is the numbers of patients admitted for Inpatient, out-
patient an( aftircare have also similarly increased. However. during this period
of time the number of patients in 24-hour intial health institution care has
decreased; the number of aged patients in out' major mental institutions has
decreased and the number of aged mentally Ill patients chargeable to Title XIX
has decreased as follows: In Fiscal 1967 the iminber of patient days billed to
Medicaid was 120,105. In 1969, 113,728 and it Is estimated that in 1071 there
will be a decrease to 97,455. The average number of Medleaid patients il our
mental Institutions in Vermont during these same three years has decreased
from 329 in 1067 to 30.3 In 1969 to an estimated 267 In 1971, a decrease of 8%
from 1007 to 1969, and 12%, from 1969 to 1071.
Number of days billed to title XIX in years: Total

1007 ------------------------------------------------------ 120. 105
199 ------------------------------------------------------ 112, 728
Estimated 1971 ---------------------------------------------- 97, 455

Number of patients on title XIX in years:
1907 --------------------------------------------------------- 329
1969 --------------------------------------------------------- 303
Estimated 1971 ------------------------------------------------ 267

I believe these figures demonstrate not only our "good intentions" but, more
importantly. the effectivenes.s, of our programs. We have attempted to comply
with the provisions of Title XIX and it is obvious that we have succeeded.

I have Included In my testimony ten randomly-selected case histories of pa-
tients who are currently receiving or have received Medicaid benefits during
their hospitalization in Vermont State Hospital. They show the variety of types
of recipients. They show the variety of types of outcome and I believe, by tin-
plication, they show the continuing need for such care.

EFFECTS ON SrATE MENTAL hEALTh PROGRAMS AND ON INDIVIDUAL RECIPIENTS OF
If.R. 1755-0

It Is possible to predict within reasonable accuracy some of the effects of
H.R. 17550:

(1) A decrease in benefits as proposed would have the adverse effect of causing
nursing homes to return aged mentally IlI persons from their care to tho care
of the state hospitals, the traditional dumping ground for society's rejects,
returning such institutions to their previous status of "human warehouses".

(2) Enactment of MR. 17550 would have an adverse effect on our state legisla-
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tures as they regard our state mental health program. It would say to them,
"The Federal government no longer cares about our mentally iII and it wishes to
shift more of the burden back on uis at a time when Increasing demands for
human and environmental preservation and protective services are placed upon
us." It would set a deplorable example of decreasing social concern for the aged
and the mentally Ill. It would inevitably cause a loss of impetus for progress and
consequent slowdown. On the positive side, I -would call to your attention that
our state mental health programs are a sy8tcms approach. to the problem of com-
prehensive health care (in the mental health sector) ; that controls or potential
controls on state mental health systes exists and that with continued interest
and assistanee by the federal government that. the administration of this program
can become even more effective than it pivsently is. We have been successfully
able, as I have previously mentioned, to change emphasis of our program away
from 24-hour (mental) Institution care to a variety of types of community care.
At the present time, approximately four-fifths of the total expenditure for
psychiatric or mental health services to indii Iduals in each of our states Is di-
rected and controlled or supervised by our state mental health programs. The
cost of care in such programs is far less than it Is in the non-public sector for
the care and treatment which, in many cases, is no more effective in measurable
outcome than that provided by public sector programs. In short, public mental
health programs are the best buy at the present time in the entire spectrum of
health care services. A decrease in federal partlellyaton at this time can only have
an adverse, affect on the continuing development and effectiveness of these "best
buy" programs.

What things can be done to further improve care and still keep costs within
reasonable limits? Requirements for periodic review, utilization and alternative
care must be extended to nursing home care through more effective utilization
review and through further development, of intermediate care facilities and com-
munity living situations for dependent disabled persons. Standards for the de-
velopment of such alternative facilities should be developed with a view toward
capitalization costs which the nation and the states can realistically afford. They
must also, however, be developed with reasonable professional sport systems
which will ensure their effective operation while meeting the needs of the people
served. By this, I mean consultative services of health professionals to ensure not
only adequate medical care hut care which will emphasize prevention of social
and medical disability and dependency which would necessitate re-admission to
a treatment facility. We have numerous examples in various parts of our county
of such progr.mmls demonstrating their effectiveness. Such programs must receive
encouragement and support from the federal government.

In summary the proposed amendments in I.R. 17550 represent increased
discrimination against the aged and mentally disabled in our population. They
will have the effect of decreasing rather than increasing the federal partnership
with the states in improving the care of the mentally ill. They will penalize the
more controlled and promising aspect of the health care system in this country,
I.e., the state directed mental health programs, and they fall except by negative
financial limitations to get to the heart of the nationwide Increase in costs in
the entrepreneurial private and voluntary sector.

CASE SUMMARIES, SEPTEMRER 8, 1070

Miss L.A. Resident-e: Georgia. Vt. DOB: October 3, 1894. Date Admitted:
March 27, 192*. Diagnosis: Schizophrenic, Paranoid type. Marital Status:
Single.

Miss A was admitted to the Hospital on March 27, 1929 at, the age of 34 years.
She was the third child In a family of four' children. As a young girl, she was
described as being somewhat reclusive and quite sensitive. Miss A graduated from
high school at the age of 18, after which she worked in the office of the town
newspaper. Sha continued her education at the Vermont Business College and
graduated after one year.

11er problems became apparent seven years prior to admission. She began
hearing -.oicea and felt that people could read her mind and, thereby, influenced
her behavior. She was wandering around aimlessly, attempting to borrow money
'from strangers on the street and threatened to do Injury to those who refused.

Miss A has spent 41 years at the Hospital and is presently 75 years old. Her
condition has remained throughout the years somewhat the same. She could
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best be described as a "burnt out schizophrenic" who i'i:s become Institutionalized
and completely separated from family, friends and community. Our present
treatment program is aimed at combating this institutionalization, now that
her mental illness has achieved some stability. A change in medication has caused
a noticeable effect. She is in a re-socialization group for the purpose of relnte-
grating her back Into society. It is hoped that after several months, she will be
able to leave the Hospital to live in n supervised family care facility.

1(Paul Blake/Social Worker/seh).

R.B.-female. Residence: St. Albans, Vt. DOB: June 3, 1904. Date of Admission:
May 2, 19064. Diagnosis: Schizophrenia, paranoid type. Marital Status:
Married.

Mrs. B was admitted to Vermont State Hospital as an involuntary patient on
a probate court order. She had previously been hospitalized from 7/29/61 to
11/2/63. She lived with her husband, 10 years older than herself, who is not in
good health. She has four married children who live in Vermont. Mrs. B was
readmitted to Vermont State Hospital because of a recurrence of her sasl)icious,
tantrums, loss of memory and disruptive behavior consistent with her illnes..

While at Vermont State Hospital, she was enrolle'I in the Vocational Reha-
bilitation Program. This was discontinued because of a lack of motivation on the
part of the patient.

Mrs. B is currently residing on an open geriatric service. She is quiet, coopera-
tive and able to attend to her personal needs. In general, the patient Is unin-
terested In any activities and although she has ground privileges, does not go
outside unless urged to do so by staff. Her physical health Is fairly good, the
major problem being obesity. The patient is on a special diet. Current medica-
tions are: Mellaril 25 mg TID, Tofranll 50 mg TID, Kemadrin 5 mg BIT).

Mrs. B. Is being considered for alternative placement in a boarding home un-
der hospital supervision. Tier family Is unable to provide a living situaton
with the necessary supervision and guidance which the patient requires. She
received Medicare and Medicaid benefits during the course of hospitalization.

(Marilyn Wallace/Social Worker/seh).

M.J.M.-male. Residence: Bennington, Vt. DOB: November 17, 1893. Date of
Admission: 7/17/69. Diagnosis: Alcoholism, alcohol addiction. Marital
Status: Separated.

Mr. M came to Vermont Stat, Hospital on a voluntary basis for treatment of
his alcohol problem. Prior to his admission, he had been living alone and
drinking regularly. While at the Hospital, he attended the alcohol program
meetings. Itis slight depression improved and lie was assisted In finding living
quarters at a nearby rest home for the aged.

This admission was his first to this facility. In view of the fact that he has
been living In a custodial environment for the past year, the prognosis appears
good.

While at Vermont State Hospital, Mr. M was covered by Medicaid, not
Medicare.

(Marilyn Wallace/Social Worker/seh).

C.B.C.-female. Residence: 'aterbur.. Vt. DOB: July 30, 1870. Date of Admis-
sion: August 8, 1909. Diagnosis: Psychosis Associated with Arteriosclerosis.
Marital Status: Widow.

For six years prior to admission, this patient had been in a nursing home In
the Village of Waterbury. Immediately prior to her admission, she had fallen
In the nursing home and had been taken to a general hospital for treatment.
During her hospital course, she became quite unmanageable, disorganized and
disoriented. In addition, there were no injumles found resulting from her fall:
subsequently, she was returned to the nursing home but continued to be noisy,
resistive, disoriented, disturbing to other patients, and a general management
problem. Consequently. she was admitted to the State Hospital in August of
1969. She had received Old Age Assistance prior to her adnilsion to the State
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lospiltal and initially received Medicare benefits for the first period of her
hospital stay. After these benefits were exhausted, she was placed on the 5Medlc-
n1d program. She was admitted to the AMedical Surgical Service and it was the
opinion of staff that she was in good physical condition for a 90.year-oh. She
require( medication at night to prevent her from crawling out of her bed;
after several months of hospitalization, her physical condition improved and she
wvas able to be tip and about the ward. She continues to be confused and dis-
oriented, has a tendency to wander, Is Incontinent, and in general Is a total nurs-
ing care patient. It Is the opinion of the staff at the Hospital at this time that It
would not be feasible to consider placement in a nursing home and it is expected
that she will remain at the Hospital until her death.

(Paul Brodeur/Chief of Social Servlces/jJ).

II.T.-female. Residence: Northfield, Vt. DOB: July 9, 1889. Date of Admission:
June 12, 1947. Diagnosis: Involutional Melancholia. Marit i Status:
Married.

This patient was admitted for the second time to the Vermont State Hospital
in June of 1947 from a general hospital in Montpelier. She had had a previous
admission to the State Hospital from March of 1946 until October of 1946 with
a diagnosis of involutional melancholia. She had been discharged as Improved.
'Twvo-and-one-half years prior to the first admission, she had become increasingly
depressed and obsessed with the Idea that she had syphilis. She was taken
to a local hospital where it was recommended that she be admitted to the
State Hospital. Following her discharge, she returned to her husband's home
but continued to be depressed and increasingly concerned with a variety of
somatic complaints. This led to her re-admission. In 1948, she received a series
of 17 ROT treatments which produced some improvements In her status. 11ow-
ever, she was plagued for a long time with chronic diarrhea and colitis. She
went on conditional release to her home from July of 1949 to April of 1950, but
had delusions and obsessions to the point that her husband was unable to manage
her. This patient has had a history of a variety of physical problems including
gallstones, hypertension and generalized arteriosclerosis. She was placed on the
Medical Surgical Service In 1962 and remained there until 1967, when she was
transferred to another ward. She continued to receive nursing care and treat-
ment but was never considered for placement back into the community. She had
received benefits tinder the Title XIX program since it Started at the Hospital
but periodic reviews done by hospital staff found her rehabilitation potential
pmr. Although over the past two years discussions had been held with the patient
regarding possible nursing home placement, she expressed an active reluctance
to go. In June of 1970, she was transferred to the Medical Surgical Srviee
because of her slow downhill course and vomiting. She was showing a weight loss
and on July 15, 1970, she diled. Cause of death was listed as bronchial pneu-
monia, arteriosclerotic heart disease and secondary anemia.

(Paul Brodeur/Chlef of Social Services/Jj).

IL.C.L.-female. Residence: Enosburg, Vt. DOB: May 24, 1903. Date of Admi5-
sion: October 20, 1964.-Diagnosis: Schizophrenia, paranoid type. Martial
Status : Divorced.

Tidfs patient was admitted for the second time to the Vermont State Hospital
in October of 1964. Prior to her admission, she had been living alone in an
apartment. in Enosburg, Vermont, and had increasingly become hostile, suspicious
and beligerent. Just. prior to admission, shlo had been lost In a wooded area in
Enosburg over night and, apparently, this led authorities to take action to admit
her. She had received teacher's training as a young adult, and for eighteen years
worked in a post office and an express company in Enosburg. Following her
adimlstsion, she was found to be cooperative but seclusive, delusional, and ex-
periencing hallucinations and was placed on Trilafon and Kemardrin. She was
placed in a social rehabilitation group In March of JM05. and reached the point
where she was able to work in the Hospital. Sle continued to socialize very
little, but was able to take p)art In remotivation programs and continue In her
work program. In July of 1969, she began to exhibit spontaneous chorelform
movement involving the lower limbs and the hands. Phenothlazines were discon-
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tinued hut these movements persisted. At this time, she had freedom of move-
ment within the Hospital, continued in the remotivatlon program, and parli-
clpated In ward activities. She was oriented to her surroundings and had a
definite coordination problem. In November of 19069, she was transferred to
another ward because of her inability to manage the walk to the dining area and
the following month, the Social Service Department was able to locate a rest
home for her where she was placed. At the time, she was receiving Cogentin
2 ing PID and Kemadrin 5 mg BID. A recent report from the rest home Indicates
that she continues to get along well and has presented no serious problems since
her admission there. She receives Old Age Assistance from the Department ofSocial Welfare. (Paul Brodeur/Chlef of Social Services/JJ).

Miss M.S.-female. Residence: Montpelier, Vt. DOB: 1S98. Date of Admisslon:
March 12, 1927.-Diagnosis: Schizophrenia, Catatonic type. Marital Status:
Single.

Miss S was admitted to this Hospital on March 12, 1927 at the age of 29 years.
She came front a family with a history of mental illness. She was the oldest
of three children who were all described as quite healthy. Miss S graduated from
high school and also business college, and worked as a secretary up to the tine
of her admission. 11er problems began about three years prior to her admislon.
She broke an engagement to a young man, but began to brood over the fact that
she may not have been quite fair to h.m. She became quite nervous and depressed
and began thinking about suicide. She became unable to sleep and began to
physically strike out at the people around her. Her hospital course has beenmarked by disturbed and aggressive behavior towards other patients. Miss S
becomes Irritated and will push and curse other patients, or her behavior be-
comes the opposite where she withdraws Into herself and does not relate to
anyone;.

At the present time. Miss S is on a ward where she Is receiving a great deal
of supervision and care. The prognosis for her Is extremely poor because processes
of old age are beginning to show, mainly by increased confusion, memory loss,
and the Increased amount of nursing care needed.

(Paul Blake/Social Worker/seh).

0..-male. Residence: Holland, Vt. DOU: October 11, 1M9. Date of Admission:
February 20,1930. Marital Status: Married.

This 70-year-old man was admitted to the Vermont State Hospital at the age
of 30 after exhibiting mental depression, ruthlessness and nervousness. His wife
and children irritated him and he was unable to attend to his work. On admis-
sion, lie was quiet and cooperative to the point of apathy, showed no Insight into
his condition, and in faet denied there was any problem.

At first willing to perform some hospital tasks, gradually lie refused to apply
himself and would sit idle. He denies hallucinations, although inappropriate
smiling and laughter cast doubt on his denial. Described as withdrawn and In-
different for the next 20 years. lie would sit Idle and hallucinated, mumbling to
himself, disoriented.

Transferred to a Medical Ward in 1955 because of a chronic bowel problem.
he continued much the same for many ytars. lie picked up the compulsion of"washing" the wall with his hands. Ile would play with water and was oc-
casionally Irritated.

Transferred to a nursing home In March 1970, he did well for approximately
five months until he began refusing his meals, masturbating in public, and even
in front of guests, and disrupting the cleaning staff with his spitting on the floor
and messing up the linen closets. Because of this behavior which Appear to
be increasing in Intensity, he wag returned to the Hospital in August 1070. Since
his return, the staff has seen no re-occurrence of the masturbation, but have
noticed a marked increase in his Irritability and In his attempts to steal food
between meals.

Should it appear appropriate In the future, nursing home placement will again
be considered.

(Duncan Robb/Social Worker/seh).
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E.W.M.-female. Residence: Bethei, Vt. DOB: April 16, 1904. Date of Admission:
March 21, 107. Diagnosis:. Maine depressive illness, manic type. Martial
Status: Widow.

Mrs. M was re-admitted to Vermont State Hospital when her behavior became
too agitated for her sister, with whom she has lived since 1962. She was pre-
viously hospitalized from 7/17/64 to 0/24/65 with the same diagnosis. Just prior
to tile last admission, she was unable to sit still, laughed or sang all night, used
abnt4ve language and was careless with her cigarettes.

31r. M has Iinpr-ved slowly hut continues to have periods of restlessness,
over-activity and uncontrolled talking. She Is Interested In ward activities and
is currently resiling on an open geriatric ward. On various occasions, she has
been carried on the Medical Ward for a cardiac condition and recently for
pneumonia. Mrs. M particularly enjoys attending the. Roman Catholic Church
chapel services on a regular basis. Her sister visits about once a month.

Mrs. M Is currently receiving these medications: Thorazine cone 50 mg BID,
Resperpine 0.25 mg QID, Kemardin 0.5 mg TID, Llthum 300 ing BID, Artane 2
mg BID, Phenobarb 15 mg OD.

Mrs. M fluctuates from a cooperative, good-natured, Interested person to an
over-active, often aggressive, and noisy one. She will remain at the Verffiont
State Hospital until this condition is stabilized. In the future, she could possibly
be considered for nursing home care.

(Marilyn Wallace/Social Worker/seh.)

Dr. GAVER. Senator, may I make one further comment ?
The CI A11,3tA. Yes.
Dr. GAVER. It is peculiar to me that under medicaid care of certain

patients under 65 years of age can be paid for in, for example, Salem
Memorial Hospital, that hospital not, having any psychiatric service.
In the same town, a public mental hospital organized to provide special
psychiatric treatment cannot receive payment for its service for tliat
same patient. It is ridiculous.

The CHAIRMAN. Well, you know why we could not resolve that
ridiculous anomaly, and that is because the administration at that
time were greatly concerned about the cost. if we simply proceeded
directly to l)rovide care for the mentally ill in mental hospitals.

So, to keep their costs down, they were willing to pay for some
examination and some small amount of treatment in a. general hospital,
but not in a mental hospital.

Perhaps we can do something about that in this legislation. I
hope SO.

Mr. Scu ,mE. Senator, it. just occurred to me that about three-q ilar-
ters of an hour ago we were supposed to have lunch with one of our
other commissioners from Wisconsin who is presumably still wait-
ing somewhere in the oity for us. He was on the consultant task force
for HEgW that drafted the report which was to have been provided'to
you a year ago on recommendations of the treatment of persons under
65 years of age in public institutions for mental diseases or specialty
institutions. If lie has not given up on us, I think he is the person we
will now confer with to make sure that that information gets over
to you.

The CIIAIUtMAN. Right.
Mr. ScHINEmm. At least I hope we can get, it. to you.*
The CI.Si M, .Thank you, gentlemen.
Is there anything moreyou wish to add to this presentation?
Thank you very much or a very fine statement. I am pleased to

know the headway that, you are making. I think that speaks for the
whole committee and I do believe that. your statement points up that

*See volume 3 of these hearings for a subsequent letter of Mr. Schnibbe.
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you should have come and asked for even more as far as the chairman
is concerned.

Thank you very irnich, gentlemen. We will meet again at
10 tomorrow.

(Tie committee subsequently received the following letter from
Mr. kopold:)

STATE OF VERMONT.
TF. PATMF.NT OF 1ii1A.TI1,

Monitpclicr, Scptcnbcr 22, 1970.
Hon. RUSSELL B. LoNo,
Chairman, Committee on Finance,
Senate Office Bueilding, Washlnglon, D.C.

DEAR SF.NATOR LoNe: At the close of testimony presented by Dr. Kenneth Gaver,
Harry Schnibbe and myself on H.R. 17550, you asked us a number of questions
regarding program proposals put forth by our Association. On behalf of the
National Association of State Mental Health Program Directors, Dr. Gaver and
I wish to thank you and the committee members for your time, patience and
consideration. We are exteremly pleased that your interest In the mentally dis-
abled in our society continues.

In view of your committee's interest in, and insistence upon, more effective
utilization review, independent medical audit and program audit, principles
which we accept and fully endorse, we therefore wish to make some changes in
our proposed amendments to I.R. 17550. These amendments, if adopted, would
assure the program utilization control necessary to effective operation and
achievement of the mandated goals of improving the care of our mentally dis-
abled.

Amendment # I
H.R. 17550 is amended to add on page 105, line 3, following "year" the following:

"in the same skilled nursing home" and further is amended to add on page 105,
line 4 following "and" the following: "if the state is presently participating or
In the future elects to participate under the provisions of section 1902a (20) that
state shall provide in its state plan developed and implemented methods of as-
suring utilization review as imposed by section 1861 (k) for purposes of Title
XV111, independent medical audit, and program audit as approved by the Secre-
tary. allure to provide such review and audits shall subject that state to the
provisions of section (C) until compliance with the review and audit requirements
are effected.

This amendment, as proposed, would penalize the states for non-compliance,
but would allow the continuation of the program In those states where the mental
health authority and the individual institutions have operationally provided
satisfactory compliance. Measurement of satisfactory compliance would of
course be dependent upon sufficient staff In the HEW Regional Offices to ade-
quately monitor and confirm compliance.
Amendment # II

II.R. 17550 is amended to add on page 104, line 21 following "thereof" the
following: "and, It a skilled nursing home does not incorporate Into its opera-
tional program methods of assuring utilization review as Imposed by section
1801(k) for purposes of Title XVIII, independent medical audit and program
audit as approved by the Secretary, such skilled nursing home shall be subject
to the provisions of section (B) until compliance with review and audit
requirements are affected.

This amendment would provide for compliance of skilled nursing homes on
the basis of individual facilities, thus if one facility achieved compliance it
would continue to receive eligible recipient patients without penalty either
to the facility or to the individual recipient. It is our feeling that this method
would not only be more equitable to recipients (presently provisions of IHR. 17550
penalizes recipients who have no centre lover the care systems which they enter,
nor can they control or affect the compliance) but would also allow a state
to continue to utilize those facilities which have attempted to comply rather
than have a wholesale program redudtion and penalty.
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Ainendmuint # I

On page 107 strike lines 7 through 11.
Amendment # I1 is the sane as that which we proposed In our testiniony,

i.e., It would eliminate the exclusion of public Institutions from Intermediate
care facility operation. We have previously commented on the desirability and
necessity of continuing Inclusion of public facilities Iln the Intermediate care
program.
Amcndmcnt # 11'

In section 238 on page 133 of the bill, add tile following language on line 21
following the word "agency"-', with the consultation and agreement of the
mental health and mental retardation authority, in regard to program design
and program quality,".

On page 134, line 4, after the word "health", add the following phrase "such
as mental health and mental retardation,".

On page 1a4, line 18, after the word "health" Insert "and mental health and
mental retardation".

This amendment assumes importance from the viewpoint that mental health
nud mental retardation program standards must be established by the mental
health/mental retardation authority rather than by the (public) health authority
which, in many states, does not understand mental health/mental retardation
program goals and -Methods. Cases of such misunderstanding in our states as
well as by Medicare fiscal Intermediaries are well documentedd, and on record
with the staff of your committee.

In your questioning of Dr. Gaver, Mr. Schnibbe and myself you inquired about
proposals for program Involvement for care of mentally disabled persons uler
the provisions of Title XIX. At tl~at thue we stated that our Association was
previously on record supporting th. elinination of discrimination against persons
under 05 years of age. I have enclosed a copy of the testimony of Leonard
Ganser, 3I.D. of Wisconsin before your committee and before the House Ways
and Means Committee during 1907.* These statements fully document the reasons
for which we proposed the elimination of this discrimination.

I have also enclosed a presentation of "Financing the ('are of the Mentally
Ill under Medicare, Medicaid" by Dorothy P. Rice, Ruth I. Knee and Margaret
('onwell. These people, along with several others, were members of the ad hoe
committee which studied these questions during 196.8. Tills paper was presented
at tile annual meeting of the Anmerican Public Health Association In Philadelphia
November 13, 109.$'

On behalf of the Association, Dr. Gaver anld myself, I wish to bank you
again for your interest and attention.

Sincerely,
JONATHAN P. A. LEOPOLD, M.D.

('Ihereupon, at 1 :15 p.m., the committee adjourrned to ieconvene
at 10 o'clock on Wednesday, September 16, 1970.)

*See Committee on Finance hearings entitled "Social Security Amendments of 1911" pt. 3,
pp. 1740 ft.* The paper was made a part of the official files of the committee.



SOCIAL SECURITY AMENDMENTS OF 1970

WEDNESDAY, SEPTEMBER 10, 1970

U.S. SENATE,
CoM 3 im'r 111 ON FI NANCE

Washhinngton, D.C.
The committee met, pursuant to recess, at 10:05 a.m., in Room 1221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present:- Senators Long, Anderson, Talnadge, Byrd Jr., of Vir-
ginia, Williams of Deiware, Miller, and Jordan.

The CHAIRN(A. In view of the fact that the Senate is in session
and Senator Percy will have to participate in the debate immediately,
Senator Harrison Williams of New Jersey has generously consented
to permit Senator Percy to open with his statement and then we will
take Senator Williams.

Senator Percy.

STATEMENT OF ION. CHARLES H. PERCY, A U.S. SENATOR FROM
THE STATE OF ILLINOIS

Senator PERCy. I wish to extend my deep appreciation to my col-
leagie, Senator Williams, and his uests.
Mr. Chairman and members of the committee, I welcome this op-

portunity to set forth my views oi tie social security program.
Our social security system is one of the most successful, effective

programs ever devised by Congress. To assure its continued success,
we need to reevaluate it periojdically-as this committee is doing-
and ask ourselves whether the program, in its growing complexity, has
overlooked or failed to help certain individuals. Do our methods of
fulfilling the original purposes of social security need to be modified
in any way? Should thso) purposes themselves be changed?

I would like to talk on five particular areas where I feel we can
improve and strengthen thesocial security system.

The first deals with benefits for-tmnadopted grandchildren depend-
ent upon their grandparents.

In raising the questions as'to whether tfepIrogram has failed to
reach certain individuals it should help, I concluded that it has over-
looked some individuals. Under the present social security law, sone
children who are 'dependent on their grandparents cafinot obfain
.benefits based on their grandparents' earnings A grandchild must be
adopted by his grandparents before he qualifies for a child's social
security benefits. This is most unfortunate, as there are cases in which
the grandl)arents, for valid reasons, are either unable to do or do

(551)
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not wish to adopt the child, yet still inaintain a quasi-parental relation-
ship.

The )ul)ose of social security is to pi'ovide the family with a con-
tinuing source of income when the family income stops because of the
deaths retirement, or disability of a worker. Following this, social
Security benefits are paid to children whose parents have died, retired,
or become (isabled on the theory that children are generally depend-
ent on their parents and suffer a loss of support, when the parents'
income stops. However, if that "parent" is a grandparent the child
suffers in l)eing denied a social security benefit. Benefits are extended.
to grandchildren only when they are legally adopted.

'1his distinction which prohibits the tna(lopted child livim: with
and supported by his grandparents from receiving the same benefits
lie woldV receiveif he were adopted is grossly unfair. A child depend-
ent oni his grandparents is as deserving of social security benefits as
a child who is dependent on his parents-_perbhal)s even more deserv-
ing as grandparents very possibly would have less income. The-pay-ment ofthese benefits should be based on the realities of the situation.

I therefore urge favorable action on my amendment to permit the
payment of social security benefits to the dependent grandchildren
of disabled, retired, or deceased workers when it can be shown that
the child is actually dependent for support upon the grandparents.

My amendment re-defi-es the term hild" so that benefits would
be provided for a grandchild if, at the time the grandparents died
or became entitled to benefits, he had been living with the grand-
parents at least 1 full year-except in the case of death or disability
of the grand arents within the same year as the loss of support from
the parents. In addition, it would have to be shown that the grand-
parents actually furnished at least one-half of the child's support
during this time.

Adoption of the measure would correct an anomaly in the social
security program. It would make actual dependency the criterion for
payments to a grandchild.

Although this is not a major change when measured in terms of
the number of people affected, it is nonetheless a major change when
measured by the efect it will have on the incomes of those individuals
who will qualify for benefits. Moreover, the social security actuaries
inform me that because only a relatively few people (about 200)
could be expected to qualify for benefits, adoption of the proposal
would have no significant effect on the total cost of the social security
program. (The level-cost would be 0.01 percent of the taxable pay-
roll.) While my amendment applies only to grandchildiren, the Com-
mittee may very well wish to expand this legislation to cover other
related children who find themselves in similar circumstances.

My second suggestion is in connection with the removal of "relative
responsibility" causes in titles X, XVI, and XIX of the Social
Security Act..

At present, title XIX of the Social Security Act (Medicaid), in
determining eligibility for the extent of medical assistance to be
available to individuals states that "the financial responsibility of any
individual foray a pplicant or recipient of assistance under th6 act
should not be considered unless such applicant or recipient is such
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individual's spouse or such individual's child who is under age 21;
or is blind or permanently disabled.

Titles X and XVI (Grants to States for Aid to the Blind; and
Grants to States for Aid to the Aged, Blind, or Disabled) also have
the effect of allowing States the latitude to set up "relative respon-
sibility" regulations. In other words, blind or permanently and totally
disabled persons over 21 must, in many cases, prove that their parents
do not have the financial ability to ineet their medical-or other-
needs. The law subjects blind persons to a humiliating and unfair
discriminatory practice, in that they are essentially expected to bank-
rupt their agentss before receiviuig Federal assIstance, while non-
disabled, but needy persons are not expected to prove their )arents
are unwilling or unable to help them.

When one considers the hardships caused by blindness, and the
courage and self-confidence necessary to overcome this handicap so
as to function in a dynamic society, 'it seems even more unfortunate
that blind persons must face a humiliating, painful, and unnecessary
experience before qualifying for assistance they might need. The sense
of independence and self-respect that a. blina adult can acquire by
knowing he is no longer a. burden to him family may make a signifi-
cant impact on his level of aspiration and ability to move forward
into rea independence.

Again I am urging the passage of legislation which would not
affect a large number of people. It is estimated that only about 1,000
people would be affected by this proposal, but its passage would end
a discriminatory, highly offensive practice for those who are affected.

My personal interest in this is in having had in childhood a blind
piano teacher; in having lived near and worked with the Lighthouse
for the Blind-a beacon of hope to thousands of blind people through-
out the world in Winnetka, Ill., for 20 years; and in having been an
employer for 25 years when I found that blind people can be employed
in many ways and in very useful occupations. I think our company
had a very high ratio of blind persons who were given hope through
this employment, and that is why I have continued my interest in
trying to find ways in which we can remove discrimination against
them.

The CHAIRMAN. May I say that this "relative responsibility" has
never had any great appeal to me, because I recall very much how
we found in many States they were using "relative responsibility" as an
excuse to keep those people off the rolls and according assistance tothem.

What good does it do some poor devil if he has a relative who can
help him if the relative won't help him. So to say "in view of the fact
that a person has a relative who is unwilling to help, we won't help,"
is really a pretty sad situation.

If he has a legal right to make that relative contribute and has not
exercised that legal right, then I think we have a right to say, "Well,
now, if you have a legal right to sue, let's say, your father or your son
as the case may be, to help you, and you haven't availed yourself ol
your rights, we are not going to pay our money because legally they
ought to pay, but where you have no right to make the relative put
the money ip you are just saying you are not going to contribute
because there is a relative who coud help but won't. That puts us in
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the position of being just as cruel as the relative who won't help his
needy bloodkin.

Senator P1EBco'y. Thank you, Mr. Chairman.
1 will just, in the interest of time, go right on to the last three which

are iuite short but reach a much more wi(le-swee ping situation in their
iml icat ions.
Third is the increase in, and eventually, limitation of earnings

limitation.
In May of this year the House of Representatives acted favorably

upon0 a proposal to raise the present earnings limitation of $1,680 on
social security benefits to $2,000. In January of 1971, recipients between
the age of 65 and 72 (the "retirement test" does not presently apply
to those, over age 72) would receive the full amount of their benefit
each month if t leir annual earnings (lid not exceed $2,000.

Almost. daily I receive letters from constituents who are trying tosupplement their tied social security incomes by w0rking-tley are
trying to fight inflation the only way they can-and they cannot 'un-
(lerstand wy they are penalized for doing so. Why w ien America
places such a high value on industriousness and protitetive labor, do
we penalize our older citizens when they wish to exhibit these desirable
qualities? The retirement test, in keeping many older persons from
working, also results in a loss to the country of their valuable skills
and productivity.

I therefore urge the committee to act favorably on my proposal
to raise the earnings limitation to $2,400 immediately, and phase this
limitation out completely over a period of 7 years.

FULL BIENEVITS FOn WIDOWS

Dollar for dollar, no change in the present benefit structure would
more effectively Ieach those at the margin of subsistence than elimina-
tion of the widow's discount. The Social Security Act discriminates at
the present time against widows and widowers of lprimary benefici-
aries. A man can draw 150 percent of his monthly benefit if lie is
married. If lie is a widower, le receives his full beiefts-or 100 per-
cent. But. if he leaves a widow, she. cmn receive only 82yq percent of Ils
total allotment. This situation creates a serious injustice. A widow's
expenses are hardly less costly tln a man's. I never found the women
in my family could live more cheaply than a man. It is a cruel blow
for a widow when she loses not only her husband on whom she depends
for financial advice, but also loses almost, half of her income fit the
same time. What does she do--for instance, to cut her housing ex-
penses in half? Women who lived a decent but inodest life with their
husbands while they both received social security, must, often go on
welfare when their husbands die. We lear mole ev ery. day about "equal
rights for women." With a provision like this in the present law, no
wonde1- there's a women's liberation movement.I therefore strongly urge the committee to retain the provision in
the House-passel bill which provides for full benefits for widows.

AUTOMA,%TIC BENEFIT INCREASES

Certainly when we have a great. auto industry, a major manufac-
turer, shutdown, and one of the points of dispute is the right for auto-
mtaie increases in the cost of living, then it. is evident that retired



555

peol)le are paying a very cruel price now for the increasing costs of
inflation. As time goes on, their living standard goes down as tile cost.
of living goes lip.

I there fore would like to express my hope that the committee will
keep the provision in the bill which provides for automatic benefit in-
creases to correspond with rises in the cost of living. This is absolutely
essential if we are going to fulfill the original purpose of social security
of offering a "floor of protection" to the retired, disabled, or surviving
dependents of a worker. It is essential if we are going to offer these
peoplee son-3 insurance against inflation, as well as against the politics

which inevitably come into play when benefit increases are considered.
Why, when regular wage earners have automatic wage escalators
built. into their contracts, should only the retired pay the bitterest
price of inflation?

This countT seems amazingly preoccupied with the problems of
youth, and while I certainly believe these problems deserve our serious
and careful attention, I am highly distressed by the apparent lack of
concern and attention that I see on tile part of some l)arties, certainly
not the members of this committee, toward tile problems of the elderly.
Far too often the lives of these individuals are led in loneliness and
despair. Wo now have an excellent opportunity to help these, people,
and I would just commend this committee for what it has done in the
)ast. in showing its deep concern for the aged, and I trust that it will

continue these enlightened policies in the future.
I thank you, Mr. Chairman.
Tile CHIRMAN. Thank you very much.
Senator BYRD. Mr. Chairman, before the Senator from Illinois

leaves, may I say that I feel he has presented an excellent statement
to the committee this morning. I am interested in all of it. I want to
particularly mention your suggestion that the increase in earnings
limitation be increase from the present $1,680 to $2,400. I note we
were proposed to increase it, to $2,000 but I am inclined to the view
that you express that that limitation should be raised beyond $2,000.

Overall, Mr. Chairman, I think the Senator from Illinois has pre-
sented a very interesting and provocative statement this morning.

Senator PERCy. I thank my distinguished colleague from Virginia.
Thank you very much.

The ChimmAIRN. Next we will call Senator 1-arrison Williams of
New Jersey.

Senator Williams we appreciate your courtesy and kindness to your
colleague as well as this committee and we welcome you.

I noticed you have associates here that you wish" to have accompany
you at the table.

STATEMENT OF HON. HARRISON A. WILLIAMS, JR., A U.S. SENATOR
FROM THE STATE OF NEW JERSEY

Senator VILLTA.Its. Thank you, Mr. Chairman, and members of the
committee. I appreciate the opportunity to appear helre today to dis-
cuss a matter of vital importance for over 20 million older Americans,
the need for major improvements in social security and medicare.

I certainly want to express, as a member of the Senate, deep gratitude
to you, Mr. Chairman and members of this committee, for the breadth,
depth, alertness, and expedience of the committee's action on this bill.

47-5:0-70-lit. 2-15
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I believe it has been stated that I would like to ask unanimous con-
sent to put my statement into the committee's hearing records in the
interest of time, and yield the time allowed to two distinguished ex-
ports from the State of New Jersey, Mr. Eugene J. Friedman, presi-
(dent of the New Jersey Nursing H-lome Association, and Dr. Claude
Roe, assistant executive director of the Presbyterian Homes for the
Aged. Theyr will address themselves to the provisions of R. 7550

affecting medicaid and Federal reimbursement for nursing homes,
mental institutions, and hospitals.

Wfith that, Mr. Chairman, I would appreciate-
The CHmIRMAN. You would like to have your statement printed

and you would like for them to use your time?
Senator WILLIAMS..Exactly.
The CHAIRMAN . Without objection that will be done. We will adopt

that procedure.Senator WIUJJAMS. I am not running out on my distinguished con-
stituents but I have a Labor Committee meeting at 10: 30.

The &IRMAN. You have a good statement, and we all read it
with great interest.I want to ask you one question about your statement, thoughh Sen-
ator, before you turn this over to those two witnesses. What is the
dollar cost of your proposal and exactly how much taxes do you
recommend to pay for it?

Senator WILLIAMS. Well, it is spelled out pretty much in the state-
men. I do incorporate the proposal that general revenues be included
as part of the financing, developing on a small base and over a decade
coining to approximately one-third of the cost of some of the pro-
grams under social security.

The CnAIRAN. This program you are recommending would do a
lot for a lot of people. I point out that it costs a lot of money and I
take it you are not backing away from the cost of it.

Senator WILLIAmS. No, not at all. Many of the provisions I have
recommended would actually cost less than other proposed reforms-
such as the increase in the annual earnings test to $2,100. This is less
than what Senator Percy recommends. I put it at this figure because
1 believe this amount is a more workable figure, although I do not
oppose the $2,400 earnings limitation.In addition, my amendment would be phased in over several years.
Moreover, based upon the sound growth of the social security, trust
fund and our economy. these needed reforms can be adopted without
jeopardizing the soundness of the program or imposing burdensome
taxes on today's workers.

The CHAnIRAN. Well, thank you very much, Senator Williams.
Senator WILLIAS. Thank you.
(The statement and attachments follow. Hearing continues on

page 505.)

TESTIMONY BY SENATOR HARRISON A. Wm!Amrs, 1R.

Mr. CH.URMA, I appreciate the opportunity to appear here today to discuss
a matter of vital importance for our 20 million older Americans-the need
for major improvements in Social Security and Medicare.

Thirty-five years ago this Nation made a. commitment to enable the elderly to
live a life of dignity and self-respect in retirement with the enactment of the
historic Social Security Act.
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Today Social Security protects workers and their families from loss of earn-
ings because of retirement, death or disability.

Without these benefits, many older Americans would be forced to go on the
relief rolls or to depend upon relatives who frequently would not have the
resources to support then).

And without these benefits, 19 out of 20 beneficiaries would not even achieve
a moderate standard of living.

Yet, the vast majority of elderly persons are experiencing a retirement income
crisis which is worsening, rather than improving:

Nearly 5 million senior citizens live in poverty;
Over 2 million are on welfare; and
Medicare, even though it has brought peace of mind to millions, still only

covers about 45 percent of their health care expenditures.
Today elderly persons are twice as likely to be poor as compared to younger

persons. One out of every four persons 05 and older-In contrast to one in nine
for younger individuals-now lives in poverty.

Moreover, the older populat.on is falling further and further behind in terms
of economic well-being.

Older Americans now comprise 10 percent of our population, but constitute
nearly 20 percent of our total poverty population. In 198 they were 18 per-
cent of the total number of persons in poverty.

More importantly, the new preliminary Census Bureau statistics for 1061
reveal that the aggregate number of elderly persons living in poverty ias
actually increased by 157,000 since 1008-from 4,030,000 to 4,787,000. In sharp
contrast, the number of younger persons who would be considered poor dechinv(d
by 1,257,000--abouit a 6 percent reduction.

These fi-,ures clearly show that piecemeal. stop-gap Social Security niea~ures
are Juist not going to work. Today's retirement Income problems cannot be solved
by adding a few dollars every year or two to Social Security.

Immediate and far-reachi!ng action o several fronts Is urgently needed now
to modernize Social Security and Mtdicare.

IOUSUE-PASSED SOCIAL SECURITY ro1LL

The House-passed Social Security bill, H. R. 175,10, certainly takes several
steps in the right direction. It contains, I am pleased to say, several propoaIls
I have advanced-such as a raise in benefits, 100 percent benefits for widows,
liberalization of the earnings test, an age-62 benefit computation point for men,
provision for cost-of-living adjustments, and other Important measures.

Yet, more is needed to improve this vital, but still imperfect program.
In May, I Introduced an omnibus ampndment--cosponsored by Senators

Hartke, Hart, Muskie, Eagleton and Tydings--to implement these necessary
changes.

Today I urge you to incorporate these vital reforms In the bill which will be
reported out by the Committee.

TWO-STEP INCREASE FOR 1971 AND 1972

The 5 percent increase voted by the House is certainly most welcome, but
it will not become effective until January 1971.

In the meantime, our cost-of-living has been rising at an annual rate of about
6 percent-the worst rise in nearly 20 years.

At this rate, the 5 percent benefit increase would be wiped out even before an
older person received his first Social Security check reflecting this increase--
in February 1971.

Spiraling inflation continues to rob the pocketbook of every American, but no
group is hurt more badly than older Americans living on limited, fixed incomes.

As prices go up, their meager purchasing power goes down-usually quite
sharply.

,& 5 percent rise is simply not adequate If the elderly are to win their desperate
race with Inflation.

For these reasons, I believe that Social Security benefits should be raised by
10 percent by January 1971, rather than 5 percent.

For an average retired couple, this would mean an additional $118 in annual
benefits above the H1ouse level.

Moreover, I believe a further increase Is needed in 1972--a 20 percent raio.
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COST-OF-LIVING ADJUSTMENTtL

Thereafter, benefits would be automatically adjusted for corresponding raises
in the cost-of-living.

1.1R. 17550 also provides for a similar automatic esclater, but it would go
into effect after today's inadequate benefits had been rateed by only 5 percent.

A cost-of-living adjustment mechanism, I believe, is essential to protect the
elderly against inflation.

But, benefits must be raised to a more realistic level thun provided In the
House bill before this automatic escalator is employed.

LIBERALIZATION OF TIlE EARNINGS TEST

H.R. 17550 also raises the $1,680 annual earnings test to $2,000 before Social
Security benefits would be reduced.

'T'iis Is certainly an important step forward, but I believe a more realistic
amount would be $2,100.

This additional $100 would be particularly helpful for older Americans who
must work to supplenment inadequate Social Security benefits.

Yet, the added cost of this proposal would be very modest.

MINIMUM BENEFITS

One glaring omission in the House bill Is the failure to come to grips with the
problem of minimum benefits.

MinhIum benefits for a single person now amount to $64 a month.
Because of the existing inadequate base, a 5 percent increase will raise the

inlillinm by a miniscule $3.20 per month-from $04 to $07.20.
Now, the poverty index for a single person In an urban area Is around $1,810.

Under Ii. 11, 17550 minimum benefits would be about $806 a year-less than one-
half of the poverty threshold.

This is only a token amount and completely inadequate for a pwr:on ,mbdstlng
in poverty.

Because of the widespread existence of poverty among older persons, I pro-
pose that the minimum level for a single person be raised substantially-to
$90 a nionth in 1971 and then to $120 in 1972. This initial increase could help
remove 1.4 million older Americans from the poverty rolls.

EXTEND MEDICARE COVERAGE TO OUT-OF-IIOSPITAL PRESCRIPTION DRUGS

Another major area of reform is health care. Even with Medicare, the threat
of costly and catastrophic illness still remains all too real among out aged
population.

Health care expenditures per aged person average about 2% times above those
of people under 65,

One major expenditure for the elderly is prescription drugs which represent
about 20 percent of their personal health expenses. Although the aged constitute
about 10"percent of our total population, they account for nearly 25 percent of
all prescription drug costs. And, their annual per capita expenditure for drugs
Is more than three times as great as for persons under 05.

A Department of Health, Education and Welfare report recently concludd that
the disproportionately high expenditures among the aged, combined with a wide-
spread inability to pay for such drugs "may well be reflected In needless sickness
and disability, unemployability, and costly hospitalization which could have been
prevented by adequate out-of-hospital treatment."

Therefore, I urge coverage of out-of-hospital prescription drugs under
Medicare.

OTHER REFORMS

Other measures are also needed now to provide comprehensive reforms within
Social Security and Medicare.

In addition, I would urge:
Provision for well-timed and well-conceIved use of general revenues to finance

a portion of the Social Security and Medicare programs;
Extension of Medicare coverage for disabled Social Security beneficiaries un-

der 65;
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Liberalization of the eligibility requirements for disability benefits;
Broaden Medicare to cover other needed items, including eyeglasses, dentures

and hearing aids; and
Revision of the method for computing Social Security benefits.

DELETE SECTION 225 (a)

Mr. Chairman, my earlier comments have been confined to proposals for im-
proving IR. 17550.

Now I would like to turn to a provision which I believe should be deleted.
This measure is section 225(a), which is designed ostensibly to establish in-

centives for states to employ outpatient care under Medicaid.
But, I fear that this controversial provision will deal a crippling blow to the

availability or quality of care fore Medicaid partlents in general hospitals,
tuberculosis treatment centers, nursing homes and mental institutions.

Particularly shortsighted is the proposed % Federal cutback in funding after
60 (lays for patients in hospitals or 90 days for persons in nursing homes or
mental institutions. This is in spite of the fact that 2/3 of all nursing home
residents require more than 90 days care.

Since Medicaid patients are unable to pay for their own medical care, this
crushing burden will fall directly on the states. And we know already that vir-
tually every state in the union lacks sufficient resources to assume this additional
substantial burden.

In my own state of New Jersey, the cost will be $25 million over a two year
period. Approximately 18,000 Medicaid patients in New Jersey nursing homes,
mental hospitals, general hospitals, and tuberculosis hospitals may suffer from
this ill-advised measure.

For these compelling reasons, I recommend the deletion of section 225(a)
from the bill.

PMrITIONS FROM THE ELDERLY

In concluding, I would like to say that the response to my omnibus amend-
meat has bten truly magnificent. During the past few months, I have personally
received more than 8,000 petitions from all over the Nation, including over
6,000 from my own state of 2Yew Jersey. These petitions, I might also add, have
come from younger persons a- well as the elderly.

They have enthusiastically expressed support for these measures. In addition,
they have called upon me to urge you to adopt these necessary provisions.

When President Franklin Roosevelt signed the 1935 Social Security Act, he
said, "This law . . .represents a cornerstone in a structure which is being built
but is by no means complete."

The time has come to make major improvements in this program-as well as
Medicare-to build a solid foundation for greater economic and health security
in retirement.

Mr. Chairman, I also ask unanimous consent to submit two statements pre-
sented by Dr. Solomon Geld and Mr. Eugene Friedman at a hearing conducted
by the Senate Committee on Aging at Ocean Grove, New Jersey. This testimony,
I believe, will be helpful In the Finance Committee's deliberations.

In addition, I ask unanimous consent that a letter sent from New Jersey
Governor William Cahill be included in the hearing record. This letter helps to
document the potentially harmful impact for New Jersey and other states if
section 225(a) is enacted into law.

Moreover, in the near future I shall be submitting additional information for
the record about section 225(a) and other major provisions. affecting older
Americans.

(The statements and letter follow:)

[Excerpt from hearing before the Aging Committee)

Dr. OGzi.L. What is the difference between person and patient.
Ot course, all aged patients are persons and all aged persons are sometimes

patients.
There is, however, a functional difference between them in relation to tihe

length, character and intensity of a pathology and the restorative potential.
There is also a difference between person and patient In the dimension of

living, In life's cycle and life's satisfaction.
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The question about a patient and his needs versus a person and his needs is
one of changing focus.

The rights and obligations of a person stand in reverse proportion to the in.
tensity of a struggle for physical survival.

The more dangerously ill a person is, the more attention he requires as a
patient, during which time his needs as a person are held in abeyance.

Nobody asks a patient on the operating table about his food preference.
On the other hand, with the passing of danger and assurance of survival, a

gra dual shift of emphasis occurs. The medical needs which, during the period of
acute Illness were in the focus, move to the periphery.

Personal and social needs, which were in the periphery during the acute illness
stage, move to the center.

Every occupant of a health-care facility is, strictly speaking, a patient for a
short time and a recuperating person with growing personal and social needs
for a longer time. This is so In any age group, but especially in the higher age
brackets where a post-hospital situation of the discharged patient calls for an
increased amount of social and personal care in proportion to his advancing age,
disability and Impaired psycho-physical health equilibrium.

Having defined the changed functional relationship between patient and person,
we have also spelled the functional difference between a hospital and a nursing
home and the rationale for the latter.

Nursing homes, proprietary and nonprofit alike, came into being at least
partly In response to a quest for meeting the vital personal, social and medical
needs of an individual who could not or would not have these needs met in his
own home.

Why this is so is another story. Whether it should be so is still another
story.

One thing Is sure. Instead of projecting r world of saints we should under-stand that placing an aged person In a nursing home Is not the worst of the
sins of western civilization.

I emphasize: the recuperating person, depending on his functional deficit, haspersonal and social needs. Meeting thes- needs is an integral part of the

therapeutic process and of restoration of personal and social function.It Is not a superfluous appendix.
At this point, permit me to introduce a synonym of personal needs, one which is

very much in use, namely, A.D.L. : Activities of Daily Living.
These range from getting into and out of bed, grooming, bathing, dressing, eat-

ing, various degrees of walking, and so forth, towards more advanced activities
such as reading, writing, comiunicating, participating and being motivated
for purposeful living.

Think of these and similar A.D.L.'s and think at the same time of the popu-
lation of the majority of good nursing homes, and you will realize that the
bulk of their direct services to the individuals within their walls revolve around
the above-named functions.

They constitute, as a rule, an individual's greatest need and hope at the
point of intake into a nursing home.

The improvement of a person's A.D.L. capacity, not the skilled nursing and
medical services, is the part of the nursing home's program that consumes the
bulk of service time.

This Is why good nursing homes are multi-care facilities, geared to the different
functional capacities of the clientele with much space, staff and time allotment
for promoting A.D.L. and much less time, space and personnel for medical service
and skilled nursing.

Good nursing homes aim to prepare some of their clients for return to their
social setting whenever possible. When that is not possible we must try to
create an environment within the nursing homr that will approximate the former
home environment of the client.

What do we mean by social needs?
The Blible teaches us that It was not good for Adam to be alone.
The modern existentialist philosopher, Hidegger, said that "to he" means to

be here and now (Dasein). It also means to be with (bitsein).
Both quotations represent an insight that the term "human being" is an

abstraction, that in reality we know Mr. Jones and Mrs. Smith and their
tra rticu! a r environ ments.

By way of comparison, we may say that while we isolate ndividal words in a
dictionary, a live language Is characterized by a relationship of words.
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A mere string of words is gibberish, not language.
The mere presence of many unrelated individuals in physical proximity is

not society.
What syntax is to language, social interaction is to society. It is in social

relationship, beginning with the family mcmbern. and growing with the develop-
ment of individual capabilities, that the person finds his social fulfillment,
irrespective of whether this relationship unfolds through the actual physical
presence of others or whehter it exists in the person's mind.

Therein lies the difference between the loneliness which we know can occur
in a crowd, and solitude, which can embrace thousands in a meaningful, imaginary
relationship In a mind's eye.

The fundamental social unit is the family. The family is the primary answer to
a person's social needs. Where that primary answer is not possible because the
person has no family, or where the family deviated seriously from the norm of
wholesome and beneficial relationship, or the condition of the person would
adversely affect that norm, we create social substitutes.

In terms of social needs, the institution for the chronically ill Is that social
substitute.

Its social task, therefore, is to utilize, as much as is feasible and desirable the
existing symbiosis of the person with his family and/or friends and, over and
above that, to transform a crowd Of people living in an institutional setting next
to each other into a community of people living with each other.

Community means that its members have something in common or create
something in common.

The more common denominators, the more cohesive is the community. That
such a community can have a therapeutic effect has been amply demonstrated
by Maxwell Jones who created this kind of a community to deal with World
War 11 veterans suffering from industrial neurosis.

The therapeutic community in a nursing home of which a person becomes
either temporarily or permanently a member, is a structure in which sizeable
personal and social needs interlock with peripheral medical and nursing needs.

This principle governs long-term hospitals, skilled nursing care facilities,
extended care facilities, intermediate care facilities, in short, all post-acute
hospital congregate, social and health-care settings.

Therefore, in all of them we must learn to strike a balance between care and
self-care, to divide the time in consideration of a person's need to be alone and
to be with others; to establish a harmony between freedom and authority, between
reliable dependence and opportunity for independence; to balance the distribution
of space in consideration of the old person's perception of space, private, semi-
private, public, with an opportunity for both privacy and socialization with
small and large groups.

In my written testimony, I have elaborated on the shortcomings of Medicare
in the light of this philosophy, which I assure you is the fundamental stance of
all sheltered, social and health-care facilities under philanthropic auspices.

I know this to be so because I am closely Identified with such auspices, being
a charter member of the American Association of Homes for the Aging, the past
president of both the New Jersey Association of Homes for the Aged and the
National Association of Jewish Homes for the Aged.

These shortcomings apply equally to Medlcs ld situations, the standards of which
are close to those of Medicare, and to a lesser degree, even to the Intermediate
care establishments.

We Just cannot square the philosophy, the tradition and moral mandate of
continuity of care of the total person and meeting his fluctuating needs with
growing fragmentation of care and fragmentation of reimbursement.

Both fragmentations are, regrettably, imitations of the hospital establishment
and its patient orientAtion. They don't take into account the distinction between a
short-term hospital and a long-term post-hospital setting.

Whereas in a short-term hospital the patient, as a rule, comes in for a specific
dlagnosli and therapy In a specific department, he certainly does not need pedi.
atrics or maternity, in a long-term setting the same aged person moves from a
status of EOP case, skilled nursing case, IOF case and shades of Inbetween, and
this happens in frequent Intervals which one can never chart in advance with
any degree of accuracy.

Nothing but a multiple-function post-hospital congregate social and health.
care facility with established range of services geared to the needs of the aged
person who Is sometimes a patient (having a range of health deficits from sub.
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total sufficiency to total dependency), nothing but an overall reimbursement
cost based on the accounting of total expenditures for all, each according to his
needs, will do Justice to our concept of the dignity of the aged person and how to
maintain It.

1 an equally convinced that Government will save money by doing away with
fragmentation of care and fragmentation of reimbursement.

The aged would get better service at less cost.
iIrealize that the present structure cannot be changed in short order, but I am

suggesting that what I have formulated deserves serious experimentation.
Since philanthropic long-term health-care facilities, under civic and church

sponsorship represent only eight percent, I am told, of the country's total nurs-
Ing bed capacity, and of these eight percent only some are multiple-function
health-care centers, they lend themselves ideally to such experimentation with-
out disturbing the present structure for the great majority of nursing beds.

Our traditional concern with 'and performance for the aged, our lack of profit
motivation, or our personal and material participation, in public welfare, makes
our moral stance and interest equal to that of Government.

In the light of what I have said and written to you, we can assess a measure
of progress and failure of the Country's concern and action with and for those
aged whose functional status fluctuates between patient and person. This I
believe:

With Medicare and Medicaid, we reduce the dimension of physical suffering.
We have not increased the dimension of living and we have a long way to go.

Government and society pay much more attention to the aged patient than
to the aged person. Rejection of an elder is compatible even with good medical
care. It is Incompatible with appreciation of dignity of the aged person.

We have mitigated the punishment of old age; we have yet to increase its
rewards. We have relieved the precipitous decline, the bitter fate of the aged
patient (becomes a doubtful favor) ; we have not enhanced the yearned-for ful-
flllment of the aged person.

Whether there is hope In this direction will depend upon the moral stance
of society and Its priority decision in relation to the aged.

Such a stance was expressed by the famous Rabbi A. J. Ileschel at the first
White House Conference on the Aged in 1961 when he reminded the audience
that according to the Talmud, one is permitted to pawn the holy scrolls of
the Biblical scriptures for the sake of the old person.

Senator WiLIAmS. Doctor Geld, we are running into the later planning period
for the next White House Conference-

Dr. GELD. Yes, sir.
Senator WILLIAmS. And you are a part of that?
Dr. GELD. I hope to be. I have not been asked as yet.
Senator WILLIAMS. I do not know if I have any standing to ask you.
Dr. GELD. At the last White House Conference, I was not involved, but I was

to represent two national organizations. I did not represent the State, but I
participated in the Conference, and particularly on the panels of long-term
medicare, as delegate of these two organizations.

Senator WILLTAMS. I hope you are a part of it, and I am certainly grateful
that you have been a part of our hearing here today.

Dr. GELD. I am very happy to be here, and to be a part of this fine hearing.
I thank you very much.

Senator WILLIAmS. Thank you very much.

Senator WrrL.AMS. Our next speaker will be Mr. Eugene Friedman, F.A.C.-
N.H.A., President of the New Jersey State Nursing Home Association.

Mr. EDMAN. I thank you, Senator Williams. This is the second time I
have had the pleasure of speaking before this group In these hearings.

i can say that a great deal of emphasis today was put on the non-profit
Institution.

Although as President of the Nursing Home Association, I represent both non-
profit and proprietary I have no Intention of defending the cause of one over the
other.

For In the defense of proprietary, one must mention the word "profit" or
"return on Investment."

Unfortunately of late these have become dirty words In a country who great-
ness has a direct relationship with them.
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I do not intend to use "dirty words", so I am going to answer Scnator Wil-
liams' question that he asked this morning in his opening address.

l-e said, "We should look at the grassroots level and get the true picture."
iWhat really has been the effectiveness of a given program? How has the

program been of benefit, not only to the individual at whose well being it was
aimed, but to the entire community?

To answer this I must In all clear conscience say that Medicare (Title 18,
Part A) has turned out to be a big failure.

This was the most ambitious piece of social legislation our country has ever
undertaken, and we are letting it die.

(Why are the nursing homes or as the Government calls them, extended care
facilities, dropping out of the program all over the country?

Now our neighbors, New York State nursing homes, are refusing Medicare
admissions.

I will not attempt to take the time of this hearing to list all the inequities
of the program. I must, however, speak of one that has hurt the public, the
community and the nursing home.

J use the words "nursing home" Instead of "extended care facility" only
because I feel most of us are more familiar with it.

The gremlin or cancer that is eating away the foundation of the Medicare
program is called "Retroactive Denial" or "cut-off" from day of admission.

I will explain how this is costing the Government hundreds of millions of
dollars.

Costing the public both in money and health and is helping to take participat-
ing nursing homes out of the program.

.Something must be wrong. Take Ocean County where I live. We have about
54,000 senior citizens over sixty-five. Yesterday, the total Medicare census in
nursing homes was forty. We have three hospitals in the County. Call them, ask
them for a bed in the hail, not a room.

Now, I will explain why this is happening. In order for you to get a clear
picture of what the impact of these "retroactive denials" are, I will give you
a typical situation of what has been happening all over the country.

A physician transfers his patient from the hospital to the nursing home as
soon as he feels the acute stage of illness Is over.

He tells the family that the patient no longer needs the hospital but will get
the required service at the nursing home.

The patient is admitted on the certification of the doctor. At this point usually
an R.N. in the nursing facility makes out a form called a "check-off list" on
which she checks off various conditions from the patient's chart. This goes to
the fiscal intermediary who, in this State, is usually either Blue Cross or
Prudential.

Someone, I say someone, because we are told it is either a clerk, a nurse, or
a doctor, makes a decision on whether the Government will cover this case or not.

Up until recently, we were told the patient would have to meet a certain
"medical criteria."

Now, that has changed so that the patient must meet an "insurance criteria."
In an Increasing and alarming rate, many, I venture to say, too many are being

refused benefits.
The call comes through that the patient is being denied benefits retroactive

from the day of admission. This call usually comes about ten days after
admission.

Now, the facility turns to the fhimily and asks for payment. After all the
nurses, the suppliers, the bank, and so forth, are not interested that the Govern-
ment refused to pay for the patient.

To this point we have hurt the patient both in health and in pocket. The
nursing facility has been placed In the role of the villain because they must
insist on payment from the family.

Now, the family turns their wrath on the doctor. After all. wasn't it he who
said to move the patient?

As long as the patient was in the hospital Medicare paid the bill. The doctor
now, after being "dressed down" by the family, begins to wonder. By moving
the patient to the nursing home, he was going to save the Government money.

We all know that hospital care costs more than double that of nursing home
care. In doing this, he takes on much paper work, which he hates, and now he
finds that his medical decisions are being challenged.

Ile has taken abuse from an irate family. All this because of "miraculous
ambulance cure."
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That is while the patient is in the hospital they are sick enough to be covered.
The moment they are transferred to a nursing home, they are no longer sick
enough to receive the benefits.

Now, the physician has become reluctant to transfer his patients. Now, they
stay longer in the hospitals and so cost the Government additional millions of
dollars. This retroactive denial of benefits must be corrected. It Is helping to
destroy the medicare program.

If S.S.A. will only listen and they will if you, the public, ask them to.

STATE OF NEW JERSEY,
OFCIcE OF TIE GOVERNOR,

Trenton, August 31, 1970.
HON. IIARRiSON A. WILLIAmS, JR.,
U.S. Senate, Commcitce on Labor and Publito Welfare,
Washington, D.C.

DEAR PE'r: Your letter of August 5th asked that I furnish you with additional
information which you need in connection with the provisions of H.R. 17650
which follows:

1. The number of patients, expressed in round numbers, currently in specified
medical institutions and eligible for Medicaid are as follows:

Nursing homes ---------------------------------------------- 500
General hospitals ------------------------------------------- 5,000
Tuberculosis hospitals ------------------------------------------ 10
Mental hospitals -------------------------------------------- 3,400

2. In the absence of limiting amendments to the present New Jersey program,
the effect of 225 (a) would be to shift a portion of ongoing health services costs
for these groups from the Federal Government to the State. It is estimated that
on an annual basis this would amount to:

Nursing homes ----------------------------------------- $7,500,000
General hospitals insignificant -------------------------------- (1)
Tuberculosis hospitals insignificant ---------------------------- (2)
Mental hospitals ---------------------------------------- 9, 175, 000

Few patients exceed 60 days length of stay.
'Small patient load will continue or decrease.

3. Outpatient facilities in the State number 108, most of which are small,
provide a limited range and volume of services, and are poorly distributed
geographically, in relation to need. Needs are particularly acute in center city
and rural areas.

The State Hill-Burton agency reports that 47 of the existing 108 facilities need
to be modernized or replaced, and that 4 new facilities are currently needed. In
8 of the 12 health facilities planning areas in the State, less than 75 percent of
the needs are being met; only about 80 percent are being met In the remaining
4 areas.

4. The details on the general estimates are provided in Mr. Poinsett's mem-
orandum attached.

The memorandum from Mr. Poinsett which you indicate was not enclosed with
my letter of July 31st Is attached hereto. I regret that it was overlooked.

Should there be any additional information which you feel is necessary, please
do not resitate to ask for it. Certainly, every effort must be made to save New
Jersey harmless from any adverse provisions of H.R. 17550.

Sincerely yours,
BrLL, Governor.

DEPARTMENT OF INSTITUTIONS AND AGENCIES,
INTER-OFFICE COMM UN IOATION,

July 29, 1970.
To: Dr. Lloyd W. McCorkle, Commissioner.
From: A. Wright Poinsett, Acting Director, Division Medical Assistance and

Health Services.
Subject: H.R. 17550.

This is in response to the July 17 memorandum from Dr. Kott, regarding
the letter from Mr. Wechsler, concerning IB.R. 17550.

Miss Kern of the HEW Regional Office in New York has advised "that all
States with which she is acquainted have Instructed the congressional delega-



565

tions of the Impact of this legislation would have on their respective States."
While there is some indication that Congress will not give favorable considera-
tion to H.R. 17550, It is suggested that the Governor advise New Jersey's con-
gressional delegation of the consequences to the State in the passage of this
legislation.
H.R. 17550 Includes many changes; some which are designed to purchase

improvements in Title XlX. In addition to the administrative modifications and
improvements, there are important fiscal changes covering Federal participation
as cited in Mr. Wechsler's letter dated July 15.

A. The bill provides for a decrease in Federal participation for acute hospital
care after 60 days.

There would be some loss In Federal participation for this segment; however,
there are very few HSP patients in acute hopsitals beyond 60 days.

B. The bill provides for a decrease in Federal participation for HSP patients
in skilled nursing homes after 90 days.

The estimated yearly loss in Federal participation (and added State costs)
for this segment would amount to about $7,500,000.

C. The bill provides for a decrease in Federal participation for lISI patients
65 and over in public mental and tuberculosis hospitals after 90 days, with com-
plete elimination of Federal participation after an additional 275 days.

The estimated yearly loss In Federal participation (and added State costs)
for this segment Would amount to about $2,175,000. Reductions In subsequent
years will be from $6,000,000 to $7,000,000 as a result of the complete elimination
of Federal participation after 305 days.

D. The bill provides for a reasonable cost differential between reimbursement
for skilled nursing home care and in intermediate care facilities.

This would only be significant if the State dces not establish intermediate care
facilities.

The HEW representatIves have advised that there has been many amendments
under consideration at this time; as a result, the House staff has not prepared
the usual fiscal estimates.

'The C~im.NLtx. Now, we will hear from your guests.

STATEMENT OF EUGENE J. FRIEDMAN, PRESIDENT, NEW JERSEY
NURSING HOME ASSOCIATION

M[r. FREIDMAN. Mr. Chairman and members of the committee, my
name is Eugene J. Friedman, and I am president. of the New Jersey
Nursing Itome Association, located at 32 West State Street, Trenton,
N.J. I am president of the rown and Country Nursing Centel., a
New Jersey licensed nursing home administrator and a fellow of the
American College of Nursing h1ome Administrators. The New Jersey
Association is a voluntary organization and represents some 145 nurs-
ing homes, with 9,600 beds both proprietary and nonproprietary, which
)rovides services to the elderly citizens in the State.

My main purpose in appearing before this distinguished committee
today, is to bring a special message to you in behalf of those nursing
hoel facilities in New Jersoy which participate in the title XVIII
and title XIX-nedicare and mnedicaid-programns.

First, let me say that the State of New Jersey did not jump into the
medicaid program immediately. Careful and deliberate study was
given to the type of program that should be initiated in the State-
giving full we eight to the services to be provided and the financing of
such services on a partnership basis with the Federal Government.
As - result, New Jersey implemented only a minimal progr-am cover-
ing the categorically, needy.

Under a wholly financed State program we do cover the needs of
the mnediclily indigent aged. There are some defects, however, which
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need immediate attention to eliminate hardships our elderly citizens
and the providers are experiencing in New Jersey and elsewhere in
the country.

In this connection, we enthusiastically support section 233 of H.R.
17550, which provides for advance approval of extended care coverage
under the medicare program. We feel this is a step in the right
direction in eliminating countless retroactive denials of benefits to
beneficiaries who are eligible for such benefits under the medicare
program. Retroactive denials to eligible beneficiaries, brought on by
complicated and strict admission requirements set by fiscal intermnedi-
aries under edict from the Department of HEW, are a widespread
problem and have been given serious attention by several congressional
committees. I am especially pleased that the Senate Committee on
Aging, under the leadership'of Senator Harrison A. Williams from my
home State, has brought this problem into full focus during hearings
held earlier this year. At that hearing, Senator Williams said:

For most extended care facilities, it is extremely difficult to determine with
any degree of certainty which patients will be covered. This is true, although
a competent physician certifies in writing that the patient needs extended care.
Because of the problem, many doctors are reluctant to refer needy patients to
nursing homes for extended care--even though such care would be of important
therapeutic value and less costly than continued hospitalization.

'Tlie net effect is to increase hospital stays and to reduce days of nursing home
car.. although this care may cost the government only one-third of the amount
for hospitalization. Many doctors believe that it Is preferable to leave the patient
in a hospital for convalescence rather than to submit him to such uncertainty.
11owever, shaving one hospital (lay from Medicare's national average could
result in a savings of .100 million."

'We, in New Jersev, are pioneering in an effort to rectify this con-
dition in cool)eratiol with the New York regional office of the Social
Security Administration, fiscal internediaries, the New Jersey Hos-
l)ital As'sociation, and the New Jersey Medical Society. We are now in
the process of requesting authorization for a pilot program of advance
al)proval for EOF care. Such approval would be given by areawide
utilization committees while the patient is still in the hospital. This
basic principle will eliminate the hardship of retroactive denials.

Mr. Chairman, section 233 would write this principle into law and
do much to assure that beneficiaries under the medicare program will
rceive their rightful benefits.

Mr. Chairman, there is another provision in It.R. 17550 which, if
adopted, would have a severe and adverse impact on nursing home
services in the State of New Jer.ey and elsewhere in the country. I am,
of course, referring to sect ion 225,'which is designed to cut back F"ederal
matching funds after a patient has received 90 days of skilled nursing
home care under the medicaid program. This provision goes contrary
to the laudable goals of the medicaid program when it was first pro-
posed in the Congress. This provision gives no consideration to the
medical needs of the patient. It has been labeled, an economy measure,
but, I submit, it is a false economy. It could have either of twvo results;
the States would be forced to bear the additional costs, or l)atients
would be prematurely discharged with a resultant threat to their
health. We would respectfully suggest, Mr. Chairman, that this is an
unfair provision, especially vhen you consider that, the States were
encouraged to join the Federal Government in a partnership to move
ahead in an effort to provide health services to the medically needy.
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In behalf of the members of the New Jersey Nursing Ionme Associa-
tioni, we urge this distinguished committee to eliminate section 225
from 11.]R. 17550 before tie bill is rel)orted to the Senate floor.

We are told from pre.s reports and from other sources that tile
administration intends to submit a new health services program early
next year, which. will be intended to serve as a substitute for the pres-
ent medicaid program. We are also aware of other efforts and move-
ments to establish a national and comprehensive health insurance
program. In consideration of these important factors, we would
strongly urge, in behalf of those entitled to benefits under the medi-
caid program, and in behalf of the providers of health care services,
that the Con gress delay making a major reduction in benefits that
would result from section 225.

ir. Chairman, and members of the committee, I thank you for the
opportunity to p)esent these views. If you have any questions, I will
be lad to try and answer them.

The CIIAmi N. Does your colleague have a statement to make also?

STATEMENT OF REV. CLAUDE L. ROE, ASSISTANT DIRECTOR, THE
PRESBYTERIAN HOMES OF THE SYNOD OF NEW JERSEY; TREAS-
URER, AMERICAN ASSOCIATION OF HOMES FOR THE AGING

Reverend RoE. Yes, I am Clande L. Roe, past president of the New
Jersey Association of homes for the Aging, assistant director of
Presbyterian homes of New Jersey, and treasurer of the American
Association of homes for the Aging.

Mr. Chairman, and members of the committee, I am pleased to
appear and testify before you today on H.R. 17550. The bill has many
commendable provisions for improving the health care programs for
the aged contained in the Social Security Act.

However, HI.R. 17550 has among its provisions a section which
threatens to fix into law a fundamental error which would obstruct
rather than improve the ability of these programs to provide quality
care in an efficient and economical manner. I refer here to section
225 (a) and section 225(b). It is the opinion of many of us in the field
that section 225(b) is an even more grievous error than is section
225(a).

Taken together, these provisions would fix into law the concepts
that the norm for length of stay can be based upon the definition of
a facility and that the costs of providing care and services can also
be based upon the definition of a facility. These erroneous concepts
would seem to be derived from equating the definition of a facility
with tle definition of a broad category of care and then, somehow
making the potential care and services which the facility is equipped
to provide become the actual care and services provided by tme facility
to an individual 1)atient.

The reality is that a skilled nursing home is or should be equipped
to provide skilled professional care and services, short of acute hos-
l)ital care and services for a host of patients each of whom requires
such care and services but each of whom requires such care and serv-
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ices in varying kinds, degree and amounts. It is the sum of the kinds,
degree and amounts of care and services required by the individual
patient and actually provided to the individual patient which de-
termines the cost of providing such care and services.

Just as the care and services vary from individual patient to indi-
vidual patient, so does the cost of providing care and services vary,
even though in each instance the setting is thte same and the category
of care is the same.

The cost for each patient is different even where the broad category
of the condition of two patients is the same. For example, the cost of
a tonsillectomy will differ from that of an appendectomy. hIowever,
it is not unusual for the cost of a tonsillectomy for one patient to differ
from the cost of a tonsillectomy for another. The decisive factors are
the patient and his condition. WVhat is true of the care and services
provided by a hospital is equally true of the care and services provided
by a skilled nursing home as well as for those provided by an inter-
mediate care facility.

Therefore, I urge this committee to strike both section 225(b) and
section 225(a) from Hi.R. 17550. I further urge you to treat skilled
nursing homes under title XIX and intermediate care facilities under

title XI in the same manner in which hospitals are treated under
title XIX, namely, that the provisions of section 1902(a) (13) (D) of
the Social Security Act as amended by section '229 of H... 17550
should be made applicable to title XIX skilled nursing homes and to
title XI intermediate care facilities, that is, that States should be re-
quired to pay the reasonable costs of the care and services actually

providedd by the facility to the patient.
The factors which determine the proper length of stay for an indi-

vtidual patient.. Therefore, again, I urge the committee to strike sec-
tion 225 (a) as well as section 225(b) from I-LR. 17550. Mr. Chairman,
I thank you for this opportunity to testify here today.

The CiAIRMAN. Thank you very much, gentlemen.
Thank you.
Now we will call Dr. William S. Day and Dr. Hoyt T. Duke, one

president of the Tnternational Chiropractors Association and the other
president of the American Chiropractic Association.

Senator TALMADOE. Mr. Chairman, it is a pleasure indeed for me to
welcome to the committee my friend and constituent, Dr. -oyt iDuke
of Augusta, Ga., who is president of the American Chiropractic
Association.

STATEMENTS OF DR. WILLIAM S. DAY, PRESIDENT, INTERNA-
TIONAL CHIROPRACTORS ASSOCIATION, AND DR. HOYT DUKE,
PRESIDENT, AMERICAN CHIROPRACTIC ASSOCIATION; ACCOM-
PANIED BY JOSEPH P. ADAMS, ICA COUNSEL; HARRY N. ROSEN-
FIELD, WASHINGTON COUNSEL, AMERICAN CHIROPRACTIC
ASSOCIATION; AND E. PAUL BARNHART, CONSULTING ACTUARY

Dr. Day. Mr. Chairman, distinguished members of the Senate
Finance Committee, I have a detailed statement which I would like to
file for the record and summarize orally at this time.

My name is William S. Day, I am a practicing chiropractor in
Spokane, Wash. I testify as president of the International Chiro-
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praetors Association. I am also a member of the senate of the
Washington State Legislature and chairnian of its committee on
medicine, dentistry, drugs, public health, air and water pollution, and
also serve as chairman of the legislative council's committee on public
health and welfare.

I am accompanied by to ICA officers: Dr. John Q. Thaxton, of
New Mexico; Dr. Grady AY Lake, of Atlanta; Dr. Marvin F. Kiaes,
of Seymour, Ind.; and our counsel from Washington, D.C., Brig.
Gen. Joseph P. Adams. I join Dr. Duke, president of the American
Chiropractic Association, in urging you to amend title XVIII of the
Social Security Act to include chiropractic services in medicare, part
B.

In enacting medicare the Congress sought to protect our system
of federalism by a "Prohibition Against Any Federal Interference":
Section 1801. And yet, this guarantee is vitiated in title XVIII of the
act..

As you know 48 States, Puerto Rico, and the District of Columbia
recognize and license the practice of chiropractics. Therefore, the
Federal medicare law, by denying coverage of chiropractic services,
penalizes the citizens of these 48 States and interferes with the
operation of such State laws within the respective State boundaries.

Such Federal interference with States under medicare is all the
more unjustifiable in the light of coverage of chiropractic services
today under medicaid.

Therefore, we have the following strange results under the present
law :

1. The medically indigent can obtain chiropractic services under
medicaid.

2. But the medically self-sufficient, who voluntarily pay monthly
insurance premiums, cannot obtain chiropractic services under medi-
care.

Irespectfully suggest that this is an unwarranted Federal intrusion
upon the States and that it is bad law.

The present law also flies in the face of section 1802 of the act. The
law guarantees the patient freedom of choice to obtain health services
from any qualified institution, agency, or person. Despite this as-
surance, America's self-supporting elderly are denied effective free-
doin of choice to obtain the needed and beneficial health services of
State-licensed chiropractors.

Gentlemen, as a State legislator, I urge you to rectify this improper
exclusion. We thoroughly agree with the Federal Social and Reha-
bilitation Administrator'(ITEW) John Twiname, who on June 5 of
thisyear said:

The right to free choice among providers is another step toward a single
quality of medical care for all Americans, rich or poor.

Attached hereto is the full text of tIV-Z18, dated June 5, 1970.
Some of the best ways for the Congress to assure freedom of choice

within medicare is to permit the people in the various States to use.
chiropractors to the extent and for the distinct and separate pur)pses
permitted by State law. Anything else is a breach of fundamental
iederal-State relations and a de facto Federal "takeover" of the
licensing of allied health professions.

As a State legislator, I am of course sensitive and alert to the activi-
ties of State agencies. Reliable evidence of the effectiveness of chiro-
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compensation programs. This experience seens to prove three things
concerning chiropractic care:

1. Injured workers who use chiropractic care get well quicker and
lose less wages because of illness of the same kind and severity for
which others turn to medical treatment..

2. Employers find that. chiropractic care brings their injured work-
ers back to the job more rapidly. Ihus, industry suffers less loss of
productivity and earns lower conIpensation rates.

3. The States profit from chiropractic care in compensation cases,
through lower State costs, increased tax revenues through increased
l)roductivity, and lesser calls upon State funds to supplement the
reduced income of injured workers' families.

In closing, I would make an urgent plea not only on behalf of the
chiropractic profession, but for the senior citizens'that have learned
through experience that chiropractic services are indispensable in the
care of their health problems and then find themselves in the fis-
trating position of trying to pay for these necessary services out of
their limited retirement income.

We believe that. State-licensed practice has sufficiently proved the
wisdom and feasibility of chiropractic as a valuable'part of our
Nation's system of health care. Consequently, there is no need for the
further study specified in section 263 of II.R. 17550.

In its stead, we urge substitution of the identical provision of S. 18129,
or S. 746, or section 201 of S. 2424, which have been introduced by
(listinc1is!hed members of this committee.

Thank von very munch, Mr. Chairman.
(Mr. Day's repairedd statement with attachment referred tofollowvs:)

STATEMENT OF DR. WILLTAM S. DAY, PRESIDENT,

International Ohiropractors Association
SUMMARY

Rccomncndation.-Chiropractic should be Inclu(led in Medicare, Part B, by
the substitution of S. 1812, or S. 746, or § 201 of S. 2424 for § 263 of 11.11. 17550.

1. Prohibition Against Federal Interfcrence assured by § 1801 requires inclu-
slon of chiropractic in Part B.

2. Freedom of Choice, guaranteed by § 1802, means the patient's Freedom of
Choice in Medicare to obtain the services of State-licensed chiropractors.

3. State Work'mcu's Compensation Programs prove that chiropractic care gets
injured employees back on job quicker, thereby saving wages and productivity
and assuring higher State tax revenues and reduced State costs.

4. No Further Gorernment stidies Are Nccessary. Chiropractic has been
proved by State-licensed practice over the years.

STATEMENT

My name is William S. Day and I am a practicing chiropractor in Spokane,
Washington. I testify as President of the International Chiropractors Association.
I am also a member of the Senate of the Washington State Legislature and
Chairman of its Committee on Medicine, Dentistry, Drugs, Public Health, Air
and Water Pollution, and also serve as Chairman of the Legislative Council's
Committee on Public Health and Welfare. I am accompanied by top ICA officers
Dr. John Q. Thaxton, Dr. Grady V. Lake, Dr. Marvin K. Klaes, and Gen. Joseph
P. Adams, our Counsel.

Mr. Chairman, this Is the first time that both the American Chiropractic
Association and the International Chlropractlcs Association have appeared jointly
before a Senate committee in a Joint and unified presentation. I join Dr. Duke
in urging you to amend Title XVIII of the Social Security Act to include chiro-
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practle services in Medicare, Part B. As a State legislator, and speaking for
what I know to be the reaction of virtually all State Governments, I believe that
such an arrangement is wise and that it conserves and preserves tile tie-tested
genius of this Nation's Federal-State system.

PROIIIJITION AGAINST FEDERAL, INTERFEREiNCE

In enacting Medicare, the Congress sought to protect our systelli of Federalism.
The very first section of Title XVIII is entitled 'Irohibition Against Any
Federal Interference", Section 1801. And yet, this guarantee is vitiated through
interference wvith States' freedom effectively to make available to their elderly
citizens the health services of cilropf~lttors.

As you know, 4S States, Puerto Rico and the DI.trlct of Columbia recognize
and license the practice of ciiropractie. Therefore, tie Federal Medicare law,
by denying coverage of chiropractic services, penalizes the citizens of these
States and interferes with the operation of such State laws within the respective
State boundaries.

!Such Federal interference with the States under Medicare (Title XVIII) is
all the more unjustifiable because of the non-interference (and the consequent
allowance of coverage of chiropractic services) under Medicaid (Title XIX).
Thus, of the States which have adopted Medcaid legislation, some 17 already
authorize chiropractic services.

Therefore, we have the following strange results under the present law:
1. Tile medically indigent can obtain chiropractic services under Medicaid

(Title XIX).
2. But the medically self-sufMeent, who voluntarily pay insurance premiums,

cannot obtain chiropractic services under Medicare (Title XVIII).
I respectfully suggest that this is an unwarranted Federal Intrusion upon

the States, that It is bad law, and that It prohibits the Medicare beneficiaries
from obtaining needed chiropractic health care.

FREEDOM O" CHOICE

This brings me to my second point, that tIle present law flies in the face of
Section 1802 of the Social Security Act, "Free Choice by Patient Guaranteed".
The law guarantees the patient's freedom of choice to obtain health services
from any qualified institution, agency or person. Despite this assurance, Anieri-
ca's self-supporting elderly are denied effective freedom of choice to obtain
the needed and benieficial health services of State-licensed chiropractors. When
such freedom of choice is denied, Medicare not only denies ohler lK.ople tile
health protection they want and need, but it also affronts the independence
and dignity which Medicare is designed to assure. Tills fact involve., not only
fundamental theories of the relation between the Federal and the State govern-
inents and the relation between the American citizen and his government, but

also the individual health, comfort and well-being of each and every Senior
Citizen.

Gentlemen, as a State Legislator, I urge yon to rectify this improper exclusion.
We thoroughly agree with the Federal Soclal and Rehabilitation Administrator
(IIEW) John Twlame, who on June 6th of this year said: "The right to
free choice among providers is another step toward single quality of medical
care for all Americans, rich or poor." Attached hereto is the full text of IIEW-
Z18, dated June 5, 1970. Forty-eight States license doctors of chiropractic be-
cause their legislatures and Governors, believe that chiropractic helps their
people to maintain and regain their health. Many people around this broad
land are beginning to wonder whether tle Federal Government is trying to
"take over" from the States the licensing of doctors, dentists, chiropractors
and other health services. I am sure that the Congress will not permit this, but
but I am equally sure that one of the best ways for the Congress to preserve
Federalism within Medicare is to permit the people In the various States to use
chiropractors to tile extent and for the purposes permitted by State law. Ally-
thing else is a breach of fundamental Federal-State relations and a do facto
Federal "take-over" of the licensing of allied health professions.

VALUE OF OHIROPRACTIC SERVICES

Third, as a State Legislator, I am of course sensitive to the activities of State
agencies In my own State and elsewhere In the Nation. One of the most unbiased
and reliable criteria of the effectiveness of chiropractic services is to be found

47-530-70--)t. 2-10
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in the operations of State workmen's compensation programs which Includechiropractic benefits. This experience seems to prove three things about
chiropractic:

1. Injured workers who use chiroprb.ctic care get well quicker and lose lesswages because of illness of the same kind and severity for which others turn to
medical treatment.

2. Employers find that chiropractic care brings their injured workers back tothe job more rapidly. Thus, industry suffers less loss of productivity and earns
lower compensation rates.

3. The States profit from chiropractic care in compensation cases, through
lower State costs, increased tax revenues through increased productivity, andlesser calls upon State funds to supplement the reduced income of injured
workers' families.

Thus, everyone wins when chiropractors are permitted to serve the needs of
people who want their services. That's why the States license them and pay
for their services in workmen's compensation.

That's why I urgently recommend to you that this Committee should favor-ably report out a bill which Includes chiropractic in Medicare. We believe thatState-licensed practice has sufficiently proved the wisdom and feasibility of
chiropractic as a valuable part of our national system of health care. Conse-
quently, there is no neu, for the further study specified in §263 of H.R. 17550.In its stead, we urge substitution of the identical provisions of S. 1812, or S.746, or S. 201 of S. 242 which have been introduced by distinguished members of
this Committee.

Attachment A
U.S. DEPAHFMENT OF .1EALTI EDUCATION, AND WELFARE,

SOCIAL AND REIARILITATION SERVICE,
OFFICE OF PUBLIo AFFAIRS,
Washington, D.0. June 5,1970.

Freedom to choose among physicians, pharmacists, hospitals, nursing homes,
and other prividers of medical services is now the right of patients whose med-
ical bills are paid by Medicaid.

Any Individual eligible for Medicaid may obtain the services covered by hisState's Medicaid program from any qualified institution, agency, pharmacy,
or practitioner participating in the program. Included are organizations offering
medical services on a prepaid or membership basis.

"The right to free choice among providers is another step toward a singlequality of medical care for all Americans, rich or poor," said Federal Social and
Rehabilitation Administrator John Twiname.

Medicaid, now in operation In 52 U.S. jurisdictions, provides medical assis-
tance for more than 12 million needy and low-income individuals who are aged,blind, disabled, or members of families with at least one parent (lead, absent,
or incapacitated. Certain other needy families are included in many States. Abouthalf the total cost Is borne by the Federal Government and the balance by State
and local government.

Puerto Rico, Guam, and the Virgin Islands, where most medical services areprovided under Federal auspices, are not required to grant freedom of choiceto Medicaid patients until 1972. The freedom of choice requirement, one of the19067 amendments to the Medicaid law (Title XIX of the Social Security Act)became effective elsewhere July, 1, 1069, and is incorporated into the Code of
Federal Regulations by publication In today's Federal Register.

The CITA ,MA. Let mne ask you a question about chiropractic. If
a person has cancer, do you believe that chiropractic can do anything
to help hIm A-ith his cancer? Ts there anything in chiropractic that Cal
help him with his cancer?

Dr. DAY. No. I think that if a person possibly has a spinal con-
dition then a chiropractor can help just the same as, I think, a dentistcan help a person with his dental problem who also has a visceral
condition.

The CHA RMAN. I have heard doctors who are not all in agreement
with your association, I am being the devil's advocate for the moment
because I want to hear your argument on this thing-
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Dr. DAY. Right.
The CIIAIRMAN. I have had doctors tell me of situations where a

person went to a chiropractor and the fellow pushed and tugged
around on his spine and put him through some movements of one
sort and another, and over a period of time it turned out that the man
had, perhaps, cancer of the spine. Now if he did, he :-ouldn't have
been with a chiropractor l)ut should have been with someone else.

Dr. DAY. A responsible chiropractor, Mr. Chairman, should have
referred him to someone else. We stand for the responsible position
here and we recognize chiropractors are limited in their area of prac-
tice usually in most States to the spine and as it relates to the nervous
system, and when we examine a patient who needs other care, whether
it be dental, medical, podiatry, we refer promptly to other professions.

The CHAIRMAN. Well now is a chiropractor'qualified to diagnose
cancer?

Dr. DAY. A chiropractor is qualified in the area of differential
diagnosis, and it is taught quite completely in our schools at the
present time.

Now. if he recognizes any condition, cancer or any other condition,
as I said, which needs referal, it is his responsibility to refer and lie
does make such referrals.

The CHAIRMAN. Well, suppose it is cancer of the blood, does a
chiropractor have any competence to diagnose it?

Dr. DAY. A chiropractor wouldn't attempt to diagnose cancer
of the blood any) more than a podiatrist who avas examining a foot
problem would (liagnose cancer of the blood. A chiropractor is con-
fined to the spine and its misalinement as it relates to the nervous
system. A chiropractor who goes beyond that and attempts to treat
such a thing as a visceral cancer or any type of a malignancy is outside
of his scope of practice.

The CHAIRMAN. Are there quite a number of other ailments other
-than cancer which are outside the competence of a chiropractor?

Dr. D.v. I would say definitely, yes.
The CHAIRMAN. Would you na ie sone?
Dr. D.Y. Fractures, pathological systemic conditions, conditions,

that require medications, drugs or surgery. A chiropractor is prin-
eipallv confined in his practice to the spine and its misalinement as
it rla'tes to the nervous svstemn.

Now the involvement of people thinking that we apply to every-
thing is that Gray's Anatomy says that the nervous system is the
master system of ihe body wlich controls and coordinates all other
systems. For example it is possible to have a cervical condition that
affects the arms, fingers or shoulder.

The CIIH.M.rAN. We have reports that chiropractors are trying to
treat those kinds of ailments.

.Dr. D.v. We also have had reports like that. We have both
chi'ropractic and medical disciplinary boards where the chiropractic
board is empowered to stop those practices which are illegal.

The Ct.uirsrx. Let me give you an illustration of the kind of thing
I am thinking of. {

This veer my mother died of cancer. If she had gone to a doctor 4
whi the first "s;gn of that cancer appeared, it is my judgment, and
the judgment of my brother-in-law, who is a retired doctor, that the
chances are very good she would be alive and happy with us today.
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Now, that is our fault. because we didn't push her into a doctor's
office to overcome her reluctance to go to a doctor to determine whether
that first indication might be a sign of cancer.

If we had sent her to a chiropractor andl he had led her to believe
he could help her with this, every valuable moment that could have
been used to advance the da and the time when she would be accorded
whatever treatment medicaIscience can provide for that cancer would
have been lost. It would be a great disservice to her for us to pay for
something that is not doing her the least bit. of good. In fact, we are
wasting the time that. may be precious to save her life.

Now, what would you suggest with regard to a. chiropractor who
would contend he would be able to help with this kind of a situation?

Dr. DAy. I would suggest if she had come into my office and we
would have been able to ascertain her problem-and, of course, these
problems are quite obscure even to the medical profession at times-
we would have immediately urged her to have proper medical care,
which may have'accomplished the purposes that you wished be ac-
comI)lislei, Mr. Chairman.
I just feel that a-chiropractor is quite con tentt in his area of

practice, as are the other allied healing arts. There are many other
allied healing arts, such as optometry, podiatry which are good
examples.

The CilAIR1fA .-Here is lie argument that the medicaid profession
makes against your profeon, let's just lay it on the line, because I
want to'hear your answer to heirs. I don't think we would have much
(if a record heie if we don-'t ha both sides of the argument.

Now, the medical profession says that your profession claims that
it, can treat, all sorts of things r which it can do no good whatever,
that the time that. is spent is tim wasted, and that in some cases there
is a risk to the person's life.

Here is an HEW report on the t ings that, they have severe doubts
that a chiropractor can (1o much ab it, some of which I am sure you
would contend he can do something ,al out. Here is the percentage of
chiropractors that they say are reporting to be treating these con-
ditions: headaches. I take it that you cofitend that a chiropractor can
help a headache.

Dr. Dxv. First, let me state categorically that the chiropractor does
not claim to be able to cure all conditions.' Now as to certain types of
headaches. In fact, we are very successful on many types of headaches.

The CIlMow. ow about migraine?
Dr. DAY. Migraine?
The CHAIRMAN. Yes.
Dr. DARY. No.
The C Mt. All right.
Well, this reports that 98 percent of chiropractors are treating

headaches. You say they call help with some.
Iow about sinusitis?
Dr. DARY. Only if this condition emanates from interference with

nerve function in the spine.
There is more than one cause for some of these conditions or symp-

tois or effects that we are talking about, and when the primary cause
is in the spine, that is when chiropractic applies.

The CI,%J,%MAx. High blood pressure.
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Dr. DAY. There again, if it is diseased blood vessels and the lumens
are narrowed, that is, arteriosclerosis, chiropractic certainly does not
apply. If it is due to hypertension produced by interference with nerve
functions or spinal misaligmnents, absolutely yes.

The CHAIRMAN. Asthma.
Dr. DAY. Asthma is a constriction of the bronchial system and the

nervous system controls the musculature of the body. I personally have
had excellent results with asthlna., particularly in children.

Th CIIAIRMAN. Hay Fever.
Dr. DAY. Yes. A chiropractor gets good results on hay fever.
We are dealing with an HEW report from a panel which had no

chiropractor on it.. In other words this is a report made by people who
had really very little, if any, knowledge of chiropractic.

The ChAIRMAN. All right. Ulcers, can you help an ulcer by tugging
on the spineI

Dr. DAY. Of course we don't tug on the spine.
The ChAIR aN. Or push on it?
Dr. DAY. Well, specific adjustment which removes interference to

the nerve function can restore function and that is all the chiropractor
does. We do not treat ulcers.

The CHAIRMAN. You don't treat ulcers?
Dr. DAY. No, sir.
The CHAIRMAN. 'Well, this report says 76 percent of chiropractors

report theyv are treating ulcers.
Now, this is Health, Education, and 'Welfare reporting to us. How

about deficient
Dr. DAY. I don't know where they got those figures, Senator.
The CHAIRMA. This is a figure that is given to us-let me just ask

you and get your answer to it.. This is a report given to us by I-IFEW.
deficiency anemia. Can you do anything for anemia?

Dr. DAY. Pernicious anemia?
The CITAIMAN. Deficiency anemia.
Dr. DAY. It would depend upon the cause factor again. You can

read "Hughes Practice of Medicine," and you can find under etiology,
which is cause, the cause is obscure, cause unknown. Here again we
are getting back onto an understanding of body )hysiology. Halli-
burton's Physiology, which is not a chirol)ractic text, but a standard
text, enumerates all the systems, blood, vascular, respiratory, cir-
culatory, muscular skeletal, and says over and above all of these is the
nervous system, the great master system of the body.

Chiropractic is a breakthrough in a new healing art which recog-
nizes and understands a llationship between nervous control of boAy
physiology and the other systems. Again, we apply our correction tothe spine and its misalinenients as they relate to the nervous system.
This does have a new approach rather than trying to stimulate body
function or change body cheraistry by chemotherap)y or by drugs.

The CH IMIAN. IVell mow if anman comes in and! lie has anemia I
would take it you would try your technique and see if it would help?

Dr. DAY. No, Senator. )Ihat we would do, if a man came into my
office I would take a complete case history of him. I would examine
his spine using instruments and X-ray to Aetermine if there was any
evidence of nerve interference and remove that nerve interference f
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referring to.

The CHAIRMAN. Do you believe that you can help a chronic heart
condition ?

Dr. DAY. No, sir. I believe that we cannot correcttlhe pathology by
a spinal adjustment where there is permanent damage, but it is cer-
tainly true that there is a neurological control of heart functions as
there are of other functions.

The CIIA11M T. Hemorrhoids.
Dr. DAY.1themorrhoids are pr1olaxed veins. A muscle is maintained

in tone by proper nerve supply. If this particular loss of tone was
not due to damage, if it were due to loss of nerve supply, in fact we
have had excellent results with some cases of external hemorrhoids bx
adjusting in the lower lumbar spine because there is a direct anatomi-
cal provable neurological coimection.

The CRAIWI AN. What about hepatitis?
Dr. DAY. Hepatitis is an infectious disease. We would refer this to

a physician.
Tlhe CHAIR3MAN. According to this report, 32 percent of chiro-

practors reported treating hepatitis.Pneumonia, do you think you could help with pneumonia?
Dr. DAY. Senator, this l)al'ticular report you referred to again had

22 or 23 people on the committee. Twenty-two of them were either
medical doctors or medically oriented. There was no chiropractor on
the study committee. The special technical committee was made up of
eight people, five of whom were medical doctors. So the report, I say,
Is an erroneous report.

The C1AwRMrA-x. Now, here--in this same report-it refers to a
text: Chirol.aetle Princl' les and Techniques, 1917, 11 Techniques for
Tonsds-lndwd ions -Tl s technique is used when the tonsils are
slightly inflaried. After sterilizing his finger, the doctor places his
fingertip on " e inflammed tonsils. HIe strokes downward using a
slight pressure. The amount of pressure to be used is determined
by the tolerance of the l)atient. Was that technique used by
chiropractors?

Dr. DAy. No, Senator Long. That, is a technique taken out of a
book written by one individual which has never been accepted by any
of the chiropractic educational institutions or either of the associa-
tions involved here in this national position.

The CHAI1rAN. Well, now, according to this report this was the
second most widely used chiropractic textbook. In fact, it was written
by Dr. Joseph Janse, president of the National College of Chiroprac-
tors and chairman of ACA's Commission on Standardization of Chiro-
practic Principles, and it was the second most widely used textbook.

Dr. DAY. I am a graduate of the largest chiropractic school in
Davenport, Iowa, as my mother, father brother, and son are, and I
have never seen such a writmg by Dr. Janse.

The CHAIRMAX. What would you think would happen if you mas-
saged an i nflammed tonsil ?

Dr. DAY. Iwouldn't have the slightest idea, Senator, because it
certainly wouldn't be within the scope of my technique.

My technique is confined to the care of the spine as it relates to the
nervous system, and, of course, this might be taken out of context or
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something in relation to some technique but it is certainly not a
chiropractic technique.

The CITA NrA. My thought is that insofar as you can convince
me that you are doing somebody some good, I would be willing to
cooperate but I am not inclined to cooperate when I ani not convinced
that you have. My feeling is that the only time a chiropractor worked
on me it didn't do any good, so I guess I am prejudiced by that.

Dr. DAY. Mr. Chairman, chiropractic is like any other science, it
requires proper application, and, of course, we are dealing with a
variable in human life anyway. It, is possible that the application
wasn't correct or from some of the techniques you have talked about
I hope they didn't use any of those on you if they called themselves
chiropractors.

The CITAiR MAx. Thank you. Any' further questions?
Senator TALMA1DO. Dr.'Day, what would be the cost of chiroprac-

tic services if they are added to tltle XVIII?
Dr. DAY. Well, we have had an actuarial study and we have the

actuary with us and I would like to have him address himself to this
question. We have a statement of fact involving 19 private companies
that write over 44 percent of all the health insurance in existence.

Senator TALiADOE. Will you submit that for the record?
Dr. DAY. Yes, I will.* And it demonstrates clearly that there was

no additional cost in their adding it.
Senator TTJfADOP.. What is the additional cost of the commercial

company to include chi ropractors?
Dr. D.,Y. No extra cost is what the commercial insurees found.
O editor TALMADOG. Your contention is it wouldn't cost anything?
l)r. DAY. That's right.
Senator TALAMADOE. Thank you, Mr. Chairman.
Dr. DAY. Beause, you see, it is the conditions that are covered, not

the individual services, and it is an elective to take chiropractic care
in lieu of another care, and our care in the study done on workmen's
compensation proves it is more effective where chiropractic applies and
cuts down the time and the cost..

Mr. Barnhart, would you like to go into that?
Mr. BARNHART. Mr. Chairman, my name is E. Paul Barnhart. I am

a Fellow of the Society of Actuaries and a consulting actuary with
an office in St. Louis.

I have conducted a very thorough study of the estimated costs of
chiropractic services under the medicare 1)ogram tht is if they were
to be included under the medicare program, and I hope that tliit" entire
study will be part of the, record and available to your committee
members.

I have estimated that tinder the medicare program if chiropractor
services were included that the cost per person would be approximate-
ly 11 cents per month, the additional cost. This is a net figure that
arises from certain areas of obvious increase in costs if chiropractic
care were included, and also takes account of offsetting savings in
other areas where chiropractic care could be utilized at less cost than
alternative care by other practitioners.

The report is f[think, quite well documented and quite thoroughly
played out1 and I believe your committee would be able to obtain alf the
information you would wish on this point from a study of that report.

*See p. 584.



578

Mr. ROSENFIELD. May I comment that 11 percent is the totalfiguro-
Senator TALMADGE. You don't mean 11 percent, you mean 11 cents.Mr. R]OSENFIELD. Yes, thank you Senator; 11 cents is the totalfigure, approximately only half of which is Federal contribution.The CIRuM~AN. But suppose a person really doesn't think thatchiropractic does him any good, why should he have to pay the 11cents?
Dr. DAY. You are speaking of an individual person?The CHAIRMAN. In the first place is not that a risk on which thepatient could just as well be a self-insurer; that is just take his chanceand pay for his chiropractic in the event that he needs it? Is not thattype treatment a risk on which the average person could well be aself-insurer?

Dr. DAY. Mr. Chairman, that, of course, is what is happening atthe present time and we have many elderly coming into my office atthe present time asking why doesn't inedicare cover this, you givea service I cannot obtain anywhere else." There is no other .rofesionthat gives specific chiropractic adjustment to remove nerve interfer-ence, and they have found that this is the key to their health problems.They just say they are paying this insurance premium for theirprotection in their later years and they are entitled to have the typeof care that they have found usually by trying the accepted ortho-dox methods first that didn't work and then turning to the chiro-practice care. Chiropractic is a very basic thing that is based onscientific principles that work. Otherwise it wouldn't have withstoodwhat we have withstood for 75 years,
The CHAIMAx. Are you asking that chiropractors be includedwhmr they have tried other things and they didn't work?Dr. DAY. No. We are asking that chiropractic be included on anequal free selection basis. We urge the freedom of choice-of coursethere will be people who don't use chiropractic either through Jack oknowledge or for lack of need of it.
Mr. ROSENFIELD. Mr. Chairman, I am not sure that we have specific-ally answered your question, and I think it ought to be answered. Youasked: Why should a person pay for chiropractic if lie doesn't want it?This is just as true of any portion of the existing part B of title XVIII,such as surgery. If a person doesn't use or doesn t want surgery hestill pays his fill contribution including that part which would be forsurgery. Thus, non-use does not obviate the payment of premiums.The real question is, as Dr. Day has indicateil, whether the patienthas tie freedom of choice if, in his judgment, he thinks he wants aparticular licensed benefit service.
The CnAIRMAN. Well, when a Christian Scientist is offered the pro-grain, lie doesn't want a. doctor s) he doesn't sign up for part B tobegin with. He feels lie doesn't flieve in it as a religious matter anddoesn't sign up. If a person wants a chiropractor it is perfectly allright with me if he wants to insure himself for those services.Is it not true that there are a lot of people who are not at all con-vinced that chiropractic does them any good?Dr. DAY. Usually they are people who have never had any experi-once with it or have had an experience such as yours.



579

The CHAIRMAN. Well, my experience didn't prove it did me any
good at all, so naturally-

Dr. DAY. Of course, Senator, if we could get the problem corrected
in your State so we could properly license and qualify chiropractors,
maybe you would have gotten into a better place.

Tho C.AIRMAN. Now, the chiropractor would have been licensed ifwe passed the law, but can you tell me why by-passing an act, oflegislation lie would have done a better job than lie did?Dr. DAY. No; lie wouldn't. Maybe lie was not a properly qualified
man.

The CHAMAN. I think he was properly qualified. He did the best
he could do.

Did you ever have the experience of working on somebody you
failed to do any good for.

Dr. DAY. I know of many.
The CHIAIRMIA. I know as a lawyer there were occasions when myclient was not any better off when he left than when he showed up. As

a doctor you might have had the same experience.
Dr. DAY. Yes.
Mr. BARNIHART. Mr. Chairman, I would like to offer one other con-

ment about this matter of the 11 cent cost. This, of course, is the total
cost of which the individual is paying for part B will be paying halfor only five and a half cents. But the point I want to make is thatpart of the reason for this 11 cents increase in cost is that there arequite a few small town and rural areas in the country where the onlyprofessional man available is a chiropractor. Some of these small town
and rural areas do not have any other practioner available locally tocare for the people. So if elderly people who live in these areas are notable to obtain chiropractic care under the medicare program, the prac-tical effect is that no care is available to them at all. And part of thereason why I have cocnluded that there would be this net increase in
total cost of 11 cents is specifically due to this situation.

The CHAIRM AN. Well, gentlemen, your case is in better shape than
it was when you arrived, I will assure you of that.

Dr. DAY. Thank you.
Senator ADEtSO.N. In the audience today is Dr. Thaxton of NewMexico, my staunch friend and I have know him over a grat many

years. I anm glad to see lie is here today.
The CHAIrWMAX. Thank you very mutch.
Dr. DAY. There is another doctor with a short statement.
Dr. DUKE. Mr. Chairman and gentlemen, with your permission Tshould like to file my statement for the record and briefly summarize

it orally.
I am Hoyt B. Duke, a practicing doctor of chiropractic from Au-gusta, Ga. As President of the American Chropractic Association, Iam delighted to participate in a unified presentation on behalf of theentire chiropractic profession of the United States. I am accompanied

by Dr. G. A. Brassard of Beaumont, Tex.; Dr. Robert L. Thatcher ofSt. Paul, Minn.; Mr. E. Paul Barnhart, whom you have met already,a consulting actuary of St. Louis; and our Washington counsel, Mr.
Harry N. Rosenifeld.

We1 appear before you to urge the inclusion of chiropractic servicesin medicare, to the extent that such services are authorized by State
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law, just as you have long included chiropractic in the medicaid pro-
gram. In particular, we urge you to delete section 263 of H.R. 17550
and substitute in its place S. 1"812, or S. '746, or section 201 of S. 2424,
identical bills introduced by distinguished members of this committee.

Chiropractic services are of special importance to senior citizens.
According to the National Center for Health Statistics, almost twice
as many people in the pre-medicare age (45-64 years of age) receive
chiropractic services as do the population as a whole. And this use of
chiropractic by elderly patients has been increasing to an even higher
percentage.

One-third of all conditions causing activity limitations to persons
65 years of age and older were due to muscilo-skeletal impairment.
Along the general practitioners of the healing arts, doctors of chiro.
practice are better qualified by education and experience in the detec-
tion and correction of neuro-musculo-skeletal conditions and their ef.
fects. Congress and the Government of the United States have official.
ly recognized chiropractic in:

Medicaid
Federal (ivil Service and Federal employee health benefit plans;

and
Income tax, among other laws.
Chiropractic has been officially recognized as a health .profession in

48 States. Each State has specific laws defining the practice of chiro-
practic, pre cribing requirements for licensure and authorizing chiro-
practic services and care. In addition, claims for chiropractic care are
paid by workmen's compensation in 48 States.

Many hundreds of commercial insurance companies (including most
of the private carriers which administer medicare) include chiro-
practic in their commercial health and accident policies.

I should like, very briefly, to outline some of the grassroots demands
among Americans in all parts of the country for chiropractic coverage
in Medicare:

SENIOR 0ITIZE8

Organizations representing multiple millions of senior citizens have
asked for such coverage. These include the largest retiree organization
in the United States, the National Retired Teachers Association-
American Association of Retired Persons; and also others such as the
National Association of Retired Civil Employees; various statewide
and local senior citizen organizations -,UAW retiree groups; and vari-
ous nationality groups such as the Polish American senior citizens.

ORGANIZED LABOR

International, State and local union organizations representing more
than 81/ million trade unionists have asked for chiropractic coverage
in medicare.

VETERAN8

Demands for chiropractic benefits in medicare have been expressed
by major national veterans organizations such as VFW, AMVETS,
veterans of Wrorld War I, and by State departments and local posts of
other organizations.

And lastly, I wish to report on an actuarial study made by a distin-
guished independent actuary, E. P. Barnhart, on the cost of chiro-
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practic inclusion in medicare. His full study is attached to my state-
ment, and I respectfully ask that it be made part of the record. He is
also present and has already answered a lot of your questions. But his
report shows that:

() The total cost to the Federal Government for including chiro-
practiq in part B would be only 5.5 cents per enrollee per month; and

(2) There was "no significant net change in costs" when 19 major
health insurance companies "writing 44 percent of all commercial
health insurance in the United States" expand their coverage to in-
elude chiropractic services.

In conclusion, may I express our thanks for the opportunity to
testify. We urge you to include chiropractic services in the medicare
program, as proposed by the identical S. 1812, S. 746, and section 201
of S. 2424 introduced by four distinguished members of this committee.

Thank you, Mr. Chairman, for letting us testify.
The CHAIRMa. Well thank you, gentlemen.
(Dr. Duke's prepared statement and an attachment referred to dur-

ing Dr. Day's testimony follows. A letter dated Sept. 30, 1970, re-
ceived by the committees from Dr. Duke appears in the appendix, part
3. Hea ring continues on page 603.)

DR. HOYT B. DuKe, PRESIDENT, AMERIOAN CiIIROPRAOTIO ASSOCIATION
SUMMARY

Recommendation.-Substitute S. 1812, or S. 746, or § 201 of S. 2424 for j 263 of
H.R. 17550, so as to include chiropractic in Medicare, Part B.

1. Chiropractic is a recognized health profession.
2. Chirooractio services are of speolal importance to Senior Citizens.
3. Ohf-6practlo has been offlcially recognized by the Congress in medicaid, in

Feder ' clvil service, for Federal employee health programs, for income tax,
andjor other purposes.

4. Chiropractio M officially recognized and licensed by the Stati.
5. Senior Oitizens are demanding chiropractio services in 1lf, dicare.
0. Major veterans groups have asked Congress to include chiropractic in Medi-

cairo.
7. Major portions of organized labor strongly support chiropractic in Medicare.
8. Chirooraotio inclusion in Mediare would cast the Federal Government very

little, if anything, extra.

STATEMENT BY DE. HOYT B. DUKE, PRESIDENT, AMERIOAN CIHROPRAOTIO
ASSOCIATION, BEFORE THE COMMITTEE ON FINANCE, U.S. SENATE

(Wednesday, September 10, 1970)

I am Hoyt B. Duke, a practicing doctor of chiropractic from Augusta, Georgia.
As President of the American Chiropractic Association, I am delighted to par-
ticipate in a unified presentation on behalf of the entire ,hiropractic profession
of the United States.

I am accompanied by Dr. 0. M. Brassard, Past President; H. N. Rosenfleld,
our Counsel; and H. P. Barnhart, Consulting Actuary.

We appear before you to urge the Inclusion of chiropractic services In Medicare,
Part B, to the extent that such services are authorized by state law, just as you
have long Included chiropractic In the medicaid program. In particular, we refer
to three bills Introduced by distinguished members of this Committee, S. 1812,
S. 746, and S. 2424 (See. 201). These bills are virtually Identical with what
the Senate has twice previously passed, and we urge that you substitute their
provisions for the wholly unnecessary Sec. 263 or H.R. 17550.
Chiropractic

Chiropractic Is a study of health and disease from a structural point of view
with special consideration, given to spinal mechanisms and neurological rela-
tions. Chiropractic is the largest drugless healing profession. It does not Include

'3 the practice of surgery.
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Doctors of chiropractic have been classified by the United States Public Health
Service, In a 1960 study, as among "medical specialists and practitioners" includ-
ing pediatricians, obstetricians and opthahnologists, among others. The P11S's
Health Manpoiro" Source Book includes doctors of chiropractic along with phy-
siclans, surgeons and dentistry.
Health Nceds

The National Health Survey, conducted some 10 years ago, showed that of
all the people in the United States with permanent Impairments, 19 percent
suffered from chronic impairment of the back or spine.' At today's population fig-
ures, this amounts to some 5,400,000 people.

In addition, tile National Safety Council reports that "about 400,000 workers
suffer disabling back injuries each year, and the number seems to be increasing
faster than injuries in general * * *

Chiropractic services are of special importance to senior citizens. According
to the National Center for IHealth Statistics, almost twice as many people in the
pre-medicare age (45-04 years of age) receive chiropractic services as does the
population as a whole.' And this use of chiropractic by elderly patients has been
increasing to an even higher percentage.'

Another Public Health Service report shows that one-third of all conditions
causing activity limitations to persons 65 years of age and older were due to
musculo-skeletal Impairment.' Among the general practitioners of the healing
arts, doctors of chiropractic are better qualified by education and experience
in the detection and correction of neuro-musculo-skeletal conditions and their
effects, and In the referral of such patients where non-chiropractic methods of
care would be more effective or necessary.
Official Statrts

Federal.-The Congress and the Government of the United States have offi-
cially recognized chiropractic as follows:

1. Medioaid authorizes chiropractic services under Title XIX.
2. Federal Civil Service accepts chiropractic statements for sick leave of

Federal employees and authorizes chiropractic services in Federal employee
health programs.

3. Income Pax permits medical deductions for chiropractic health care.
4. Immigration recognizes chiropractic colleges as a basis for student

status of aliens.
5. The District of Columbia, by Act of Congress, licenses doctors of chiro-

practle.
State.--Chiro:'ractlc has been officially recognized as a health profession In

48 states. Each slate has specific laws defining the practice of chiropractic, pres-
cribing requirements for licensure, and authorizing chiropractic services and
care.

In addition, claims for chiropractic care are paid by: (1) workmen's compen-
sation, in 48 states; and (2) medicaid, in some 17 states.
Insurance Payments

Many hundreds of commercial insurance companies (including most of the
private carriers which administer medicare) include chiropractic in their health
and accident policies.

And 19 states already have enacted "Insurance equality laws" which, generally
speaking, require the reimbursement of licensed doctors of chiropractic when-
ever the insurance policy provides for a health service which may legally be
provided bY a doctor of chiropractic in that state." This legislation Involves 75
million Americans with health and accident policies issued by private insurance
companies. In addition, we understand that some 4 states have such equality
laws applicable to Blue Shield.' I should also add that Blue Cross pays for
chiropractic services in Ontario, Canada.

,,Selected Im airments by Etiology and Activity Limitations," July 1059-June 1969,
National Health Survey, Sorles 1B. 0 5. p. 22 ( uly 102).

*National Safety COUncil. Atdelt# Fac ts (10 90tio3),1p. 1.
National Center for Health Statlstlc, Se 10 No. 28 p. 37.

4HIgley, H. ., 'Patients Past 65 Under Medl-Ca" (168, unpublished).
* National Center for Health Statistics. Series 10. No. 32 65.
4 These Atates are: California. Connecticut Delaware, Ilinois, Indiana. Maryland, Massa-

chusetts, Michigan, fissoui Montana, Nebraska, New Hampshire, New Mexico, North
Carolina, Ohio, Rhode Island, 0lth Dakota, Utah. and Virginia.

IThe states are: Connecticut, Indiana, Massachusetts, and Nebraska.
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Demand for Ohiroprac tl Services
I should like very briefly to outline some of the grass-roots demands by senior

citizen groups, organized labor and by veterans groups for chiropractic coverage
in medicare:

I. Senior ritlzens.-Senior citizens all over this nation are disturbed by their
present inability to obtain chiropractic services In Medicare. As evidence of this
demand, I call to your attention the following:

1. a resolution by America's largest organization of retired persons, the
National Retired Teacfiers Association-American Association of Retired
People, for "inclusion of chiropractic services under Part B of Medicare";

2. similar views of the National Association of Retired Civil Employees;
3. resolutions by statewide senior citizens organizations in Arkansas,

Florida, Oregon, Texas, and Wisconsin, and by many local organizations
In other states, asking for chiropractic inclusion in Medicare;

4. similar views by various UAW Retiree groups; and
5. similar resolutions are policies by various national ethnic groups such

as the Polish-American Senior Citizens.
II. Organized Labor.-A substantial number of international unions, state

labor federations, municipal central labor bodies and regional, districts and
local unions embracing more than 8% million trade unionists have gone on
record in the past two years for chiropractic inclusion in Medicare. The Team-
sters Union has strongly urged chiropractic coverage in Medicare. The same is
true of some of the largest state AFL-CIO affiliates, such as New York, Penn-
sylvania, Illinois, New Jersey and Texas. In addition, similar actions have been
taken by state federations in Arkansas, Florida, Georgia, Oregon and Washing-
ton State.

In addition, many local unions have adopted resolutions demanding chliro-
practic services In Medicare. Recently two of the largest districts of the steel
workers did so, as have unions of auto workers; transit workers; Federal ema-
ployees; state, county and municipal employees; painters; milk drivers; long-
shoremen; retail clerks; and organizations of policemen and firemen.

You will also be interested to know that the International Longshoremen's
Association has requested chiropractic coverage in Federal health prograzis
operated for its union members.

But even more than resolutions is the operation of union health and welfare
funds negotiated by trade unions precisely to include chiropractic. For example,
the state, county and municipal workers, and dozens of other unions that have
contracts with the City of New York (with more than 230,000 members covered)
have included chiropractic in their health Insurance plan. The State of California
has more than 100 separate union health and welfare programs with chlropr~ctie
coverage, ranging from such diverse industries as the motion picture community
to meat cutters and longshoremen. The same situation prevails in New York.
And a substantial number of large affiliates of time AFL-CIO, the Teamsters,
United Auto Workers and major independent unions have some recognition and
inclusion of chiropractic, ranging from International Union industry-wide con-
tracts to those negotiated on a regional, district, state-wide or local union level.

Other unions, such as the Candy and Confectionary Workers Union and tihe
Uniformed Sanitationnii's Union of New York City, have established their
own chiropractic clinics as part of permanent health care centers for the use
of their members. In operation for some three years, both clinics report satis-
factory experience.

III. Veterans Groups:
1. The Veteran s of Foreign Wars, at their 70th National Convention In

August 1969, adopted Resolution No. 155 which states In part: "that we go
on record as urging the Congress of the United States to amend the Social
Security Act to cover our elder citizens and veterans needing chiropractic
treatment for their various ailments."

2. AMUETS, at their national convention in August 1967, adopted Resolu-
tion No. 160 which states, in part: "do urge all members of Congress and the
President of the United States to make chiropractic care and the services of
chiropractic physicians available to all recipients of service under Medicare
and medicaid . .

3. The AmcrIcan Legion Departments of Alabama, Oregon, South Caro-
lina and Texas adopted resolutions asking inclusion of chiropractic in Medi-
care. Similar views have been expressed by resolutions adopted in local posts
in Texas and Arkansas, among other states.

I
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4. The Veterans of World War 1, at Its annual convention In 1969, passed a
resolution calling for chiropractic coverage by Medicare. These are only
selected examples of veterans' demands for chiropractic services In Medi-
care.

Ohiropractio Rdftcatfion
Chiropractic colleges require a minimum of four academic years of resident

professional study, Including clinical experience under strict supervision. Chiro-
practic colleges provide more hours of Instruction than medical schools In the
following six basic subjects:

1. anatomy 4. rehabilitation
2. physiology 5. nutrition
3. radiology 0. public health

In this connection, I submit for the Committee's flies a copy of Ohlropract to'
"White Paper" which documents these educational data, and also provides the
facts to deal with questions of diagnosis by doctors of chiropractic and the effec-
tiveness of chiropractic services.
Actuarial Study

The American Chiropractic Association retained a distinguished consulting
actuary, H. Paul Barnhart of St. Louis, Missouri, to make an independent study
of the probable cost of chiropractic inclusion in Medicare. His study Is attached
to my statement and I respectfully request that it be included In the record. Mr.
Barnhart found that:

1. the total cost of including chiropractic in Medicare would be 10.5 cents
per enrollee per month, of which the Federal Government's share would be
only 5.5 cents per enrollee per month; and

2. a survey of 19 major health insurance companies (which combined
wrote 44% of all commercial health insurance In the U.S. in 19067) resulted
in the conclusion "that no signifieant net change in costs resulted from their
expansion of coverage to chiropractic services."

Mr. Barnhart is with us today and is available for questioning If the Committee
wishes to do so.

I have already noted that the nation's largest association of retired persons,
the National Retired Teachers Association-American Association of Retired
Persons, which has over 2 million members, has approved chiropractic benefits in
Medicare. These organizations provide health Insurance to their own members
through the Colonial Pen Life Insurance Company of Philadelphia, Pennsyl-
vania. I attached hereto, and request that it be placed in the record, a letter of
March 20, 1969, from that company to Dr. 0. M. Brassard, last previous president
of the American Chiropractic Association, stating:

We have no extra charges attached to our contracts for the inclusion of
chiropractors, if they are chosen by the patient.

In conclusion, may I express our thanks for the opportunity to testify. We
urge that, Instead of Sec. 263 of H.P. 17550, this Committee Include chiropractic
services in the Medicare program as proposed by S. 1812, S. 746, and See. 201 of
S. 2424 which have been Introduced by distinguished members of this Committee
and are Identical with what this Committee has twice previously reported favor-
ably. NVe earnestly believe that this will be in the best interest of the American
people.

ACTUARIAL STUDY

(Concerning the Cost of Including Chiropractic Services in Federal "Medicare,"
Prepared by FD. Paul Barnhart, F.A.S., Consulting Actuary, August 1, 19060)

INTRODUCTION

The object of this actuarial study is to determine, so far as available facts and
statistics permit, what probable amount, If any, would be added to the cost of
Federal ", Medlcare" as a direct result of expanding that program to include the
cost of chiropractic services. The estimates of this study relate to cost levels and
Medicare enrolled population as of the current year-1969.

1 This Study Is a revision of an original study prepared In June 1068, and updates all cost
estimates to the year 19MO.
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Only a limited amount of statistical information Is available which has a direct
and immediate bearing on the subject. To some extent it has been necessary to
make use of information which is only of indirect assistance In finding the
answers, and to draw conclusions as to the probable effects through inference.
Nevertheless, it has been possible to arrive at such conclusions with a consider-
able degree of confidence, and these are presented in the concluding section of
this report.

I. TlE COMPARATIVE COST OF CHIROPRAOTIO SERVICES IN RELATION TO TIlE SERVICES
OF OTHER PRAOTITIONERS

There appear to be only scattered sources of information on this important
question, and sonic of the extent data are now several years old. Consequently,
in order to gather a body of recent data on this subject, the American Chiro-
practic Association, in cooperation with the Iowa State Industrial Commission,
conducted a survey of Workmen's Compensation claims incurred (luring the
calendar year 1960. This survey was conducted under the direction of Dr. Louis
0. Gearhart, D.C. (at that time Director of Professional Affairs of the American
Chiropractic Association) with the benefit of my actuarial advice.

in order to confine the survey to a reasonably homogeneous group of injury
cases, it was limited to cases classified as "back injuries" only. During 1966,
there were a total of 2518 such claims filed with the Iowa Workmen's Compensa-
tion Service. These cases were classified according to whether treatment was ren-
dered by a Doctor of Chiropractic (D..), on the one hand, or by a Doctor of
Medicine (M.D.) or Doctor of Osteopathy (D.O.), on the other. The results are
as follows:
Total number of cases classified as back Injuries -------------------- 2, 518
Total number of cases treated by D.C., 14.5 percent -------------------- 389
Total number of cases treated by M.D. or D.O,, 84.6 percent ------------ 2, 129
Average number of cases treated per month by:

D.C. --------------------------------------------------- 32.4
M.D. or D.O ------------------------------------------- 177. 4

Average work time loss per case under care of:
D.C. (weeks) -------------------------------------------- 2.04
M.D. or D.O. (weeks) ------------------------------------- 5.62

Average cost per case for treatment under care of:
D.C. ------------------------------------------------- $68.24
M.D. or D.O ------------------------------------------ $118.74

Average cost per case for hospital charges under care of:
*D.C. ------------------------------------------------ $20.23
M.D. or D.O ------------------------------------------ $121.98

Average cost per case for other charges (braces, supports, etc.)
D.. -------------------------------------------------- $0.81
M.D. or D.O ------------------------------------------- $.18

*There Is no inference Intended to Indicate treatment in hospitals by the D.C. Rather,
some time In the history of the case (whether treated by the .C. or others) there were
hospital charges involved before the case was reported as closed by the Workmen's
Compensation Service.

The average cost per case. where treatment was under the care of a D.C., was
only 57.5% of the average cost when care was rendered by an M.D. or a D.O.
($08.24 vs. $118.74).

There Is, of course, an obvious potential flaw li this comparison. It is possible
that the claimants more commonly sought the care of D.C.'s in cases of minor
back sprains and strains, whereas M.D.'s or D.O.'s were more commonly in at-
tendance on cases of major Injury Involving surgery and hospitalization. From
the Iowa records reviewed, it was not possible to subdivide further the category
"back Injuries" as to exact diagnosis and severity. It Is known, however, that
the great majority of such Injuries are in fact sprains and strains, as may be
readily verified from other sources. The following statistics are given In the
study "Back Injuries: A Major Health Problem in the United States," compiled
under the direction of Henry G. Higley.*

D "Back Injuries: A Major Health Problem in the United States" prepared by the
Department of Research and Statistics, American Chiropractic Association; Henry 0.
tligley, M.A., D.C., Chairman. (Copyright, 196, American Chiropractic Association)
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Lost Time Back Injury Claims flied In 1961 with the Industrial Commission
of Ohio:
Contusions, bruises -- , 806
Dislocations - 3
Fractures - 245
lacerations - 29
Sprains and Strains .... 11,505
All other ---------------------------- --------- 53

Total ---------------------------------------------- 13,041

(Sprains and strains comprised 84.3% of the total.)

Compensation Cases closed in 1963 by New York Workmen's Compensation
Board:
Herniated Disc --------------------------------------------- 1, 307
Fractures and Dislocations ------------------------------------- 743
Strains and Sprains ---------------------------------------- 14,899
All other --------------------------------------------------- 767

Total ---------------------------------------------- 17,806
(Sprains and strains comprised 83.7% of the total.)
Comparable data shown for the State of Washington (fiscal year 1963-64) in-

dicate that sprains and strains accounted for 92.1% of 5,189 back injury claims
filed.

Accordingly, we may conclude with certainty that the great majority of cases
treated by both categories (D.C., and M.D.-D.O.) of practitioners in the survey
of 1966 Iowa claims were sprains and strains of the back, and the average cost
of such treatment. was significantly lower where rendered by a D.C.

Similar comparative figures are given in another study 3 carried out several
years ago for the Insurance Relations Committee of the Florida Chiropractic
Association. This study, conducted In 1960, examined the records of claims flied
.. 1956 with the Florida Imlustrial Commission, and was specifically linitcd to

1.P,(;;6 individual cases of sprains and strains of the neck, spinal vertebrae and
external back. The results were:

Average per case treated by-

Chiropractors Medical doctors

Total cost of treatment ...................................................... $51
Workdays lost .............................................................. 3
Number cl treatments ....................................................... 9 6
Average cost per treatment ................................................... $5.67 $10.83

Average total cost of treatment, when rendered by a D.O., was 7&5% of the
average total cost when treatment was rendered by an M.D. The average D.C.
"per treatment" cost was only 5a3% of the M.D. average.

As mentioned above, the average total cost of treatment for D.C.'s In the Iowa
survey was 57.5% of the average for M.D.'s and D.O.'s combined. This lower
figure undoubtedly results In part from the inclusion of all forms of back injury
cases in the Iowa survey. In the Florida survey, the cases studied were narrowly
limited to sprains and strains of the neck, spinal vertebrae and external back.
Accordingly, these cases were highly homogeneous in character, and since they
were cases involving only sprains and strains, injuries Involving major surgical
correction and other complications were excluded. Accordingly, the Florida study
compares the cost of chiropractic to other types of professional treatment with
respect to narrowly homogeneous and similar injury cases. The cases In the Iowa
study are less homogeneous, and, as one might well expect, the divergence In
cost between chiropractic and other forms of treatment is greater (57.5% in the
Iowa study, compared to 78.5% in the Florida study). Consequently, the Florida
study must be regarded as a more reliable measure of the comparison under
cquivalent Injury cases. This evidence would Indicate that the average cost of

* "A Survey and Analysis of the Treatment of Sprain and Strain Injuries in Industrial
Cases" prepared for the Insurance Relations Committee, Florida Chiropractic Association,
April, 1 00.
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total treatment when rendered by D.O.'s, may reasonably be assumed to runbetween 70% and 80% of the average cost for treatment of comparable conditions
by M.D.'s and D.O.'s.

It Is quite important to recognize that the comparative cost of treatment mustbe determined, for our purposes here, on the basis of average total cost of treat-ment, not on some other basis such as average charge for an office visit or evenaverage cost per treatment. If the comparison Is made on the basis of averagecharge for an offiee visit, too high a ratio will result. If the comparison is madeon the basis of average cost per treatment, too low a ratio will result.The reason for the latter Is that the average number of treatments, per case, Ishigher for chiropractic care than for other professional care (9 vs. 6, In theFlorida study). The reason for the former Is that, when care Is given by an M.D.or a D.O., the amount of other charges, in addition to the simple charge for anoffice v8ist, will be greater. These will involve such items as Injections or otherdoctor-administered drugs, diagnostic x-ray and laboratory examinations, and,
in some instances, surgery.

A study 4 made by flatten and Associates, In 1803, showed the usual charge by achiropractor for a "routine office visit" to be $4.34. A "Fee Guide" published in1962 by Medical Economics showed the similar charges, by general practitioners
and Internists, to be $4.25 and $5.75, respectively. Thus, If a comparison weredrawn purely from such comparative charges as these, one might be drawn errone-ously to the conclusion that the average cost of chiropractic care runs about 85%as high as when such care is rendered by a mixture of general practitioners andInternists. As shown above, however, a more valid cost comparison, based onaverage total cost of treatment, will fix the ratio between 70 and 80%.

I. GENERAL INOIDENCE AND AVERAGE COST OF CHIROPRA1IO OARE AMONG
OLDER PERSONS

One source of data which deals specifically with chiropractic care of olderpersons is some information contained In a research report prepared by Henry G.Hligley, entitled "Chiropractic in Public Assistance Medical Care In the State of
California."."

This report shows the average cost of services per case under chiropractic
care, under the California Old Age Security program, to be $33.11, compared toan average for all professions combined of $76.67. The period covered by the
report was July, 1962 to June, 1964. The report also shows the percentage ofthose eligible who utilized chiropractic services, by six-month Intervals withinthe 2 year period, as follows:

PercentJuly-December, 1902 ---------------------------------------- 3.66January-June, 1963 --------------------- ------------------ 3. 88July-December, 1963 ---------------------------------------- 371January-June, 194 --------------------------------------- --372
These figures show a very stable rate of utilization of chiropractic services

among persons eligible for Old Age Security Assistan(e. The total number ofpatients under chiropractic care during the 2 year period was 89,253.In view of the deductible which applies to Part B of Medicare, It Is of Impor-tance to have some knowledge of the distribution of chiropractic costs by size.To my knowledge, there is no data available on this matter which pertainsspecifically to persons above age 05. However, one study does exist which pre-sents statistics on distribution of costs under group and individual health insur-ance claims for spinal injuries generally, I.e., without. regard to age. This studyincludes a continuance table showing the distribution by slie of 982 such claimsIncurred In Oregon over a 9 month period ending In May, 1960. The average
claim was $34.35:

4',Chiropractio Surve and Statistical Study", Batten and Associates, Inc., 1963."Chiropractic In Pulic Assistance Medical Care in the State of California", a Reviewand Data Analysis by Henry 0. Higley D.C. (ublished In March, 1068 issue of TheOhlragram, Journal of the Los Angeles a college of fro ietle.
"Summary Of Cost of Chiropractic care ofIndust-al Aut, and Other Injures Invol.

nuI the Spine In the State of Oregon", A Review and Data Analysis by Henry , Hlgley,D. .(published In February, 1068 issue of The Chlrogram).

4 7-530-70-pt. 2- 17
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8Number

Cost In dollars:

$1to $1 ----------------------------------------------- 209
$1 to2--------------------------------------- 241
$21 to 0------------------------ 174
$31 to $40 -------------------------------------------- 01
$41 t 50 -------------------------------------------- 66
$51 to ------------------- 62
$1 to $10 -------------------------------------------
$71 to $-0-----------------------------------------------
$81 lt80----------------------------------------------11

$l1lto$200 ------------------------------------------------- 21
ol to 1110 -- - - - - - - - - - - - - -- - - - - - - - - - - - - 2

$ 111 to$120_.- - - - - - - -- - - - - - - - - -- - - - - - - - - 7
$121 to $150 -- - - - - - - - - - - - - - - - - - - - - - - - - - - 11
$161 to $200 -- - - - - - - - - - - - - - - - - - - - - - - - - - - 2

Over $200 ------------------------------------------------- 3

Total ------------------------------------------------- 982

The same data, shown in more directly usable actuarial form, appears as
follows, where Column 1, "Cumulative No. of Claims" means the number for
which the cost equals or exceeds the dollar bracket, and is a reserve summation
of the table above. Column 2 shows the corresponding amounts of dollars which
fall In or above the bracket, and Column 3 shows the percentage of total charges
which fell In or above the bracket:

Cumulative
number of Cumulative Cumutive

Cost in dollars claims dollars percent

(1) (2) (3)

to 0 $10.--------------------------- 982 $33,740 100.0
1to 0 .............................................. 9 2 3 13.2

ito..............................0 3-5 9.3
t 0.....................................

510 t o9........................................................

21 to........................................................ 481 14.
101 t 1 10 ...................................................... 32$ 1.01,1 to 120 ------------------------------------------------------ 83x 2.S

$,5 to 200 ......................................................2 o IO--------------- ------------ 326 1.0
ver $ - - -- - - --................................................ 3 135 .4

Since the average claim of $34.35 comes very close to the figure of $33.41 for
California Old Age Security recipients, it appears reasonable to assume that the
continuance patterns are fairly similar; In fact, the probability Is that the Old
Age Security pattern would be still more concentrated in the lower brackets.
The cumulative percentage column above shows that only 18.5% of total charges
would have exceeded a per claim deductible of $50. Part B of Medicare provides
for a calendar year, not ai per claim, deductible, but this data will nevertheless
provide useful guidance in estimating what the costs would probably be If chiro-
practic services were included under Medicare.

As to the Incidence of chiropractic care among older persons, the data cited
above with respect to the California Old Age Security program Is, of course,
limited to California. Moreover, the number of licensed chiropractors In propor-
tion to the population is very high In California. The publication Health Man-
power and Health Facilitles, 1968, of the United States Public Health Service,
reports that while the number of licensed chiropractors per 100,000 population tor
the nation as a whole was 0.0 (as of December 31, 1965) the number per 100,000
In California was 22.2 more than twice the national average.

Accordingly, it Is important to obtain some Information us to the Incidence
of chiropractic care among the elderly in the national generally. Information on
this score Is available from U.S. Public Health Service publication No. 1000-



589

Series 10-No. 28.7 For the period July 1003-June 1964, this source reported that,
among persons age 65 and over, 2.9% made one or more visits to a chiropractor
and tho average number of visits per patient, during the survey year, was 5.0.
As would be expected, this utilization rate Is significantly lower than the average
rate under the California Old Age Security program, for which the average, over
a 6 month interval, was 3.74o. This national average of 2.9% may, however, be
understated. The data was developed by sampling methods bnd there may be some
further bias as a result of non-reporting, for the survey year, as to decedents.
It would be most unlikely, however, that the true utilization rate, for the year,
could have been any higher than about 3.5%, with an average number of visits
per patient, for the year, of 0.0, at most.

II. ESTIMATION OF NET ChANOE IN COST RESULTING FROM INCLUSION OF CIIIROPRAOTIC
SERVICES UNDER MEDICARE

At the very outset, it is essential to recognize that if the Medicare program
were "expanded" to include chiropractic services, this would NOT represent an
absolute addition to the program of an entirely new area of health care costs for
which the program is presently paying nothing. Chiropractic care is in large
measure an alternative to other types of professional care which are already
Included in Medicare, I.e., the services of medical and osteopathic doctors. This is
obvious, since for certain types of ailments, any given individual may be Just as
Inclined to seek care from a chiropractor as from, say, a medical doctor; provided
only that his decision is not being influenced by such a factor as the absence of
coverage under Medicare for chiropractic services. It does not neceasarily follow,
therefore, that net costs under Medicare would increase at all if chiropractic
services were to be recognized. As already shown, the average total cost per case
treated by chiropractic care is signifintly lower than the average cost of medical
or osteopathic care for similar conditions, ranging probably between 70 and 80%
of the medical and osteopathic cost. Consequently, if, as a result of the extension
of Medicare coverage to chiropractic services, sonic persons covered by Medicare
who are now using the services of M.D.'s and D.O.'s were to obtain instead the
services of D.C.'s for various conditions appropriate to chiropractic care, a net
decrease in the cost of coverage for these persons would be the expected rest.

Any valid and realistic estimate, therefore, of the net change in costs resulting
from inclusion of chiropractic services must involve determination of a net bal-
ance resulting from offsetting changes. At this point it would be well to catalogue
the several areas in which either Increases or decreases are likely to occur.

A. AREAS LIKELY TO CONTRIBUTE TO DECRASES IN COST.
1. Alternative utilization of chiropractic services in lieu of medical or osteo-

pathic services already being utilized under Medicare.
2. Elimination of hospital costs in those areas which currently Involve hospi-

talization, but which, If treate(d chiropractieally, would not result in hospitaliza-
tion. An obvious example of this would be cases where hospitalization is utilized
and the patient placed under traction by the medical doctor. The same ailment,
treated chiropractically, would not Involve hospitalization.

3. Elimination of the cost of drugs and biologicals currently administered by
physicians as incidentals to professional services, in those cases where alternative
chiropractic care of the same condition would involve drugless therapy.

In considering these areas of reduced utilization, however, it must be recog.
nized that, since medical and osteopathic services, as well as hospital beds, are
in short supply in many areas, some or all of the reduction in utilization resulting
from alternative chiropractic care will be absorbed by increased utilization by
other persons. Even if we assume, however, that released time and facilities will
be absorbed 100% by other users, only about 25% of these other users will be
Medicare eligibles, since this is roughly the percentage of total health care services
being utilized by Medicare eligibles. Accordingly, in the estimates to be presented
later in this study, I will assume that only 76% of any savings directly arising
from alternative use of chiropractic services will actually count as net savings
under the Medicare program.

It should be understood, however, that- the remaining 25% of the savings
regarded as "offset" by increases in utilization on the part of other users must
not simply be ignored. n'r one thing, this means thit more Total Care is
being delivered under the Medicare program for the srime dollars, which quite

IOharacteristca 01 Patients of Selected Types o1 MediCal Speciolist* and Practitioners,
July 1063-June 1064: U.S. Public Health Service Publication No. 1000-Series 10--No. 28.
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obviously represents a desirable Improvement in efficiency. Secondly, this off-
setting utilization is not chiropractic cost. It is other costs, which occur simply
because utilization of chiropractic services releases facilities which are then
available for other users. To evaluate this difference, I will also show what
the estimated costs are when full account is taken of the direct reduction in
utilization of other services made possible by the expansion of Medicare to
Include chiropractic services.

B. Areas Likely To Contribute to Increases in Cost.
1. Expansion of coverage to include chiropractic services currently being

utilized by by persons eligible for Medicare.
Obviously, there are many persons who are currently using chiropractic serv-

ices in spite of the fact that coverage of such services is excluded under
Medicare. Expansion of the program to include chiropractic services would
result in direct cost increases in these cases, to the extent charges exceed the
$50 Medicare deductible.

2. Utilization of chiropractic services by persons who are now obtaining
No Professional Care at all for certain ailments, but who would seek chiropractic
care If It were covered.

In this particular area, it 13 rather difficult to find moral justification for the
saving of costs by excluding chiropractic services, since such exclusion leads
to the absence of any professional care at all. In fact, the eventual result of
this situation, in many instances, may well be a net increase In cost, because
neglect of the ailment may lead to Its aggravation, with eventual expensive
medical and hospital treatment. There are many rural and small town areas
in the United States where the only local professional care available is from a
chiropractor, so that the excluson of chiropractic services under Medicare
amounts to denial of local professional care of any kind, to a considerable
number of people.

In this same area, it is pertinent to consider the question of the shortage of
physicians. If there are persons who are not currently receiving needed care
because of such shortage, and who would avail themselves of chiropractic care
if this were covered, there would seem to be a strong moral consideration In
support of the inclusion of chiropractic services under Medicare even if some
net increase in cost were the result.

But let me now turn to the task of making some quantitative evaluation of
the net probable effect of each of these areas on Medicare costs. For this pur-
pose, I will draw on an assortment of statistics concerning the first year of
operation of the medicare program, presented In a paper" by Dorothy P. Rice,
of the Office of Research and Statistics of the Social Security Administration.

A. With Respect to Costs Under Part A of Medicare:
1. Benefits Paid in 1st Year: $2.5 billion.
2. Hospital admissions: 5,000,000=263 per each 1000 persons enrolled.
3. Persons hospitalized: 4,000,000 of the 19,000,000 enrolled, or 21%.
4. Average Medicare cost per Admission : about $500.

B. With respect to Costs under Part B of Medicare:
1. Benefits Paid in 1st Year: $700 million, although Mrs. Rice estimates that

over $1 billion are potentially reimbursable, the difference being due to a "lag"
in claim reporting and processing.

2. Persons utilizing services covered under Part B: About 12 million during
each 0 month interval. (Probably during the entire 12 month period about 10,-
000,000 persons utilized such services.)

In the first 6 months, about 4 million persons, or 34% of those utilizing Part
B services, exceeded the $50 deductible. In the second 0 months, over 5 million
persons, or about 44% of those utilizing Part B services, exceeded the $50
deductible. (The second 0 months ended as of July 1, 1967, so for the full calen-
dar year of 1907 the percentage would have continued to rise above 44%, snce
the 50 deductible applies to the calendar year.]

Now let us construct an estimated profile of chiropractic charges and utiliza-
tion, If such services were included In PArt B of Medicare.

Under the California Old Age Security program, it has been shown (page
5 of this report) that, on the average, about 3.74% of those eligible utilized
chiropractic services in each 6 month period. A reasonable assumption would
be that over a full calendar year about 5% would utilize such services.

3 Health Manpotcer and Health Faltfes, 1968, U.S. Public Health Service Publication
No. 1509, 1068 edition . (Table 23, page 50.)
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For the nation as a whole, utilizing data developed by the U.S. Public Health
Service, I have estimated (top of page 7 of this report) a maximum likely rate
of utilization to be 3.5% with a ratio of licensed chiropractors per each 100,000
population less than half of that In California alone. The California utilization
rate, however, is among persons covered for chiropractic services under a govern-
ment program, whereas this would not be the case with this national utilization
rate. If elderly persons nidionally were covered under Medicare, one would, of
course, expect some increase In the total utilization, even though Medicare
coverage involves a $50 calendar year deductible and provides 80% coverage
thereafter. Accordingly, it would seem unreasonable to assume a maximum
utilization rate of any more than about 4% nationally, in relation to the 5%
annual rate estimated for California where the number of chiropractors in pro-
portion to the population Is more than twice the national average, and where
their services are covered without a $50 deductible.

This, then, would mean that out of the approximate number of 19,000,000
persons eligible for Medicare during its first year, 4% or about 760,000 would
have utilized chiropractic services over a calendar year period.

This estimate also appears reasonable on other grounds. There are approxi-
mately 365,000 medical and osteopathic physicians In the United States. The
U.S. Public Health Service estimates, that as of December 31, 1966, there were
between 15,000 and 17,000 practicing chiropractic physicians.* If we take the
upper bound of this estimate, that is, 17,000, the ratio of chiropractors to M.D.'s
and D.O.'s Is about 4.7%. If the services of chiropractors were used in the same
proportion to their numbers as the services of M.D.'s and D.O.'s and an estimated
16,000,000 persons eligible under Medicare utilized the latter at least once during
the course of a calendar year, then we obtain 750,000 as the estimated number
utilizing chiropractic services, practically the same as the 760,000 estimate. By
way of contrast, the data gathered In the Iowa Workmen's Compensation survey
(page 2) showed the ratio of the number of back injury cases involving chiro-
practic treatment to the number involving M.D.'s and D.O.'s to be 1&3%. Here,
the nature of the Injuries Involved Is such that a far higher proportion of patients
would be expected to obtain chiropractic treatment. Also, Iowa is another state,
like California, with a high ratio of chiropractors to population: 21.3 per
100.000.'

To form an estimate of the expected profile of charges, I will utilize the
Oregon continuance table profile (page 6), for which, as previously noted, the
average cost of $34.35 is very close to the average of $33.11 for the California
Old Age Security data.

Assuming a 3%% annual Increase In costs, which should be reasonably
accurate, an average cost of $3I in 1964 becomes $40 in 1969. Also. we need a
calendar year figure, rather than per case, and a reasonable maximum adjust-
ment is to increase the $40 by 50% to convert It to a calendar year figure, which
thus becomes $60. Finally, the California program was subject to a Schedule
of Maximum Ailowances as to chiropractlc services, and without this fixed
schedule limitation on fees, the costs would have ranged about 20% higher.
Thus our $60 becomes $72. This tlgure Is 210% of the $34 average for the Oregon
data, and If we assume a proportionate magnification of the continuance table,
then about 45%, rather than 18.5% of the total charges will fall In excess of a
$50 deductible on a calendar year basis. In other words, if no other Part B
charges were Incurred by a person eligible under Medicare In addition to chiro-
practic charges, then the average Medicare benefit payable over a calendar year
woudl be 80%X45%X$72.00, or $27.70, assuming 100% of the charges to be
deemed "reasonable," and thus eligible for payment as provided under the
Medicare rules.

I have already shown that chiropractic services may be assumed to average
between 70 and 80% of the average cost of the services of M.D.'s and D.O.'s for
the same ailment, so, using a figure of 75%, the average M.D.-D.O. cost corre-
sponding to the $72 D.C. average arrived at above Is $0,6. Mrs. Rice's paper "*
shows the average recorded bill for physician's services to be $77, so on a calen.
dar year basis my $90 estimate seems quite reasonable.

'IHealth Manpowcer and Health Facilittes, 1968 (op. cit.), page 49.to "Current Data from the Medicare Program" by Dorothy P. Rice, Office of Research and
Statistics, Social Security Administration. Presented at the Statistics and Medical CareSection meeting of the American Public Health Association, Miami Beach, Florida, Octo.
ber 24. 1067.
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For a $90 average for physician's services, approximately 60% of these total
calendar year charges would fall In excess of -a $50 calendar year deductible,
so that, for a person incurring only physilean's services over a calendar year,
the average Medicare Part B benefit would be 80%X60%X$906.00, or $46 per
person utilizing only physician's services (which would be about $740,000,000
per year, for the 10,000,000 persons I have estimated to utilize Part B of Medi-
care in its first year, not unreasonable in relation to Mrs. Rice's figures).

We are now ready to estimate the total net change In cost arising from
expansion of Medicare coverage to include the chiropractic services utilized
by the estimated 760,000 persons who would utilize such services (based, for the
moment, on the number of persons eligible In the first year of Medicate).

Approximately 3,000,000 of the 10,000,000 persons enrolled in the first year of
Medicare or 16% of them, did not utilize any Part B services. Since about
18,000,0w0 actually enrolled for Part B, 1,000,000 of these were not covered under
Part B in any case. Included in this 3,000,000 who did not utilize Part B would
be that fraction of the 760,000 persons who were currently using chiropractic
services, even through excluded from Medicare, and who were not utilizing any
type of Part B service. It is reasonable to assume that this fraction is a higher
percentage of the 760,000 than the 16% figure just mentioned, although it can
hardly be drastically greater. A reasonable estimate would be that this fraction
constitutes about 30% of the 760,000.

I estimated earlier that a national utilization rate among persons 65 and
older for chiropractic services should not exceed 3.5%, and I estimated further
that this could hardly be expected to rise any higher than about 4% if chiro-
practic services were included under Medicare. This represents a 15% Increase,
so we can reasonably expect that another 4.5% (15%X30%) of the 760,00
persons would use chiropractic services if they were covered, in lieu of other
more expensive or less accessible professional care now covered by Part B of
Medicare, and that this group, likewise, would In such event not also be utilizing
other Part B services as well.

The remaining 65.5% of the 760,000 would then be utilizing both chiropractic
and other Part B services, if the former were not excluded from Medicare, and a
reasonable assumption is that this group would also divide In the ratio of 100
to 15 (that is, In the same ratio as I developed in the Immediately preceding
paragraph, in estimating the ncrease In chiropractic utilization if Medicare
were to provide coverage) between those who are currently utilizing chiropractic
services, In spite of their exclusion from Part B and, on the other hand, those
who would avail themselves of chiropractic care as a partial alternative to other
professional care, If only It were not excluded from Part B.

The 760,000 persons would then be distributed as follows:
(a) 30%, or 228,000, were those who were using chiropractic services currently.

even though not Included In Medicare, and, moreover, who were not utilizing
any other type of Part B service. One-third of these, however, or 76,000, were not
enrolled for Part B.

(b) 4.5%, or 34,000, were those who were using the services of M.D.'s or
D.O.'s covered under Medicare, but who would utilize chiropractic services for
the same ailments, if covered; and, moreover, were utilizing any other type of
Part B service.

(c) 57%, or 433,000, were those corresponding to group (a), but who would
also utilize other Part B services.

(d) &5%, or 65,000, were those corresponding to group (b), but who would
also make partial utilization of other Part 13 services.

Thus far, we have taken Into account 1900 cost levels, but not the 1960 en-
rolled population, since the 760,000 figure above is based on the 18,000,000 per-
sons enrolled for Part B of Medicare in Its first year. The number enrolled in
1969 is approximately 19,000,000, an Increase of 5.5%, so the 760,000 must be
increased by 5.5%, as well as each of the 4 population figures (a), (b), (c) and
(d) above. These figures thus become:

(a) 241,000, of which 80,000 are not covered, leaving 101,000.
(h) 36,000.
(c) 457,000.
(d) 69,000; total 803,000.
For group (a), the Medicare benefit cost would be $27.70X101,000, or $4,-

450,000, and this would be 100% net increase In Medicare cost.
For group (b), the present cost of Medicare benefits, at an estimated $40 per

person utilizing physicians' services, Is $40X30,000, or $1,050,000, and we assume
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that 75% of this, or $1,240,000 would actually be saved under Part B. If chiro-
practic care were covered under Medicare, the cost would be, instead, $27.70X36,000, or $997,000. Thus group (b) would produce a net decrease In Medicarecosts of the difference, or $243,000. If we count 100% of the savings, as discussed
earlier, the net decrease for group (b) Is $053,000.

For group (c), we must assume that a much higher percentage of cost falls
In excess of the $50 deductible, since other Part B costs are also being Incurred.The percentage will fall between 45% and 100%, since soine of It will apply
against the $0 deductible. An assumption of 80% is a reasonable estimate thatshould not understate this cost, so for this group the cost would be:

80%X80%X$72.00X45,000,, or $21,100,000, and all of this is net increase.For group (d) the cost, if chiropractic services were covered, would be 80% X80%X$72.00X69,000, or $3,,180,000. However, under the existing program, letus assume that 85% of the substituted physicians' charges fall in excess of the
$50 deductible, after counting the remaining Part B charges, in which case thepresent actual cost for alternate care of these same ailments comes to:

80%X85%X$6.00X69,000, or $4,447,000, and we assume that only 75% ofthis, or $3,340,000, will actually be saved under Part B.
Group (d), then, produces a net decrease of the difference between $3,340,000and $3,,180,000, or $160,000. Again, if we count 100% of the savings, the net

decrease is $1,207,000.
The net change for the 4 groups combined is:

Counting 75 percent Counting I0 percent
of savings of savings

Group a---...............................+4.45%000 +4,4500Group b) --------------------------------------------------------------- -243,000 -653000Group - -) .............-................................. .--.... - +21,100000 +21, 000
Group (d) .......................................................... -160.000 -1, 267,000

Net i1rrease .................................................. $25, 147, 000 $23,630, 000

:For Part B alone, the "75% savings" figure Is a net Increase of just about 11cents per month per enrollee, and under the Part B allocation formula, this
cost is divided evenly between the Government and the participant, or 5.5 centsper month for each. If any margin exists at all In the monthly. premium of$4.00 per enrollee (matched equally by the Government), this premium shouldbe able easily to absorb such a minor increase, which is 1.38 of the $4.00contribution rate. The "100% savings" figure equals 10.4 cents per month per
enrollee, or 4.9 cvnts each for Government and participant.

We should not stop with this, because, as mentioned earlier, there are other
areas of cost decrease to consider. A significant one Is the matter of hospital-ization costs that would be eliminated among those In Groups (b) and (d) who
would use chiropractic care as an alternative.

(Under the present program, I have cited Mrs. Rice's statistic that 4,000,000
covered persons were hospitalized during the first year of Medtcare. Under myestimate of a total of 10,000,000 utilizing physicians' services during the firstMedicare year, we have 1 out of every 4 persons using physicians' servicesbecoming hospitalized. For the 105,000 persons in groups (b) and (d), a con-servative assumption will be that a considerably smaller ratio of them would
have become hospitalized under the present program but would not have beenhospitalized under chiropractic care. The reason for this is that we are con-sidering here people who, for the most part, would not be disabled by criticallysevere conditions necessitating major surgery end the like, so a smaller pro-portion of this group would become hospitalized tinder the existing program.Let us assume only a quarter of the ratio: 1 out of 10. Let us, moreover, assume
that among these the average Medicare cost per admission Is only 1h the overallaverage reported by Mrs. Rice, or $250 Instead of $500, again due to the mildernature of their conditions. Then the elim nated Medicare hospital cost, among
these 105,000 persons, Is:

1/10 X 105,000 X $250.00, or $1,040,000. Again, 'we coi:nt only 75% of this
as actual net savings, or $1,220,000.

This projected savings of $1,220,000, which would developp under Part A ofMedicare, would therefore be a 100o offset Against the Government's Part A
disbursements from the Hospital Insurance Trust Fund, and the net increase
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in cost, to the Federal Government, would thus be $12,573,000 (its share of the
net increase under Part B) less this $1,220,000, or $11,853,000, which comes to
about 4.98 cents per month per Part B enrollee. Counting the savings on a 100%
basis, the net increase to the Government Is $11,816,000 less $1,040,000, or $10,-175,000, which Is 4.40 cents per month per enrollee.

IThere are, furthermore, still other areas of decrease; most obviously, out-
pat' nt diagnostic charges. We have considered enough, however, to clearly
establish the conclusion that even under reasonably conservative actuarial
assumptions, expansion of Medicare to include chiropractic services can hardly
result in a net increase In costs to the Government of any more than about5 cents per month per enrollee.

dit Is my understanding that some estimates of the increased cost of Including
chiropractic services in Medicare have ranged as high as $60 million annually.
The foregoing considerations at least should clearly demonstrate that this is
greatly exaggerated. Even if we were to assume no savings at alU In costs under
Part A, and even if we were to assume that every penny of chiropractic charges
for the 723,000 estimated enrolled persons fell in ea'ce~s of the $50 deductible,
and, further, if we were to assume that not one penny of this cost would offset
any other costs being incurred by the program, the resulting estimated cost
would still not exceed :

80% X $72.00 X 723,000, or $41,700,000 annually:
The $50 Part B deductible, however, is simply too great a factor to be dis-

regarded, even In projecting a so-called "high cost" estimate. Sufficient con-
servation exists in the various assumptions I have made so that a reasonable
"high cost" estimate can be obtained simply by ignoring the net "offsetting"
items of savLngs I have taken Into account. Thus, considering each of the 4
groups analyzed previously, we would have:

Number Cost

Group (a)---- ---- ---- -- -- 1.1,0 0D $4,450,000
Group (b) ------------------------------------------------------ .000 997,000
Group (c) --------------------------------------------------- 457.000 21,100,000
Group (d)-----------------------------------------------------69,000 3,180,000

Total ---------------------------------------------------------------- 723,000 29,727,000

Note.-This amounts to 13 cents per month per part B enrollee.

If'. CONFIRMATION FROM EXPERIENCE OF COMMERCIAL INSURANCE COMPANIES

It must be recognized that a number of the assumptions I have used in the
preceding analysis are partly conjectural and therefore subject to differences of
opinion and to some measures of potential error. Accordingly, it Is highly desir-
able to find some independent source of confirmation of the reasonableness of the
overall conclusions reached in Section III of the study. Such an Independent
source does exist and it may be found in the experience of commercial insurnee
carriers. In behalf of one of my commercial company clients, I recently had
occasion to study this same question, i.e., the cost of extending coverage to
chiropractic services, and in connection with this study I Interrogated 19 major
health insurance writers as to their experience resulting from such extension
of coverage. All of these are large carriers, operating In most states, and all
have at least some experience in relation to recognition of chiropractic services,
since in several states insurance laws enacted in the last few years have required
that carriers recognize chiropractors for any covered services they are legally
qualified to perform. The 19 carriers combined, in 1067, wrote health insurance
premiums totaling $3,879,000,000, or 44% of all the commercial health insurance
in the United States; so their combined experience represents a large fraction of
the total health insurance experience of the country. Several of them are a'o
participants in the administration of the Medicare program.

Here is a summary of thie responses of the 19 companies to my inquiry:
(1) 15 out of the 19 companies are now voluntarily recognizing chiropractic

services in all states, not only those where they are legally obliged to do so. The
majority of these 15 have been following this practice for many years. The re-
maining 4 are recognizing chiropractors only in the several states where they are
legally required to do so.
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(2), 9 of the 19 companies reported that they have detected no apparent change

In total claim payout which they could attribute to the Inclusion of chiropractic
services. 2 of the 19 were of the opinion that a slight Increase in costs had
resulted, although In neither case was this opinion a clearly established statisti-
cal fact: It was, rather, an Impression based only on general observations. The
remaining 8 did not have an answer to the question of change in cost, for the
most part because their practice of recognizing chiropractors dated back so far
that no basis Qf comparison existed, All of the statistical data of these 8 included
coverage of chiropractors for those covered services they are legally qualified to
perform.

(3) Of the 4 carriers recognizing chiropractors only in those states where
legally required, which requirement has In most such states been of recent
enactment, 3 reported no apparent change in co.ls in those states. The 4th did
not have an opinion, having not yet analyzed their experience to draw any con-
clusion on this score.

The general conclusion to be reached from this survey of commercial carriers
Is that no significant net change in costs resulted from their expansion of cover-
age to chiropractic services. Several of these carriers have large volumes of group
hospital and medical insurance In force, and a change of as much as 2% in costs
under such programs, resulting from expansion of coverage to a new area of
professional services, such as chiropractic, would be "significant". None of them
were of the opinion that any Increase of even these modest proportions had
occurred. My "probable maximum" estimate of the net increase in costs under
Part B alone, for 1969, Is 11 cents per month per enrollee (page 14 of this report).
This represents approximately 1.4% of the $8.00 per month contributed by the
Government and each enrollee, combined, and Is of about the size, percentage-
wise, where a large commercial group writer would begin to take definite note of
its presence in total cost allocations. In short, the experience of commercial
carriers would support the conclusion that my estimate is conservative, and that
the probability is that the actual costs of chiropractic care under a program
such as Part B of Medicare will be lens than what I have projected.

It must be recognized that Some of the coverage which the 19 large carriers
have In force would provide only limited coverage of chiropractic services. For
example, hospital-surgical policies covering only "in-hospital" physicians' visits
would provide essentially no chiropractic coverage at all. On the other hand,
however, comprehensive medical policies with low deductibles would provide
broad coverage of chiropractic charges, and on a basis quite similar to Medi-
care, with deductibles such as $50 per calendar year, etc. Some of these carriers
have very substantial volumes of this type of coverage In force. If these car-
riers have detected no apparent Increase In claim costs resulting from recogni-
lion of chiropractors, it seems most likely that little increase will result under
Medicare either, a resultconsistent with what I have projected in the calcula-
tions summarized in Section III of this study.

v. SUMMARY OF CONCLUSIONS
By way of summarizing the various considerations I have attempted to evalu-

ate, I obtain the following as estimates of what the cost would have been, during
the year 1069, if chiropractic services were covered under Medicare:

PROJECTED MONTHLY COST, PER PART B 9NROLLEE, OF CHIROPRACTIC SERVICES
INCLUDED IN MEDIOAPE DURING 1909

1. "High cost" estimate, taking no account whatever of any offsetting savings
in existing Medicare payments: 13 cents. (Page 15 of this study]

Since the cost of Part B Is divided equally between the Federal Government
4 and the Individual participants, the Government's share of this high cost esti-

mate Is 0.65 cents.
2. "Probable maximum" estimate for Part B alone, taking account only of

the likely actual net savings In other Part B payments: 11 cents. [Page 14 of this: study)
The Federal Government's share would be 5.5 cents.
3. "Probable maximum" estimate of the net increase In costs under Parts A

and B combined, taking account of likely actual net savings under both : 10.5
cents.

The Federal Government's share, as the net difference between Its Part B
cost and the savings to the Part A Trust Fund, Is 4.08 cents. (Puge 15 of this
study]
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4. "Low cost" estimate, taking full account of the offsetting savings arising
directly from the shift to alternate chiropractic care: 9.0 cents.

The Federal Government's share, as the net different between its Part B cost
and the savings to the Part A Trust Fund, is 4.46 cents. [Page 15 of this study)

Respectfully submitted,
B]. PAUL BARNIIART, F.S.A.,

Ooneulting Actuary.
APPENDIX A

CRITIQUE OF ACTUARIAL COST ESTIMATE ON CHIEOPRACTIO SERVICES UNDER ME)ICARE
PREPARED BY ACTUARIAL DIVISION OF SOCIAL SECURITY ADMINISTRATION

The cost estimates which I have developed in the preceding study are much
lower than estimates developed by the Actuarial Division of the Social Security
Administration. The latter are presented in a memorandum from Mr. William
tlslao, F.S.A. to Mr. Robert J. Myers, Chief Actuary of the Actuarial Division of
S.S.A., dated February 13, 1000.

By way of presenting a concise comparison between the two studies, here is
a summary of the conclusions.

Mr. Hsiao made two determinations of the estimated cost, using two separate
ap roaches, as follows:

. An estimate based on gross annual income of chiropractors, together with
the percentage of this income assumed to be derived from persons over 65. The
assumptions are:

(a) Number of chiropractors in private prectlce: 23,000.
(b) Average gross Income in 1969: $19,000.
(o) Percentage of this income assumed to derive from patients 65 and

older: 23.1%.
(d) Percentage of (o) remaining after deducting the $50 Part B deduc-

tible and the 20% "coinsurance" under Part B : 63%.
These 4 assumptions lead to the calculation 23,000 X $19,000 X 23.1%

X 03%=$63,600,000 as the estimated benefit cost.
Administrative expenses are assumed to be 11.5%, so total cost is projected

as $63,600,000 X 111.5%, or $70,900,000 which Is 31 cents per month per
enrollee.

2. An estimate based on utilization rates and cost per visit. The assumptions
are:

(a) Percentage of aged population utilizing chiropractic services when
iot reimbursable under SMI 4%%.

(b) Additional 1 to 1I/ % assumed to utilize when covered by SMI, but
cost offset by corresponding decrease in utilization of "physicians". (i.e., no
change on this account.)

(o) Utilization rate: 12 visits per year per patient.
(d) Average cost per visit: $7.
(c) Percentage remaining after deducting deductible and coinsurance:

63%.
These assumptions lead to the calculation 19,000,000 (population en-

rolled) X 41/% X 12 X $7 X 63% = $45,200,000 as the estimated
benefit cost.

Again, adding administrative expense of 11.5%, the total cost is pro-
Jected as $15,200,000 X 111.5%, or $50,400,000 which is 22 cents per
month per enrollee.

My study does not attempt to measure administrative cost, since I have no
information on this score (other than Mr. llsiao's 11.5%). My only comment is
that 11.5% seems excessively high, since large commercial insurance carriers are
known to be able to administer large group medical benefit plans for as little
as 4 or 5%, and i find it remarkable that the administrative costs under Part B
of Medicare should prove to be as high as 11.5%. Nevertheless, I will not attempt
to delve further into the question of costs of Federal administration. To make
the estimates of the two studies fully comparable, we should therefore consider
benefit costs only, which are what my study undertakes to evaluate, and these,
to recapitulate, are as follows:

SSA estimate:
Method 1 : $03,600.000, or 28 cents/mo./enrollee.
Method 2: $45,200,000, or 19.8 cents/mo./enrollee.
From these two estimates, Mr. Ilsiao concludes that a figure half-way in

between, or about 24 cents/mo./enrolle (26 cents Including administrative
cost) is the "most probable"additional cost to include chiropractic services.
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My estimates were as follows:
1. "High cost.": $29,727,000, or 13 cents/mo./enrollee.
2. "Probable Maximum", Part B alone: $25,147,000, or 11 ceuts/mo./

enrollee.
3. "Probable Maximum". A and B combined: $23,027,000, or 10.5 cents/mo./

enrollee.
4. "Lost cost": $21,990,000, or 9.6 cents/mo./enrollee.

My basic estimate is No. 2, 11 cents per month, less than half Mr. Hslao's con-cluding 24 cent estimate. In view of this very drastic difference in estimates,some comment is in order as to what factors may account for this large dif-
ference.

The slgnlficant factors are as follows:1. Mr. iHslao uses 23,000 as his estimate of the "number of chiropractors inprivate practice." His source for this figure is "Health Resources Statistics,
1965," Public Ilcalth Service Publieation No. 1509.A later edition of this same publication, however, "Health Resources Statis-tics, 1908", Public Health Service Publica lion No. 1509 (1908 Edition) states, on
page 49:

About 10,100 chiropractors were licensed at the end of 195 in the UnitedStates, according to estimates based on a survey published in the AmericanChiropractic Association's Journal of Chiropractic (table 23). Of the 19,100chiropractors, licensed In 1965 In the United States, perhaps 15,000 to 17,000were actively engaged in practice at that time. This is substantially lessthan had beei estimated in the earlier edition of this publication.Thus, at the very outset, using Mr. Hslao's own source of information, wemust conclude that a figure of 17,000, at most, rather than 23,000, Is appropriate.This alone will reduce Mr. Hslao's method I result by 26%.2. Under both methods 1 and 2, Mr. Hslao assumes that 63% of chiropracticcharges will remain as reimbursable after subtracting the $50 Deductible andthe 20% coinsurance. lie gives no direct justification for this assumption at all,stating merely that "A reasonable assumption Is that 63% of the chiropractor'scharges to SMI enrollees will be reimbursed by the Medicare program".The indirect Justification offered for this very broad assumption is as follows:lie states that "the Current Medicare Survey shows that among tile SMI en-rollees who utilized covered services in 1967, 03%l of the Incurred costs are poten-tially reimbursable after taken into account of [sic] deductible and coinsurance",and adds, "Because of the increase in physicians' fees and utilization, we wouldexpect a larger percentage of the Incurred costs to be potentially reimbursableIn 1969. On the other hand, we know from actual experience that many enrolleesdo not file claims for one reason or another". Elsewhere, he states that "the feescharged by the chiropractors as compared with physician's fees in performing
similar services might be approximately 10%o less".Now, even using this "10% less", Mr. Iislao should logically come to the con-elusion that, if 63% of MI.D. and D.O. Incurred costs were "potentially reimbursa-ble" [note that he does NOT say "actually reimbursed" In 1007, then sonzwihingless than 03%l of chiropractic charges would have been "potentially reimbursa-ble". This Is the conclusion one has to reach, If chiropractic charges "might beapproximately 10% less". If they are 10c less, then a lesser fraction than 03%will necessarily remain after subtracting the $50 Deductible and 20% of whatexceeds this Deductible. But this "10% less" is not the whole story by any means.As pointed out in my own study (page 4), comparative costs must be determinedin relation to average total cost of treatment, NOT on the basis simply of averagecharge per office visit, as used by Mr. iisiao In arriving at his "10% less". Myown study develops, at considerable length, justification for the conclusion thatthe ratio of chiropractic total costs to M.D. and D.O. total costs falls betweenTO and 80%. I further develop, In considerable detail, a basis for estimating whatfraction of chiropractic costs may be expected to exceed the $50 Medicare PartB deductible (see pages 0 and 7, and subsequently pages 11 and 13). I was ledto the conclusion that, In the absence of other Part B services, 45% of chiro-practic costs would exceed the $50 deductible and 80% of this would be relniburs-
able, or 36%, comlared to Mi. llslao's 03%.Among persons Incurring other Part B expenses, I concluded that 80% ofchiropractic costs would exceed the $50 deductible, so with 80% of this reimburs-able we have 64%, close to Mr. Iislao's 63% for this portion of the utilizing popu-lation, but only by coincidence.

I provide extensive analysis and support for my percentages, whereas Mr.1islao's supporting discussion actually contradicts his conclusion, since the same
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03% can hardly be valid for both chiropractic charges and also presently reim-
bursable charges if the former average "10% less". Oharges which are 10% less
would necessarily result in a lesser fraction than 63% remaining reimbursable
above the $50 Deductible.

Based on my own analysis, and the relative numbers involved in each of my
population categories (page 12), one can reasonably conclude that a composite
percentage for all enrollees utilizing chiropractic services would be close to:

(34.5%X36%)+(65.5%X64%), 'or 54%, as a conservative estimate

Adjustment of Mr. Hsiao's 03% to this rather more supportable figure of
54% would reduce both his method 1 and method 2 estimates by 14.3%, without
considering any of the otLer adjustments needed. Finally, this 54% remains as
a "potentially reimbursable" estimate, rather than an estimate of what would
be "actually reimbursable".

3. In his method 2, Mr. Hsiao adopts, as his estimate of the number of visits
per year per patient, 12. For his derivation of this, he refers us to page 4 of his
memorandum, where he begins, "In this area, there is very little data", and cites
3 sources:

(a) The Batten and Associates' study (my footnote 4), which showed an
"average number of treatments per patient in 1002 as 10". Mr. Hsiao continues
"it is unclear In that report whether this average is on a calendar year basis Or
is per illness". As a matter of fact, it Is not clear that either is meant by the
Batten report. All it says is "average number of treatments per patient". Over
30% of the respondents (chiropractors surveyed by mail) reported 0 or fewer
visits per patient. More than 17%, on the other hand, reported over 20 visits per
patient. This suggests that the respondents themselves did not all have the same
parameter in mind in their answers (some may well have meant "total treatment
history per average patient"), which leaves this whole source highly suspect.

Mr. Hsiao finally adds the comment, "from public health data, we know the
aged population make % more visits to physicians than people under age 65".
(Source: "Volume of Physician Visits, United States-July 1966-June 1967":
National Center for Health Statistics, Series 10, No. 49.) This data pertains to
physicians' visits in general, not to chiropractlo visits as such.

As to his sources, Mr. Hsiao completely neglects another pertinent U.S. Public
Health Service publication to which he does, however, refer elsewhere in his
memorandum. This is Public Health Service Publication No. 1000, Series 10, No.
28, to which he refers on page 3 of his memo, where he comments that it "showed
approximately 2.9% of the aged population had utilized some chiropractic serv-
ices during the period July 1963 through June 196". The 2.9% figure appears on
page 38 of the report. On the opposite page (page 39), the report also shows that
among persons 65 and older the "number of visits per patient per year" was 5.0
(less than half of the average number, 12, eventually assumed by Mr. Hslao).

(b) California Old-Age Security data, wherein the average number of visits
to a chiropractor in a 6-month period was 7.

As pointed out in my study (page 6), the ratio of chiropractors to population
in California is more than twice the national average. Further, the data cited are
developed under a public aid program that involves no deductible at all. Con-
sequently, I cannot accept this "7 per 6 months" statistics as very indicative of
the expected number per year under Part B Medicare enrollees if chiropractic
services were covered.

(o) My own earlier study of June 1968, citing data published by the Florida
Chiropractic Association in 1060, which showed the "average number of treat-
ments per case" with respect to sprains and strains of the neck, spinal vertebrae
and external back, to be 9. This data, dealing as It does with a very narrowly
circumscribed category of ailments, can hardly be taken as indicative of the aver-
age number of visits, for all causes, to chiropractors on the part of persons over
65 in general.

Elsewhere in his own memorandum, Mr. Hslao himself quotes another pertinent
statistic, which lie does not appear to have considered in deriving his estimate
of 12 visits. On page 5, under "Aggregate Cost" he refers to a "Current Medicare
Survey" which showed that enrollees under SMI had utilized chiropractic Serv-
ices amounting to $19,078,000 during a 9-month period in 1067 and 1968. He adds
"Interestingly enough, the average number of visits per patient for this 9-month
period was only 3.9." If expanded, proportionately, to 12 months, the 3.0 becomes
5.2. highly consistent with the 5.0 cited by Public Health Service Publication No.
1000, Series 10, No. 28. Thus what would appear to me to have been the two most
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pertinent and reliable sources of data available to Mr. Hsiao on this specific point
are botl&.gnored and also both closely cOnsistent: 5.0 visits and 5.2 visits, respec-
tively. It seems extremely unlikely that, as a result of the extension of $50
Deductible Part B Medicare coverage to chiropractic services, this rate of 5 visits
per year could possibly rise to any more than about 7.

My own conclusion from all this, then, is that a more realistic upper estimate
of the number of visits per year to be anticipated under Medicare would be about
7, rather than 12. Adjustment of this figure alone, disregarding all the other ad-
justments I suggest should be made, would reduce Mr. Hslao's method 2 cost
estimate by a whopping 42%.

4. Under method 1, Mr. Hsiao assumes that 23.1% of the gross income of chiro-
practors will derive from patients age 65 and over. His source for this is data lim-
ited to California (page 4 of his memorandum). This was data compiled by the
Stanford IResearch Institute which Mr. Hsiao states "concluded that almost 33%
of the chiropractic patients were people 60 years of age and older". He then
adjusts the 33% to 23.1% (page 12 of his memo) by using general population
ratios to screen out the 00-64 age group.

As an independent test of the validity of this procedure (which again involves
the questionable process of applying (alfornia percentages to the nation as a
whole) let me once again refer to Public Health Service Publication No.
1000-Series 10, No. 28. If we consider number of patients (Table 21) we find
from this particular source that approximately 11.70 of all chiropractic patients
were, persons age 05 or over (for the year July 1963-July 1984).

If we consider number of visits (obviously a better Index of the proportion of
total care and hence total income deriving from persons age 65 and over than
number of patients only) we find from this source (Table 22) that approximately
12.6% of all visits to chiropractors were made by persons age 65 or older. This
Is a long way from Mr, Hslao's 23.1%. The 12.6% however, should be adjusted
for the expected increase in Medicare covered utilization of chiropractic services.
Making this adjustment consistently with equivalent adjustments made in my
study to account for this we increase the number of patients by 15% and the
number of visits per patient by about one-third obtaining:

12.6% X 1.15X 1.33=19.2%

If Mr. Hslao's 23.1% is modified to this 19.2% which is actually based on
national data from the Public Health Service figures his method I result dis-
regarding all other adjustments, would reduce by 17%.

5. In method 2, Mr. Hsiao adopts, as his estimate of the fraction of persons
age 65 or over who utilize chiropractic services, without Medicare coverage
4,%. My own study arrives at 3%% (page 6) Increasing this to 4% (page 9)
as a result of extension of Part B coverage to chiropractic services.

As support for his 4%/% assumption Mr. Hsiao cites the following (page 3 of
his memo) :

(a) Again PHS Publication No. 1000 Series 10 No. 28 to which reference has
been made several times. As previously mentioned this showed 2.9% of the aged
population utilizing some chiropractic services over a 1 year period. Mr.
Hsiao adds, "However, this survey omitted one important group, decedents. From
prior experience the adjustment for decedents can be as high as 40%-60%". A
full 50% adjustment would blow the 2.9% up to 4.35%. However while such
a pronounced adjustment could well be called for as to M.D. attendance upon
aged individuals I find it inconceivable that any comparable adjustment would
be appropriate for chiropractic care assuming as it does a heavy attendance by
chiropractors upon terminal illnesses among the aged. My own adjustment of
this fgure to 3.5% seems much more within realistic bounds.

(b) The California Old-Age Security data showing an average 8.74% utiliza-
tion each 6 months. I have estimated that adjustment of this rate to a 12
month basis would raise it to 5%. However as I have pointed out previously,
this data relates (1) to a state where the ratio of chiropractors to population is
more than twice the national average, and (2) to utilization under a government
program with no deductible at all. If the existence of Medicare coverage, with
a $50 calendar year deductible can be expected to increase utilization of chiro.
practice services, then coverage under a no deductible program would surely in-
crease it even more. I therefore find it unreasonable to assume on the support of
this California data, that the national utilization rate, without governmental
coverage, should be as high as 4%%.

(o) A "Current Medicare Survey" which Mr. Hsiao states was conducted by
the Bureau of the Census for the Social Security Administration in February
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1969. Mr. llslao tells us tbat this source showed that in the 9 month period
October 1907 through June 1968 5.4% of SMI enrollees utilized chiropractic serv-
ices even though excluded from Medicare. If so this would indeed suggest that
4%% Is not an excessive estimate. However, this 5.4% figure (over 9 months)
is highly inconsistent with the P11S Publication 1000 figure of 2.9% over 12
months, and, in my opinion, also seems most unlikely In relation to the California
Old Age Security data. It would be of interest to know more about this "Current
Medicare Survey" and Its methodology; however upon inquiry I learn that this
Survey was never published. Apparently It was a special tabulation made for
SSA use and is unavailable.

In the absence of more convincing supporting data to the contrary, I find
my 3%g/o estimate, going to 4% In the presence of Medicare coverage assumed
to Include chiropractic services, to be considerably more realistic and suport-
able. However, as I will show shortly, even if we 6c0ept Mr. Hslao's 4h%,
adjustment of his calculations in relation to the first 4 factors discussed above
will bring his figures well down into the range of my own benefit cost estimates.
6. In method 1, Mr. Islao assumes that the average gross income of chiroprac-

tors in 1969 is $19,000. His support for this assumption goes back to the Batten
and Associates' study of 1962, which reported average gross Income of $14,000.
To arrive at $19,000 In 1909, Mr. Hslao applies a 30% increase, "according to
the physician's fee component of Consumer Price Index." I regard this 36%
factor as rather questionable on the basis of Mr. Hslao's own findings (pages 9
and 10 of his memo) that there is "unused capacity" among the chiropractors.
le also comments (page 9) that "today, the utilization of physicians' services
has largely been held down by the scarcity of medical doctors." Simple operation
of the economic law of supply and demand would suggest that the fees and in-
comes of medical doctors would have Increased, over the 7 years, by a larger
percentage than those of chiropractors. Other than regarding it as a dubious
figure, however, let us accept the $19,000 gross income figure. As I've mentioned,
adjustment on account of the first 4 factors alone, discussed above, will bring
Mr. Hslao's estimates into reasonable consistency with the cost estimates of
my own study.

7. Mr. Hsiao devotes a considerable portion of his memorandum to the subject
of the training and qualifications of chiropractors and the scope of Illnesses
treated by them, and concludes from his discussion (page 9) "that the fair and
reasonable approach is to assume that any factors which tend to increase the cost
will be offset by the factors which tend to reduce the cosL" He cites, as consid-
erations tending to increase the ultimate costs resulting from chiropractic care,
the following:

(a) Page 7: "Questions have been frequently raised as to whether chiro-
practors have the training and qualifications to be a substitutive form for
all types of physicians' services." [italics mine) To begin with, I am not
aware that anyone is suggesting substitution "for all types" of physicians
services. In my study, I have merely taken it for granted that chiropractors,
under Medicare, would perform services within the customary range of
their practice and which they are legally liccn8scd to perform. I make no
pretense of evaluating any further the relative efleacy of chiropractic care
as compared to care by medical or osteopathic doctors-one way or the
other. I know of no statistics available by which one may make any such
evaluation, and, since Mr. Hslao cites no such statistics, I presume he knows
of none either.

Apparently Mr. Hslao assumes that chiropractors generally undertake to treat
every form of illness, on the basis of information in the Batten and Associates
study (page 2 of his memorandum) which indicated that chiropractors reported
having treated a very wide range of conditions. I note, for example, that 9%
reported "having treated" fractures; 7% reported "having treated" cancer
I find it extremely difficult to determine what meaning, if any, to ascribe to such
information. I derive somewhat more significance from another chart in the
Batten Study entitled "Illnesses Most Frequently Treated." The six "most
frequent," together with the frequency Index used In the Batten Study, are:

Headache ---------------------------------------------- 2009
Lumbo- acral strain or sprain ------------------------------ 145
Low back disorders -------- ------------------------------- 1629
Cervical subluxations (neck, head) -------------------------- 158
Spinal subluxations --------------------------------------- 957
Sacro-illac strains --------------------------------------- 868
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Among the conditions cited by Mr. Hslao as having been treated by a very
large percentage of chiropractors are the following: Pernt

Sinusitis ------------------------------------------------ 94
Constipation ---------------------------------------------- 4
High blood pressure - --------------------------------------- 93
Asthma ------------------------------------------------- 89
Bronchitis ------------------------------- 8
Gall bladder --------------------------------------------- 82
Ulcers -------------------------------------------------- 76

These same 7 conditions, in the scale of "Most Frequently Treated" illnesses,
show the following frequency indexes:

Sinusitis ------------------------------------------------ 24
Constipation ---------------------------------------------- 87
High blood pressure ------------------------------------- 107
Asthma ----------------------------------------------------------- 140
Bronchitis ----------------------------------------------- 17
Gall bladder ---------------------- ----------------------- 61
Ulcers -------------------------------------- 26

Thus, as to frequent of treatment, these 7 conditions each tend to develop, as
a rough average, about 6 or 7% of the average frequency of each of the top six,
even though 76 to 94% of chiropractors reported "having treated" them.

Also of interest are the following observations:
(1) Mr. Hsiao states "the method of obtaining these diagnoses is unknown",

and elsewhere says "the results from possible Incorrect diagnosis and treat-
ment might require some patients to be hospitalized, whereas the need might
not arise If they were under the care of physicians". Since, in Mr. Holao's
opinion, chiropractor have dubious qualifications even to diagnose correctly
many of his listed conditions, one wonders why he implies that the list of condi-
tions treated holds any real significance in the first place.

(2) As mentioned in my study (page 8), there are a good many rural and small
town localities where the only local practitioner available is a chiropractor. In
view of this fact, It is hardly surprising that we find chiropractors reporting
"treatment" of a pretty wide range of conditions, including an Interesting one not
mentioned by Mr. Hslao: obstetric service, for which 7% of chiropractors report
having given "treatment".

(b) Page 8: "In many cases, the wrong diagnosis might be made or in-
correct treatments given. The patients' conditions wiLl be aggravated and
might require more expensive treatments or hospitalization. This will ir.-
crease the cost of the Medicare program." Again, on page 9: "the results
from possible incorrect diagnosis and treatment might require some patients
to be hospitalized, whereas the need might not arise If they were under the
care of physicians."

tMr. Hsiao goes on to concede (page 9) : "there is no "direct" [quotes mine)
statistical Information whatsoever [italics mine) to shed any light on this
question."

Which is precisely the point. Mr. Hsiao admits he has no statistical evidence
"whatsoever." Nor does he suggest what "indirect" evidence throws any real
light on the matter, either. Ile is merely theorizing. Accordingly, I question that
he really has any justification at all for concluding that these influences will, in
fact, offset other influences for which we do have statistical evidence indicating
they do produce cost savings, lie does, specifically, assume that such an offset oill
occur, as a "fair and reasonable" approach. My study, for example (pages 1-4)
presents considerable statistical evidence that in the specific area of sprains and
strains of the back, chiropractic total treatment costs are less than treatment
by M.D.'s and D.O.'s. Accordingly, in the light of known statistical evidence on
this score, and the total absence of statistical evidence of any kind supporting
Mr. Hslao's theories about the relative efficacy of chiropractic care, I feel justified
in assuming certain offsetting 8aL'ings, as described in my study.

Our task in these studies, after all, is a statistical and quan titative one. I do
not regard our task as one that extends to that of making evaluations as to the
relative adequacy or efficacy of chiropractic care as compared to medical or
osteopathic care. My professional competence lies in dealing with statistical data
and actuarial probabilities-not in evaluating the relative potency of different
forms of legally licensed health care services.
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Let me noW adjust Mr. Ilsiab's calehlationfs in relation to the first four only, of
the seven factors I have discussed. These were:

(1) 17,000 is a supportable estimate of the number of practicing chiro-
practors, rather than 23,000.

(2) 64% is a more supportable estimate of the fraction of chiropractic
charges "potentially reimbursable" under Medicare than 63%.

(3) 7 Is a more supportable estimate of the number of visits per year
(under Medicare coverage) than 12.

(4) 19.2% is a more supportable estimate of the percentage of chiro-
practors' gross income derived from patients 05 and over (in the presence of
Medicare coverage) than 23.1%.

If recalculations are made, using these 4 adjustments we obtain:
For Mr. Hsiao's method 1:

Benefit cost=17,000X$19,000X19.2% X54%=$33,489,000 (vs. his $63,600,-
000).

For method 2:
Benefit cost-19,000,000X4% X7 visitsX$7/visitX54%-=$22,623,000 (vs.

his $45,200,000).
Using his same concluding. assumption, namely that the "most probable addi-

tional cost to cover chiropractic services" is simply the arithmetic mean of these
two estimates, we conclude with a figure of $28,055,000.

This figure is an estimate that ignores any "offsetting savings." My comparable
estimate ismy "High Cost" estimate, No. 1, which is $29,727,000.

The two are pretty close.
In conclusion, I feel obliged to refer to these comments made in Mr. Hslao's

conclusion:
The most probable additional cost to cover chiropractic services is esti-

mated to be $60 million in 1969. . . . This estimate is reasonable in light
of the information that the people enrolled under SMI had spent approxi-
mately $27 million for chiropractic services in a recent 12 month period,
even though these charges are not reimbursable by the program.

I propose that, in relation to the $27,000,000 statistic, an estimate of $00,000,000
Is very, very unreasonable.

The benelt cost, relating to the $6,000,000, would be net of 11.5% administra-
tive cost and equal to $54,000,000.

Since Mr. Hslao hasassumed that 63% of the chiropractic charges incurred
are "potentially reimbursable", this $54,000,000 is only 63% of the assumed
charges, which In turn means that he has assumed that the SMI enrollees
would have incurred charged totalling $80,000,000 for chiropractic services if
only these had been covered by Medicare.

However, in the absence of Medicare coverage, they incurred only $27,000,000
(this figure being expanded to 12 months from the $19,978,000 over 9 months,
reported by Mr. Hsiao as the finding of the "Current Medicare Survey") of
chiropractic charges.

In other words, Mr. Hsiao finds It "reasonable" to conclude that, purely and
directly as a result of extending $50 deductible, 80% coverage Part B of Medi-
care to include chiropractic services, the SMI enrollees would increase their
expenditures for chiropractic care by $59,000,000, or 218%11 In other words,
their expenditures for chiropractic care would more than triple, from $27,000,-
000 to $86,000,000 11 If such an amazing conclusion is indeed to be deemed
"reasonable", then this is a most crucial matter of public policy indeed for
Congress to consider, since it would indicate that a substantial portion of the
public are being denied health services which they want and would use to a
greatly increased degree if only Congress would recognize these desired services
under the Medicare program,

Respectfully submitted.
E. PAUL BARNHA~r, F.S.A.,

Uontulting Actuary.
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COLONIAL PENN LiE INSURANCE Co.,
Philadelphia, Pa., Novembcr 20, 1969.

Dr. GERALD M. BRASSARD,
Beaumont, Tem.

DEAR DR. BRASSARD:, At the request of Mr. Jul Baumann, we are pleased to
furnish you with the following information:

1. Our company offers to members of AARP and NRTA Accident and Health
individual contracts.

2. By virtue of being members of AARP and NRTA, they become eligible to
apply for this coverage.

3. The policyholder htas freedom of choice in the selection of his doctor,
whether he be in Maryland or D.O.

4. We have no extra charges attached to our contracts for the inclusion of
chiropractors, if they are chosen by the patient.

Please feel free to let us know if there is any further Information with which
we can furnish you.

Very truly yours,
JAY J. ERDF,

Secretary and Counsel.

The CHAIRMAN. That will conclude the presentation for the chiro-
practors.

Next we will have Mr. 0: Ross Cunningham, manager of the Wash-
ington office of the Christian Science Committee on Publication.

Senator TALMADE. Mr. Chairman, it is going to be necessary for
me to leave the committee and go to the floor of the Senate. We hs.ve
a later witness, also one of my friends and constituents, Dr. E. DaltonMcGlamry who is first vice p resident of the American PodiatryAssociation, of Atlanta, Ga., and it is a pleasure for me to welcome

him to the committee.
The CHAMMA. We will take note of that, Senator. I am sorry

you can't be here all the time.

STATEMENT OF 0. ROSS CUNNINGHAM, MANAGER OF THE WASH-
INGTON, D.C., OFFICE, CHRISTIAN SCIENCE COMMITTEE ONPUBLICATION

Mr. CUlNINGHAM. I am manager of the Washington, D.C., office,
Christian Science Committee- on Publication. On behalf of all the
Christian Science churches and Christian Scientists in this country,
which I represent, I wish to thank you for the opportunity to express
the views of this church on H.R. 17650, the Social Security Amend-
ments of 1970.

As you know, Christian Scientists rely exclusively on spiritual
means through prayer for the prevention and cure of disease. When
a Christian Scientist becomes sick, he turns to a Christian Science
practitioner for help through prayer instead of to a physician If
nursing assistance is needed, he will seek out a Christian Science
nurse. If institutional care is required, he will go to a Christian
Science sanatorium.

On the whole, the medicare and medicaid programs, both of which
include provisions for care in Christian Science sanatoriums, have
been running smoothly as far as Christian Scientists are concerned.

47-530---70----18
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However, there are some statutory problems which are potentially
serious to us and to the programs.

Under section 1905 (a) -(16) of the Social Security Act and related
regulations, States may include Christian Science sanatoriums in
their title XIX plans. Like all institutions these sanatoriums are
required to be subject to State standard-setting authority by section
1902(a) (9). We do not think it proper to have States set standards
for the care of patients in Christian ScIence facilities. lVe are glad,
even anxious, to have States prescribe minimum levels for safety and
sanitation and to inspect our buildings regularly from these stand.
points. We would, therefore, be happy to be subject to section 1902(a)
(9) (B) of the Social Security Act (P. 134 o flie bill).

It must be understood, however, that Christian Science treatment
is quite basically different from medical treatment and cannot be
measured by medical criteria. Moreover, the States do not seem to
wish to get involved in examining a kind of nursing care which is
meaningful only as an auxiliary to religious healing.

In recognition of the peculiar situation States would find in tying
to set standards for the care of patients who are institutionalized
while seeking religious healing, the House Committee, on Ways and
Means included section 253(a) in thobill to exempt Christian Science
sanatoriums from certain institutional requirements under the medic-
aid program. Th Ways and Means Committee, however, was tinder
the impression that our sanatoriums are considered "skilled nursing
homes" under title XIX and therefore made the exemption broader
than was necessary. The language of the bill also results in our
sanatoriums being treated as 'skiled nursing homes," and thus puts
them in a part of the )rogram which would compel nearly overy State,
whether it wishes to (1o so or not, to pay for care of medicaid patients
in Christian Science sanatoriums. We do not believe the States should
be forced to include Christian Science sanatorium care as a compul-
sory benefit under title XIX and therefore suggest that section 253 (a)
be amended to read as set forth in our full statement.

Mr. Chairman, this is one instance of where an organization asks
to be taken out of something rather than to be included, but we feel
that we should have the opportunity to work these things out on the
State level and not have the Federal Govermnent force a State to
include us in the program if the State does not wish to do so.

As you know, the Socal Security Amendment of 1907 contained a
new requirement that every State with an approved plan tinder title
XIX must license all nursng home administrators. The rule applies
to the administrators of 11 facilities defined as nursing homes underState lawvi including those which are not participating in the medicaid

Fprogrami. In some States our sanatoriums are licensed as nursing
nolnes.

The States have been and are now in process of setting up nursing
home administrator licensing requirements which, in man calms In-elude course work in principles of medical care, psychologyl, phar-
macology, et cetera. License applicants will be examined on such mat-
tr as anatomy and physiology, materia media, the aging process, and
the administration of drugs.

A Christian Scientist would have deep and grave misgivings of
conscience about involving himself in such matters. If he refused to
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take the courses or tests and th6 present nursing home administrator
statute were enforced, either the Christian Science sanatorium lie
administered would be forced to close or Federal medicaid funds to
the entire State would be cut off. This would be true even if the sana-
torium had no relationship to medicare or medicaid.

We do not believe the Federal Government should compel the
States to license the directors of this unique type of institution, andi
we do not think Congress ever intended that administrators of non-
medical facilities should be required to demonstrate proficiency in
medical subeets. The House agreed with this position and has added
section 253(b) to exempt Christian Science sanatorium administrators
from being licensed. We believe this provision should be retained with-
out, change

The social security bill proposes to make medicare and medicaid
reimbursements based on expenditures for plant and equipment condi-
tional on conformity of those expenditures with an overall State
plan developed under the Partnership for Health amendments. Any
new or expanded health care facility which does not comply with the
plan will not be allowed to consider depreciation of the plant wa an
element of reasonable cost to the extent of unplanned expenditures.

This seems a reasonable approach to controlling excessive or over-
lapping expansion, but it would not work for Christian Science sana-
toriuns, because the legislation establishing comprehensive health
planning did not embrace these facilities. The House report on the
bill creating the planning program states, "* * * a facility such as those
provided by the Christian Science Church, relying solely on spiritual
means through prayer for healing would not be included as a health
care facility wit in the meaning oY this program " (H. Rept. 538, 90th
Cong., p. 21).

Thus our institutions am in the anomalous situation of being ex-
cluded from State planning, but included in the medicare and medicaid
programs. We believe that the rationale which led Congress to leave
these sanatoriums out of State planning programs should extend
to excluding them from any penalty for not complying with Stateplans.The House has seen fit to provide an exemption for Christian Science

sanatoriums in section 1122(h) of the Social Security Act (p. 87 of the
bill). We believe this subsection should also be retained as it is.

S. 4101, a bill to create a Federal Child Care Corporation, has been
introduced by yourself, Mr. Chairman to hell) provide care for
children of NN:orking parents. Although this bill is not the subject of
the current hearings, it will amend the Social Security Act by adding
a title XX, and therefore we think it appropriate to comment briefly
at this point on S. 4101. In our full statement we explain that 0hristian
Science children and staff members would have grave difficulty par-
ticipating in this pro ram unless they had some concrete assurance
that they would not. te compelled to accept medical examinations,
immunizations, physical evaluations or treatment contrary to their
religious beliefs.

Our statement. offers two amendments to the Child Care Corpora-
tion Act, which we think states clearly the prevailing Government
policy in this sort of situation.
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The CHAIRrAN. May I say to you, sir, that that is perfectly allright with me. I have complete respect for Christian Scientits. Idon't practice it myself. I have all the admiration in the world forpeople who do. They are devout. They believe in what they aredoing and I don't know what more you can expect of people thanthat they do what is right as the good Lord gives them the right tosee it.
Mr. CUNVINo , a. We certainly appreciate those thoughts andcomments, Mr. Chairman. We are a denomination now of over 104years, we are not just something that started a few decades ago. Ithink we have proven ourselves over the last century, and we arevery grateful that the Congress, the Government, and especially the.Senate Finance Committee, have recognized our particular situationin regard to our inclusion in various Federal programs, and for thiswe are very grateful.

Of course, under the Child Care Corporation Act, if a seriousthreat to the public health is involved, such as an epidemic, ChristianScientists would willingly consent to procedures considered medi.cally necessary to protect others. But we always' prefer to take careof our health in the way tauglit by our reliIon.
1We have great respect for other met ods of healing. We nevertry to insist upon our method to anyone, and if occasions occur wherethere are epidemics, although we feel that our method of treatmentprotects us, and since we are protected, others would be, we recognizethat this is not realized by everyone, and we then submit to anyform of immunization or any particular medical program that isset up in regard to epidemics, such as being isolated, so that ourfriends or neighbors, the general public will have that sense ofprotection.
It is out of our love for our fellow human beings that we do this,and this sort of particular provision has been expressed in the exemp-tions which we have asked for. We will be most happy to discusswith your staff how the purposes of our suggested amendments mightbest 6e achieved within the framework of the Child Care Corporation
1We do not know, of course, at this time whether the substance ofSenate 4101 will be added to the Social Security Act or whether itwill be in the family assistance plan or whether it will be a combina-tion of both, but we felt it important to us to bring it to your attention.(The prepared statement of Mr. Cunningham follows. Hearingcontinues on page 609.)

STATEMENT OF THIE OHRISTIAN SCIENCE CHUROII-PREGENTED nY C. RosS CUNNING-IAM, MANAGER OF THE WASHINoTON, D.C. OFFICE, CHRISTIAN SCIENCE COM-MITTEE ON PUBLICATION

SUMMARY

The Christian Science Church, with respect to H.R. 17650:1. Favors specific exemption of Christian Science sanatoriums from the require-ment of state standards of patient care In Title XIX. New language is suggestedto change section 253(a).
2. Requests that states be permitted to exempt Christian Science sanatoriumsfrom the administrator licensing requirement of section 100. Section 253(b)should be retained without change.
3. Asks that Christian Science sanatoriums, which are not deemed to be healthcare facilities for the purpose of the state health planning provision of the Public
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Health Service Act, be permitted to receive depreciation payments under Medi-
care. Section 1122(h) of the Social Security Act, which appears in section 221(a)
of the bill, should also be retained as it is.

4. Proposes that if the Federal Child Care Corporation Act is added to the
Social Security Act, a provision be included recognizing the religious rights of
Christian Science children and staff members.

STATEMENT

Mr. Chairman and Members of the Committee: My name is C. Ross Cunning-
ham. I am Manager of the Washington, D.C. Office, Christian Scence Committee
on Publication. On behalf of all the Christian Science churches and Christian
Scientists In this country, which I represent, I wish to thank you for the oppor-
tunity to express the views of this Church on H.R. 17650, the Social Security
Amendments of 1970.

As you know, Christian Scientists rely exclusively on spiritual means through
prayer for the prevention and cure of disease. When a Christian Scientist becomes
sick, he turns to a Christian Science practitioner for help through prayer instead
of to a physician. If nursing assistance Is needed, he will seek out a Christian
Science nurse. If institutional care Is required, he will go to a Christian Science
sanatorium.

On the whole, the Medicare and Medicaid programs, both of which Include pro-
visions for care in Christian Science sanatoriums, have been running smoothly
as far as Christian Scientists are concerned. However, there are some statutory
problems which are potentially serious to us and to the programs.

Under section 1905(a) (15 )of the Social Security Act and related regulations
states may include Christian Science sanatoriums In their title XIX plans. Like
all institutions, these sanatoriums are required to be subject to state standard-
setting authority by section 1902(a) (9). We do not think It proper to have
states set standards for the care of patients in Christian Science facilities. We
are glad, even anxious, to have states prescribe minimum levels for safety and
sanitation and to inspect our buildings regularly from these standpoints. We
would, therefore, be happy to be subject to section 1902(a) (0) (B) of the Social
Security Act (page 134 of the bill). It must be understood, however, that
Christian Science treatment is quite basically different from medical treatment
and cannot be measured by medical criteria. Moreover, tae states do not seem
to wish to get Involved In examining a kind of nursing care which Is meaningful
only as an auxiliary to religous healing.

In recognition of the peculiar situation states would find In trying to set
standards for the care of patients who are institutionalized while seeking
religious healing, the House Committee on Ways and Means Included section
253(a) in the bill to exempt Christian Science sanatoriums from certain insti-
tutional requirements under the Medicaid program. The Ways and Means
Committee, however, was under the Impression that our sanatoriums are con-
sidered "skilled nursing homes" under title XIX and therefore made the
exemption broader than was necessary. The language of the bill also results
in our sanatoriums being treated as "skilled nursing homes," and thus puts
them In a part of the program which would compel nearly every state, whether
It wishes to do so or not, to pay for care of Medicaid patients in Christian Science
sanatoriums. We do not believe the states should be forced to include Christian
Science sanatorium care as a compulsory benefit under title XIX and therefore
suggest that section 253(a) be amended to read as follows:

"Section 253. (a) Section 1902(a) of the Social Security Act is amended by
adding at the end thereof the following new sentence:-

'The provisions of paragraphs O(A), 29, and 32 shall not apply to Christian
Science sanatoriums operated, or listed and certified, by The First Church of
Christ, Scientist, In Boston, Massachusetts'"

LICENSING OF CHRISTIAN SCIENCE SANATORIIUM ADMINISTRATORS

As you know, the Social Security Amendments of 1907 contained a new re-
quirement that every state with an approved plan under title XIX must license
all nursing home administrators. The rule applies to the administrators of all
facilities defined as nursing homes under state law, Including those which are
not participating In the Medicaid program. In some states our sanatoriums are
licensed as nursing homes.
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The states have been and are now in process of setting up nursing home ad-
ministrator licensing requirements which, in many eases, Include course work
in principles of medical care, psychology, pharmacology, etc. License applicants
will be examined oi such matters as anatomy and physiology, inaterla medica,
the aging process, and the administration of drugs.

A Christian Scientist would have deep and grave misgivings of conscience about
Involving himself In such matters. If he refused to take the courses or tests
and the present nursing home administrator statute were enforced, either the
Christian Science sanatorium he administered would be forced to close or
Federal Medicaid funds to the entire state would be cut off. This would be true
even if the sanatorium had no relationship to Medicare or Medicaid.

We do not believe the tlederal government should compel the states to license
the directors of this unique type of institution, and we do not think Congress ever
Intended that administrators of non-medical facilities should be required to deni-
onstrate proficiency in medical subjects. The House agreed with this position and
has added section 253(b) to exempt Christian Science ,inatorium administrators
from being licensed. We believe this provision should be retained Without change.

The Social Security bill proposes to make Medicare and Medicaid reimburse-
ments based on expenditures for plant and equipment conditional on conformity
of those expenditures with an overall state plan developed under the Partner-
ship for Health Amendments. Any new or expanded health care facility-which
does not comply with the plan will not be allowed to consider depreciation of
the plant as an element of reasonable cost to the extent of unplanned expendi-
tures.

This seems a reasonable approach to controlling excessive or overlapping ex-
pansion, but It would not work for Christian Science sanatoriums, because the
legislation establishing comprehensive health planning did not embrace these
facilities. The House Report on the bill creating the planning program states,
".. a facility such as those provided by the Christian Science Church, relying
solely on spiritual means through prayer for healing, would not be included as
a health care facility within the meaning of this program" (House Report No.
538, 90th Congress, p. 21).

Thus our institutions are in the anomalous situation of being excluded from
state planning, but included in the Medicare and Medicaid programs. We believe
that the rationale which led Congress to leave these sanatoriums out of state
planning programs should extend to excluding them from any penalty for not
complying with state plans.

The House has seen fit to provide an exemption for Christian Science sana-
torlums in section 1122(h) of the Social Security Act (page 87 of the bill). We
believe this subsection should also be retained as It Is.

S. 4101, a bill to create a Federal Child Care Orporation, has been introduced
by Chairman Long of this Committee to help provide care for children of
working parents. Although this bill Is not the subject of the current hearings,
It will amend the Social Security Act by adding a title XX, and therefore we
think it appropriate tocomment briefly at this point on S. 4101.

The Federal Child Care Corporation Act sets high standards for child care
facilities and their operations, among which are some designed to protect the
health of children using the Corporation's facilities. The way the Act is presently
worded, however, parents who are Christian Scientists would have grave prob-
lems about entering their children in a facility under the program. We do not
object to any standards aimed at preserving the health of those who choose
medical methods of health protection, nor do we object to standards to protect
groups of children from epidemics of communicable diseases. At the ,sno time,
however, we believe the Act should include a statement which would adequately
preserve the religious rights of those who rely exclusively on spiritual means
through prayer for the protection of their health, as Christian Scientists do.

Christian Scientists have h'ad broad experience with this type of health pro-
vision as it affects children In the public schools of the fifty States. Thirty seven
states have laws requiring immunization against one or more diseases, and nearly
all of the-e exempt Christian Scientists from immunization requirements. We
would be glad to furnish you with specifle data on state vaccination and Immunl-
zation laws, if you would find it helpful. Whereas most children are protected
against a disease by medical Immunization, Christian Science children are pro-
tected through our own method of treatment. Also, according to medical opinion,
those who have not been medically immunized cannot transmit the disease to
those who have been Immunized.
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Christian Scientists would also have difficulty in serving as staff members ofchild care facilities unless the program acknowledges their right to govern theirown health care, with due consideration for the public health. We ask only thit

the administrators of the program be instructed to recognize our individualreligious rights, and are quite willing to work with them on more specific
regulations of staff health requirements.

The Congress has traditionally exempted persons with religious objectionsfrom immunization and treatment in situations like this. For instance, the Vac-cination Assistance Act (Public Law 87-868) clearly exempts persons who chooseto decUne vaccination, and the Social Security Act Itself cntaihs two sections(515 and 1907) which make it clear that the health benefits in titles V and XIXare voluntary. In the present Congress the Senate has made two exemptions insimilar programs at our request. S. 2264, The Communicable Disease Controland Vaccination Assistance Amendments of 1969, which has passed tile Senateand extends the provisions of Public Law 87-868, again states that the inmmu-
nization provided for In the Act may be declined by any Individual. S. 3648, theDistrict of Colimbla Health Improvement Act, whicji was enacted by the
Senate on July 30, 1070, provides:

"See. 303. No vaccination, immunization, or tuberculin test shall be requiredof any child whose parent or guardian objects thereto in writing on groundsthat such vaccination, immunization, or tuberculin test is contrary to his religious
teachings and practices."

Thus, by specifically recognizing the religious rights of children who prefer notto undergo medical examination, treatment, etc., you would merely be conforming
the Child Care Corporation Act to existing Federal statutes and policies.In an effort to clarify these points in your bill, we suggest the following amend-
ments to section 2004(d) (1) and (5) :

Delete the semicolon at the end of sec. 2004(d) (1), page 0 line 22, and add:"provided, however, that no child seeking to enter or receiving care shall be
required to undergo any medical examination, immunization, physical evaluation
or treatment (except to the extent necessary to protect the public from epidemicsof contagious diseases) if his parent or guardian objects thereto in writing onreligious grounds ;"Delete the semicolon at the end of see. 2004 (d) (5), page 10 line 14, and add:"provided, however, that any rules and regulations Involving medical exami-nation, immunization, or physical evaluation of staff members of such facility
shall inclu.I appropriate exemptions (with due consideration to the protectionof the public from epidemics of contagious diseases) for those who object thereto
on religious grounds."

We will be most happy to discuss with your staff how the purposes of oursuggested amendments might best be achieved wilthin the framework of tileChild Care Corporation Act. We do not know, of course, at this time whether thesubstance of S. 4101 will be added to the Social Security Act Amendments of 1970.In closing let us thank you for the consideration this Committee has alwaysgiven us as well as for this opportunity to testify. The main thing to remember
is that. we seek legislative changes not to advance our denomination, but be-cause of the hundreds of thousands of sincere citizens seeking to practice theirdeeply-felt religious convictions in freedom and at the same time participate inand support the social progress represented by these programs. We believethat the suggestions made In this statement can only improve the programs they
are addressed to, and will not weaken them In any way.

The CHAIRMAN. Mfr. Cunningham, just for the record, I would like
E to ask you a question.

Mr. CuNXIXGo1A. Of course.
The CHA.IRI~~x. Please understand I totally and completely respectthe views of the Christian Scientists and for'all I know you might. be100 percent. right and everybody who goes to a doctor might be a

hund red percent wrong. I am n ot going to quarrel about that be-
cause-Mr.l' CUNNINOII.I We won't argue either.

The C1A1R.N!AN,. Because you can't very well argue with a man abouthis religion, and if lie really believes that by not taking medicine hischances of surviving are better or if lie thinks that if the good Lord

I



610

wants to call him home lie shouldn't interfere with that decision on
the part of the Deity, that is his privilege.

But now, just what is your reaction to a situation where a person
has a bacterial infection for which you have a drug that is supposed
to give him a good chance of surviving. Let's take pneumonia. If he
has a serious infection of pneumonia, medical science would contend
that you would give him an antibiotic and it would improve his chances
of surviving by two or three times over what it wouldbe if you didn't
giove it to him.Now I know Christian Science would advocate he should not, take
that medicine and not call that doctor. What is your argument when
the percentages would indicate that medicine would help the person?

Mr. CUNNINGHAM. Well, we firmly believe, Senator, that a situation
like that, first of all, should not be ignored, that something has to be
(tone, that treatment must be given.

Our treatment, though, is different. It has often been said that we
don't take medicine. However, we do, but our medicine is of a different
type. Our medicine is prayer, and we take doses of medicine constantly,
but it is prayer.

It, has also been said that we don't go to a physician. We-do, but our
physician is God, and we go to him constantly. So we, through our
religion, through our understanding of what God, man, and their
relationship is, would pray and take the medicine which to us would be
the most effective in the world.

We could discuss this at some length and point out various things
from the Bible which we feel sets this forth in the founding of the
Christian religion. We could quote you statistics to the nth degree as
to instances where Christian Scienme has healed cases where material
inedica has given up.

In fact, most of the people when the Christian Science religion first
started, most of those who became scientists did so because Christian
Science healed them after materia medica couldn't. So we would say
that if a person had an illness such as you described, they must do some-
thing. In other words, this is not to be ignored. It isn't, you see, that we
refuse medicine or refuse doctors. It is that we prefer to use our method
of medicine and to go to our physician. This is the whole difference.

The CHAISIAN. Now, I did i'ant to ask about this matter.
Mr. CUININGHA.M. Yes.
The CHrAui-r,. It is costing a fairly substantial amount in some.

of our Christian Science sanatoriums. Ior example, we are paying as
much as $70 a day for care in a Christian Science sanatorium and that
is as much as we pay in some hospitals where they are administering
a lot of services that your people do not advocate.

Now, why would the cost be so much, $70 a day?
Mr. CUNNINOnA3I. I think I know the sanatorium which you may

e referring to.
The Cn.AinRf.Ax. Actually there are several.
Mr. CUNNINGA-3. Well, there is one currently at least within the

last year. But also in those figures, of course, it will show up there are
some that are charging no more than $25, $30, and such figures as
that.

The one that is charging, that 1ine at least submitted bills that are
so high is because of a peculiar situation, and I think maybe you are
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referring to High Ridge House in Bedford Hills. Is that in New
York?
The CHAIRMAN. Well, there are several here; Broadview at Los

Angeles, Christian Science at San Francisco, Concord House in De-
troit , High Ridge at Now York.

Mr. CU-N;NGAi. All right. I can, if you would like and you want
to take the time, go over and discuss them one by one or if you would
prefer we can discuss them with the staff.

The CHAIRMAN. Here is one Canterberry Crest at Tigard, Oreg.
Their daily cost is $95.Mr. Co NN€lX¢UaN. W0ell that, of course, was unaudited and is un-
paid. Well, the thing that happened there, it went from $95 down to
$40 but there were only four patients.

The CHAIRAfA,,. Al I would like generally-
Mfr. CUNNINOIIAM. For the whole year.
The CHAIRMAN. I just want to get some indication as to what

services they perform in these Christian Science sanatoriums which
cause these charges to be quite high in some cases. They are not doing
the same things that are done in other hospitals. What is it they are
doing that is costing this muh money?

Mr. CuNNINOIM A. In some cases admittedly our costs have been
high and we have been attempting in every way to get them down.
For instance, in one sanatorium by changing administrators getting
someone who was far more knowledgeable and proficient in the work,
the costs were reduced 25 to 30 percent. However, we do have certain
'built-in costs that area little different from hospitals. For instance,
each patient is in a private room, and this is due to the fact that the
method of treatment, which is purely religious, purely through prayer
very frankly it is difficult to be given if there are a great number of
people around. In other words, you take your problem to God in pri-
vate, and work it out individually and with the help of a practitioner
in private.

Also it must be realized that our sanatoriums are considered both as
hospitals and extended care facilities. So this sometimes increases
medicare costs in a way not present in a medical institution.

The CHAIRMAN. 1e also have this other problem; the length of
of stay runs longer.

Mr. CUNNINo1AM. Yes, this is true.
The CIJA R'MAN. For example, the length of stay runs anywhere

from two to four times as long as the average stay we are paying for
in hospitals and the reason for that is-mind- you, please understand I
am not here to quarrel with you,

Mr. CUNNINOHAM. I know that.
The CHAIRMAN. I would just like to raise this question. In view of

the fact that your approach is different and your treatment is different
and the length of stay is different, why don't we consider an entirely
separate type of arrangement for the Christian Science sanatoriums
than we do for the medical hospitals-handle them on an entirely
different basis.

Mr. CUNNINGHA1. Well. you do in many ways. You give us special
recognition because of the d ifferent n atie of our care.

Let. me explain as to why perhaps our length of stay is a little
longer. A Christian Scientist wouldn't be going to a sanatorium unless
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it. was a situation that he had not been able to work out at home, that
required a certain amount of nursing care that couldn't be given
at home.

For instance, someone might have an attack of appendicitis and it
would be healed through Christian Science in a day or so. That person
wouldn't have gone to a sanatorium and wouldn't have had the cost of
sanatorium care.

The individuals who are scientists who go to sanatoriums are those
who have problems that they haven't worked out yet, and so they
are usually of a far more serious nature than someone who would be
going to a medical institution.

So because of that, because of the nature of the problem, it seems
that, they stay there a longer period of time. However, proportionately
we would jutdge that the number of Christian Scientists who go to
one of our institutions is much less than the number of people who use
medical treatment would go to a hospital. So although our people
stay longer, we have fewer people going.

Th1e CJATRINRAN. My thought is that in view of the fact that theapproach of the Christian Scientists is entirely different from, the ap-

proach of those who go to medical hospitals, that perhaps we ought to
work out some equitable arrangement by which we determine what
the pro rata share of the money would be and simply provide that'for
a program for Christian Science.

Mr. CUNNINOuMM . Well, this we would like to discuss with you first.
It has many ramifications.

The system, as far as we are concerned, to date has worked very
efficiently. We have some of our own built-in problems in the adminis-
tering and the improving of our facilities which we are attempting to
do, and I am grateful to say there has been much progress.

Also, as far as the rates are concerned in the study that was made,
we would suggest that they really only consider the last 2 or 3 years
because the method of reporting for 1966 and 1967 was entirely
different. They asked us at one time to report everybody in the institu-
tions. Then they decided, well, no, just everybody who would be en-
titled to medicare because of being 65 and over, so you have some very,
well what looked like some very inconsistent figures as to the number of
people admitted.

Regarding the rates, we have run into the same thing as other care
facilities in that our costs are going up, hopefully not as much propor-
tionately as the medical institutions. 1o are doiig everything that we
can. We have a department of care which constantly goes around
the country making sure that our institutions are run to our high
standards, that the administrators am following the various procedures
set forth by the department of care, and we do everything we possibly
can to bring these up to the very best care facility of its type that we
can.

The CwITARMAN. We might try to work out a type program tailored
to fit the Christian Science religion rather than the one designed to
fit the medical practice, and if we do it might help solve your prob-
lems and also help solve ours.

-Mr. CUmqNINOIAM. This could be because the program is tailored
for medical institutions, and since it is directed that way then we have
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to get exemptions and special considerations and so forth from the law
which, as usually written, covers all care institutions.

Maybe there should be some special section of the medical bill
that would say Christian Science sanatoriums are a p art of it, and setforth their particular approach in a way that wouldn't intrude uponthe medical method of treatment, and we wouldn't be interfered with
by just general laws and regulations that could by interpretation im-
pede our method of treatment.

The CHAIMAN. 'Well, thank you very much Mr. Cunningham.If there is something more you want to add, I suppose you might
summarize that, I think you have made a good statement.

Mr. CUNNINGHAM. Well, I would just like to thank you for theconsideration the committee has always given us. I think the mainthing to remember is that we seek legislative changes not to advanceour denomination, but because of the hundreds of thousands of sin-
cere citizens seeking to practice their deeply felt religious convictionsin freedom and, at tije same time, participate in and support the social
progress represented by these programs. We feel they are excellent
l)rograms, and we believe that the suggestions made in the statementcan only improve the programs they are addressed to and won'tweaken them in any way. We are always grateful to have the oppor-
tunity to appear before you.

The IIAIRMAN. The next witness is Dr. V. Eugene McCrary,
Cunningham.

Mr. CuNN,INJAM%. Thank you.
The ChiAIRMAx. The next witness is Dr. V. Eugene McCrar,

chairman, Committee on Federal Legislation American Optometric
Association, accompanied by Dr. Harold F. emer consultantricsocial security to the Division of National Affairs, Richard . Averil,
director, Division of National Affairs, and Donald F. Iavanty,director of federal legislation.We are pleased to welcome you, Dr. McCrary.

STATEMENT OF DR. V. EUGENE MoCRARY, CHAIRMAN, COMMITTEE
ON FEDERAL LEGISLATION, AMERICAN OPTOMETRIC ASSOCIA-
TION; ACCOMPANIED BY DR. HAROLD F. DEMMER, CONSULTANT
ON SOCIAL SECURITY TO THE DIVISION OF NATIONAL AFFAIRS;
RICHARD W. AVERILI, DIRECTOR, DIVISION OF NATIONAL
AFFAIRS; AND DONALD F. LAVANTY, DIRECTOR OF FEDERAL
LEGISLATION

Dr. MCCRARY. Thank you, Mr. Chairman.
Mr. Chairman and distinguished members of the committee, I amDr. V. Eugene McCrary, an optometrist actively engaged in private

practice in College Park, Md. I am chairman of the American Op-
tometric Association Committee on Federal Legislation and a pastpresident of the AOA. To conserve your time, a brief biographical
sketch is attached to my statement.

Accompanying me today are Dr. Harold Demmer, an optometrist
from Moma, U.; Richard IV. Avorill director of the AOA Wash-ington office; and Donald F. Lavanty, staff director of Federal Leg-islation in the Washington office. Dr. Demmer is a special consultant
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on social security for the AOA Division of National Affairs; Mr.
Averill holds the juris doctor degree from American University;
and Mr. Lavanty was awarded the L.L.B. degree from George
Washington University.

I realize, Mr. Chairman, we are pressed for time in these hearings
and I would like the privilege at this point of inserting the statement
into the record as we have it prepared and also to insert a second
statement dealing with the topic of Peer Review.

The CHAILRMWAN. Yes, that will be done.
Dr. McCRARY. Thank you. I will excerpt certain parts from the

prepared statement.
The CHAIRMAN. Please do that.
(The documents referred to follow. Hearing continues on page 619.)

STATEMENT OF V. EUGENE MOOCRARY, O.D., FOR TiE AMERICAN OPTOMETRIC
ASSOCIATION

INTRODUCTION

Mr. Chairman and distinguished members of the Committee: Thank you for
the opportunity of appearing here today.

I am Doctor V. Eugene McCrary, an optometrist actively engaged in private
practice In College Park, Maryland. I am Chairman of the American Optometric
Association Committee on Federal Legislation, and a Past President of the AOA.
To conserve your time, a brief biographical sketch Is attached to my statement.

Accompanying me today are Doctor Harold Deimer, an optometrist from
Houma, Louisiana; Richard W. Averill, Director of the AOA Washington
Office; and Donald F. Lavanty, Staff Director of Federal Legislation in the
Washington Office. Doctor Demmer is a special consultant on Social Security
for the AOA Division of National Affairs; Mr. Averill holds the Jurls Doctor
degree from American University; and Mr. Lavanty was awarded the L.L.B.
degree from George Washington University.

THE AMERICAN OPTOMETRIO ASSOCIATION
The American Optometric,Associatlon Is a federation of 51 optometric societies

or associations representing all the States and the District of Columbia. Present
membership in the organization Is 15,480.

ASSOCIATION SUPPORTS S. 1402

"Americans of age 65 and over-though drawing substantial, essential
economic assistance from Medicare, and to a much lesser extent, from Medicaid-
nevertheless continue to be the major victims of unresolved problems related
to the costs, quality and availability of medical care in the United States today."

That statement, contained In an Advisory Committee report for the Senate
Special Committee on Aging, broadly encompasses the problem I wish to bring
to your attention today.

One of the unresolved problems in the provision of health care to Medicare
beneficiaries is the lack of availability of vision care and convenient access to
over 17,000 optometrists specifically educated and State-licensed to provide such
care.

The lack of access to optometrists and their services constitutes, at the least,
an inconvenience to Medicare beneficiaries who need allowable eye care serv-
ices. The language of Title XVIII of the Social Security Act requires them to
seek eye care from a physician skilled in diseases of the eye. For those benefi-
ciaries who have elected for many years to obtain vision care front optometrists,
the present language of Seetion V61(r) constitutes a serious inequity: the
beneficiary Is denied his free choice of eye care practitioner.

The House Ways and Means Committee addressed this matter In Its recent
Report 91-1090 on the legislation you are considering. Page 06 of the Report
contains the following statement:
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. . . the Medicare provisions as related to optometrists may need revision In
that some optometric services when provided by a physician are covered, but
may not be covered when provided by an optometrist."

These services include prescribing and fitting of'post-cataract contact lenses
and eyeglasses and services which are incidental to such prescribing and fitting,
and the, fitting of urtifical eyes as provided for under the present provisions of
Title XVIII.

The Report also stated that the Department of Health, Education, and Wel-
fare should "submit language . . . designed to remove any existing inequity."

Adoption of S. 1402 would be an adequate solution to the problem. That bill
would, clearly and simply, Include an optometrist In the definition of "physi-
cian" under Section 1861(r) of Title XVIII by addition of the following
subparagraph:

"(4) a doctor of optometry, but only with respect to functions which he is
legally authorized to perform by the State in which he performs them."

This language is familiar to most of you on the Committee, for it is the
same language approved by this Committee and subsequently adopted by the
Senate when amendments to Medicare were considered in 1967. At that time,
however, the House conferees did not concur.

Adoption of this amendment to 1861(r) would not increase costs because
the allowable services would remain as they are. There would be no broadening
of the services available. Addition of the language proposed by S. 1402 would
only serve to remove the existing inequities which create unnecessary hardships
for Medicare beneficiaries, and would make presently allowable services more
conveniently available to them.

Inclusion of optometrists under Section 1861(r) would permit optometrists to
certify the need for such services and provide services which are optometric in
character for which other practitioners are currently being reimbursed.

AVAILABILITY OF OARE; GEOGRAPHICAL DISTRIBUTION OF OPTOMETRISTS

An Advisory Committee to the Senate Special Committee on Aging found that
39% of all persons age 65 or over reside in nonmetropolitan areas. This means
that between one third and one half of all Medicare beneficiaries may be sub-
Jected to the personal inconvenience, unnecessary expense, and potential phys-
ical hardship which constitute major barriers to prompt eye care under the
present provisions of 1861(r).

,The Inclusion of optometrists under 1861(r) would eliminate the need for
Medicare eligibles to travel to metropolitan areas for allowable eye care serv-
ices. Optometric care is available in 5,438 cities and towns of all sizes through-
out these United States.

UTILIZATION OF hIEALTII MANPOWER

Congress has repeatedly expressed its recognition of the growing shortage
of all health manpower and has enacted new programs specifically for the cdiu-
cation of optometrists and other health professionals. So long as a shortage
exists, it is especially important that all health manpower be utilized
effectively.

Pull utilization of the skills of optometrists for eye care services under Medi-
care would result in the most prompt attention possible for the beneficiaries who
need allowable services optometrists can provide. Many times the delay in
treatment caused by an Inordinate amount of time for transportation can have
serious and preventable consequences. This works against the best Interests
of the patient. Providing access to the services of optometrists would, at the same
time, restore the beneficiaries' freedom to choose whatever eye care practitioners
they may select.

CONGRESSIONAL AND OTHER FEDERAL RECOGNITION OF OPTOMnrRY

Both the Congress and the Department of Health, Education, and Welfare
have determined that optometric vision care Is a vital component in the Na-
tion's health care system.

Optometry Is one of the five primary independent health professions eligible
for Federal support of its-schools and colleges under the Health Professions
Educational Assistance Act of 1963 as amended in 165 and included in the
Health Manpower Act of 1968. The other Independent health care professions
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which qualify for such assistance are medicine, osteopathic medicine, dentistry,
and podiatry, all of which are included in Section 1801(r) of Title XVIII.

The Federal government has a largo investment In schools and colleges of
optometry, under programs approved by the Congress to educate and graduate
more optometrists and make their services available to the public. It is in-
conceivable that the Congress really Intended that beneficiaries of Federally-
funded health core delivery programs such as Medicare should be denied ac-
cess to those very practitioners the Federal government has helped to educate.

Inclusion of oplometry in the Ilealth Professions Educational Assistance Act
is by no means the only manifestation of Congressional recognition accorded
optometry. Legislation making specific provisions for optometry in Federal pro-
grams Includes the Vocational Rehabilitation Act of 1968; the Allied Health
Professions Assistance Act; Title XI, National Housing Act, providing for Fed-
erally guaranteed financing for construction of group practice facilities including
optometric care; Titles II, V, X, XVI, and XIX of the Social Security Act; the
Highway Safety Act of 1066; the Medical Libraries Assistance Act; and others.

Various departments, agencies, and bureaus of the Federal government recog-
nize and utilize the services of optometrists. There are, today, over 600 optom-
etrists on active duty In the Armed Services; a number of optometrists are
pursuing their optometric careers as members of the Public Health Service
Commissioned Corps; and nearly 40 optometrists are assigned today as con-
sultants to such Federal programs as Project lead Start, the Public Health
Service Division of Indian Health, the Peace Corps, the Civil Service Commis-
sion, the Veterans Administration, the Office of Emergency Preperedness, and
others.

It certainly seems to us highly inconsistent that the Congress on one hand
fully recognizes optometry as a profession yet for purposes of the Medicare
program effectively bars the access of beneficiaries to the care optometrists are
educated and licensed to provide.

Recognition of the Importance of prompt optometric care for dependents of
military personnel Is evidenced by a recent directive concerning the "military
Medicare" program, formally known as the Civilian Health and Medical Pro-
gram of the Uniformed Services (CHAMPUS). Although routine eye examina-
tions and ordinary spectacles are not authorized under the CAMPUS program,
regulations under 5-2-L provide for 'Ispecial lenses or contact lenses for those
eye conditions which will require these items for complete medical or surgical
management of the condition. Also, eye examinations performed by an ophathal-
mologist or doctor of optometry for the purpose of ruling out a pathological
condition."

The Selective Service System grants optometry students I-S deferments for
completion of their four year professional degree courses, and drafts optometrists
only under the "Doctor's Draft," to which they are subject until age 35. The
only other health care professions whose practitioners have been drafted under
provisions of the Doctor's Draft are doctors of medicine, doctors of osteopathy,
dentists, and veterinarians.

Proposed legislation to establish a system of National Health Insurance also
shows the intent of many members of both the Senate and House of Repre-
sentatives to assure that Americans covered by National Health Insurance have
the freedom to choose either an optometrist or physician skilled in diseases of
the eye when allowable services are required by the beneficiary. S. 4207, intro-
duced by Senator Edward Kennedy with co-sponsorship of 18 other Senators,
specifically designates optometrists as providers of optometric services. Repre-
sentativo Martha Griffiths, author of H.R. 17806 proposing a National Health
Insurance plan, has stated: "It Is my intention to cover optometrists, in the
final drafting of the bill, either by defining them as referral physicians or
primary physicians."

AMERICAN OPTOMETRIC ASSOCIATION POSITION ON SENATE AMENDMENT # 756

Senate Amendment # 750 incorporates the provisions of S. 1890, a bill intro-
duced earlier by Senator Vance Hartke, to extend medicare services to include
provision of drugs, routine eye care and eyeglasses, routine dental services,
dentures, and hearing aids. All of those items are of great importance to medi-
care beneficiaries. Those items and services, while not increasing in cost as
rapidly as general health and hopsital care, can create worrisome financial
problems for individuals In the 65-and-over age group who must live on fixed
incomes.
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Senate Report 91-875, a Report of the Special Committee on Aging which I
mentioned earlier, touches on this problem. Page 29 of the Report contains this
paragraph:

"Other Non-Covered Needs-Medicare does not now cover dental, foot and
eye care, eyeglasses, hearing aids and most types of medical appliances. In
addition, there are limitations on the length of stay in a hospital or nursing
home and the number of home health visits which are paid for. 'These (in-
cluding prescription drugs) are the principle limitations which require the
elderly even under medicare to meet more than half of their health care costs,'
said Advisory Committee member Bert Seidman."

It is the fervent hope of the American Optometric Association that these
items can and will be included under medicare, for optometric care will enrich
the quality of life for Title XVIII recipients. The time has arrived when the
Congress and all components of the health care system can no longer deny the
existence of vision care as a primary health need rather than as an auxiliary,
supplemental or "incidental" health service. Those who are eligible for health
benefits under the medicare program want and need visions care services.

A recent publication, "The Golden Years: a Tarnished Myth," prepared for
the Office of Economic Opportunity by the National Council on the Aging, states
(on page 147): "Within the context of the existing Medicare program, the fol-
lowing are the most desirable extensions from the point of view of the older
poor, and they are recommended to the Congress: 1) coverage for prescription
drugs, out of the hospital; 2) dental care, Including dentures; 3) eye care, in-
cluding eyeglasses. ... ." and three other Items The study conducted by the
National Council on the Aging showed that poor vision ranked first among the
major symptomatic complaints of individuals identified in the study as poor
or near poor. In the group identified as "poor", 68% of those in the study said
poor vision was their greatest complaint; among the "near poor", 58% rated
poor vision as their major complaint. This is but one more convincing bit of
evidence, developed at Federal government expense, of the need for making
professional vision care conveniently available to the elderly in America.

In testimony presented by the American Optometric Association before the
House Ways and Means Committee last October, we presented a basic plan
complete with estimated costs, whereby Medicare beneficiaries would receive
a complete vision examination and evaluation every two years. The beneficiaries
would assume the responsibility for obtaining whatever ophthalmic devices
which might be required. Because preventive health care of this type reduces
the need for more drastic medical correction at some later date, it can be ex-
pected that the total cost per patient covered might be less over the years than
experienced under the present system.

Mr. Chairman, we feel that periodic complete vision evaluations are a "must"
for our senior citizens under Medicare. We support the concept that such vision
care should be provided at the earliest moment Congress finds it economically
feasible.

SUMMARY AND RECOMMENDATIONS

For the reasons we have outlined, Mr. Chairman, the American Optometric
Association urges that the Senate adopt, as it did In the 90th Congress, an
amendment to include a doctor of optometry In Section 1801(r) of Title XVIIi.

Adoption of S. 1402 would permit the beneficiary to go directly to the physi-
clan or optometrist of his choice.

Adoption of S. 1402 would avoid the additional delay and expense created by
the present requirement that a physician must certify the "medical need" of a
beneficiary to consult an eye eare specialist.

Adoption of S. 1402 would not alter the mode of practice of optometrists or
physicians; neither would it conflict nor interfere in ay way with State laws
governing the practice of optometry or medicine.

Utilization of allowable eye care services would not necessarily be increased;
rather, those beneficiaries requiring such allowable services would simply be
able to obtain them with less difficulty. This, it seems to us, is a reasonable and
valid expectation and is in accord with the spirit and Inten, of the law.

On behalf of the American Optometric Association, I thank you for your time
and attention. Now, if you have any questions, Dr. Demmer, Mr. Averlll, Mr.
Lavanty and I would be happy to attempt to respond to them.
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STATEMENT OF THE AMERIOAN OPToMrETBxo AsSOOIATION ON SENATE
AMENDMENT NO. 851 TO H.R 17550

Mr. Chairman and members of the Committee: The American Optometric Asso-
clation Is deeply concerned about the possible effects of adoption of Senate
Amendment 851 proposed by Senator Bennett to Improve those Sections of the
Social Security Act which deal with professional standards review.

The American Optometric Association appreciates the praiseworthy motives
of Senator Bennett evidenced by his desire to improve the professional standards
review system, particularly with respect to Title XVIII and Title XIX programs

Investigations and studies of programs under both Titles, conducted under the
auspices of your Committee, have shown quite conclusively that more effective
methods of review might have resulted in better health care services for bene-
ficiaries of the Medicare and Medicaid programs and might also have saved
considerable sums of taxpayer's money during the first four years the programs
were operable. In light of your investigations and studies, it would appear that
revision of the professional review system is justified.

It is not our intent to criticize the Congress nor the Executive branch for the
weaknesses which have become apparent in the professional review system built
Into the original Medicare and Medicaid legislation. Quite on the contrary, we feel
the initial approach to the problem of fair and orderly review was basically an
outstanding first attempt to maintain quality services and create the necessary
controls. We believe the Congress adopted the best system it was possible to
devise without the benefit of several years' experience in operation of the Medi-
care and Medicaid programs.

Now that both programs have been operating for some time, the Social Security
Administration and appropriate units of the Congress have available a consider-
able body of data on costs and the effectiveness of controls and systems originally
included in the Medicare and Medicaid legislation. With this information avail-
able, it should now be possible to initiate general Improvements in the profes-
sional standards review sections of Titles XVIII, XIX, and the other Titles of
the Act which rely upon peer review for maximum efficiency.

It Is disconcerting to note that the language of Senator Bennett's amendment,
number 851, might have the effect of erroneously redefining "peer review" beyond
recognition of the term as it is understood today by the Congress, the Executive
Branch, and the health care practitioners whose performance is subject to
review.

The very phrase "peer review" states succinctly the manner in which pro-
fessional standards review must be conducted if it is to be feasible, fair, and
fruitful. The phrase states-and simply means-that health care services pro.
vided by any given professional practitioner shall be reviewed by other health
care professionals whose training and expertise are equal to those of the practi-
tioner whose professional standards, ethics, performance and procedures are to
be reviewed.

Optometrists cannot and should not Le permitted nor required to judge the
efficacy of treatment or patient management provided by a physician. Conversely,
a physician who hs no optometric education cannot and should not be per-
mitted nor required to pass Judgment on the efficacy of services provided by an
optometrist.

Adoption of Amendment 851 in its present form would result in a situation
where the performance of every health care practitioner-optometrist, dentist,
osteopathic physician, or podiatrist-would be subject to professional standards
review performed solely by doctors of medicine. This could in no way be con-
sidered "peer review", either by dictionary definition or common usage.

Well organized professional standards review Eechanisms are readily avail-
able in every State for true peer review of the performance of practitioners
within each of the health professions. Just as the present peer review mechanism
provided by State medical societies is available for review of the performance
of doctors of medicine, there is likewise such a State-level mechanism available,
ready and willing to assume the responsibility for review of services provided
by each of the other health professions. For example, each State and the District
of Columbia has its own optometric society or association, through which an
appropriate review system can readily be established. In fact, optometry's ex-
perience with such a system dates back to the early 1960's when a peer review
system became necessary under the newly-enacted Kerr-Mills legislation, fore-
runner of today's Title XIX.
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Each State society or association for each health care profession is keenly
Interested In providing the best possible health care service for every patient
within the scope of that profession's licensing statutes; each is keenly sensitive
to the need for maintaining high ethical standards of practice; each one is
concerned with providing full value for each dollar invested by the Federal
government and the taxpayer iu delivery of quality health services. And each
of these organizations accepts its responsibility to police Its own membership
firmly and fairly In administration of publicly financed or publicly assisted
programs.

It is the hope of the American Optometric Assoclation and its members that
this Committee will accord each of the State societies of the health care pro-
fessions the opportunity to assume their.rlghtful roles in the conduct of pro-
fessional standards review under Medicare and Medicaid.

The American Optometric Association agrees wholeheartedly with the concept
of "peer review," and urges that it be strengthened as a valid and valuable
management control within the Medicare and Medicaid programs. We urge that
the professional standards review system be improved in such a manner as to
carry out the basic intent of Senator Bennett's amendment.

Dr. "MCCRARY. The American Optometric Association is a federa-
tion of 51 optometric societies or associations representing all the
States and the District of Columbia. Present menm bership in the or-
ganization is 15,480.

One of the unresolved problems in the provision of health care to
medicare beneficiaries is the lack of availability of vision care and
convenient access to over 17,000 optometrists specifically educated and
State-licensed to provide such care.

'file lack of access to optometrists and their services constitutes, at
the least, all inconvenience to medicare beneficiaries who need allow-
able eye care services. The language of title XVIII of the Social
Security Act requires them to seek eye care from a physician skilled in
diseases of the eye. For those beneficiaries who have elected for many
'ears to obtain vision care from optometrists, the present language

of section 1861(r) constitutes a serious inequity: the beneficiary is
denied his frve choice of eye care practitioner.
Tie House Ways and Means Committee addressed this matter in

its recent Report 91-1096 on the legislation which is now being con-
sidered by this committee. Page 66 of that report contains the fol-
lowing statement, and I quote:

the medicare provisions as related to optometrists may need revision In
that some optometric services when provided by a physician are covered, but
may not be covered vhen provided by an optometrist.

Adoption of S. 1402 would be an adequate solution to the problem.
That bill would, clearly and simply, include an optometrist in the defi-
nition of "physician" under section 1861 (r) of title XVIII by addi-
tion of the following subparagraph:

(4) a doctor of optometry, but only with respect to functions which he Is
legally authorized to perform by the State in which he performs them.

This language is familiar to most of you on the committee, for it is
the same language aPl)proved by this committee and subsequently
adopted by the Senate when amendments to medicare, were considered
in 1967. At that time, however, the House conferees (lid not concur.

Adoption of this amendment to 1861 () would not increase costs
becarso the allowable services would remain as they are. There would
bo na broadening of the services available. Addition of the language
proposed by S. 1402 would. only serve to remove the existing in-
equitie§ which create unnecessary hardships for medicare beneficiaries,

47-530-70-pt. 2-19
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and would make presently allowable services more conveniently avail-
able to them.Inclusion of olptometrists tinder section 1861 (r) would permit op-
tomietrists to certify tihe need for such services and provide services
which are optomietric in character for which other practitioners are
currently being reimbursed.

An advisory committee to the Senate Special Committee On Aging

found that 39 percent of all persons age 65 or over reside in nonmetro-
politan areas. This means that between one-third and one-half of all
medicare beneficiaries may be subjected to the personal inconvenience,
unnecessary expense, anai potential physical hardship which con-
stitute major barriers to prompt eye care under the present provisions
of 1861(r). And I say that in relation to the accessibility of care.

It is our feeling that the inclusion of every optometrist under 1861
(r) would eliminate the need for medicare eligibles to travel to metro-
politan areas and wait in long lines for allowable eye care services.
Optometric care is available in 5,438 cities and towns of all sizes
throughout these United States.

Congress has repeatedly expressed its recognition of the growing
shortage of all health manpower and has enacted new programs spe-
cifically for the education of optometrists and other health profes-
sionals. So long as a shortage exists, it is especially important that all
health manpower be utilized effectively.

Full utilization of the skills of optometrists for eye care services
under medicare would result in the most prompt attention possible
for the beneficiaries who need allowable services optometrists can pro-
vide. Many times the delay in treatment caused by an inordinate
amount of time for transportation and waiting for appointment sched-
uling can have serious and preventable consequences. This works
against the best interests of the patient. Providing access to the services
of optometrists would, at the same time, restore the beneficiaries'
freedom to choose whatever eye care practitioners they may select.

Both the Congress and the Department of Health Education, and
Welfare have determined that optometric vision care is a vital compo-
nent in the Nation's total health care system.

Optometry is one of the five primary independent health profes-
sions eligible for Federal support of its schools and colleges under the
Health Professions Educational Assistance Act of 1963 as amended in
1965 and included in the Health Manpower Act of 1968. The other
indepedent health care professions which qualify for such assistance
are medicine, osteopathic medicine dentistry, and podiatry, all of
which are included in section 1861 (r) of title kVIII.

The Federal Government has alarge investment in schools and col-
leges of optometry, under programs approved by the Congress to
educate and graduate more optometrists and make their services avail-
able to the public. It is inconceivable that the Congress really intended
%nat beneficiaries of federally-funded health care delivery programs
such as medicare should be deiied access to those very practitioners the
Federal Government has helped to educate.

Inclusion of optometry in the Health Professions Educational As-
sistance Act is by no means the only manifestation of congressional
recognition accorded optometry. Legislation making specific provi-
sions for optometry and optometric services in Federal programs in-
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eludes the Vocational Rehabilitation Act of 1968; the Allied Health
Professions Assistance Act; Title XI, National Housing Act, provid-
ing for federally guaranteed financing for construction of group prac-
tico facilities including optometric care- Titles I1, V, X, XVL and
XIX of the Social Security Act; the Highway Safety Act of 1966; the
Medical Libraries Assistance Act; and others.

Various departments, agencies, and bureaus of the Federal Gov-
ernment recornize and utilize the services of optometrists. There are,
today, over 000 optometrists serving on active duty in the armed serv-
ices; a number of optometrists are pursung their optometric careers
as members of the Public Ihealth Service Commissioned Corps' and
nearly 40 optometrists are assigned today as consultants to such Fed-
Division of Indian Health, the Peace Corps, the Civil Service
eral programs as Project Ileadstart, the Public Health Service
Commission, the Veterans Administration, the Office of Emergency
Preparedness, and others.

It, seems to us highly inconsistent that the Congress on one hand
fully recognizes optometry as a profession and appropriates money to
hefl; build schools, yet for purposes of the medicare program effec-
tively bars the access of beneficiaries to the care optometrists are
educated and licensed to provide.

lRecognition of the importance of prompt, optometric care for de-
pendents of military personnel is evidenced by a recent directive con-
ceriing the "military Medicare" program, formally known as the
civilian health and medical program of the uniformed services
(CHAMPUS). Although routine eye examinations and ordinary
spectacles are not authorized under theo CHAMPUS program, regula-
tions under 5-2-L provide for "special lenses or contact lenses for
those eye conditions which will require these items for complete medi-
cal or surgical management of the condition. Also, eye examinations
performed by an optlalmologist or doctor of optometry for the pur-
pose of rUling* out a pathological condition."

Tile Selective Service System grants optometry students 1I-S defer-
ments for completion of their 4-year professional degree courses, and
drafts optometrists only tinder the "doctor's draft;" to which they are
subjet through age 35. The only other health care professions whose
practioners have been drafted under provisions of the doctor's
draft are doctors of medicine, doctors of osteopathy, dentists, and
veterinarians.

It is our firm conviction, Mr. Chairman, that vision care is a primary
health need rather than an auxiliary, supplemental or incidental health
service.

We feel that the time has arrived when Congress and all coli)o-
nents of the the healtli care system should recognize this need. Those
who are eligible for health benefits under the Medicare program want
and need vision care services.

A study conducted by the National Council on the Aging showed
that poor, vision ranked first among the major symptomatic coin-
plaints of individuals identified as "poor," 68 percent of those in the
study said poor vision was their greatest complaint; among the "near
poor)" 58 percent rated poor vision as their major complaint. This is
but one more convincing bit of evidence, developed at Federal Govern-
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ment expense, of the need for making professional vision care con-
veniently available to the elderly in America.

Mr. Oiairinan, we feel that'periodic complete vision evaluations
are a "must" for our senior citizens under medicare. We support the
concept that such vision care should be provided at the earliest mo-
ment Congress finds it economically feasible.

Now, in summary, for the reasons we have outlined, Mr. Chairman,
tile American Optometric Association urges that the Senate adopt,
as it did in the 90th Congress, an amendment to include a doctor of
optometry in section 1961(r) of title XVIII.

Adoption of S. 1402 would permit the beneficiary to go directly
to the )hysician or optometrist of his choice. g

Adoption of S. 1402 would avoid the additional delay and expense
created by the present, requirement that a physician must certify the
"medical need" of a beneficiary to consult an eye care specialist.

Adoption of S. 1402 would lot alter tihe mode of practice of optome-
trists or physicians; neither would it conflict nor interfere in any
way with State laws governing the practice of optometry-ornmedicine.

Utilization of allowable eve care services would not netessarily be
increased; rather, those beneficiaries requiring such allowable services
would simply be able to obtain them with less difficulty. This, it seems
to us, is a reasonable and valid expectation and is in accord with the
spirit and intent of the law.

On behalf of the American Optometric Association, I thank you
and the committee for your time and attention. Dr. Demmner, Mr.
Averill, Mr. iavanty and I would be happy to respond to any ques-
tions you might like to ask.

The ChAIRMAN. Thank you very much, gentlemen.
Dr. MCCRARY. Thank you, sir.
The CiHAIRMAN. Our next witness will be Mr. Royce P. Nofand,

executive director, American Physical Therapy Association, accom-
panied by Clem Eischen, chairman of self-employed section of
APTA.

Will you proceed, sir.

STATEMENT OF ROYCE P. NOLAND, EXECUTIVE DIRECTOR, AMERI-
CAN PHYSICAL THERAPY ASSOCIATION; ACCOMPANIED BY
CLEM EISCHEN, CHAIRMAN OF SELF-EMPLOYED SECTION, APTA

Mr. NOtJAND. Thank you, Mr. Chairman.
My name is Royce P: Noland, and I am the executive director of

the American Physical Therapy Association.
As you have identified, Mr. Clem Eisehen, chairman of our self-

employed section, is mlere with me today, as a resource witness.
The CHAIRmAN. We Will put ,7oui' entire statement into the record

and, l)erhaps, you can abbreviate it.
Mr. NoA.%ND. I was going to suggest that it could be entered into

the record and I will extract from it just a few pertinent points.
Tm CHAIRMAN. Yes.
Mh. NorAND. The American Physical Therapy Association has long

advocated the optimum utilization of all physical therapists under
the medicare program in accordance with-the needs of the program.
Wo are, therefore, most pleased to see this provision which provides
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for the services by individual physical therapists in the amendments
now ill 11.1. 17550. Inclusion ot the prolrietary physical therapist
in the program will enhance the availability of services to the bene-
ficiary group, have a positive effect on controlling costs, and make
1)osible the optimulm utilization of persomel and facilities within thecommunity and give both tie physician and the patient an optimum
level of free choice of health 1)ersonel to utilize, without sacrificing
quality of service or reasonable control of the services.

For these reasons, the American Physical Therapy Association sup-
ports this section of the amendments.

We cannot, however, Supl)port the $100 limitation imposed for these
services. We would urge that these services be made inherent in any
plan for utilization review which might be adopted by Congress.

An alternative would be to identify an arbitrarly dollar figure, not
necessarily $100, perhaps more, perhal)s less, and then specify that if
additional care is to be reimbursed there must. be a reevaluation of the
)atient's need for physical therapy and an identification of a. specific

program for continuation. This miight occur via recertification by a
physician, recertification by a utilization review body or by consent of
professional consultants within the offices of the fiscal intermediary.

Guidelines are abundant which would give instant identification to
over utilization or under utilization of physical therapy, and could red
flag any inappropriate care.

Our association and its various State component chapters are fully
equipped to give this kind of guideline information to any inter-
muledlary as well as a professional consultation on utilization review.

We are not, therefore, taking the l)osture of objecting to the $100
ceiling necessarily because it. represents too small a figure, but because,
as a ceiling, it will not be effective to achieve the intended goal.

In reference to section 1861, the bill section 254, found onpage 147 of
I.1. 17550, which would establish a salary equivalency for the cost
of physical therapy services provided ill a provider's setting, our also-
ciation has recognized that there has been in selected and isolated situ-
ations misuse of the program either out of ignorance of intent of the
scope for the program or in certain instances, al)panret calculated
effort to abuse the program.

We deplore misuse regardless of the circumstanceis or motivation.
We recognize that the House IWrays and Means Committee sharing our
concern over misuse, real or potential and the increasing costs of the
program, is seeking a device fo bring about reasonableness in the. cost
for physical therapy services. We are sure that it is the desire, this is
the desire of the Commitfee on Finance. We concur in the concept
of appropriate control mechanisms which would effectively bring
about an atmosphere in which only reasonable charges were being made
for the service of physical tlerap .
It, is our contention that, the concept of trying to bring about thais

!)y arl)itrarily fixing the maximum cost tlat a'facility might encounter
inl arranging for 1p)sical therapy services by equating this to a "-al-ary" lei l, is neither realistic nor will it be effective in-bringing about
the desired end.

It must be recognized that the larger share of physical therapy .err-
ices rendered under the auspices of a home health agency or in ex-
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tended care facilities are rendered by physical therapists who are par-
ticipating with the provider of service on a less than full-time basis.

Any reasonable arrangement between the physical therapist and a
provider of service must take into account:

1. That the normal pattern is that the person is less than full time.
2. That there is the factor of "porft. I to portal" time.
3. And that a physical therapist functioning on a less than full-time

basis has periphery, costs inherent in his activity.
So although we sympathize with the motivation for this amend-

ment, we urge that it be altered and that the point of scrutiny to es-
tablish reasonableness of the cost be at the level between the provider
and the fiscal intermediary.

We propose that this section of the bill be deleted and the following
language substituted. On page 147 of House bill 17550, section 1861 (v),
new number 5, delete beginning in line 15, after the word "title" and
insert:

Shall not exceed an amount allowable under a fee schedule to be negotiated
within the state, by the state agency, or the reasonable cost of such service as
determined by the cost reimbursement formula, whichever is less.

Fixed fee schedules for physical therapy service have much pre-
cedent in this country because of the long history of physical therapy
being one of the primary services included under tiird party payer
programs, both private and public.

'Iherefore, the establishment of a reasonable community standard
for a fee schedule for physical therapy could be accomplishel without
undue difficulty and there would be abundant guidelines available to
each State agency to accomplish this.

This association cannot support, a concept that simply because an
institution generates a cost figure it is entitled to that amount of pay-
ment without other guidelines and controls.

Therefore, the ceiling of a negotiated fee schedule should also be
included. Efficiency should be encouraged, and this proposal would in-
deed encourage efficiency as well as bring about the needed control
mechanisms, which are the objective of this portion of the House bill.

Mr. Chairman, I will comment briefly on the-
Senator ANDERSON. Did you deal with the Bennett amendment?
Mr. NOLAxD. That is what I am going to (to now. I will comment

briefly on the Bennett amendment, the Professional Standards Review
Organization concept.

N,. feel that Senator Bennett should be commended for coming up
with this interesting and exciting concept..

We would reiterate the long-standing position of our association in
stating that in the presence of a third party payer, there must be
effective third party review of the service provided. The comprehen-
sive plan introduced by Senator Bennett far exceeds any previous
proposal along the lines to accomplish that. end.

I know that concern has been expressed by other professional asso-
ciations involved in the health care system, and by organizations repre-
senting institutions providing health care over the singular identity
of the. physician as a participant in the plan, and we share this
concern.

We recognize, however, the primary role the physician plans in the
health care system.
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One of the most valuable aspects of this proposal is the localization
of tile review mechanism. We recognize thto local medical society as
perhaps being the most logical existing health organization available
for this purpose. By its very constituency, however, it obviously would
not have within its membership, persons sufficiently knowledgeable or
sufficiently objective to undertake the total scope of the review process
for all aspects of health care.

We would, therefore, propose the following changes to the Pro-
fessional Standards and Review Organization concept:

1. Participation of appropriate other health professionals and rep-
resentatives of health organizations be made mandatory.

2. The State-wide Professional Standards Review Council be ex-
pandetl in its constituency to include representatives of other health
professions and health organizations.

3. The National Professional Standards Review Council be recon-
stituted so that a majority of tile Council be made up of persons
selected from other health )rofessions and representatives of helth
facility organizations as well as public representatives.

We feel that our proposals for change, which could be easily en-
compassed into tIe program, would not markedly affect the organiza-
tional form of the program or the controls exercised by the Congress,
tile Department of Health, Education, and Welfare, or the participa-
tion) the reasonable participation, of organized medicine.

Mr. Chairman, we appreciate the fine continuing monitoring of
chis program by this committee and its staff.

INe also appreciate the many opportunities that you have given
our association to express our views, and we hope that they have been
hel ful.

ile complete statement. follows. Hearing continues on page 629.)

STATEMENT OF THE AMERICAN PHYSICAL TIIEAPY ASSOCIATION

The American Physical Therapy Association represents over 14,000 qualified
physical therapists In the United States. This constitutes well over 80 percent
of the physical therapists in the country. There are 52 schools of physical therapy
accredited by the Council on Medical Education of the American Medical Asso-
ciation, in collaboration with the American PhvJcal Therapy Association.
Licensing acts prevail In 49 states to govern qualifications, standards, and scope
of practice.

The American Physical Therapy Association has been an active participant In
advocating legislation and consulting on regulations for the purpose of ad-
vancing the availability of quality health care through comprehensive health
care programs.

In a program of health care service such as Medicare, simple allusion to high
quality comprehensive health care Is Insufficient and the promotion of this con-
cept alone represents inadequate participation by any health profession or its
representative association.

Neither Is it adequate that the administrators of tlheprogran should see as the
singular goal merely arrange financial details, spend allotments, and reimburse
vendors. If optimums are to be reached then there must be a collaboration be-
tween government agencies and the health professions so that continuous atten-
tion can be given to how the money Is used and with what effects.

Every effort should be made to obtain as much effective health care as is
possible from the resources that are available. It Is to this end that we present
the following testimony on I.R. 17550, Social Security Amendments of 1970,
including comment on Senator Bennett's proposal for Professional Standards
Review Organization.
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SERVICES BY INDIVIDUAL PI1YSICAL TifERAPISTS

11.1R. 17550 (Bill See. 254) Section 1861 (p) and 18*3

The American Physical Therapy Association has long advocated the optimum
utilization of all physical therapists under the Medicare program In accordance
with the needs of the program. We are, therefore, most pleased to see this
provision in the arendnients now before the Congress. Inclusion of the pro-
priatary physical therapist in the program will enhance tile availability of serv-
ices to the beneficiary group, have a positive effect on controlling costs, and
make possible the optimum utilization of personnel and facilities within the
community and give both the physician and the patient an optimum level of
free choice of health personnel to utilize, without sacrificing quality of service
or reasonable control of the services. For these reasons, the American Physical
Therapy Association supports this section of the amendments.

We cannot, however, support the $100 limitation imposed for this specific item.
We would recognize the comfort that such a dollar figure ceiling may give an
actuary, but we must also view optimum health care. The arbitrary termina-
tion of the treatment program In progress because of reaching a fixed dollar
figure, does not seem congruous with the rest of the Medicare program. We
strongly support, however, control nmechanisms which will make not only the
cost reasonable but the nature and duration of services appropriate to optimum
health care.

We would urge that these services be made inherent In any plan for utilization
review which might be adopted by Congress. When Senator Bennett presented
his prori., a.l for the Professional Sta idard.3 Review Organization to Congress,
lie stared In b;s remarks to the Senat.. as follows: "During work on the amend-
ment, It became obvious that the present system of Medicare recertification of
ur,-1 fo hospital care makes little sense from a professional standpoint. Cur-
n, ntly a physician must recertify as to continuing need for hospitalization at the
t~velfth hospital day. This was selected arbitrarily, and bears no relationship
to whether the patient's age and illness would usually warrant a longer or shorter
hospital stay."

We certainly concur in his point nd we feel that tlhi very point i, applicable
to the arbitrary $100 limit. Allowing $100 worth of services for a service that
was not necesmry In the first place represents abu.se of equal potential to
services which may have Initially been needed and then are continued eyoI d
a reasonable period of line. Thus, $100 will never be a sacred figure. In all
case'. the needed amount of care and Its dollar value will always be less than
or more than or more than time $100. It is our contention that the amount al-
lovablo should be exactly what is necessary.

We would further quote Senator Bennett, "With professionally developwd
data available, It would be far more sensible and efficient for the Professional
Standard.4 Review Organizations to apply tile average length of stay for a
given diagnosis as a checkpoint for review of continued need for hospital-
izatlon." This very checkpoint approach could be used for physical therapy
services. Guidelines are abundant which would give instant identification to
under or over utilization of physical therapy and could "red flag" any Inap-
propriate care. This Asszociatlon and Its various state component chapter. are
fully equipped to provide this kind of guideline Information tlo any intermediary,
as well as professional consultation of utilization review.

Ve are not taking tile posture of objecting to the $100 necessarily because it
represents too small a figure, but because as a ceiling, It will not affectively
achieve the end, other than to make It actuarlally comfortable to predetermine
the maximum amount this added service might represent to the program.

I can sympathize with the Social Security Administration's de.Are to have
this kind of predetermined knowledge, but we cannot concur that It represents
good health care nimanagenent or fisoal control. Another alternative to the one
previously noted in this testimony wouhl be to identify all arbitrary dollar
figure (not necessarily $100-perhaps more, perhaps less) and then specify
that if additional care is to be reimbursed there must be a reevaluation of the
patient's need for physical therapy and an Identification of a specific program
for continuation. This might occur via recertification by the physician, recerlifi-
cation by a utilization review body. or by consent of professional consultants
within the offices of the fiscal intermediary.
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SALARY EQUIVA.LENCY

11.11. 17550 (Bill See. 254) Section 1861, 5-1Page 147

Our Association has recognized that there has been lit selected and isolated
situation., misuse of the program either out of ignorance of intent of the
scope for the program or in certain inlstances, apparent calculated effort to
abuse the program. We deplore misuse regardless of the circum.-tances or
motivation. We recognize that the Ilouse Ways and Meais Commlittee -hArin.,
or concern over misuse, real or potential and the increasing costs of the
program, is seeking a device to bring about reasonableness li the cost for
physical therapy services. WVe are sure that is tile desire of the Finanee Com-
mittee. We would concur in the concept of appropriate control nmechanismns
which would effectively bring about an atmosphere in which only reasonable
charges were being made for the service of physical therapy.

It is our contention that the concept of trying to bring this about by arbitrarily
fixing the maximum cost that a facility might encounter III arranging for
physical therapy services by equating this to a alaryry" level, Is neither
realistic nor will It be effective In bringing about tie desired eld. It will farther
(ause an administrative headache of profound proportion to the physical
therapist, the provider of service, and the So.lal Security Admini-traton,
administrators of the program.

It must be recognized that the larger share of phys-ical therapy service, i
rendered under the auspice. of a home health agency or in extended care facili-
ties are rendered by pihysical therapists who are Imrlicipating with the provider
of service on a less than full-time basis. Many of these physical therapists
maintain treatment center.; of their own. This implies overhead cots inherent
in any type of proffesslonal practice and absence from their treatment center
represents a need to be fiscally productive to the extent to meet costs of opera-
tion of their facility, plus a reasonable income for the practitioner. Salary
equivalency does not accomplish this.

This would also be true for a physical therapist employed by a loClltal. for
example, all(l the hospital was rendering service In an extended care facility. It
wouli not be economically feasible for any hospital to have a staff physical
therapist go to an extended care facility, provide care and do thls on a basis of
"salary equivalency." Any reasonable arrangement between the physical thera-
pist and a provider of service must take into account:

(1) That the normal pattern is that time person Is le.s than full-time,(2) "Portal to portal" time,

(3) Periphery costs Inherent in the physical therapist who is other than
the full-time employee of a provider or other health Institution.

Although we sympathize with tile motivation for this amendment, we urge that
It be altered and that the point of scrutiny to establish reasonableness of the
cato be at the level between the provider and the fiscal intermediary.

We propose that this section of the bill be deleted and the following language
substituted. On page 147 of House Bill 17550, Section 1861 (v), new number 5,
delete beginning in line 15, after the word "title" and Insert

"Shall not exceed an amount allowable under a fee schedule to be negotiated
within tie state, by the state agency, or the reasFonable cost of such service
as determined by the cost reimbursement formula, whichever Is less."

Fixed fee schedules for physical therapy service have much precedent In
this country because of the long history of physical therapy being one of tile
primary services included under third party payer programs, both private and
public.

Therefore, the establishment of a reasonable community standard for a fee
schedule for physical therapy could be accomplished without undue difficulty and
thero would be abundant guidelines available to each state agency basing tihe
determination on existing sehelules of fees now existing within the state for
other third party payer prograiw1 such as Industrial accident commissions.
cripple children services, Medicald, and private liability insurance programs.

It should be further clarified that this proposal is not an extension of the
concept of "reasonable charges" now in vogue anong physicians. This would
be a negotiated schedule of fees which would be clear and expliet in its Inclusion
and amounts. This proposed change In the section of H.R. 17550 also provides
another ceiling invitation, that being the reasonable relmburseable cont and
that the determination be on whichever of tihe two methods represents the lesser
co3t to the program.
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If the provider of service can, in fact, perform the service adequately at a
figure less than the negotiated fee schedule, then by all means this should be
the figure to be used. Tils Association cannot support a concept that simply
because an institution generates a cost figure it is entitled to that amount of
payment without other guidelines and controls. Therefore, the ceiling of the
negotiated fee schedule should also be included. Efficiency should be encouraged,
and this proposal would indeed encourage efficiency as well as bring about the
needed control niecIanism which is the objective of the House Bill.

PROFESSIONAL STANDARDS REVIEW ORGANIZATION

Congressional Record August 20, 1970--13853-Amendment 851

The Professional Standards Review Organization concept iII Senator Bennett's
amendment presents a most Interesting and exciting concept to bring about a
rational peer review system. Senator Bennett should be commended for this
highly inmaginative, constructive, and potentially effective review system.

We would reiterate the longstanding position of the American Physical
Therapy Association in stating that in the presence of a third party payer there
must be effective third party review of the services provided. The comprehensive
plan introduced by Senator Bennett far exceeds any previous proposal along
these lines to accomplish that end.

Concern has been expressed by other professional associations involved in the
health care system and by organizations representing Institutions providing
health care over the singular identity of tile physician as a participant in the
plan. We share this concern. We recognize, however, the primary role the physl-
clan plays in the health care system. We also recognize that physician care repre-
sents far less than a majority of the cost of health care in this country and itdoes seem in order that the structure of the Professional Sandards Review

Organization and the requirements for operation of such an organization Include
mandatory requirements for effective participation by other health professionals
and representatives of health institutions. This can be accomplished without
significantly altering the basic structure as proposed in Senator Bennett's
amendment.

One of the most valuable aspects of this proposal Is the localization of the
review mechanism. We recognize the local medical society as perhaps being the
most logical existing health organization available for this purpose. By its very
constituency, however, it obviously would not have within its membership, per-
sons sufficiently knowledgeable or sufficiently objective to undertake the total
scope of the review process for all aspects of health care.

We would, therefore, propose the following changes to the Professional Stand-
ards and Review Organization concept:

1. Participation of appropriate other health professionals and representatives
of health organizations be made mandatory.

2. The state-wide Professional Standards Review Council be expanded in its
constituency to Include representatives of other health professions and health
organizations.

3. The National Professional Standards Review Council be reconstituted so
that a majority of the Council be made up of persons selected from other health
professions and representatives of health facility organizations as well as public
representat lives.

Since the state and national Professional Standards Review Councils have a
primary function of evaluation it is in order that this evaluation be made by a
combination of physicians and others involved in the health care system. 'hese
recommendations should not be interpreted to imply that physicians are not
cognizant of or sensitive to the other health services being provided in this
country.

It is unrealistic, however, to assume that they will have sufficient expertise to
adequately evaluate the other health services or the health facilities. It Is further
unrealistic to demand that they gain this expertise, particularly since this
expertise already exists in the embodiment of other health professions.

These suggestions should not be interpreted as opposition to the general concept
of the Professional Standards Review Organization. On the contrary, we would
reiterate our enthusiastic support for this most meaningful and potentially effec-
tive means of bringing about effective peer review in this Nation. We feel that
our proposals for change, which could be easily encompassed into the program,
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would not markedly affect the organizational form for the program or the con-
trols exercised by the Congress and the Department of Health, Education. and
Welfare, or the reasonable participation of organized medicine.

The CIrAIR3ANN. Thank you very much, sir.
The next. witness will be Dr. E. Dalton MeGlamry, first vice presi-

dent of American Podiatry Association. He is accompanied by Dr.
Nyman and Mr. John R. Carson.

Will you proceed, sir.

STATEMENT OF DR. E. DALTON McGLAMRY, FIRST VICE PRESI-
DENT, AMERICAN PODIATRY ASSOCIATION; ACCOMPANIED BY
DR. S. P. NYMAN, EXECUTIVE DIRECTOR; AND JOHN R. CARSON,
DIRECTOR, GOVERNMENT AFFAIRS

Dr. MiNcGA.R tR. Mr. Chairman, I am Dr. E. Dalton McGlninry,
first. vice president of the American Podiatry Association, and a prac-
ticing podiatrist in Atlanta, Ga.

In the interests of conserving the time of the committee, we have
submitted a written statement which we would appreciate having in
the record.

The CHAIMRMAN. We will print the entire statement.
Dr. AMCGLAM1RY. I would like to simply summarize from this only

a couple of points that are of major concern to our association, and
which have had prominent mention in the committee's hearings today.

One is in the area of peer review, and the other specifically is in the
area of Senator Bennett's amendment.

The American Podiatry Association heartily endorses the concept
of peer review. We have been engaged in this since 1960, to a very
large extent with public and l)rivate insurance carriers in this country,
and we have had the experience that tells us that where this relation-
ship is present and where peer review is utilized as a preventive
mechanism rather than as a court of last resort, that. it works. It pro-
tects the carrier, it protects the profession, it protects the public.

It can keep costs down, and where there are abuses it can provide
for expedient, administration of remedies, but where peer review is
viewed as something only as a court of last resort, it does not work.
Instead the problem is hiflated and abuses are encouraged and do
increase when peer review is not effectively utilized as a continuing
regular mechanism.

The absence of any Federal guidelines in the health programs with
regard to peer review has retarded, we feel) the effectiveness of peer
review, and we urge that HEW, in cooperation with concerned health
l)rofeF3ions, immediately move to draft regulations, specific regula-
tions, for peer review and implement them as a preventive measure
rather than as a court of last resort.

We are also aware that there have been abuses by members of our
profession, both of medicare aid medicaid programs, and we would
not like to skirt this.

Where these problems have occurred, and where the local podiatry
societies have been involved in peei review, we have been quick to
administer remedial medicine. But we cannot effectively administer
remedial medicine if we are only brought in after the carrier has a
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stack of abuses that should not have been allowed to occur in the firstplace.We submit, that it is not that peer review does not work. It is just

that is has Ilot !eell i II l)l e ft ted.
With regard to the second point, the Professional Standards Review

Organizat-ion, the alnendment filed by Senator Bennett to I-.R. 17650.
This amendment would establish at. the local level a Professional
Standards Review Organization to improve the coordination and
conduct of professional review mechanisms.

Although tie American Podiatry Association sul)ports the conce A
embodied in the amendment, we are deeply concerned about specific
features of the amendment as it. is l)reseitly) drafted. Each local
PSRO would have the responsibility for reviewing all services for
which )ayment may be made under the Social Security Act.

In discharging this responsibility the review organization would
!)e expected to call on the expertise in all areas in which services are
rendered. But we feel that, professional review of podiatry services
can only be efliciently and meaningfully performed where podiatrists
are also involved in the review mechiailis'm.

If I could (igress for one moment, we have seen States in which
reer review was utilized by podiatrists working closely with the
carrier in the lnedicare program and men who might be tel)ted
to abuse programs are aware that their claims are )eing seen, con-
tinuiiig review of their services is assure(l. In these areas abuses have
been very infrequent indeed, and where they have occurred, they have
been apl)ro)priatel. (lea It with.

11e have other: areas in which lver review has not been utilized
except as a court of last resort. The medical directors for the carriers
in many instances have not felt the need for involvement of the
podiatrists as a continuing and constant source of reviewing podiatiric
services, in these instances we have only heard from the carrier after
the. abuses were sufficiently out of hand that they were difficult to deal
with.

Section 1152(b) of the l)roposed amendment refers to qualified
professional standards review organizations, as it is presently written,
as being primarily composed of physicians engaged in the practice
of medicine and surgery, we believe" if this organization is to be the
meaningful mechanism'for reviewing podiatric services, the amend-
ment should be broadened and strengthened to assure the full par-
ticipation of other health care practitioners, including podiatrists in
the PSRO activities.
I Such a change, we feel, should include a clear definition of "phy-
sician", employing for this purpose the precedent established in title
XVIII, of tle Social Security Act.

Mr. Chairman and meml;ers of the committee, we appreciate the
opportunity of appearing before you today, and we will be happy to
answer any questions that the committee migr-t care to direct to us.

(The rearedd statement follows. Hearing continues on page 635.)

.STATF-MF,N OP TIF AMERICAN' PODIATRY ASSOCIATION' PRESENTED BY . DALTON
MCGIA BRY, D.P.M., 1s8' VICE-PRESIDENT

lie: Position tadeznent on 1H.R. 17550, including n(lditlolml reeonmendatioms to
impinve the aIniidtstratton mid delivery of lor1hitrits' services 1tinder
Medleare an( Medleal.



631

With respect to Medicare-Medicaid In general, 11.11. 17550 in particular, the
following recominefidations are advanced to improve the planning for and delivery
of foot health services under Titles XVIII and XIX:

Reinstating In II.R. 17550 the requirement that states accomplish by 1977 coni-
prehensi ve Medica ld programs.

Providing a pomdlatrist-colsultant to the Social Security Administration and
assuring podiatrist representation on loth the llealth Insurnce Benefits Ad-
visory Council and the Medical Assistance Advisory Council.

improving the effectIveness of the Professional Standards Review Organiza-
tion concept. by assuring the involvement and full participation therein of the
varlou.; health care practitioners participating in federal health insurance and
aossitnce programs.

Amending Section 1S62 of the Social Security Act to provide for complete
medical and surgical cre of the foot, as is the case for other parts of the body.

Amending Section 1861 (b) (4) of the Social Security Act to identify the Asso-
clatlon's Council ol Podiatry Education as the national accrediting agency for
p4)ilatliC education programs.

Amending Title XIX of the Social Security Act for the purpose of providing a
definition of physician which would Include the podiatrist.

N NT RODUCTION

Mr. Chairman and Members of the Committee : I am Dr. E. Dalton MeGla ry,
FIr.t Vice-President of the American Podiatry Association and a practicing
podiatrist In Atlanta, Georgia. The American Podiatry Association, whose mew-
hershill I represent here today, Is a voluntary, non-profit organization, established
In 1912 and composed of fifty-three (53) component societies-one In each state,
the District of Columbia, Puerto Rico, and a society for podiatrists in Federal
Service. e

The Social Security Amendments of 105 and 1907 represented a significant
beginning by the Federal government to Improve for the nation's aged and dis-
advatitaged citizens the accessibility of needed health services; and though
health services available and delivered to these Individuals have increased dur-
lug the last four years, questions of program efficiency and quality remain as
overriding national concerns.

The American Podiatry Association supported, and continues to support, the
irincliles embodied In Medicare and Medicaid; but the Association equally
recognizes and endorses the necessity for revisions in the law to hasten the
attainment of an essential national goal-comprehensive health services for all
citizens m-egardless of economic status.
In recognition of this necessary anti challenging assignment, the American

Podiatry Association commllends the Committee for its recent report, medicare
and medicaid, problems, issues, and alternatives. With few exceptions, the re-
;or's recommendation. provide extensive and constructive guidance for remedy-
ng many shortcomings of both Tities XVIII and XIX. And it Is to the further

credit of the Committee that I.R. 175,50, which particularly concerns us today,
embodies many of the inme recommendations included In the Committee's staffreport.

The American Podiatry Association is cognizant of the many current program
weaknesses which IH.R. 17550 proposes to correct. But recognizing the Commit-
tee's desire to conserve time and avoid repetitious testimony, I will restrict
my remarks today to those program areas which require remedial action if quality
foot health services are to continue to be efficiently delivered to the beneficiaries
of both Medicare and Medicaid.

First, however, we would urge the Committee to consider and remedy one
major flaw in II.R. 17550, a bill which we generally support as both responsible
and constructive. I specifically reference the bill's repeal of the Medicaid provi-
slon requiring states to have comprehensive Medicaid programs by 1977. In our
opinion, this provision should be retained as a meaningful goal towards which
society should strive to achieve, whether the mechanism be Medicaid as we cur-
rently understand it, or an improved substitute. The American Podiatry Assocla-
tion support., as we know Individual members of this committee support, the
desirability of this goal. That it may require periodic postponement is one
thing; to eliminate it entirely is at best regressive and repugnant to millions of
Americans who deserve and require Its benefits. Not only do we encourage the
retention of this essential aim, we urge that every effort be extended to attain
it prior to the conclusion of this decade.
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ADMINISTRATIVE POLICY RECOMMENDATIONS

On the specifle subject of podiatrists' services, the. American Podiatry As-
sociation has devoted considerable time and effort to assure the meaningful
participation of podiatrists in Titles XVIII and XIX. Countless meetings with
our membership, carriers, and appropriate federal officials have been held to
Interpret and clarify regulations, to resolve misunderstandings, and to seek
counsel on specific problem areas. These productive experiences convincingly
underscore the Vital importance of close cooperation between the public and
private sectors as both strive to accomplish common objectives. With respect to
podiatrists' services, however, this relationship could be additionally strength.
ened if * * *.

The Social Security Administration would employ on a regular basis the
services of consultant podiatrists; and

Both the Health Insurance Benefits Advisory Council and the Medical Assist-
ance Advisory Council had podiatrist representatives.

We are pleased that these administrative recommendations have attracted
increased interest at IIEW as evidenced by the Medical Services Adil nistration's
recent appointment of a podiatrist-consultant to advise MSA on the planning
for and delivery of pediatric services under Medicaid. We are confident that
such a policy, if implemented in other federal health programs where podiatrists'
services are an Important part, could immeasurably strengthen both the quality
and efficiency of important health services under public supported health insur-
ance and assistance programs. We are therefore hopeful that our specific
recommendations earlier advanced can be swiftly accomplished to achieve this
objective.

PEER REVIEW

We heartily endorse the Committee's recommendation to make peer review a
more effective instrument for evaluating the quality and efficiency of health
care. Since 1960, the American Podiatry Association has formally engaged in
peer review activities in cooperation with carriers representing public and pri-
vate Insurance programs. Our objective has been and always will be to assure
the highest quality podiatric care at the most reasonable cost for all citizens.

In pursuit of this objective, our experiences during the past ten years have
clearly revealed that, where peer review committees and carriers work hand
in hand, quality and efficiency result, the Interests of the public are fully pro-
tected, problems are more readily detected, and remedial measures, when re-
quired, are more effectively applied.

Conversely, however, where such a spirit of cooperation does not prevail,
where peer review Is lacking or is viewed only as a "court of last resort" and
not as a bonafide preventive mechanism, the potential for abuse, indeed abuse
itself, sharply increases. Though quality care Is the primary and moral respon-
sibility of the concerned health professions, cooperation among all concerned
parties-patients, carriers, and providers of health care-is the most essential
requisite for any successful peer review program. In this regard, the absence
of any federal guidelines with respect to peer review activities under public
supported health programs has retarded the effectiveness of peer review. This
problem must be overcome. And we urge IIEW-in cooperation with the con-
cerned health professions-to develop and implement meaningful guidelines to
improve the effectivenecs of peer review.

We are aware that there have been abuses of both the Medicare and Medi-
caid programs. And where the evidence has Justified, our component societies
have taken prompt and effective action In response to these circumstances. We
fully support, therefore, II.R. 17550's recommendations to prevent and control
program abuses. And we want to cooperate in every way to assure the effective
application of these recommendations.

For example, the "Medicare Watchdog System" in New York City, about
which the Committee has already received testimony, is indicative of the pro-
gress which can be achieved when all parties work closely together to accom-
plish mutual goals. We are particularly pleased with the role our New York
College and State society are playing in this program. To eventually realize
this type of cooperation in all Jurisdictions is our goal.

I must reference once again, however, that where close working relationships
have existed between peer review committees and carriers, both public and
private, problems have been minimal and often tinies non-existent. Thus what-
ever can be meaningfully done to strengthen peer review by promoting closer
cooperation between the public and private, sectors has our unequivocal support.
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PROFESSIONAL STANDARD REVIEW OROANIZATIONS (PSRO)

A partial solution to this problem was recently filed with the Committee in
the form of an amendment to H.R. 17550. Authored by Senator Bennett, this
amendment would establish at the local level Professional Standard Review
Organizations (PSI10) to improve the coordination and conduct of professional
review mechanisms. And though the American Podiatry Association suplports
the concept embodied in the amendment, we are nonethele, s deeply concerned
with specific features of the bill as presently drafted.

I its stated purpose, each local PSRO would have the responsibility for review-
lng all services for which payments may be made under the Social Security
Act. in discharging this responsibility, the 1S110 is called upon to determine
the medical necessity of the services involved and to judge their conformity to
"professionally recognized standards of health care."

The amendment further stipulates that, in making P8110 desiginations lit the
local level, the Secretary of IJEAY must give first priority to local medical
societies or subsidiary organizations which represent a substantial portion of
physicians in respective geographic areas. Only when such groups are either
unwilling or unable to accept such PSI10 responsibility would the Secretary
mako such agreements with other private nonprofit, or public agencies with
similar professional competence. Yet the role of other health care practitioners,
including podiatrists, in this review process has either been overlooked or totally
obscured In the amendment. And we strongly object to this aspect of the
amendment.

The 1967 Medicare amendments to the Social Security Act expressly provided
for the inclusion of the podiatrist within the definition of the term "physician."
This legislative act gave recognition to the fact that the doctor of podiatry, as
well as the doctor of medicine, doctor of osteopathy and doctor of dentistry,
has tihe independent right to diagmose and treat by medical, surgical and other
means, subject, of course, to the applicable state law. Accordingly, it follows
that the medical necessity for the services performed by these practitioners Is
primarily a matter of their own professional judgment.

We fully support this concept as one significant way to assure the efficient
and qualitative delivery of health services, regardless of the means of pay-
ment for these same services. But such review procedures can and should only
be made by the practitioner's own colleagues, employing the well-established
methods of peer review.

Section 1152(b) of the proposed amendment refers to qualified professional
standards review organizations as being primarily composed "of physicians
engaged In the practice of medicine or surgery." Yet, the same section mandates
that the organization have "available professional competence to review health
care services of all types and kinds." It Is apparent that to be effective and
meaningful in the case of podiatric services, this task must be performed by
members of that profession.

While the use of the term "physician" In the proposed Section 1152(b), when
read together with the summary, appears to exclude podiatrists, the word
"physician" occurs elsewhere In time amendment without additional explanation.
To further complicate the matter, a new term, "health care practitioner," Is
Introduced for which no definition at all is provided.

As we have earlier stated, the American Podiatry Association has long been
active in the peer review facets of health insurance programs. We believe that
our members' experience will make a significant contribution to the effective
application of review standards to services authorized under the Social Security
Act. However, to most effectively discharge this responsibility, the amendment
as presently written must be strengthened to assure the involvement aiid full
participation of Other health care practitioners, Including podiatrists, in 1O8110
activities. Such a change must include, though not necessarily limited to, a
clear definition of "physician" In the amendment, employing for this purpose tile
precedent established in Title XVIII of the Social Security Act.

LEGISLATIVE RECOM M ENDATION S-M EDICA HE

In addition to the aforementioned recommendations, there are additional
legislative proposals which, If enacted, would decisively Improve the delivery of
foot health services under Medicare and Medicaid.

Following the enactment of P.L. 90-248, which added podiatrists' services to

the physician benefits of Medicare (Title XVIII, Part B), the elderly were
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afforded Important program benefits. Experiences to date, however, have ex-
posed certain Inadequacies with respect to the administration and provision of
foot health services under Medicare; and to continually assure quality foot
health services for the elderly, it is essential that these problem areas be
remedied.

Section 1862 of the Social Security Act lists the services excluded from cov-
erage under tile Medicare Program. However, podiatrists' experiences have
clearly demonstrated that present exclusions neither control costs nor assure
that only necessary foot care is furnished. Instead of considering the treatment
of the foot on the same basis as other parts of the body, Section 1862 (para-
graph 13) employs language which even three years after enactment defies
clear interpretation. As a result, the Social Security Administration Is still
seeking the correct application of this paragraph to specific problem areas, and
we are still awaiting decisions on several Important questions of interpretation.
It is our recommendation that the Medicare Program, like other health insurance
plans, provide for complete medical and surgical care of the foot, as is the case
for other parts of the body.

Secondly, a conforming amendment to Title XVIII, Section 1861(b) (4), is
required to bring podiatric Inpatient hopsital services in line with other phy-
sicians' services. This section enables a hospital under Part A to be reimbursed
for the reasonable costs of the services of interns and residents in an approved
teaching program. -However, Section 1861, which identified the various accred-
Iting agencies that approve such programs, inadvertently omits the Council on
Podiatry Education of the American Podiatry Assoclition. This oversight should
now lUe corrected. The Association's Council on Podiatry Education, recognized by
the U.S. Office of Education and the National Commission on Accrediting as the
national accrediting agency for podiatric education programs, should be specifi-
cally included In Section 1801(b) (4) of the Act.

LEGISLATIVE RECOMENDATION-MEDICAID

Podiatrists now participate in thirty-four of the fifty-two approved state
Title XIX programs. And our experiences have clearly demonstrated a lack
of consistency between the Medicare and Medicaid programs. I refer specifically
to the lack of uniformity in the Act's definition and interpretation of the term
physiciann."

Section 1801 (r) of the Act includes the podiatrist under the term "physician"
for the purposes of Title XVIII. Title XIX, on the other hand, does not define
the term "physician." Instead the meaning of the term has been left to ad-
ministrative interpretation. The result has been to exclude the services of
podiatrists from the meaning of "physician services" for purposes of Title XIX.
This particular lack of consistency has produced serious consequences for car-
riers, administrators, and-most importantly-the program's beneficiaries.

A specific example of this problem Is the Medicare "buy-in" arrangement,
in which more than forty states participate. These states, by paying the Medi-
care Part B charges, qualify the elderly poor for Medicare benefits, including
podiatrists' services which are defined as physicians' services under Title
XVIII. Yet in many of these same states, Medicaid beneficiaries under 65 are
denied a podiatrist's services.

It is recommended that this inconsistent application of the law be remedied
by amending Title XIX for the purpose of defining the term "physician" to
include the podiatrist.

SUMMARY

In conclusion, Mr. Chairman, I fully appreciate the massive but essential task
which which your committee is charged. And as each of us realizes, the achieve-
meat of a national health policy, one which assures every American equal access
to quality health care, will not be easily or quickly accomplished. Yet it Is Im-
perative that the nation responsibly build on an already Impressive record by
immediately responding to Medicare and Medicald's inadequacies, which-as
far as podiatrists are specifically concerned-must summarily include:

Reinstating in I.R. 17550 the requirement that states accomplish by 1977
comprehensive Medicaid programs.

Providing a podiatrist-consultant to the Social Security Administration and
assuring podiatrist representation on both the Health Insurance Benefits Ad-
visory Council and the Medical Assistance Advisory Council.

Improving the effectiveness of the Professional Standards Review Organiza-
tion concept by assuring the involvement and full participation therein of the
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various health care practitioners lparticipatiug In federal health Insurance and
assistance programs.

Amending Section 1802 of the Social Security Act to provide for complete medil
cal and surgical care of the foot, as Is the case for other parts of the body.

Amending Section 1861 (b) (4) of the Social Security Act to Identify the A'So-
elation's Council on Podiatry Education as the national accrediting agency for
podiatric education programs.

Amending Title XIX of the Social Security Act for the purpose of providing
a definition of physician which would include the podiatrist.

Mr. Chairman, thank you for your courtesy In inviting us to present this testi-
mony. We look forward to cooperating with you, with this Committee and the
Congress In providing Improved health care for all Americans.

The CHAIIMAx. Any questions, gentlemen?
Senator MILLER. I just want to clarify your position on this Bennett

amendment.
What you are suggesting, I think, is that you are concerned about

the peer review mechanism if you have an organization which does not
reflect the profession concerned.

Now, suppose we have-peer review organizations which had two or
three medical doctors on them, and had an optometrist, but no podia-
trist, you would not have confidence in that organization because
podiatry is not represented on the council; is that so?

Dr. McGLAtMBY. Senator, our experience has shown that medical
doctors reviewing podiatry claims have not been adequate to pick up
abuses at the earliest inception. We feel that a competent podiatrist,
seeing these claims as a part of the committee, as a part of the review
organization, is able to spot these things in their earliest form, and we
believe also that other podiatrists, knowing that the representatives of
their profession are members of this review organization, will have
respect for the review committee and will know that abuses will be
spotted early.

Senator MILLER. Well, then, your answer to my question is that you
would not have confidence.

Dr. McGL ,MRY. I think that is accurate.
Senator MILLER. All right. I share your view. I just want it for the

record.
Now, will it be feasible to have the various health organizations

have, let us say, suborganizations within the overall organization so
that if you have a podiatry claim then you will have that referred to
tie organization, and the organization, in turn, while it sits over the
whole operation and might serve as a final court of arbitration, so to
speak, for this work it would have suborganizations within itself
which deal with the various professions. Would that be a feasible
approach?

Dr. McGALrA °i. Yes, sir; we think this is extremely feasible.
Senator MiLLIR. Well, wiat I am suggesting here is that you might

have this overall organization which might sit as the final arbiter in
some tough cases, but for most of its operations you would have sub-
organizations so that podiatry claims would be considered only by a
podiatrist, maybe two or three podiatrists; a medical claim by medical
doctors and so on.

Would this be a feasible alternative instead of setting up one sole
organization that may have two or three medical doctors and optoule-
trists and a podiatrists

Dr. MCGLABMRY. We think that is a feasible approach, providing
there are lines of communication open in vertical as well as horizontal
directions with the people involved in this.

47-530-7 O-pt. 2-20
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Senator MILLER. What I would foresee there as a possibility would
be that you would have, say you had one from each of the professions
o0n the council itself, but w'hen it came to the general operations you
might have three or four podiatrists, you might have three or four
medical doctors, three or four optometrists, say, probably on the sub-
organization one of whom would be a member from the top organiza-
tion, so that you would have that communication and liaison.
But we ari working in. an area that is experimental, so to speak, and

I am just wondering what your idea on that would be.
Dr. McGrL4Atnr. This is a real sound approach, and we have offered

to this committee assistance in this area and we have offered to help
the Social Security Administration draft such standards and to volun-
teer personnel to assist in this area.

We think that the type of mechanism such as you described that
involves the various groups in the review process is bound to make for
more respect for the program and to help cut costs.

Senator MILL". Now, one other question on the Bennett amend-
ment relating to the organization. The amendment provides for Fed-
eral Government payments to the organization. Here you talk about
volunteer services.

Do you think it is necessary or desirable that this be on a payment
basis, or do you think it is feasible to have this on a voluntary basis
by the professions concerned?"Dr. MCGLA3M&Y. I am glad you asked i that because if I volunteered
it I might have gotten shot, )ut since you asked mne, I have witnessed
over the last 10 years in peer review, up until medicare, many mem-
bers in all professions volunteering, accepting responsibilities of peer
review, with never a thought of being compensated for.the services
other than the satisfaction of knowing that. things are being )rotected,
with the exception of the persons who were involved to tle extent of
half-time, full-time, or where it really encroaches on their professional
practice activities.

But since the advent of medicare, ther has ben a tendency to pay
for every single thing that is being done, and I think that the mem-
bers of our profession, while they would not want to be singled out
as the only ones working for nothing, they would be perfectly happy
in every instance to volunteer service without cost and without re-
muneraion for time lost from office in order to see it meaningfully
implemented.

Senator MILLER. Thank you very much.
The CHAIRAMAN. Thank you, gentlemen.
Dr. MCGLA~mY. Thank you.
The CHAIRMAN. Now, the next witness will be Mrs. Harriet Tiebel,

executive director of the American Occupational Therapy Association.

STATEMENT OF HARRIET TIEBEL, EXECUTIVE DIRECTOR, AMER-
ICAN OCCUPATIONAL THERAPY ASSOCIATION; ACCOMPANIED
BY RUSSELL DEAN, WASHINGTON REPRESENTATIVE

MNrs. TIEBEI. Thank you, Mr. Chairman, for the privilege of being
here.

I am 1-arriet Tiebel, executive director of the American Occupa-
tional Therapy Association. With me is Mr. Russell Dean, our Wash-
ington representative.
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My statement is a short one.
Representing the membership of the American Occupational

Therapy Association, we appreciate the opportunity given us to pro-
sent this statement in support of requests to include additional occu-
pational therapy services in amendments under consideration to social
security laws title XVIII of Public Law 89-97, palts A and B.

The conumttee may not be familiar with the nature and functions
of the occupational therapy profession as various changes in the
medicare law halvo been under consideration. Occupational therapy is
one of the older health professions. The American Occupational
Therapy Association, incor)orated in 1917, now has 10,954 registered
occupational therapist and certified occul)ational therapy assistant
members serving in hospitals, clinics, extended care facilities nursing
homes, home care programs, schools, universities, and a growing num-
ber in private practice.

The occupational therapist becomes eligible for registration by com-
pleting a baccalaumate or masters degree in a university having acurriculum accredited by the council on medical education of the
American Medical Association in collaboration with the American
Occupational Therapy Association. Registration is by a national ex-
amination given twice each year by the Aimerican Occupation Therapy
Association. The occupational therapy assistant is eligible for certifi-
cation when he completes a course approved by the American Occupa-
tional Therapy Association.

Occupational therapy is the art and science of directing man's en-
gagement in selected activities in such a way as to promote and main-
tain his health, diminish dysfunction and pathology, and enhance the
capacity to adapt and to function with increasing satisfaction to self
and others.

The occupational therapist is concerned with the effects of activity
upon the whole person, how the individual responds to the environ-
ment in life tasks and adapts his behavior in social relationships and
all the meaningful activityhe undertakes.

Occupational therapy services are provided by qualified registered
occupational therapists and certified occupational assistants through
provisions of the medicare legislation enacted in 1965 and amended
in 1967.

Under title XVIII of Public Law 89-97, part A, occupational
therapy may be provided when ordered by a physician in hospitals,
extended care facilities and with certain limitations in home health
agencies.

Reimbursement is made through the provider facility.
In the case of medicare )atielts, adjustment to the home environ-

ment and independence of function in the home are primary occupa-
tional therapy goals.

The independent functioning of the older person in the home can
make the difference between family members continuing to care for
that person or becoming a part of the labor force outside the home.

The Report to the Congress on Independent Practitioners under
Medicare, dated December 28, 1968, submitted by the Secretary of
Health, Education, and Welfare, recommeinded (p. 55) that:

Coverage be expanded for services of occupational therapists . . . that meet
requirements established by the Secretary and designed to promote maxhinum
coordination, continuity and quality of care....
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In recent months an increasing volume of complaints has reachedthe American Occup~ational TIherap~y Association, nIot Only from oc-

cupational therapists but from other health professionals aml agency
administrators about the disruption of services to patients when they
cannot be legally provided by outpatient departments or in home
health agencies.

Omissions in the law are responsible for the confusion and the
cutting off of services ordered by physicians.

Appropriate health services to the public are in jeopardy unless the
basic law is changed in two areas.

Our requests for changes in medicare amendments to the social
security laws are addressed to these two omissions:

No. 1. Section 1814(a) (2) (D). section 1835(a) (2) (A), and sec-
tion 1861(m). Section 1814 provides that., as a condition of payment
for hone health services, a physician must. certify that the ;atient
needed home health services in the form of skilhd nursing care or
physical therapy or speech therapy. Need for, and provision of, one
or imore of these services is a prerequisite for paying for any other
service, such as occupational therapy.

This is a critical error in the law, interfering with local professional
'idgment in providing health care to medicare patients. The physician

should be free to choose whatever recognized form of treatnieut lie
feels will meet the patients' needs most effectively.

Interl)osing artificial requirements that. certain treatment forms
must first be instituted before the desired and needed type may be
provided interferes with patient care and leads to higher costs rather
than savings. In many cases occupational therat)y logically comes
later in the individual's treatment, translating skills relearned into
functional ability.

In )ractice many patients are undergoing an occupational therapy
regimen at the time they are discharged from the hospital or extended!
care facility and returned to their homes for completion of the treat-
ment program there. Under present law, one of three things must
happen:

The patient must be retained in the hospital, at additional cost,
until the treatment is completed, or

Tie must be sent home and the needed treatment halted; or
Some subterfuge must be found, such as instituting one of the pres!

ently required three types of service even if not needed, in order to
complete the treatment at home.

Section 254 of H.1. 175-50 would further compound and reinforce
these problems by making certain amendments to section 1801 (p) and
to section 1833 of the Act.

Section 1835 (a) (2 (A) repeats the above requirement for the pur-
pose of payment of claims and section 1861 (in) sets forth the services,
including occupational therapy, which may be provided in home
health services, subject, to the above requirements.

No. 2. A different problem arises out, of the provisions of section
1861 (p) and section 1861 (a) (2) (D), dealing with outpatient physical
therapy services.

When the act was amended in January 19068 (Public Law 90-2 248),
provision was made for outpatient physical therapy services, a laud-
able stop.
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The failure to make similar provision for oCCulpational therapy
services has done a distinct. disservice to the continuity of patient care
in institutions and facilities throughout the country: We believe this
was anl inadvertent omission. In much the same manner that iome
health services have been arbitrarily constrained and often abruptly
terminated this deficiency in the authorization for occupational Aher-
ap~y outpatient services not only interferes with good patient care )ut
encourages the retention of patients in hospital facilities in order to
coml)lete treatment and thus contributes to unnecessary costs.

RECOMMENDATIONS

We respectfully urge the committee to include amendments to re-
solve the two problems, specifically :

That sections 1814 and 1835 of the act be amended to authorize the
provision of, and payment for, occupational theral)y services in home
Iialth programs, whet lir l)rovided as a single patient-care service or
in combination with other professional health care services.

That section 1861 be amended to authorize the provision of, and
payment for, occupational therapy outpatient services.

AI)DITIONA , RECOMMENDATION

The American Occup'ational Therapy Association also recommends
that when a change in basic philosophy of title XIX of the haw is
considered, attention be given to specific provision of consultative
services 1)y occul)ational therapists to nursing home facilities. By such
intervention occul)ational therapy services can be extended beyond
individual treatment by assisting the inmsing home staff in unlder-
standing rehabilitation concepts and the value of appropriate activity
for all patients by maintaining continued sul))ort and supervision of
the assistants and aides in occupational therapy skills.

Tihe CHIrARMAN. Thank you very much for your statement. Any
questions, gentlemen?

Senator VLIMts. No quest ions.
The, CHAIRMAN. Thank you very much.
Mrs. TlIEIIEI. Thank you, Mr. Chairman.
The CHAIRm1i1N. The next witness will be Mr. Ralph Ilaskins, mem-

ber of the Board, American Medical Technologists; accoml)amied by
MJr. Worth Yoder, general counsel.

Will you proceed, sir?
STATEMENT OF RALPH S. HASKINS, NATIONAL BOARD MEMBER,

AMERICAN MEDICAL TECHNOLOGISTS; ACCOMPANIED BY

WORTH YODER, GENERAL COUNSEL

AIr. IIASKxNS. Mrl'. Chairman and members of the committee, my
name is Ralph Ilaskins, of Little Rock, Ark. I am a past president
of the American Medical Technologists, and am currently a member
of the board of directors.

I am accompanied by Mr. Worth Yoder, general counsel of AiT,
and we have submitted a written statement which we request be
included in the record of the Senate committee hearings.
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I wish, in the interests of your time, to present an overview relative
to the problems.

The CIAinM+tAN. 'We vWill print, your entire statement. I hope you
can summarize it. Hit tile high points of it for us.

Mr. ItsKIS. Thank you, Mr. Chairman.
AMT is a National Registry of Medical Technologists founded in

1939 and headquartered at 710 Higgins Road Park Ridge, Ill.
Many of our registrants work in medical laboratories, physicians'

offices, and in research departments in the independent, laboratories.
AMT is the largest independent registry for medical laboratory1personnel.

Beginning in 1962, AMT initiated a complete new study of tie
educational requirements for the training of medical technicians and
technologists. Our goals then and now are to present meaningful,
valid, and honest credentials of our registrants to prospective em-
ployers. We found it was not possible to'fulfill our objectives of valid
credentials without upgrading minimum standards of students who,
after graduation, would apply for registration.

Our standards committee obtained every training program that we
could find, and outlined the minimum training programs that we
believed necessary to adequately train a medical technician. This mini-
mum outline was sent to schools of medical technology, pathologists,
educators, hospital laboratory directors, juiiior colleges, and just
about anyone interested in the training of laboratory personnel.

We asked them to-review the standards and send us their comments.
The minimum outline was used. Following this, suggestions were
submitted and many of the problems relative to training were brought
into focus, tuition, library facilities, physical plant, equipment,
interest qualifications, instructor qualipcations, instructor-student
ratio length and content of courses, et cetera.

Who would evaluate these programs? Who would determine
whether the graduate could fulfill the duties expected on the jobsite?
Is the product of the training objective well trained?

The board of directors decided to set up an accrediting bureau
composed of pathologists, educators., scientists, hospital administra 
tors, school owners, physicians, medical technologists, and medical
technicians.

This accrediting bureau was unique in that AMIT members were
a minority on the board of directors. This program was funded by
the AMT without Government or other outside financial aid.

The accrediting bureau is a completely autonomous group. The
bureau manual has been revised many times. However, in its present
form it contains all necessary guidelines for a 2-year training pro-
grain in a vocational school or junior college as a medical technician.

The U.S. Office of Education has recognized the accrediting bureau,
and the accrediting bureau of medical laboratory schools has been
added to the list of nationally recognized accrediting associations
and agencies.

Al-T is excluded from recognition by the AMA although they have
talked to us about taking us into their umbrella.

The tragic part of this tale is the fact that AMT and graduates
of these accredited programs are excluded from the medicare regula-
tions. W1e have been informed that recognition will be printed in the
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manual used by the official inspectors but not in the manual of tile
conditions when they are revised.

To those of you who are knowledgeable about these medicare regu-
lations, it is even more tragic that the clinic laboratory assistant. pro-
grain (CLA) sponsored by the American Society of Clinical Patholo-
gists as an aide program has been designated as at the level of
technician by the authors of the medicare regulations.

The quality training program of the AMT is not mentioned even
though it is a training program requiring 2 years of intensive stid)
coml)ared to tile 1 year apprentice-type program of tile CLA.

AMT exclusion from the medicare regulations brings about an even
greater question when one inspects the reports of two northieastern
university surveys financed by the Government regarding thi duties
of medical technologists and technicians in which Professors Gold-
stein and Horowitz found that 95 percent of the duties performed
were essentially the same.

Professor Ammer of the same institution found essentially tile same
thing hi another investigation. These investigations were funded by
HEW but were ignored by the authors of the medicare regulations.

It. is not my purpose to condemn the ASCP or the CLA program
or any other group interested in contributing to the paramedical team.
It is our belief that before hundreds of thousands of dollars are spent
in training more people or trying to retrain people who have left the
profession, it would appear to have more merit to give recognition to
the graduates of quality training programs that are entirely capable
of performing the duties in the medical laboratory, but who are
excluded by the medicare regulations.

We have made numerous trips to JIEW trying to resolve this
problem.

We have submitted many letters from pathologists and hospital
laboratory directors recommending the graduates of these programs.
To date, the success of our efforts in seeking changes is hardly
measureable.

We have followed the suggestions givenby HEWV for several years,
to no avail.

The single best solution is to seek administrative changes in tile
medicare regulations to resolve the exclusion of qualified taxpaying
laboratory personnel from their right to work in a field for w hichI
they have been trained at the level of their ability, and these changes
should include an upward progression program.

As my prepared statement indicates at page 7, this committee
directed HlEW to review the arbitrary pa per requirements which dis-
qualify really qualified personnel from tie program. To my knowl-
edge i-l8W has not made these revisions.

I wholeheartedly subscribe to the approach of administrative
changes and will continue to assist in any way to resolve the problem
of exclusion of qualified persons from working in the laboratories
under the mlicare program.

I wish to express my gratitude for this opportunity to present
these facts to the committee, and on behalf of the AMT members of
each State of the Union, I would also like to express their thanks
for allowing me to testify in their behalf.

(rie prepared statement follows. Hearing continues on page 647.)
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STATEMENT OF RALPIH S. ]TASKINS. NATIONAL BOARD jMEtBEK. AMERICAN M11EDICAL
TlEC II!NOLOGISTS

Mr. Chalirian--members of tile Committee. I am Ralph S. liaskins, National
Board Member, American Medical Technologists (AMT). On behalf of AMT
and Its registrants, I wish to thank you for the opportunity to present this state-
ment before you today.

AMT Is a National Registry of Medical Technologists, founded in 1939 and
headquartered at 710 Higgins Road, Park Ridge, Illinois. Current registration
is In excess of 10,000 persons, most of whom are presently working In labora-
tories throughout the country and are engaged in the testing of specimens to
assist In the detection of hunman disorders. Our registrants include college and
vocational school graduates, as well as several thousand veterans, most of whoiu
were trailed in Armed Forces schools of medical technology.

AMT. through an autonomous agency, the Accrediting Bureau of Medical
Laboratory Schools, Is a national accrediting agency recognized by the United
States Office of Mducation, pursuant to Public Law 82-550 and subsequent
legislation. The Bureau operates only in the fleld of medical laboratory tech-
nician education. (See Federal Register, vol. 35, no. 96--Saturday, May 10,
1970.)

Tho Registry Itself, as opposed to the Bureau, is concerned with technologists
as well as with technicians, and It registers persons In both those categories
on the basis of their having met certain educational standards and having passed
difficult and comprehensive examinations. A detailed statement of AMT's regis-
tratlon requirements for technologists and technicians Is attached here as Ap-
pendix 1. Attached here as Appendix 2 is a list of the required courses for the
grade of technician. I request that these appendices be recorded in the record fol-
lowing this statement.

One indicator of the adequacy of our requirements, apart from the USOR
recognition, is the fact that accredited hospitals, pathologists, physicians, and
Independent laboratories aggressively recruit technologists and technicians reg-
Istered by AMT. Many of our registrants, incidentally. are employed in labora-
tories In the Washington area, and Included among these are Bethesda Naval
HIospital and Walter Reed Army Hospital.

My purpose In appearing before you today is not to oppose anything presently
in the Medicare Statute. I am here to call to your attention serious and danger-
ous deficiencies in the administration of the Medicare Act: the arbitrary exclu-
sion of qualified persons from the grade of technologist under the regulations
entitled Comditions for coverage of services of independent laboratories (Code
of Federal Regulations, Title 20, Chaptcr III, Part 405) adopted pursuant to 42
USC I 1395x(s) (10) and (11). These provisions of the Statute empower the
Secretary of hIIDW to impose conditions relating to the health and safety of
individuals (Medicare patients) with respect to whom medical laboratory tests
are to be performed. The Conditions apply only to independent laboratories and
not to hospitals or to laboratories In physicians' offices.

From the Inception of Medicare the personnel of the United States Public
Health Service, who were assigned the task of drafting the Conditions, have
set very arbitrary personnel standards for technicians and technologists per-
mitted to work In Medicare labs. For instance, the AMT standards for techni-
cians (see Appendices I and 2) were denied recognition, yet the standards for
the Certified Laboratory Assistant Program sponsored and recognized by Ameri-
can Society of Clinical Pathologists ,ASCP) and American Medical Association
(AMA) was recognized. This Is so despite the fact that the CLA program of
ASCP and AMA Is not claimed by its sponsors to be an educational program for
technicians, but merely for laboratory assistants.

A glance at the comparative standards of tile CL, program and tie AMT
technician program will explain the modesty of ASOP and AMA In not claim-
ing technician status for their CLA progiani. The AMT program Is b,'ied on
1.500 clock hours of Instruction with at least 6 months working experience fol-
lowing the Instruction, while the OLA program Is based on a minimum of 100
clock hours of classroom-type Instruction, either followed by or Intermingled
with sufficient weeks of on-the-job training to round out a full year. The AMT
program requires a minimum of one year of school followed by one year of
on-the-job training, or, In the alternative, 18 months of actual school followed
by 6 months of on-the-job training. In other words, the AM'? program, which
Is mnder the jurisdiction of the Accrediting Bureau and, therefore, approved
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by USOE, Is twice as long in total duration and 15 times as long In lIIinlnl
classroom requirements as the CIA program. Yet the two programs are con-
silered on a par as far as the Medicare Independent Laboratory Conditions are
concerned.

I might add that the Conditions themselves 41o not mention the AM1T, the
Accrediting Bureau, or its progranis, but do mettiiio;n ani approve, at tlie
technician level, the C(LA program, despite the fact that the Mirval-aloproved
program is approved by the "SOE and the CLA program Is not. tlow.ver. wi.'
are not primarily concerned simply with being or not being mentioned ly iaitie
i the Conditions (though the injustice of our excluion Is obvious), but we

are concerned about the philosophy of the Medicare Administration which for a
period of several years has only reluctantly conceded that anyone other than
AMA might have something of vale to contribute to the advancemient and
protection of the public health. It happens that AMT and the Accrediting Buro'an
are now Included in the manual furnished at the state level to Inspectors deal-
Ing with Independent laboratories doing work on Medicare patients. Exactly
why the AMT and the Accrediting Bureau can be mentioned in a manual
distributed only to officials, but not In a manual on the same subject distributed
generally, Is not apparent. (The season given by USPIIS personnel Involved
with this problem Is that the AMT Bureau has only "provisional" USOE recog-
jition granted In the fall of 1969. Nevertheless, all USOH recognition of accredit-
Ing agencies Is always subject to review and the ASCP-AMA program for CLA
education lacks even provisional approval by USOE.)

Of even more serious concern, however, Is the arbitrary decision on the part
of the Medicare and USPIIS bureaucracies to divide labortory personnel belo'/
the grade of supervisor into two categories: technologists and technieiaas,A6n
the basis of artificial standards. As will be noted in the appendlce.,, the ;l'3i'
standards for technologists permit a per-on to register as a technolo l st in
several ways, Including a route of upward progression from the gade of
registered technician (Mill') to that of registered. technologist (MT) on the
basis of proper qualifying experience In a proper laboratory and the passing
of a difficult and comprehensive examination. The failure of the Medicare
Administration to recognize the validity of such upward progression contribute.,
in our opinion, to the dire shortage of skilled laboratory personnel and to the
wholesale abandonment by laboratory personnel of their intended laboratory
ca reers.

We believe that your Committee may have attempted to have the Stcretary
of IIIAW treat wvith this problem of arbitrary exclusion of competent personnel
front laboratories via arbitrary personnel standards when it adopted the report
designated as S. Rep. No. 744, 90th Cong., 1st Sess. (1967). In that relrt the
Committee Incorporated a directive to the Secretary of IIHEW stating the ('o-
mnittee's concern with the dire shortage of personnel aggravated and partially
caused by arbitrary educational and other requirements by saying

* . . that the reliance placed specific formal education, training, or member-
ship in pravate professional organizations might sometimes serve to di.qualify
people whose work experience and. training may make them equally or better
qualified than those who meet the existing requirements. Failure to make
possible the fulle.,t use of properly trained health personnel Is of particular
concern because of the shortages of skilled health personnel in several fields.

In the next paragraph of the report the Committee directed the Secretary to
"engage i consultation with appropriate professional health organizations

and state health agencies and to the extent feasible, explore, dcrclp. and
apl))y appropriate means of determining the proficiency of health pernomnel
disqualifled under the present regulations." (Id., emphasis added.)

Only the most perfunctory study and review of this matter was given to this
problem by the Secretary prior to Secretary Cohen's report to the Committee
transmitted by letter (ated December 28, 1968, to the Honorable Iussell 11. Long,
Chairman of the Committee on Finance. The report accompanying S'ceretary
Cohen's letter was entitled "'PERSONNEL QUALIF,'ICATIONS FOR M1I)I-
CARM IRSONNEL,: A Report to the Congress".

Other studies, particularly those of Dean S. Ammer, "Productivity, Person-
nel, and Problems of Hospital Clinical Laboratories" (supported by an HOW
grant RO PM 00001, Division of Physical Manpower Bureau of Health Man-
power) and of Professors Morris A. Horowitz and Harold 3. Goldstein ("Hiring
Standards For Paramedical Manpower", prepared under Grant No. 91-23-07-57)
deal with this problem in a manner supporting the position of AMT. The sub-
stance of these reports Is that there is really no difference in a working Inborn-
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tort% between a technician and technologist, or between the work and tests
performed by them. The latter report recommended, among other things, that

0. The Government (local) should examine the whole practice of licensing
of the various paramedical occupations, a practice which has tended to exclude
disadvantaged and school dropouts by means of arbitrary and necessary
qualifleations. (p). x-l).

8. Wherever possible hospitals should develop a Job promotion ladder, with
the necessary training furnished on the Job. Thus, by eliminating dead end
Jobs and creating promotion opportunities, hospitals will attract better personnel
and reduce attrition. (p. xi).

Quite obviously the Medicare laboratory regulations were the very type of
stifling regulation which Professors Horowitz and Goldstein recommended be
eliminated. We feel It significant, and frustrating both to the advancement o5T
the public health and to efficient administration of Government, that the drafts-
men of the Medicare personnel standards Ignored completely studies bankrolled
by the Government to seek a solution to a problem which the Government recog-
nizes, but which one part of the Government (the Medicare draftsmen) seems
dedicated to preserve.

A very recent study sponsored by the National Committee for Careers in Medi-
cal Technology (under Public Health Service Contract Pti-108-06-151) at-
tempted to discover reasons for career abandonment by laboratory personnel
and to develop and Implement means of attracting former laboratory personnel
back into the field. A report by Norman E. Holly (health economist In the Office
of International Health, Office of the Secretary, Department of Health, Educa-
tion and Welfare) entitled "A Matching Program to Retrain Inactive Medical
Technologists" appearing in Public Health Reports vol. 85, no. 8, August, 1970,
p. 666 et seq., shows that even diligent, well-financed efforts to attract workers
back Into the lab once they had left were Idle. It is obvious to us In the field that
the way to cure the shortage of laboratory personnel Is to make the work attrac-
tive enough that they will not leave In the first place. Very obviously the arbi-
trary labeling of a worker as a technician when lie should be promoted to tle
grade of technologist will not tend to make hini pursue a lifetime career of labo-
ratory work. This fact Is particularly pointed up by the arbitrary designation as
technicians under Medicare of persons trained In Armed Forces laboratory
schools. There, under a 50-week program, virtually identical to the AM'T techni-
clan program, the personnel are trained to be "in charge of military medicallabo-
ratorles" (emphasis added) ("program of Instruction for 311-92B30 medical
laboratory procedures (advanced) course, mos: 921330," approved by the Surgeon
General of the Army, July 11, 1907), yet the Medicare standards do not permit
them, on the basis of that training, to rise higher than the very lowest grade
recognized under the standards: that of technician, and at that, on a par with
and no higher than laboratory assistants.

Of course, this improper and arbitrary handling of laboratory personnel in
the Medicare Conditions could be prevented by statutory amendment. However,
we do not suggest that to be a proper course, particularly since the standards
need to be reviewed and upgraded from time to time. Rather, the problem should
bo solved by careful and conscientious review by the Secretary of IIFJW of the
present arbitrary and stifling personnel conditions. Such a review was specifi-
cally suggested by this Committee in Its report during the 90th Congress (S. Rep.
No. 744, 90th Cong. 1st Sess. (1967)).

American Medical Technologists Is always carefully studying and reviewing
Its own standards and, in keeping with the advances of laboratory science, Is
upgrading them both (1) to meet the legitimate career expectations of qualified
personnel and (2) to protect the interests of the public In having only qualified
persons performing laboratory tests. The Medicare Administration should do
no less, but so far it has effectively done neither.

Elimination from tile Conditions of personnel standards for technicians and
technologists would be an improvement over the present Conditions. (With the
CI1 A program being included, there are no effective technician standards anyway.)
Adoption of standards providing for upward career progression would be a
suitable and effective alternative improvement.

RALPH S. HASKINS, A.M.T.,
National Director.
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APPENDIX 1

A medical technologist is a person qualified by education and experience to
pt-rform clinical laboratory testing requiring the exorcise of independent judg-
went and discretion.

A medical technologist Is qualified to supervise technicians and laboratory
aides and to assist In their training. A technologist may perform tests and
report results under general supervision and may do so when the laboratory
director or supervisor Is either on duty or on call.

A technologist may calibrate equipment and, in consultation with the labora-
tory director, assist in determining the accuracy aiid utility of new tests and
proved u res.

Depending upon the education and training of the individual, a technologIt's
area of competence may be limited to one or more branches or specialties of the
medical technology field.

1. Applicant must be a citizen or resident of the United States, or any
dependency, or of any other Western Hemisphere nation, and must be of good
moral character.

2. Applicant must be a high school graduate or acceptable equivalen.L
3. All applicants for certification by A.M.T. as an M.T. must meet one of the

following requirements:
a. Professional school/armed forces school/two-year college program: Appll-

caur must meet the requirements for M.L.T. and must have three (3) additional
years of approved laboratory experience.

b. College or university: Applicant must have completed 90 semester hours
in an accredited college. This can Include junior college credit, and must
Include 40 semester hours in the sciences. This must Include the following
specific course requirements or the substantial equivalent: 12 hours In chemistry;
12 hours in bacteriology and/or parasitology; 6 hours In matheinatics; and 8
hours fi biology, genetics, embryology, zoology, or anatomy, or

c. Applicant must hold at least a bachelor's degree in medical technology or
a bachelor's degree with a major in one of the biological science from an ac-
credited college or university.

Ii addition, all applicants must complete at lea.-t one year of approved
laboratory experience.

4. All applicants must take and pass the A.M.T. registry examination for the
certification of M.T.

Note: An applicant may qualify for registration as a Medical Technologist on
the basis of having graduated from an A.M.T. approved school prior to Novem-
ber 1, 1905, and having at least four years of approved laboratory experience.

A medical laboratory technician is a person qualified by education and
experience to perform clinical laboratory testing requiring minimal exercise
of Independent judgment and discretion.

A technician ordinarily works only tinder Immediate !upervision, particularly
when performing tests of other than a routine nature. A technician may per-
form tests and report results of routine procedures without close supervision,
Nut only if a technologist or other person of higher qualification Is on (Juty In the
laboratory or on immediate call.

1. Apoifflant must be a citizen or resident of the United States, or any
dependency, or of any other Western Hemisphere nation, and must be of good
moral character.

i. Applicant must be a high school graduate or acceptable equivalent.
i% All applicants for certification by A.M.T. as an M.L.T. must meet one of

the following requirements:
a Professional school training: Applicant must k- a graduate of a medical

laboratory school (offering a 12 or 18 month course in medical laboratory
techniques) accredited by the Accrediting Burean of Medical Laboratory Schools.
In addition, the applicant must complete enough approved laboratory experience
to make his combined school and laboratory experience program at least two
years in length. A list of accredited schools can be obtained upon request.

b. Armed forces school: Applicant must have completed a course of at least
one year (50 weeks) In a U.S. Armed Forces school of medical laboratory
techniques. The school's courses must be the subdstantial equivalent of the
courses offered in a school accredited by the Accrediting Bureau of Medcal
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Laboratory Schoolk. In addition, the applicant mut complete 12 montIA of
nlpl)roved laboratory experience.
c. College, university, or junior college: Applicant must have completed 60

semester hours In an accredited cali'ge or junior college, including at h'ast 25
seme.;ter hour. in the scIence. This juist Inclide the following specific course
requirements or the substantial equivaent :' 12 hour. in chemistry, bacteriology,
or parasitology in any (oiblmhmtlonm : :3 hours in mathnmatlcs : 8 hours itn blology.
genetics, embryology, zoology, or anatomy in any combination, or

Applicant must be the holder of an associate of science degree in mnedial
technology, or equivalent) from an accredited junior college.

In addition, all applicants must complete 6 months of approved laboratory
experience.

4. All applicants must take and lms the A.M.T. reistry examination for the
certification of M.L.T.

5. The experience requirements need not be completed when the application Is
filed.

APPROVED LAlIORATOIY EXPERIENCE

All approved laboratory experience credited toward certifleation must be:
1. In a Clinical Laboratory meeting one of the following requirements:
a. j) ircIed by a person holding an earned doctorate degree in one of the

sciences
b. Approved for service to patients under "Conditions for Coverage of Services

of Independent Laboratories" under Medicare, or
2. In a Research Laboratory meeting one of the following requirements:
a. Operated by an accredited college or university
b. Directed by the holder of an earned doctorate degree, or
3. In a Hospital Laboratory meeting one of the following requirements:
a. Accredited by the Joint Commission on Accreditation of Hospitals
b. Accredited by the Bureau of Hospitals of the American Osteopathic

Association
4. The laboratory experience must cover at least four (4) of the various

branches of clinical laboratory testing (e.g.) chemistry, hematology, para-
sitology, urinalysis, bacteriology, serology, blood banking, etc.

APPENDIX 2

MINIMUM COURSE REQUIREMENTS OF AMERICAN MEDICAL TECFlNOLOOIST ACCREDITED
SCHOOLS

Formal training in an AMT accredited school way be completed in either an
18 month school plus a 12 month Internship program, or In tn 18 month school
plus a 6 month internship program.

REQUIREMENIS FOR 12 MONTH SCHOOL PROGRAM

Lecture hours Lab hours

Anatomy and physiology ----------------------------------------------------- 20 10
M edical ofientaton -----------------------.---.-----.---.-----............... 10 10
General che'nis y -----------------------------------------------------...... 30 60
Hematology ------------------------------.-.---------------.-.----........ 60 140
B acteriology -----------------------------..-----------------------.......... 60 120
Parasitolo" ---------------------------------------------------------------- 40 80
U rinalysis -------------------------------------------------------------- 25 55
G astric analysis ------------------------------------------------------------ 5 5
Clinical chemastt ----------------------------------------------------------- 80 160
Serology ------------------------------------------------------------------- 30 70
Histological techniues ......... _ - - -- - - ------------------------ 30 60
Basal metabolism and etectrocardigraph -------------------------------------- 10 20
Blood banking -------------------------------------------------------------- 20 40
M eiical ethics......................... 15 0
Advanced laboratory procedures, seminars, etc --------------------------------- 20 80

Total -------------.---.-------------------------------------------- 455 910

The student must also successfully complete such additional elective courses
as shall cause the total clock hours to be not less than 1500.
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REQUIREMENTS FOR IS-MONTE SCI[OO. PROGRAM

The student must successfully complete all the courses required for the 12
month program. Additional hours In these required courses and courses selected
from the following list must also be taken to complete 2100 clock hours of
instruction:

Lecture hours Lab hours

Biology ---------------.-------------------------------------------------- 30 60
Zoology ------------ -------------------------------------------------- 30 60
Chemrcul arithmetic -------------------------------------------------------- 60 0
Elementary physics ---------------------------------------------------------- 20 32
Mycology ---------------------------------------------------------------- is 45
Virology .. --------------------------------------------------------- 15 45
Business English --------------------------------------------------- 55 0

Total ---------------------------------------------------------------- 680 1,152

RECAPITULATION

Total clock hours required for 12 month school: 1500.
Total clock hours required for 18 month school: 2100.

Mr. IIASKINS. Thank you.
The C AIRMAN. It is my understanding that the Department ig-

nored the testing program that the committee recommended.
r. IAsKIxs. Yes, sir; to my knowledge they have ignored it.

The ChAIRMIAN. Do you hae schools training young people to be
technicians?

Mr. HASKINS. A 2-yearprogram.
The CJIAIR-MVx. I see. Ihow much education do they need before they

enter?Mr. HASKINS. High school or the equivalent.

The CHAIRMAN. So you are training young people, not to be doctors
but to be technicians and do work that a doctor need not have to do if
someone can do it for him ?

Mr. HASKINS. Yes, sir.
The CHAIRMAN. I see.

Is appendix 2 a list of things that you expect these technicians to
know?

Mr. IASKizNS. Yes, sir.
The CHAIRMAN. It would seem to require that this young person

would have to spend a large amount of time. I read an article of a
young person who had been in the service who was working as a
doctor's assistant in some capacity now.

It looked as though that might be one way to help l)rovide the per-
sonnel and help hold down the costs of medicare. How much additional
training does a young Person of that sort need in order to go to work
doing laboratory work or as a corpsman or a doctor's assistant?

Mr. HAsKINs. Well, a goodly portion of those people are trained to
1ulin laboratories in the absence of a physician, so they are highly
qualified.

Tie fact is initially when we first started working on this problem
the military people were excluded right along with us. Our program
of trading is equivalent to that of the military,

Ihe CuA IRMAN. It would seem to me that when we draft a young
man or even better when lie volunteers and qualifies himself to be a
medical corpsman, that we ought to have a program available where
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persons of that. sort could quite readily find themselves a place in our
civilian economy by qualifying themselves to do work parallel to what
they had been doing for the military.

Those tyl)es of health services are needed, are they not?
Mr. HAsxKNs. Yes, sir.
The CHAIMAN. How much additional training do you think a fel-

low needs if he has been a good medic in the military, in order to find
himself a place in a hospital or in the health care field?

Mr. HAsKINs. Mr. Yoder.
Mr. YoDFR. Let me, on Mr. Haskins' behalf or by way of assisting

him, attenipt to answer that.
This program for medical technicians that is contained in appendix

2 to Mr. Haskins' statement is virtually identical to the 50-week Armed
Forces training )rogram for military medical laboratory personnel,
the manual of which states that they are trained under this l)rogram
to be in charge of military medical laboratories.

For a young man to come out of the service having had that train-
ing and having served his hitch to go into the laboratory in civilian
life needs no further training unless his field experience or his Army
hospital experience was so specialized that he might need to brush ii)
on other things. But the answer is none, exactly none.

The CHAIRMAN. Wrell, in view of the cost, and lack of availability
of medical care, it seems rather ridiculous to decline to use young
people whom. we have trained in the military and who have done their
tour of duty for their country, and who then seek an opportunity to
serve their fellow men in civilian life.

Mr. YoDnR. Well, Mr. Chairman, those militarily trained people
are now included in the technician category under the medicare
regulations.

might say that was largely due to the efforts of Mr. Haskins and
his colleagues in coming up here over a period of many months-and a
couple of years and fighting for the inclusion of that which HEW
finally did go along with. Many of AMT's registrants were in the
service.

However, they are denied the opportunity to progress upwards from
the grado of technician, which is a subservient role in the laboratory,
to that of technologist who works under lighter supervision, even
though the Army states they are trained to be in charge of military
medical laboratories, and I am quoting directly, as you will see, from
Mr. Haskins' prepared statement, from the language of the Army
Training Manual, itself.

So it is a waste of human resources, as I think you have indicated
in your comments.

Mr. IlAsKiNs. Anotler thing, Mr. Chairman, significant to this is
that these military people, as well as our people are hired at a much
lower salary level and kept there rather than advanced according to
their ability to perform a certain function in the laboratory.

The CiA&IRMAN. It seems to me we ought to try to (10 something
about all the mentally ill who are not being treated today, many of
whom could be restored to a productive life.

A lot of them are not going to be able to work at gainful employ-
ment, but a lot of them can, I should think at least haIf of them could
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be restored to adequate mental health and could work and earn their
own way and be taxpayers rather than tax consumers.

To do that we will probably be told that we cannot find the doctors
and that it. would take years to train that many doctors, if you are
going to start with a 4-year medical course, anI then have specialty
training from that, point forward. But if you use corpsmen and medi-
cal technicians of various types, who can do things that a doctor need
not necessarily do, then you should be able to find a lot more doctors
to help in the care of the mentally ill and other things.

M[r. YODER. Mr. Chairman, we have urged that position on IIEW'V
ever since I have been associated with this organization in attempting
to do something about these Medicare regulations.
The Government has spent, I suppose, millions on trying to (is-

cover and devise ways to get people who once worked in clinical labora-
tories and left the field to come back in or who have been trained in
them to stay in, and they have not been able to do much about it.

A recent report by a Federal employee, a .Mr. Norman E. Holly,
which is mentioned at. page 9 in Mr. I1askins' statement, displays
the futility of getting somebody back in once they have left,.

However, these medicare conditions force people out., I think as
Mr. Haskins indicated, by keeping these-for instance, these Armed
Forces highly skilled and well trained people, and other capable per-
sonnel, from rising above the technician level to that of technologist,
for which level they are, in fact, trained.

Now, there is a tyranny of labels here. The Army will say, "No, we
train technicians." Nevermind what they call it. they train them, they
state they train them, and in practice they put them in charge of mill-
tary medical laboratories, call it what you will.

Iow, in fact a technician in medicare is a lower type person than a
technologist. However, also in medicare, the draftsmen of the condi-
tions have seen fit to call American Medical Association-approved
laboratory assistants (CLA) -AMT does not have any similar cate-
gory-to give them the grade of technician. This puts then. on a par
with somebody who went to school for a year or more, as those in the
Army and others of our registrants have, when the CLA went to
school for 100 hours.
Mr, HAMs-INs. That is right.
L fr. YoDER. It is not that the medicare standards for technicians are

too high, it is that these standards are arbitrary. They let some people
wlio are not qualified in and they keep others" who are qualified out.

M1tr. HASKINS. Right.
The CHAIRMAN. I personally am satisfied with the level of Govern-

iment care provided for U.S. Senators. If I need to have a shot of
something or other, I go and check in with Dr. Pearson over here at
the Senate Dispensary, and if he decides that they ought to giveme a shot lie tells a medical corpsman to give Senator Long a shot,
and the medical corpsman gives me the shot, and that is the end of it.

A doctor does not do that, and I personally would favor a regula-
tion that he does not stick the needle in anybody. ite just tells the
corpsman to do it, and that is the corpsman's job.

If he has need to take a blood sample, the corpsman takes the blood
sample. The doctor does not have to do that. His time is too valuable,
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lhe is too busy, to have him doing something that a nurse oi- hospital
corpsman cani (10 just as well.

Mr. YoIwt. Senator tile chances are-I do not want to say over-
whelining, but excellent, that that man that you see who takes that,

blood sample from your body may well be one of our relgistrants. We
do not ever mentioni names for ethical reasons, but. I (o happen to
know that one of the primary draftsmen of one of these medicare reg-
ulations is always being taken care of by one of these people, and lie has
always stated to me he does not think anybody is competent unless
they are under one of these AMA-approved l)i'ograms. He does not
know it, but one of our people takes care of him.

The CLAiMAN. Is it really established practice that the doctors
have these technicians do the tests for them rather than the doctor
doing it himself?

Mr. YoDiIn. In almost all instances the doctor confines himself and
should because of his high skill, to difficult cases, to tissue analysis,
to-I am getting out of my field, Ralph, I think you had better take
that back.

Mr. ILASKENS. Usually the medical technician or medical laboratory
technologist, whichever, term you prefer to use, l)erforms the diag-
nostic procedures in the laboratory. In histopathology for instance,
he cuts the tissue, stains it, and so forth, and gives it to tfhe pathologist
who would read it rather than a pathologist doing all of the prepara-
tory work, the work in p)reparing the specimen for the pathologist to
rad1. This is done by people in the histo group.

This saine thing is true in the clinical chemistry laboratory. While
you may have a pathologist who is the director o? the laboratory, the
work itself, and the playing and all of that is done by people of a
technologist or technician's, category. It is also quite interestiig, that
very often a pathologist who directs a clinical chemistry laboratory
that is automated may not know anything about the automation, and
lie depends upon people like me to do that for him.

T11e CHAIRMAN. Yes.
Well, thank you very much.
Any further questions?
Mr. 1AsRiNs. Thank you.
The CHAIRMAN. Our next witness will be Dr. Robert W. Gibson,

medical director, the Sheppard and Enoch Pratt Hospital of Towson,
Md on behalf of the American Psychiatric Association.

I hle is not lere, then we will print his statement.
(Tle statement of Dr. Gibson follows:)

TESTIMONY SuBMIrE D ON BEHALF OF TIM AMERICAN PSYCHIATRtIC ASSOCIATION
AND TIlE NATIONAL ASSOCIATION OF PRIVATE PSYCIIIATRIC HOSPITALS BY
ROBERT W. Guiso'x, M.D., MEDIoAL DIEOTOR, TIE SHEPPARD AND ENOCiH
PRATT HOSPITAL.. TowsoN. N|D.

Mr. Chairman and Members of the Contnittee. I am honored to have this
opportunity to speak to you on behalf of the American Psychiatric Association,
whose 18,000 members have the primary responsibility for the medical treatment
of the mentally ill in our country, and to speak on behalf of the National Asso-
clation of Private Psychiatric Hospitals, whose 134 member hospitals have the
primary responsibility for the private hospital care of the mentally Ill.

As psychiatrists, we are indebted to the members of this Oommittee for their
continuing interest in those provisions of the Social Security Legislation affecting
psychiatric care. And, and we are particularly grateful to your Chairman, Senator
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Long, for his personal efforts. The mentally ill are neither articulate nor effec-
tive spokesmen in their own behalf and it is indeed fortunate that in Senator
Long they have a dedicated champion, sensitive and concerned about their needs.

Gentlemen, I speak to you today with grave concern and disappointment about
the legislation before us. It does nothing to eliminate the discriminatory pro-
visions of Medicare and Medicaid. In fact, Section 225 singles out the mentally
ill for even further limitations under the Medicaid program by a decrease in
Federal matching of one-third after 90 days of care in mental hospitals and
provision for no Federal matching after an additional 275 days of such care
during an individual's lifetime.

In testimony presented before this Committee some three years ago, I asked
for the elimination under Title XVIII of the special financial limitations placed
on psychiatric outpatient treatment.

I asked for the elimination under Title XVIII of the 190 lifetime limit placed
on treatment in a psychlatric hospital.

Three years ago the reluctance to ac. on these recommendations because of
the deep-seated concern about the overall cwts of the Medicare and Medicaid
programs was understandable. The apprehension about the total cost. of the
programs was shared even though I did not believe that our recommendations
regarding psychiatric benefits would create fiscal problems.

But now, three years later, there is evidence that the concern about costs
of psychiatric care is not warranted. in 1968, based on claims paid under Medi-
care, payments for psychiatric hospitalization represented only 0.7% of the
total amount reimbursed and the suggested changes would add little if anything
to this.

I will review only briefly the recommendations concerning outpatient treat-
ment under Title XVIII. Under the supplementary medical insurance benefits
for the aged, outpatient treatment may be paid for after a $50 deductible, with
the patient paying 20% and with no top limit, but in the case of psychlatrio treat-
ment, the patient must pay 50% after the deductible, and there is a top limit of
$250. This limitation seriously curtails outpatient treatment for the aged patient.
In many instances the limitation will prevent the adequate outpatient evaluation
and screening that have been shown to decrease unnecessary hospitalizations.
The retention of this limitation on psychiatric outpatient services is particularly
incongruous in the light of comments on page 38 of the Report of the Committee
on Ways and Means on H.R. 17550 noting a wish "to encourage states to make
more efficient use of health services" and a wish to "create incentives to en-
courage outpatient services and disincentives for long stays in institutional
settings."

Thus, I ask for the elimination of discriminatory provisions limiting out-
patient psychiatric care for the treatment of the aged under Title XVIII.

This would mean deleting the phrase "(e) Notwithstanding any other pro-
vision of this part, with respect to expenses incurred in any calendar year in *

connection with the treatment of mental, psychoneurotic, and personality dis-
orders of an individual who is not an inpatient of a hospital at the time such
expenses are incurred, there shall be considered as incurred expenses for pur-
poses of subsections (a) and (b) only whichever of the following -amounts is
smaller: (1) $312.50 or (2) 02%% of such expenses." P.L. 89-97, Title XVIII,
Section 1833(c).

Again addressing myself briefly to Title XVIII, there is a 190 day lifetime
limit placed on treatment in a psychiatric hospital. No such limit is placed on
treatment in a general hospital, even if such treatment in the general hospital
is for a psychiatric illness. It makes no sense to force a patient to shift from
one institution to another and that is exactly what can happen. Only infinitesimal
financial savings could be achieved through this limitation and in fact it is
possible that by forcing patients into more expensive general hospital beds this I

190 day lifetime limitation is increasing the costs to the program.
Therefore, I ask you to eliminate the 190 lifetime limit on treatment in a

psychiatric hospital under Title XVIII.
This would mean deleting the phrase "(3) inpatient psychiatric hospital

services furnished to him after such services have been furnished to him for a
total pf 190 days during his lifetime." P.L,. 89-97, Title XVIII, Section 1812(b).

In its Annual Report on Medicare, the Iealth Insurance Benefits Advisory A
Council recommended the enactment of legislation which would allow the par-
ticipation of community mental health centers in the Medicare program. Mental
health centers that are affiliated with general hospitals are certified under Medi-

47-530--70--pt. 2- 21
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care as part of the general hospital ; centers that are affiliated with a psychiatric
hospital are certified as part of that hospital. But, a number a new centers have
developed independently and are free standing. To qualify as a Medicare pro-
vider for service and receive reimbursement for inpatient care, present law re-
quires that the free standing mental health centers meet the conditions of par-
ticlpation for psychiatric hospitals.

We urge the enactment of legislation that would allow the particiltion under
Medicare of all qualified community mental health centers. This is consistent
with the development of such centers throughout the country to Ilrovhle more
compreliensivo treatment services, accessible to the population groups .erved.

To accomplish this, the inpatient services in these centers could be covered
under Part A of the program, subject to the same conditions and limitations as
are applicable to inpatient psychiatric benefits. Payment for outpatient services
could be made under Part 11, on a reimbursable cost basis in ninc~t the sunt,
nmalnncI as outpatient hospital services.

Turning now to "Pitle XIX, medical assistance is provided for persons under
65 who are in families with dependent children, are blind, or permanently and
totally disabled, and whose Inconies and resources are insufficient to meet tie
costs of necessary medical services. Recipients under the age of 65 may receive
inpatient psychiatrlc treatment on the psychiatric unit of' a general hospital,
but not in a mental institution, whether it be a public or a private mental
hospital, or even a community mental health center.

This limitation is highly objectionable. Not a single state in our country has
a sufficient number of psychiatric ulnits in general hospitals to treat the persons
now eligible for benefits under Title XIX. Furthermore, tile psychiatric unit of
a general hospital provides only a limited spectrum of care-primarily diagnostic
and brief stay. They seldom have the full range of specialized mental health
professionals, and the shortage of facilities and staff to treat children is
particularly severe. Treatment in a public mental hospital, a private psychiatric
hospital, and a community mental health center was included by the Congress
under Title XVIII and the failure to do so under Title XIX Is fundamentally
inconsistent with the emphlasis on community phychlatry so vigorously supported
by the Congress.

To do this, you miust Include all the properly qualified institutions. We want
the definition of a hospital to include the public mental hospital, the private
psychiatric hospital, and the community mental health center,

This would mean deleting the phrase "other than services in an institution
for . . . mental diseases." P.L. 89-97 Title XIX, Section 1905(a) (1).

I would now like to refer to Section 225, of IT 17550, which increases by
25% the Federal medical assistance available for outpatient hospital service and
clinic service, but also provides:

"after an Individual has received Inpatient services ihl a ho.pital for mental
diseases on 90 days occurring after December 31. 1070 (whether or not such (lays
are consecutive) the Federal medical assistance percentage with respect to
any such services furnished to such indlivldual on an additional two hundred
anti seventy-five days (whether or not such days are consecutive) shall be
decreased by 331,4 per centum thereof and no payment may be nlade under thls
Title for any such services furnished to such indivilual o1 any (lay after such
275 day.s."

A4 iIndicated in the Report of the Committee o1 Ways adl(] Means of IIR 17550:
"The proposal to increase the Federal matching for outpatient, clinic and

ho1n1 health services is directed at encouraging the States to provide early
diagnosis and treatment of Illness, preventive services, and alternatives to
Institutional care Intended to reduce the need for and use of Inpatient services.

"The proposed limitations on length of stay In mental Institutions reflect the
assumption that medical treatment of mental illness Inpatients generally does
not exceed three nionths and for patients over 65 rarely continues beyond a
yea r."

Outpatient services should be encouraged not only because they are more
economical but because when used appropriately they are in the best Ilnterests
of the patient. The assumption that treatment of psychiatric inpatlents does
not exceed three month* Is a generalization and over-simlplificatlon. In previous
testimony I have indicated that many elderly patients do respond to an active
treatment program in less than 00 days, but there also are significant numbers
that need care over a prolonged period. Arbitrary and inflexible limitations
such as those proposed will questionably deprive many patients of needed
treatment.
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It must be noted that a high percentage of elderly patients in mental hospitals
are suffering from significant degrees of physical impairment and do receive
needed medical treatment. Limiting the Federal medical assistance available
to hospitals for mental diseases wouhl encourage sifting .- udh0 patients to
more expensive medical and surgical institutioiis where, incidentally, the
psychiatric needs would not be adequately met.

Admittedly nomme States have not. effectively utilized the Medicaid funds
available for psychiatric services. Nevertheless, these programs do have mean-
ingful potential and It wouhl be-a disservice to disqualify all in one sweeping
Judgment. in attempting to elimlijate those programs that are niot delivering
effective services, it would be preferable to insist on more adequate doeumenta-
tion of services rendered and to intensify utilization review.

A further limitation in Section 2215, affects skilled nursing homes:
"(B) after an individual hrs received care as an Inpatient in a skilled

nursing home on 90 (lays (whether or not such days are conse(.utive) during any i
calendar year, the Federal medical assistance percentage with respect to any
such care furnished thereafter to such Individual in the same calendar ycar
shall be decreased by 33,A per centum thereof;"

This limitation will only Intensify the plight of the elderly lrton suffering
from mental illness because many such patiteits with lesser degrees of mental
impairment are being ared for effectively in the skilled nursing ionivs. This
further withdrawal of suplK)rt for older persons with psychiatric dl:abilitls
would be most, unfortunate.

it brief, I strongly favor the Increased Federal niedical assistance being
made available for outpatient service but oppose those reductions and lifetime
limitations on the assistance available for inpatient services in a hospital for
mental disease and the curtailment of assistance for skilled nur.,ing houe
catre.

Our associations ask for an insurance benefit system that would enable the
profession of psychiatry to provide the full range of psychiatric treatmenIt to
all persons deemed eligible and to do so on an effective basis. We look forward to
the opportunity to work collaboratively with the Federal Governtent in achieving
this. We pledge our wholehearted support to the Congress and to the pulled
and private agencies in making such an equitable system fully workable and
maximally effective.

The CHIR~MAx. I would like to ask that the statement of Dr. Lloyd
Cttninghan of Lafayette Day Nurseries, Inc., Lafayette, La., be
printed as though read in the record at this point..

I informed Dr. Cunningham that it would not, be possible to sched-
tile additional witnesses, and that, I very much applauded his state-
ment, particularly in view of the fact that his statement supports a
bill that I have introduced, I would like to have it appear in full as
presented.

(The statement of Dr. Cmningham follows:)

STATEMENT TO SENATE FINANCE COMMITTEE ON WEDNESDAY, SEPTEtMBER 16. 1970,
BY LLOYD G. CUNNINGHAM Or IAFAYF.rE DAY NURSERIES, INO., LAFAYETTE, LA.

Without fanfare the people of Lafayette, Louisiana have been giving working
parents the opportunity to go to work to improve their family income without
worrying about improper child care at home. This preschoolers' care has been
going on for the past 22 years-long before such programs were lit vogue else-
where in tihe South.

The Lafayette Day Nurseries, Inc. has provided its own head start education
program a community awareness curriculum with city-wide field trips. hot noon
meals, two daily snacks, and qualified teachers. This has all been accomplished
with private funds. Parents of the children have been given the dignity of partic-
ipation through minimum fees that they pay to the school with assistance, if
necessary, front state welfare programs.

Also, mothers and fathers have participated in raising fumds through gumbo
suppers, barbecues, and other projects. Some of the parents have made gifts of
their time and skills through carpenter work. brick-laying, and painting.

There Is pride lit the Lafayette community for the school that has been sup-
ported by tire parents, women's clubs, men's civic organizations, the Boys Scouts
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of America, University of Southwestern Louisiana fraternal organizations, city
government, and others.

We are baby-sitting with 2-to-5-year old children of working mothers, it is true.
But we are also making good citizens for the future.

In the 22 years we have developed the mechanism for our society to provide the
first class kind of care our society needs for its children. Private and tax dol-
lars have been used to help us in this very real need-a need which is truly uni-
versal-to pick up the child and lift it Into a gainful and law abiding niche.

This law of Senator Long's, Federal Child Care Corporation, is needed for it
would provide money to work with the child while very young. The earlier the
better for he is very impressionable and can be helped far easier and cheaper. The
very fact that the child is removed from the home for the day is often its very
salvation. Whatever the home situation-the alcoholic, neurotic, unwed mother,
or a happy one-the child will go further faster.

With licensing only being given to the care centers that meet standards set for
adequate space and staffs, then the child will bloom. Health requirements go hand
in hand with the first two. We have found that once a child is enrolled into care
centers, it is very easy to move rapidly into improving his health. Through the
University of Southwestern Louisiana Speech and Hearing Clinic, through spe-
cial education, the guidance center and the youths of the medical profession, we
surmount our obstacles.

The unlicensed facility is all too often the money machine for its operator.
These must be outlawed quickly for most often they are the beginning of a one
way road of Indifferent care. This type of road often has a policeman at its end.
The child care facility needed to provide for this nation's children are great in-
deed. The very working capital that would be provided through this bill would
make it feasible for most communities to help themselves. Let me not fool you-
for all but our last four years we were not the most desirable of child care centers.
The Welfare would speak of any operation such as ours as being near sub-
standard. We did provide the mother image, care, hot meals and an ideal situa-
tion away from home for the child. This in a frame house of re-claimed and gift
furnishings.

Two nurseries were operated by us with a pot and a pan each, left over or even
broken toys, cast off dress-up clothes, and with an underpaid but willing staff.
Meetings of the board used to be about our need of soap, food, clorox, and toilet
paper. Do you know what it means to be down to your last roll with 60 kids
who are biologically functioning well?

A bill of this type would make it possible for a group, a corporation or an in-
dividual to put together a human need with care and education. The money would
be available for the child care center that could meet the license requirement--
not once but daily. This would jump a generation and meet head on the long
problem which is national in scope. The cost of care at this age is nothing in
comparison to penal care of one at a later age.

This summer we entered the day care field in conjunction with the Win Pro-
gram, with an average of 40 boys for 12 weeks. I obtained 20 acres on a 20 year
lease from Texaco with an option for 20 more years. With a university clinic
teacher and an assistant principal, both have a master's degree, and two college
boys, we were staffed. Two port-o-lets took care of our sewer system. 136 Army
Reservists spent the day clearing 6 acres with a medium-sized bulldozer that
they paid for, which worked a day and a half. At a later date, I entered into a
working agreement whereby a bulldozer and grader worked one weekend, labor
was the only cost on this Parish-owned equipment.

Last summer I asked for and was given a 1915 Ft. Worth and Denver caboose
40 feet in length and red. With this converted into a kitchen, we raised money by
going to shows and fairs. This was used by us along with a lean-to for our
camp. Imagine what a bill could have provided for us.

Our present day care center is due to three local banks joining us to provide a
facility to meet the needs of the individuals on the local level. It is due to our
being able to expand that we could meet our financial obligations in this center.
We provide day care for 94 2-5 year old children from 7:00-4:00, active probing
play, morning snack, meal, rest, afternoon snack, $10 weekly.

This summer our day center boys 8-16 were packed up at 7:15 and bused 8
miles to play-morning snack, luncheon, rest for one hour, afternoon snack, and
left for home at 3:30. We felt if boys worked in and about the camp one hour a
day, they would not only improve it and build it but develop an identification
with it. This was an immediate success. $17 weekly for care. The end results for
our community are felt with many pluses. While these boys were growing their
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mothers were learning more Jobs to increase the family income. There were five
that through their schools will be taken to the guidance center for evaluations for
they are emotionally disturbed. In this manner we utilize both private and govern-
mental agencies to help the child in our care.

Think what a bill like this would do. We have the organization and capability
of meeting a child's needs in day care in a responsible manner. There is an abun-
dance of children. Put these together and we could have a pilot program. Our
board has been caring for the last three years to meet more of the needs of our
community. We find the need and then study it and then act upon it. At present
there is one camp set up for 2 weeks for retardates in Louisiana. We are now
doing a study on a pilot program within the frame work provided for us by Dr
Faulk, head of Special Education for USL. Here again, we will get the necessary
tools and put them to work.

With the help of a bill like Federal Child Care Corporation contracted relation-
ship could be entered into with a non-profit corporation such as ours on behalf
of children, There is no reason to water down the school systems in any area to
the level of the mw&,s. Lift the vast mass and we lift all. This is our country and
we have it in our means to make it great. This Federal Child Care Corporation
bill is a great step in this direction. Let's inspire our youth and our nation.

"The Ciimv.r~,L . Tomorrow we will have the Honorable Charles
Goodell, the Honorable J. J. Pickle, and if he can make it, we will
have the 1-onorable Marvin Mandel, who ran up a very impressive
total in the f aryland primary on yesterday, and the Honorable Rus-
sell Arrington of Illinois, as well as the list of other witnesses that I
will manke available to the press.

The committee will now stand in recess until 10 o'clock tomorrow.
(Thereupon, at 12:55 p.m. the hearing recessed, to reconvene tomor-

row, 'rhumrsday, September 17, 1970, at 10 a.m.)



THE SOCIAL SECURITY AMENDMENT OF 1970

THURSDAY, SEPTEMBER 17, 1970

U.S. SENAT.,
CoM.Mwmiazt oN FINANCE,Washington, D.C.

The committee met, pursuant, to recess, at, 10 a.m., in roo. 221,New Senate Office Building, Senator iussell 1. ong (chairman)

presiding.
Present: Senators Long, Anderson, Talmadge, Byrd, Jr., of Vir-

ginia, Williams of Delaware, Bennett, Miller, and Jordan of Idaho.
The CHA1 ,IRMALN. We Will commence these hearings this morning

with the Hfonorable J. J. Pickle, Representative of the great State of
Texas, and for a great. congressional district. Representative Pickle

STATEMENT OF HON. 3. 3. PICKLE, U.S. REPRESENTATIVE FROM
THE 10TH CONGRESSIONAL DISTRICT OF TEXAS

Mr. PICKLE. Mr. Chairman, thank you very much. I appreciate the
chance to testify, and I want to thank you and Senator Anderson for
the privilege.

Mr. Chairman, I am testifying here today because--
The CHAIRMAN. Might I ask you before you get started, Congress-

man Pickle, is my recollection correct that your district is the one
in which our former President resides?

Mr. PICKLE. Yes, Senator. This is the 10th District of Texas, and
when our beloved President was here I was referred to quite often
as the President's Congressman. Of course, I always twisted it the
other way and said he was my constituent, and lie is my constituent
now and I am very proud of it.

The CHAIRMAN. I want you to know that. probably no one is more
responsible for more amendments to the Social Securfty Act than your
constituent, and it would have great weight with this committee, par-
ticularly on this side of the aisle if you could assure us that what
you are saying here this morning has he approval of your outstand-
ing constituent.

M1r. PICKLE. Well, I must say that this has not been brought directly
to his attention, but it will be, and it would be worth submitting.

The CHAIRMAIN. Thank you.
Mr. PICKLE. Thank you, Senator.Mr. Chairman, I am testifying here today because of dee) concern

over how section 225 of H.R. 17550 is going to affect the welfare pro-
grams of the States, the nursing home industry, and in particular the
poverty-stricken patient who needs extended skilled nursing home,
tubercular, or mental treatment. Section 225 seems to be at cross pur-

(657)
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With the intent of the family assistance plan that this committee
has been holding hearings on. Here we are rewriting the welfare

laws so that more of our citizens can enjoy the "good life," and at the
same time under section 225 discriminating against a group that most
certainly should receive assistance, the ill and the aged.

Section 225 of ILR. 17550 provides under the medicaid program
that: (1) The Federal percentage after the first 90 days of care in a
year in a skilled nursing home would be reduced by one-third; (2) the
Federal percentage after the first 60 days of care in a general or TB
hospital would be reduced by one-third!; (3) the Federal matching
funds for care in a mental liospital after 90 days of care would be
reduced by one-third and no Federal matching would be available
after an additional 275 days of such care during an individual's life-
time. To me this seems an especially harsh treatment to mental pa-
tients who often need a lifetime of care.

Supporters of this section 225 in the House contended that the
cut will save money for the States, as well as the Federal Govern-
ment, by causing patients to be shifted to less expensive intermediate
care facilities. IHowever, attached is a letter from the Texas State Do-
partment of Public Welfare estimating that section 225 will cost Texas
$68,020,940 annually. This estimate is-based upon the assumption that
the unemployed parent program of H.R. 16311 is enacted and these
people become eligible for medicaid. Even if we disregard the effect of
IH.R. 16311 the Texas W1elfare Department still estimates that sec-
tion 225 will cost Texas $36,925,8322 each year. I don't have figures to
show how much this section 225 is going to cost other States, but, from
talking to some of my colleagues I understand that many States are
going to be in the same financial boat as Texas. Not only are we talk-
ing about a lot of money, but Texas will not have the time to raise
the required funds before this bill will go into effect. January 1. 1971.

I cannot describe the financial condition of other State welfare
boards, but the Texas budget is already operating in the red, some
$26 million, and the board is having an extremely difficult time
meeting the ever-increasing welfare rolls and the shift of many costs
from the Federal to the State governments. Moreover, the effects this
cut in funds would have on the nursing home industry are as yet
largely unknown, but certainly adverse. Most important of all is the
effect this section will have on those in need of skilled nursing, mental
and tubercular care. The chief flaw of this section, I believe, is that
it picks an arbitrary number of days after which a person supposedly
no longer needs skilled nursing care or other types of treatment
covered in section 225. Although it may be true that in some instances
patients have been kept in skilled nursing homes when this special
care was no longer necessary, and I think we will all admit that
probably has ocurred, setting an arbitrary period of 90 days after
which skilled care is not needed is not thie answer to the problem .
I am afraid that section 225 may cause a serious decline in skilled
nursing homes.

Also, I have been told in a recent letter from Mr. Herbert Wilson,
deputy commissioner of the Texas Wrelfare Department, that the de-
partment does not believe that at this time there are sufficient intermedi-
ate care facilities in Texas to take care of the shift in patients from
skilled care to intermediate care facilities required under section
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'226. The question that haunts me is what happens to the patient who
is shifted to al intermediate care facility after 90 days because of the
cutback in funds under section 225, but still needs skilled care. What
happens if there are not enough intermediate care facilities? I can't
speak for all the States, but Texas does not have the money presently
to pick up the extra cost, or a sufficient number of intermediat care
centers. Many of the nursing homes are in such a financial bind that
they can't afford to give the patient skilled care for intermediate
rates. So what happens to this sick man? Do we put him out on the
street? It looks to me like the Federal Government is defaulting on
its responsibility.

I submit that section 225 should be amended or deletel. An arbi-
trary number of days is no way to judge what kind of care a patient
needs. How can we tell a man that his health has to improve after 90
days or we will cut off the funds to provide care for him. As I have
said earlier, I am all for eliminating any abuse that exists under the
present law, but not at the expense of a patient who needs care and
can't afford it

In considering this problem, I think the committee would do well
to study the second paragraph on page 190 of this committee's report
number 744 on the 1967 Social Security Amendments. In that report
there is language that says that i. is ihe intention that skilled care
under medicaid, title XIX is to be long term while skilled care under
medicare, title XVII is of a shorter term.

In addition to the attached letter from the department of welfare,
I have received letters from the Texas Senate Interim Committee on
Welfare Reform and the Texas United Community Services protest-
ing section 225. I urge the committee to give serious consideration to
changing or eliminating this language.

Mr. Chairman, I might add that when this bill was before the
House, we did not have a chance to offer an amendment because it
was submitted to us under a closed rule. Even so, the matter was put
to a test on a previous question vote, and the House was so sensitive
and so concerned about what would happen to the various States if
this section 225 were put into effect, that the House came within some
15 or 20 votes of voting down the previous question in order that an
amendment might be offered. I think that signifies the very great
concern that that body has, and I hope that this body will either
amend or delete it in some way to try to keep this language from
going forward like it is now.

(Attachments to Congressman Pickle's statement and an additional
statement of the Congressman, follow:)

STATE DEPARTMENT OF PUBLTO WELFARE,
Austin Tex., August 10,1970.

lion. J. J. PICKLE,
Congress of the Unitcd States, House of Representativcs, Cannon House ODice

Building, Washington, D.O.
DEAR JAgs.: Thanks for your letter of July 31, and for your continuous efforts

regarding Section 226 of H. R. 17550.
You will recall that we had earlier estimated that the increase in federal

participation included in Section 225 would save Texas $600,000 a year in state
money, while the decreases In federal participation would increase medical
costs to Texas by $08,620,940, for a net result of a cost to Texas of $68,020,940.
This estimate was for 1972 and was based on the assumption that we would be
required under H. R. 16311 to add the Unemployed Parent program in Texas.
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However, assuming now that. the state will not be required to add the 'n-
employed Parent program, our estimate of the net cost to Texas would be$30,925,322.

As you requested, I am enclosing some statistical material which shows (fie
possible effect of Section 225 on Texas, In terms of additional state cost. The
projected additional cost of $21,349,377 relates to care in nursing homes (ex-
tended care facilities, skilled nursing homes amid intermediate care facilities)
and for care in TB and M1/M Institutions. This table also includes our pro-
Jections relating to intermediate care facilities because of that part of Section
225 which provides for a determination by the Secretary as to whether a reason-
able cost differential exists between the cost of skilled nursing home services and
the cost of ICP services. In his letter to you on June 2, 1970, Mr. Herbert C.
Wilson, deputy commissioner, commented on this provision and offered our sug-
gestion that state-owned facilities be excluded in this determInatlon of reason-
able cost differential.

The enclosed table does not include projections of the additional state costs for
inpatient hospital services which would result from reduction of the federal
percentage after 60 days of care. As you know, our costs in this area are related
to premiums paid to our insurance carrier to cover hospital and physicians
services, and we do not have full data on this immediately available to us. How-
ever, we believe that the additional state cost for Inpatient hospital care, when
added to the projected costs shown on the table, will approximate the net cost
figure of $36 million previously provided you.

I hope this information will be helpful to you.
Sincerely yours,

BURTON G. HACKNEY.
Enclosure.



PROJECTED ADDITIONAL COST FOR STATE FISCAL YEAR-TATE FUNDS. SEPTEMBER 1971 TO AUGUST 1972

Percent in
Potential care from

caseload t 1969 Days care State share State share Differenceuniverses e experience Number in above 90 Number of at 33,34 at 55.56 (additionalType of care 17 (percent) care days patient-days Daily rate Total cost percent percent State cost)

ECF 3 ... 236,818 .2o.3 817 35 28.595 $6.50 $185.M6 $61, 968 $103,268 $41,300. . 325,820 2.882 9.390 203 1,906,170 12.00 22.874,040 7.626,205 12.708.817 5,082.612MH:......... ................... . 286,818 .924 2,650 250 662.500 7.75 5,134,375 1,711,801 2,852,659 1,140,858TB .......-------------------------------.. 286,818 .057 163 139 ?2,657 20.59 466, 508 155,534 259.192 103,658Subtotal .................. ....................................... ...... 6,842 0
ICF 1115..............------- ....-- 5-820-6.535 2129 209 4,450,028 10.00 44500,230 14,836.393 24,724,356 9,887,963ICFII ............................. 325,820 2.788 9,084 182 1,653,288 7.00 11,573,016 3.858,444 6,429,968 2,571,524 '"MR ............................ . 822,466 .655 5.387 275 1.481,425 7.,66 11,347,716 3.783,329 6,304,791 2,521,462

Subtotal ... 1..980.9.9
Total.......................................................................................................................... 21.349,377

1 Potential caseload of 286,818 includes adults 65 years old or older. Potential! caseload of 325.820 'Mental health.includes adults over 21 years. Potential caseload of 822.466 includes all recipients, in all three adult * Tuberculosis.categories plus AFDC. * Intermediate care facility.2 For TB. days care above 60 days. Mental retardation.
I Extended care facility.
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STATEMENT OF HON. 3. J. PICKLE, A U.S. REPRESENTATIVE IN CONGRESS FROM

THE STATE OF TEXAS, SEPTEMBER 23, 1970

Mr. PICKLE. 'Mr. Chairman, I am pleased to have the honor today to present to
this Committee, two amendments to I.R. 17550, the pending Social Security
legislation. I spoke to you recently regarding another matter in this legislation-
the provisions which deal with our nursing homes, and I thank the Committee
for their careful consideration of my remarks at that time.

Today I would like to discuss two amendments which have been offered
by my fellow Texans, the Honorable Senator Yarborough and the Honorable
Senator Tower. These amendments both address the problem that many of our
smaller rural hospitals are encountering in providing twenty-four hour RN
coverage. The Soclal Security Act states that the hospital will qualify for Medi-
care certification only if it provides "24-hour nursing service, rendered or
supervised by a registered professional nurse on duty at all times." (Section
1861(e) (5)). The. Social Security Administration, however, has generally inter-
preted this section to mean that all hospitals must have 24-hour coverage by
registered nurses in order to qualify for certification.

I ftelly realize that this requirement, where it can be met, Is of benefit to the
patients in the hospitals and to our national health service as a whole. If it
would be posible to find the manpower, I think we would all agree that It would
be a good thing to go further than present law and to have an accredited medical
doctor on duty at all times.

The problem is the shortage of manpower in our health services. Particularly
hard hit In this shortage are the small rural hospitals. Try as they might, many
of these hospitals simply cannot get enough RN's to provide 24-hour coverage.

Until such time as this nation is blessed with sufficient health service man-
power to offer our citizens what we might call the highest ideal in quality
of service, the question remains, what shall we do with these small hospitals.
Shall we keep them open and offer the best services that are possible, or shall
we shut them down and deny many of our rural citizens any local hospital
service at all? The question is almost one of keeping them open or shutting them
down, because without Medicare certification, many of these small hospitals
cannot make a go of it financially.

I don't think I need to point out to the members of this Committee the hard-
ships that would be incurred by our rural citizens and their families if every time
they had a baby, or broke a leg, or required the services of a hospital for some
other reason, they had to rely on a distant hospital in a major city. Nor do I
think I need to point out that many lives are saved by the prompt emergency
treatment administered to accident victims or victims of acute illnesses. Since
in these cases time is of the essence, many of our rural citizens would in reality
have the quality of medical service available to them substantially reduced if
they had to rely on a major hospital forty or fifty miles away, or more, rather than
having emergency facilities available a few miles away.
Both of the Senators from Texas, recognizing the dangers and the needs in this

situation, have introduced amendments to the Social Security legislation pending
before your Committee, which hope to clarify the law on this matter and to pro-
vide for the best health service that can In reality be offered to the citizens of
this nation. Today, Senator Yarborough Introduced an amendment which gives
the Secretary of HEW the power to give a year-by-year exemption from the
24-hour RN requirement if the hospital in question can satisfactorily prove that
it has been trying its best to recruit the necessary number of RN's, but simply
cannot do so. Last week Senator Tower introduced an amendment which exempts
hospitals of 50 beds or less from the RN requirement.

Both of these amendments are compatible in thought, and both provide realistic
approaches to the problem. I would support either of these Senate amendments as
viable solutions to the problem of providing the best medical services possible.
Legislation comparable to the Senate amendments has been introduced in the
House as independent bills. I have introduced a bill that is comparable to Senator
Yarborough's amendment and my friend and colleague, Congressman Burleson,
has introduced legislation comparable to Senator Tower's amendment. Although
legislative remedies have been introduced so far only by Texans, this problem is
not limited to the confines of any one state. 'We have just been the signalmen
for a crisis spreading across the nation.
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Senator ANDERSON (presiding). Senator Byrd, any questions?
Senator BYRD. No questions, Mr. Chairman.
Senator ANDERSON. Senator Jordan.
Senator JoDAN. Congressman I share your concern. This section

225, 1 agree with you, should either be amended or deleted because I
have the same apprehensions about it as you do, and you have ex-
pressed it here very well. Thank you.

.Mr. PircKLE. Thank you, Senator.
I am mindful, that as Members of Congress, of both the House and

Senate, we must make whatever effort we can to cut down the costs,
both Federal and State, but if we can work a better answer, fine, but
to do it on a 90-day basis and not give the States time to deal with
the situation will play havoc with most of the States.

Senator ANDERSON. Thank you, Congressman.
Mr. PICKLE. Thank you, Senator, very much. I appreciate the cour-

tesy extended to me this morning.
Senator ANDERSON,. Mr. Arrington.

STATEMENT OF STATE SENATOR W. RUSSELL ARRINGTON, PRESI-
DENT PRO TEMPORE AND MAJORITY LEADER, ILLINOIS STATE
SENATE; ACCOMPANIED BY JOHN BRIGGS, DEPUTY DIRECTOR,
MENTAL HEALTH DEPARTMENT, STATE OF ILLINOIS

Mr. ARnfxoTON. Good morning, gentlemen.
I have with me here Mr. John Briggs, who is the deputy director

of our Mental Health Department in Illinois.
I have a more complete statement than I will make here. I am

speaking from the statement here in abbreviated form, and I should
like to request that I may submit the more complete statement.

I want to thank you also for the courtesies you have previouslyextended to me on other issues, particularly the one relating to private
foundations in which you were kind enough to accept the suggested
change that I made, aid I was quite happy about it. I always appre-
ciate the opportunity to testify before your committee, and today, in
connection with the amendments to titleXIX.

With the enactment in 1965 of titles XVII and XIX to the Fed-
eral Social Security Act, the National Government entered into what
was anticipated to be an effective partnership with the States.

Senator ANDERSON. Just one second here. Senator Percy, did you
wish to introduce Mr. Arrington I

Senator PERCY. Mr. Chairman, I am sorry for the brief interrup.
tion, but I was just on the floor, and I heard that the president pro
tempore of our senate was appearing before you, and I wondered if
he would mind my taking 30 seconds to just introduce him officially.
Mr. ARRIXOTON. I would be delighted, though if you would not

mention the fact that I passed the income tax in Illinois. [Laughter.]
Senator PERCY. WO won't do that,. I just made out my check

yesterday.
I understood there was to be one witness, Governor Mandel, ahead

of you, and I was just notified that you were going first.
Mr. Chairman, and members of the committee, just yesterday I had

an opportunity to appear before you and testify on behalf of my
proposals to improve the social security program.

i
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I supose I have testified over a period of 15 or 20 years more times

befor this committee than any committee certainly'in the House or
Senate. But it is with great pleasure that I introduce a very distin-
guished witness, a fine friend of mine, my own senator from tfe North
Shore of Chicago, and president pro tempore of the senate, Russell
Arrilgton.

lie is the majority leader and president. pro tempore of the Illinois
Senate. I to is aiso ohe of three State legislators to the Advisory Com-
mission on Intergovermnental Relations, and a director of tie Alberto
Culver Co.

lie is one of our most. prominent and noted attorneys and, person-
ally, I have been more grateful to him for the devotion that he has had
to S tato government than anyone in our State. Ile has not only done
a great. deal to strengthen th; Federal system by strengthening State
government, but. he has been a right arm of our Governor in putting
through, as lie mentioned, very unpopular issues, but in order to be
utterly responsible and have State government responsive to the needs
of the peol)le so we do not, always depend on the Federal Government.

He is a man of great compassion, great understanding, but also a
very hard head. He is l)ractical, realistic, and a great. leader of our
senate.It. is with a great deal of pleasure that I introduce him. I feel that

the position lie has taken which, I understand, is consistent with the
positionn taken by Governor Ogilvie, differs from others. But I think
his point of view will be extremely important to the members of this
committee.

I am honored, indeed, Senator Arrington, to introduce you to this
committee and to the four members who are here today vhio are fine
friends that I have in the Senate who have worked long and hard to
find the right answer to this problem of welfare, and I think they will
be most interested in what you have to say.

[r. ARRINOTON. Thank you very much.
Senator 13miuc. Thank y ou, Mr. Chairman; very much indeed.
Senator ANDERSON. Go right ahead.
Mr. ARBmIxTON. With the enactment in 1965 of titles XVIII and

XIX to the Federal Social Security Act, the National Government
entered into what. was anticipated to be an effective )artnershiI) with
the States.
The inescapable fact remains, however, that we, the Federal Gov-

ernment and the States, have failed and failed substantially, not
only to meet. the health care needs o/ the less affluent, people in our
communities, but also to design anything tl.at, could be confidently
looked upon as an efficient. or an effective way of providing such
services.

In all events, I think I.R. 17550 can be nothing more than a transi-
tional action. It cannot. be permanent, I think because as you know,
the assurance of the administration has made that they are going to
have ready for introduction in January a proposed family health in-
suratice plan. You have already before 'ou the family assistance plan,
and if those become effective, u.nd we all hope they wil, this action can
in any event., be nothing but. a transitory, nonpermanent action.

It, is impossible in the context of II.R. 17550, and in the time that
is available, to do more dan, in my opinion, two things: (1) express
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our mutual concerns as to our inadequacies in dealing with health
care problems; and (2) make such adjustments as will tend to restrict
further abuses and distortions in the current system while directing
our major efforts at a new system that. is re-i)ousive and responsible
iii terms of real needs.

To indulge in extensive patch working around present inadequacies
will invite greater difficulties in the ultimate solution to our problem.

Any appropirato modification of the existing programs should be
lmtrsued only in reference to our ultimate objective. That ultimate
objective in a continuing partnership between the National and State
Governments to provide comprehensive health care services dictated
by the needs of individuals for those services and by our ability to
l)provide those services.

In pursuing the objective of comprehensive health care on a real
l)artltrship basis, it is essential that there be an end to any and all
discriminationn with respect to the site where service is delivered. Fur-
ther, we must emphasize the delivery of services to individuals in
response to real needs. The arbitraiv distinction between services
provided in State operated facilities, "is discrimination of the worst
kind.

The objective of returning as many individuals as possible to posi-
tions of social and economic independence so that they might. become
productive members of our society, rather than drains upon our re-
sources,I has been actively pursued by the States.

In Illinois, for example, we have moved in a very short period of
time from State institutions with populations totaling approximately
38,000 5 years ago to a population of less than 25,000 at, the present time
and this trend is national.

This has been possible because we have emphasized the provision
of treatment rather than the warehousing of people and the )rovi.
sion of minimal care.

The significance of calling these facts to your attention is twofold:
(1 To indicate that the States have taken a leadership role in pro-
viding for human needs and )roviding for those needs in a treatment
oriented direction that restores individual l)roductive capabilities; (2)
The enactment of H.R. 17550 will unless its provisions are changed,
return this nation to a, situation where its State-operated institutions
will experience an increase in the number of people for whom treat-
ment will be required.

Under the provisions of H.R. 17550, the inevitable result will be a
decline not only in treatment but also care.

We all know the record of our State institutions when their patient
populations become large. We will be going backward to a condition
which we have long sought to correct. The Federal Government can-
not abdicate its responsibility by simply saying, "Let the States pick
up ti costs to avoid( his inevitable result.."

Why do we not deal directly with part of the problem-mniental re-
tardation-by eliminating the prohibition in the Social Security Act
that says-for apparently fiscal reasons only-that the categorical
program for aid to the totally aid permanently disabled shall ex-
clude the mentally retarded?

H.R. 17550 proposes that those individuals in State facilities that
tre in need of care and treatment beyond the period of 365 days in
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their lifetime be denied care and treatment, unless that responsibility
is taken over totally by the States.

There is no logic to saying that a. person who is ill or in need of care
for a period in excess of 365 days during his lifetime should be rele-
gated to an institutional warehouse, while the next person who, because
his care needs require less treatment, shall be treated and shall be
treated adequately.

Perhaps the greatest contradiction in all of the considerations of
this issue is the fact that we are trying to achieve a dollar expenditure
reduction and at the same time, create the image that we are doing so
because of a primary consideration for health care. But recovering
from that position to one where we are responsible and effective is notgoing to Ne achieved by indulging in fiscal maneuvering. It will be
achieved only by the head-on realization that we must do something
and do it constructively. The bill, as it currently stands, does not move
us in the right direction. On the contrary, it moves us in exactly the
wrong direction.

The suggested implication of the implementation of H.Rf. 17550
is not speculative. Let me tell you What is happening in the State of
Missouri. The State of Missouri has a fiscal problem, which to my
knowledge every State as well as the Federal Government has. Mis-
souri chose-in their public welfare program-to restrict the level
of reimbursement for care in private nursing homes. In addition, it
reclassified-as to level of care requiredL-certain individuals in pri-
vate care facilities. This meant that the private care industry was
faced with a reduction in the level of payment by the State for per-
sons without resources other than those available through the State
and the companion medicaid program. The private operators are tak-
ing the position that, faced with-ine asing operating costs, they will
be unable to provide care and treatment for these people. They have
already begun to return these people to the State institutions. 11 have
begun the re ressive road back to where we were 5, 10, 15 years ago
rather than wore we ought to be or want to be.

The reality of the problem which the Federal Government faces,
mainly the costs involved in providing adequate care through a system
which' is inadequate and unresponsive, is recognized by all of us.

Consequently and on the positive side, many States, including Illi-
nois, have to the extent that they have been able been moving toward
improvement. For example, in the State of Illinois, we now have a
formal policy with respect to providing services to persons in need
of treatment and care in all facilities in the State.

As another example, our licensing standards have been totally re-
vised (upward) and the emphasis has been placed not on cust dial
care but on treatment programs that are designed to meet the treat-
ment needs of the individuals. In addition, we am moving away from
the estimating of costs by the use of averages with all the implications
that this has with respect to empty beds, overhead, and other such
factors being inappropriately charged to either the State or Federal
Government.

There are a variety of things we are going to do in that connection,
Mr. Chairman. I would like the, consent of the committee to file with
your clerk, with your secretary, some documents that we have which
symbolize the rather marked actions that we have taken in our State.
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Getting down to the alternatives that you gentlemen face and have,
I think, and to be consistent,, compatible, with the cooperative ap-
proach with the States, the continuing partnership for providing
health care where needed, I would like to make the following four
suggestions in an effort to suggest the alternatives that you might have
in the decision of the present bill.

1. We believe that the statutory authorization should be provided
to States to determine, predetermine, allowable hospital rates for re-
imbursement under medicaid. The proposed amendment to section
1902(a) included in 11.11. 17550 is a positive step forward, but it does
not go far enough if we are to get a handle on medical costs related
to services provided. It is our recommendation that this provision be
extended to include rates for outpatient care. Otherwise, this provision
could become an incentive encouraging a renewed reliance on ex-
pensive, institutionalized hospital care.

2. We suggest that there be continued the pisent level of financial
assistance to the States in terms of dollars plus an increment for cost
increases for a period of 1 year. In other words, to freeze the present
level of distribution make an allowance for the necessary increment
for cost increases. IDurin that time we can all pursue the devel-
opment of an adequate health care delivery system for our less affluent
citizens centered around the administration's proposal that we expect
and you expect I believe, to have before you in January.

3. Provide that the mentally retarded in all categories, but most
assuredly in the severally and profoundly retarded category, be made
eligible for assistance under the categorical grant program of aid to
the totally and permanently disabled.

4. Make all Federal grants in terms of the levels of cost subject
to approval by the Secretary of HEW, who should be authorized
and encouraged to strengthen all auditing procedures. In terms of need
and effectiveness, however, this should be based on the right to recover
payments made to any provider, after the fact, so as not to deter
the delivery of services.I wish to thank you very much for the opportunity to appear
before you and for the attention you have extended me.

(The prepared statement of Mr. Arrington follows. Hearing con-
tinues on page 671.)

'TESTIMONY OF STATE SENATOR W. RUSSELL ARRINOTON, PRESIDENT PRO TEMPORE
AND MAJORITY LEADER, ILLINOIS STATE SENATE, SEPTEMBER 17, 1970

"Mr. Chairman, members of the Senate Finance Committee, I appreciate the
opportunity to testify in behalf of the National Legislative Conference regarding
amendments to Title XIX of the Social Security Act which we find In 11.R. 17550,
under consideration today.

With the enactment In 165 of Titles XVIII and XLX to the Federal Social
Security Act, the national government entered Into what was anticipated to
be an effective partnership with the States. This partnership was intended to
achieve an effective approach toward inducing the existing health care delivery
service systems of this country to provide adequate and needed services to the
less affluent with a reasonable allocation of total resources to this objective. I
believe the Federal government, as I know the State of Illinois and I believe all
other states, has pursued this partnership with good intent. The Inescapable fact
remains, however, that we, the Federal government and the states, have failed and
failed substantially not only to meet the health care needs of the less affluent peo-
pie in our communities, but also to design anything that could be confidently
looked upon as an efficient or an effective way of providing such services. This
conclusion is highlighted by this Committee's hearings on the proposed amend-
ments to the Social Security Act incorporated in H.R. 17550. Further evidence of

47-530--70-pt. 2-22
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this unsuccessful experient Is available in the pr.)posed redirections outlined by
the Family Assistance Plan and the proposed Family Health Insurance Program
which it is expected will be presented to the Congress by the Administration
In January of 1971. Because these two measures will soon be before you, con-
structive progress can be made now if we would first recognize that anmnd(hents
to the present programs for providing medical assistance must necessarily
be transitional and not permanent. It is Impossible in the context of II.R. 17,5410
and the thne that Is available to do more than:

1. Express our mutual concerns as to our inadequacies in dealing with
health care problems; and

2. Make such adjustments as will tend to restrict further abuses and
distortions In the current system while directing our major efforts at a new
system that is responsive and responsible in terms of real needs.

To indulge in extensive patch working around present inadequacies will Invite
greater difficulties in the ultimate solution to our l)roblem.

Any appropriate modification of the existing programs should be pursued only
in reference to our ultimate objective. That ultimate objective is a continuing
partnership between the national and state governments to provide comprehensive
health care services dictated by the needs of individuals for those services and
by our ability to provide those services.

The problem of need Ilentiflcatlon is obviously a difficult one, one which willrealistically never be solved except by practical experience and continuous re-
view and, where necessary, adjustment. We obviously must come to grips with
the problem of what level of care will Identify as a public responsibility. The hard
decision must ultimately be made whether the investment of resources justifies
the returns.

We must also recognize that the existence of adequate health care delivery
systems, while a responsibility of national and state governments, must also
include, as equally active partners, Individual citizens. Governmental partlcipa-
tion relates primarily to those citizens who themselves are unable to provide all
the necessary health care services that constitute a reasonable level of care
and treatment which is determined to be appropriate as a matter of public
policy. Much of the expense and the rising cost of health care services in this
country are due to our failure to deal with comprehensive health care as opposed
to certain aspects of health care each of which has Its own vocal lobbyists and.,seeks to elevate its Individual position in terms of both power and income.

In pursuing the objective of comprehensive health care on a real partnership
basis. it Is essential that there be an end to any and all discrimination with respect
to the site where service is delivered. Further, we must emphasize the delivery of
services to individuals In response to real needs. The arbitrary distinction between
services provided In state operated facilities, for example, contrasted with those
provided In privately operated facilities, Is discrimination of the worst kind. Itcan find its justification only in terms of a national policy effort to shift the cost
of service from a total partnership basis to the state governments. This kind of
continuous discrimination, some of which is again repeated in II.R. 17550. makes
progressively more difficult the development of a real partnership between the
Federal and state governments.

'rho willingnes.s of state government, certainly ours In Illinois, to cooperate Is
well demonstrated. The objective of returning as many individuals as possible to
1osltions of social and economic Independence so that they might bcome produc-
tive members of our society, rather than drains upon our resources, has been
actively pursued by the states. The states have embarked upon substantial com-
mitnients in programs of treatment of the medical, mental and social problems
that have tended to restrict the ability of Individuals to function effectively. We
have moved in a very short period of time. for example, from state institutions
with tinilations totalline nnproximately 38.000 in Illinois five years ago to a
lmullatinn of less than 2:,000 at the present time. This trend Is national.ThIs has been possible because we have emnhasized the provision of treatment
rather than the warehousing of people and the provision of minimal care. That
this record iq restricted to the lower and middle aged groups is not supported byfact. Tn 1965 in Illinois there were approximately 10.000 persons Or) years and
over In our state institutions. Currently, that number is approximately 7,000 anddeclining constantly. The significance In calling these facts to your attention is
twofold:

1. To Indicate that the states have taken a leadership role In providing for
human needs and providing for those needs In a treatment oriented direction
that restores Individual productive capabilities;
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2. The enactment of 11.R. 17550 will, unless its provisions are changed,
return this nation to a situation where Its state operated institutions will
experience an increase in the number of people for whom treatment will be
required.

Under the provisions of 11.11. 17550, the Inevitable result will be a decline not
only in treatment but also care.

11.11. 17550 seeks to solve a fiscal problem by way of restricting services to indl-
viduals. For instance, It Is proposed that the cost abuses that are Indulged in by
our private hospitals anti other private care facilities be solved at the expense
of the persons receiving service. 'he proposal Is to reduce the level of financial
assistance for those persons who cannot pay for their own care. The provider's
response will be to cease providing service to that clientele group. Realistically,
tlis will not hurt the private care Institutions. It will hurt only the people that
need fle services the most and are least able to provide for them. In the absence
of adequate services or even space in the private care institutions, the Individuals
affected will of necessity find their way back to the state Institutions.

We all know the record of our state institutions when their patient populations
become large. We will be going backward to a condition which we have longsought to correct. The Federal government cannot abdicate Its responsibility by
simply saying, "Let tile states pick upi the costs to avoid this inevitable result."

Why do we not deal directly with part of the problem (mental retardation)
by eliminating the prohibition in the Social Security Act that says (for apparently
fiscal reason only) that the categorical program for aid to the totally and per-
manently disabled shall exclude the mentally retarded?

I..R. 17550 proposes that those individuals in state facilities that are in need
of care and treatment beyond the period of 365 days in their lifetime le denied
care and treatment, unless that responsibility Is taken over totally by the states.
Ifere again, let me impress upon you that it is Impossible for this country to fulfill
its responsibilities of providing health care to its citizens in need If we attempt to
parcel out the clientele among the Federal government, the states, the healthcare Institutions in the private sector or the professional groups that are involved
in the treatment of people for all health needs. If ours Is to be a meaningful pro-
gram, It must be one that in fact represents total cooperation and joint j)artielpa-
tion. There is no logic to saying that a person who Is ill or in need of care for a
period In excess of 36.5 (lays during his lifetime should be relegated to an In-
stitutional warehouse, while the next person who, because his care needs require
less treatment, shall be treated and shall be treated adequately.

Perhaps the greatest contradiction In all of the considerations of this issue Is
the fact that we are trying to achieve a dollar expenditure reduction and at the
same time, create the image that we are doing so because of a primary considera-
tion for health care. Admittedly we are iln a situation where this nation's collec-
tive health care delivery system is expensive and ineffective. But recovering from
that position to one where we are responsible and effective is not going to be
achieved by indulging in fiscal maneuvering. It will be achieved only by the
head-on realization that we must (o something and do It constructively. II.R.
17550 as it currently stands does not move us in tle right direction-rather it
moves in exactly tile wrong direction.

The suggested implication of the Implementation of II.R. 17550 is not specula-
tive. Let me tell you what Is happening in the State of Missouri. The State of
Missouri has a fiscal problem, which to my knowledge every state as well as tile
Federal government has. Missouri chose (in their public welfare program) *to
restrict the level or reimbursement for care in private nursing homes. It addition,
It reclassified (as to level of care required) certain individuals in private care
facllitles. This meant that tile private care Industry was faced with a reduction
lit the level of payment by the state for "persons without resources other than
those available through the state and tle coml)anion Medicaid program. Tile pri-
vate operators are taking the position that, faced with Increasing operating costs,
they will be unable to provide care anrd treatment for these people. They have
already begun to return these people to the state institutions. We have begun
the regressive road back to where we were five, ten, fifteen years ago rather than
where we ought to be or want to be.

The reality of the problem which the Federal government faces, mainly the
costs Involved in providing adequate care through a system which is Inadequate
and unresponsive, is recognized by all of us.

Consequently and on the positive sido, ninny states, Including Illinois'. haveto the extent that they have been able been moving toward Improveineiit. For
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example, in the State of Illinois, we now have a formal policy with respect to.
providing services to persons in need of treatment and care in all facilities in the-
state. For instance, by classification, from skilled nursing homes all the way
down to a room and board sheltered care facility, all facilities must be licensed
or licensable before they are eligible to receive persons placed by our state hos-
pital system or before they are eligible to receive financial assistance through any
public welfare programs. As another example, our licensing standards have been
totally revised (upward) and the emphasis has been placed not on custodial care
but on treatment programs that are designed to meet the treatment needs of the
individuals. In addition, we are moving away from the estimating of costs by the
use of averages with all the implications that this has with respect to empty
beds, overhead, and other such factors being inappropriately charged to either
tihe state or Federal governments.

We are also continuing to move in the direction of outpatient services, and we
applaud the Federal government's recognition of the value of this and their
corresponding proposals incorporated In H.R. 17550 to expand Federal financial
participation in this area. This is a step in the right direction and we In Illi-
nois are taking steps now to see to it that this program does not become restricted
two or three years from now by many of the problems that are currently en-
cumbering the Medicaid and Medicare programs.

Supplementing my statement I should like to file with your Committee copies
of our licensing provisions and a statement of our state policy with regard to
placement and care in privately operated facilities. Also I should like to leave
with you recommendations relating to Controlling Health Care Costs in Illi-
nois, which are being Implemented in our state now.

We have gone a further step toward developing a flexible payment schedule.
We have constructed and are using a point system In order to establish pay-
ment differentials, based on the level of care and treatment provided by private
care operators, In determining the level of state financial participation in their
programs.

We have also just inaugurated a new program aimed at continuous evalua-
tion of the services provided by all aftercare providers to assure a quality of care
that is consistent not only with the level of financial support but also with the
needs of the persons served.

My point, gentlemen, in using these illustrations is to indicate to you tangibly
that the states are not sitting idly by, attempting to take advantage of the Fed-
eral government. If the Federal government has serious cost problems, you can
be assured that every state in this union has the same kinds of problems and in
relatively greater magnitude.

What kind of an alternative is available to the Federal government that will
be consistent and compatible with a cooperative approach with states and ade-
quate programs for providing health care where needed? There are obviously
many alternatives, many of which have 'considerable merit. May I offer the
following for your consideration:

1. Provide statutory authorization to states to predetermine allowable hospi-
tal rates for reimbursement under Medicaid. The proposed amendment to Sec-
tion 1002(a) included in HJR. 17550 is a positive step forward, but it doesn't go
far enough if we are to get a handle on medical costs related to services provided.
It is our recommendation that this provision be extended to Include rates for out-
patient care. Otherwise, this provision could become an incentive encouraging a
renewed reliance on expensive, institutionalized hospital care.

2. Continue the present level of financial assistance to the states in terms of
dollars plus an increment for cost increases for a period of one year. During that
time we can then all pursue the development of an adequate health care delivery
system for our less affluent citizens centered around the Administration's pro-
posal that we expect to be before Congress in January of 1971.

3. Provide that the mentally retarded in all categories, but most assuredly in
the severely and profoundly retarded category, be made eligible for assistance un-
der the categorical grant program of aid to the totally and permanently disabled.

4. Make all Federal grants in terms of the levels of cost subject to approval
by the Secretary of IIHW, who should be authorized and encouraged to strengthen
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.all auditing procedures. In terms of need and effectiveness, however, this should
be based on the right to recover payments made to any provider, after the fact,
so as not to deter the delivery of services.

The effect of this program would be to display a total commitment and an
appropriate one, to move forward over the next year in the design, development
.and implementation of an effective program that is responsive to the health care
needs of the less affluent. It would represent a program displaying Federal
government leadership and state government cooperation and support in a
balanced program aimed at results. It would constitute a program which a year
and a half from now will not be an embarrassment to the Congress, to any state
government official, or to any citizen. This program, totally and effectively com-
municated, will provide a sobering influence upon all those who may hope that
there will be no limit to spiralling costs, many of which are unnecessary.

The time and effort of this Committee and staff and all of those who have co-
operated directly and indirectly with you on this particular issue, have been
dealing with what ought to be recognized as a stop-gap measure that solves
nothing And has the potential of hurting many. I recommend the above program
to you with the objective of stabilizing the current situation, tangibly indicating
good faith In a continuing copartnership between Federal and state governments.
It provides a positive direction during a reasonable period of transition until we
can finally have an effective or at least a more effective program that is output
oriented to meet the needs of the people who have real needs for health care
services.

If the Congress of the United States, through this Committee, can tangibly Indi-
cate its desires to move in this direction, I am confident that I speak for all of
the states, and certainly for the State of Illinois, for both its executive and
legislative branches, in saying that there will be total cooperation and that there
will be total support for a realistic program.

Senator ANDERSON. You have been a fine witness, and we appre-
ciate it very much.

Mr. AR IUNGTON. Thank you, sir.
rhe CHAIRM.AN presidentn g). Thiank you very much, sir.
Might I suggest that before we proceed further we hear a brief

statement from Senator Byrd. ie may find it necessary to depart to
take care of other matters.

Mr. ARRINGTON. You are through with me, Mr. Chairman, are you
TheCHAIMAN. Yes, sir. Thank you.
I would like to note the fact that we have, you might say, an up-

grading of the quality of our staff this morning. I notice a lady from
Tirginia who once lived about a block down the street from me in

New Orleans, sitting among our staff this morning, and I think our
staff has probably gained ciiarm and beauty that it has not had for a
long time. I wish to welcome our former neighbor to a place among
our staff this morning.

The Senator from Virginia.
Senator BYRD. I thank the chairman, and I would say that I agree

thorougly With his observations.
r. Cluiirman, I would like to make a brief statement in connection

with some information I have tried to obtain on the cost of the admin-
istration's welfare proposal. Material prepared by the committee staff
showed that the Department of Health, Education, and Welfare had
estimated a cost of $8.2 billion in fiscal year 1071 for the House-passed
bill com)ared with an estimated cost of $9.1 billion under the adminis-
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ration revision. I assumed that the $900 million increase iti cost related
to the many amendments to the bill recommended by the adinistra-
tion. '[he committee will recall that on July 23--an I cite that date
again: July 2.3--1 asked Secretary Richardson for a reconciliation of
the cost estimate presented to the House and the new one l)resented
to the committee. Secretary Richardson did not have the answer, but
he agreed to supply it to me.

I had not received an answer by the next week. On ,July 29, 1 again
asked the Secretary for the reconciliation and received a' reply to my
letter on August 1; but instead of reconciling the estimate associated
with the Htouse bill with the estimated cost of the revised adininistra-
tion bill, the material submitted by the )epartment merely placed tie
two cost estimates side by side.

I wrote the Secretary on August 12 stating that. the reconciliation I
had in mind would show the cost of each of the significant amendments
to the bill requested by the administration. I sent the Secretary a form
with each major amendment listed, and asked him to have the blanks
filled in. I have not yet received the material I requested. Now, that
was on August 12, Mi. Chairman.

It seems to me, Mr. Chairman, that before the committee can
intelligently and responsibly consider the many amendments recon-
mended by the administration, we should have some idea of their cost.
It is my hope that the departmentt of Health, Education, and Welfare
will not delay our consideration of the bill by failing to provide us
with the hard data we need to make intelligent decisions, and respon-
sible decisions.

I want, the record to show that the committee has sought facts and
information from the Department which has not yet been supplied.

Mr. Chairman, I ask unanimous consent that there appear at. this
point in the record excerpts of the hearings on the welfare bill as well
as a copy of the letter I sent to Secretary Richardson on August 12.

IM CHAIMA,. Of course that is agreed to.
(The documents referred to follow. Hearing continues on page 677.)

EXCERPTS FROM HEARINGS ON ADMINISTRATION WELFARE BILL

1. JULY 23, 1970

Senator BYRD. Ir. Chairman, may I ask three brief questions?
Mr. Secretary, the fiscal year 1910 ended last month. What was the cost of thi

welfare program, the Federal cost, for that fiscal year which eided June 30?
Secretary RICHARDSON. The figure Is somewhere around 41/ billion dollars. We

could correct it.
Senator BYRD. That Is close enough. I had $4.4 billion, so that Is close enough.
The next question is this: You estimate the cost of fiscal year 1971 at $9.1

billion. That is on page 23 of the committee print.
Secretary RICHARDsoN. The costs there, Senator, include some things that are

not covered In the $4.4 billion.
Senator BYRD. I understand. But what I have Is the total cost of $9.1 billion Is

estimated for 1971.
Secretary RICHARDSON. Yes.
Senator BYRD. Do you have an estimate for 1972, because this program will

not go Into effect until 1072?
Mr. VENEMAN. The next chart, I think, may have that.
Secretary RICHARDSO'. The total cost is shown on the chart on page 24 of

the committee print as $8 billion. That covers payments to families and It also
covers the Federal share of the adult categories.
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The difference In the figure from the $9.1 billion you used earlier is that the
billion covers only assistance payments. It does nlot cover training programs

and It does not cover food stamps.
Senator BYRD. What I am trying to do Is to get a figure that would be the total

cost of tile welfare program for the fiscal year 1972.
Secretary RICHARDSON. The way these figures have beeni combined, I do not

have readily at hand a comparable figure to the $9.1 billion; In other words, a
figure which covers iiot only payments to families but food stamps, costs of
training, day care, and so on.

Senator BYRD. Everything.
Secretary RICHADSON. wha will have to supply this. It would certainly be

on a full-year basis somewhat higher than $9 billion.
Senator BYRD. Well, would you supply that for the record, and would you send

a copy to my office, also?
Secretary RIciiAsnsox. I would be glad to.
Mr. VENEMA,. Did you want medicaid Included In that, Senator?
Senator BYRD. Yes.
Mr. VENFEMAN. Medicaid as well.
Senator BYRD. That is part of your new program.
Mr. VENEMAN. Well, no. These projections would he based upon tile existing

program, the current program. Now we have not projected the new Insurance
concept, but-

Senator BYRD. Make it on your existing program and that would make the
figure comparable.

Mr. VENEMAN. No, because medicaid Is not Incluled in the one you just gave,
the $9.1 billion, which includes payments to families, direct grant payments, plus
administration, plus services.

Senator BYRD. Plus food stamps.
Mr. VENEMAN. No, that Is not In the--
Senator BYRD. That Is in the $9.1 billion.
Mr. VENEMAN. That Is in the cost of adminlstration-,O0.4 billion Is the figure,

Is it not?
Senator BYRD. Right.
Mr. VENEMAN. That Is food stamps and administration.
Senator BYRD. Is not the Increased cost of medicaid In the item listed "Other

increased costs," $0.9 billion? What I am trying to do is to get a figure corn-m
parable to your $9.1 billion figure.

Mr. VENEMAN. For 1972, we will submit that.
Secretary RICHARDSON. We will have to supply that, because the figures we have

readily at hand are not broken out In quite that way.
Senator BYRD. Would you also supply for the record a reconciliation of time past

and present cost estimates?
Secretary RCHARnDSON. Yes. I would also, in that connection, Senator, under-

take to supply for the record an analysis of the $900 million differential between
earlier and later estimates Insofar as this reflects changes in the scope of the
food stamp plan and Increased estimates under current AFDC and adult category
coverage.

2. JULY 29, 1070

Senator BYRD. Thank you, Mr. Chairman.
Mr. Secretary, I would like to go back to where w left off last week. You were

to get for the committee the estimate of the total costs of the welfare program for
the fiscal year 1972, assuming that your program is enacted uito law.

Secretary RICHARDSON. Yes. What was the question, Senator? I am sorry.
Senator BYRD. Well, the question Is, assuming your program Is enacted Into

law by the present Congress, what will be the total cost of the welfare program,
the Federal share, for fiscal year 1072?

Secretary RIoHARDSON. About $8 billion.
Senator BYRD. I find that difficult to reconcile with the fact that you state that

for fiscal year 1971, if this program were enacted, would be $9.1 billion, and (hen
you said in your testimony last Thursday that it would be on a ful..year basis
in 1972, it would be somewhat higher than $9 billion.

Secretary RICHARDSON. Well, Senator, I am sorry we certainly do seem to be
back where we left off.

The figure I gave you of $8 billion is time figure of the Federal cost of the maIn-
tenance payments under the family assistance plan, and it Is not comparable with
the $9.1 billion which Includes the costs of the training and the day care and
food stamps, and so on.
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Senator BYRD. That is quite right. That is what we want to get.
Secretary RICIIARDSON. The costs, if you include these other factors, would be

roughly $10 billion to $10% billion, depending upon what the President and the
Congress elected to do in providing for levels of training and day care.

Senator BYRD. So for fiscal year 1972, if your program is enacted, you estimate
that the costs will be between $10 billion and $10.5 billion?

Secretary RIOHARDSON. Yes; depending, as I said, on day care and other factors.
It could be held down through. The increase in the costs of maintenance we
project is about $200 million. If you allowed an Increase of, say, $200 million In
food stamps, then you would have a question of judgment of how much more to
put into day care and training. If these were not substantially Increased over the
figures shown for 1971, It would, of course, correspondingly hold down the ag-
gregate Increase.

Senator BYRD. In any case, it would be a minimum of $10 billion, it would
run somewhere between $10 billion and $10.5 billion as a minimum; is that
correct?

Secretary RIOIARDSON. Well, I would not say as a minimum. That Is an esti-
mate. It could be less, as a minimum, if the training and day care figures were
held to the 1971 level.

Senator BYRD. It could be more, I assume, too. It could be more.
Secretary ROH.ARDSON. I think it would be very unlikely to be more, Senator.
Senator BYRD. Then that figure of $10 billion to $10.5 billion would correspond,

I asume, with the figures on page 23 of the committee print which add up to
$0.1 billion.

Secretary Ix0omARDSOIN. What was the question, Senator?
Senator BYRD. I assume that the figure of $10 billion to $10.5 billion corre-

sponds to the $9.1 billion figure on page 23 of this blue book of the committee?
Secretary RromARDSONx. Yes. I meant it to be a corresponding figure. It may be

high, Senator, if we were simply to go forward with a figure for 1972 that re-
flected only the mandatory increases. Due to projected Increases In numbers of
families, and so on, the comparable figure would be $9.3 billion, assuming that
the (lay care, training, and food stamps were held level.

Senator BYRD. You will make up the fiscal 1972 budget, will you not, and I
assume you are beginning to work on it pretty soon?

Secretary RjoHAsDSOx. Yes; we are. But, of course, the program has not been
enacted. Under current law the anticipated Federal share of the maintenance pay-
ments is about $5.6 billion. That may be a little low under current estimates.

Senator BYRD. You were going to give us a breakdown of the item listed "Other
increased costs" of $0.9 billion-$900 million. What Is the breakdown of that
figure?

Secretary RicIIARDsox. That is in three components-$300 million of it is for
projected increases In AFDO costs under current law; $200 million is for projected
increases in adult categories under current law; and $400 million Is the antici-
pated increase in cost of food stamps due to the automatic checkoff.

Senator BYRD. Well, now, you have got increased costs of food stamps of $400
million in another category.

Secretary RICHmARDSON. I am not sure what you mean by "another category,"
Senator. It is part of the $900 million.

Senator BYRD. Would you mind giving us a breakdown again of that $900
million?

Secretary I1OHARDSON. $ million is the cost of coverage of existing cate-
gories under current welfare law; $400 million is the cost of food stamps. We
have a tabulation for the committee which was to be inserted in the record earlier,
and I will see that you get this this afternoon, Senator.

Senator BYRD. Thank you.
Now, you were too-
Secretary RICHARDSON. There are two $900 million figures. I think it would

be clearer if we had it all written out.
Senator BYRD. Where is the other $900 million figure?
Secretary RIOIIARDSON. There is a total in the bill of $600 million for day care

and training, and $300 million for administration, which Is a cost of $900 million
above existing programs, but not an increased cost in any reconmendation before
this committee above the House-passed bill.

The $900 million I was talking about a few minutes ago was a $900 million
difference between the estimates that were before the House and the estimates
that are before this committee. I had occasion several times during these hearings
to point out that this $900 million is not a result of any recommendation that
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was made in the light of earlier hearings. They are revised estimates under
provisions of existing law for the AFDC and adult categories and the anticipation
of higher food stamp costs because of the automatic checkoff.

So that is a $900 million difference in the total estimated costs now before this
committee as compared with the estimates before the House. They are not, I
repeat, costs attributable to the administration revisions themselves.

The other $900 million figure which was also before the House and which is a
cost that does not apply under existing law, is part of the additional costs over
what the Federal Government would otherwise pay. This $900 million is composed
of the cost of administration due to the Federal assumption of administrative
responsibilities under the family assistance plan, and the $600 million attrib-
utable to expanded day care services and work training opportunities.

Senator ] R). Now, you were to supply for the record a reconciliation of the
past and present cost estimates. Do you have those?

Secretary RICHIARDsON. That is the paper we promised, Senator. I do not
have it with me. I will see that you get it no later than tomorrow morning. I said
this afternoon, but I had better give us a little more leeway. I do not know why
you do not have it already.

Senator BYRD. Tomorrow morning will be satisfactory.

3 JULY 30, 1970

Senator BYRD. One other brief question, Mr, Secretary. You were going to
supply for the record a reconciliation of the past and present cost estimates.
Could we have those this afternoon?

Secretary RI0IARDSON. That will be submitted to you in the morning.
Senator BYRD. Tomorrow morning?
Secertary RICHARDSON. Does the committee meet tomorrow morning, Mr.

Chairman?
Senator AxDERsoN. I do not know. If this is available at the time, please

submit it.
Secretary RICHARDsoN. I know you have not received the reconciliation yet.

We owe it to you but we could not get it here today. We will have to do it
tomorrow morning.

Senator BYRD. This goes back several weeks. I began to ask for it last week,
but the committee asked for it some weeks before that. I realize that it sometimes
takes time to get these matters out, but I am very anxious to get these figures.
I think the committee is entitled to have them.

Secretary ltroHARDsoN-. NO question about that, Senator.
Senator BYRD. You plan to submit it to the committee and to me tomorrow

morning, you say?
Secretary RICHARDSON. Yes.
Senator BYRD. Thank you.

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C., August 12, 1970.
Hon. ELLIOT L. RICHARDSON,
Secretary of the Department of Health, Education, and Welfare, Vaehfnglon,

D.C.
DEAR ,Ms. SECRETARY: You will recall that on several occasions during your

recent appearance before the Committee On Finance, I requested a reconciliation
of the previous $8,2 billion cost estimate associated with the Family Assistance
Act as It passed the House and the $9.1 billion estimate associated with the re-
vised bill submitted by the Administration.

On August 1, I received from you a letter transmitting material which com-
pared cost estimates associated with the House bill with estimates associated
with the Administration's revision. Unfortunately, this material explained only
in the most general terms the difference between the two estimates and it failed
to show the cost effect of the various modifications in the Administration revi-
sion which would either increase or decrease the cost of the bill.

I am enclosing a table which shows what I had in mind as a reconciliation be-

tween the cost of the House bill and the cost of the Administration revision. I
would appreciate it If you would be so kind as to have the blanks In the form
filled out so that I will be in a position to evaluate the many changes you have
proposed in the Administration revision.

Sincerely,
HARRY F. BYRD, Jr.
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Meascl
year 1971

Estimate presented to House Ways and Means Committee: (millions)
Family assistance payments .... $3, 800
Fe(leral share of State supplementary payments to families -------- 800
Payments to the aged, blind, and disabled ------------------------ 2, 700
Increased administrative costs ---------------------------------- 300
Increased medicaid costs --------------------------------------- 100
Increased training costs ---------------------------------------- 200
Increased child care costs --------------------------------------- 400

Total ----------------------------------------------------- 8,200

Increases:
1. Exclusion of Income tax payments from consideration as income

(see. 443(a) on p. 9 of revised bill)
2. Inclusion of children age. 21 attending school full time (see.

445(b) (2) on p. 14 of revised bill)-------------------------
3. Prohibition of lien affecting State supplementation of Federal

benefllts to families (sec. 452(c) (8) on ). 32 of revised bill) ...
4. Revised definition of poverty levels (see. 453 (c) (1) on p. 37 of

revised bill)------------------------------------------
5. 2-year Federal assuml)tion of full administrative costs prior to

actual Federal takeover of administration of State supplemen-
tation program (sec. 461(a) on pp. 39-40 of revised bill)..

6. Increase In utilization of food stamps as a result of permitting
welfare agency to purchase food stamps on behalf of welfare
recipient (see. 405 on p. 46 of revised bill)

7. New authority for Federal grants for construction of child care
facilities (see. 436 on p. 50 of revised bill)------------------

8. Provision of $30 monthly incentive allowance to persons under-
going rehabilitation (see. 437(d) on p. 60 of revised bill)

9. Mandatory disregard of a portion of earnings of aged persons
(see. 1603(a) (5) on p. 87 of revised bill)-------------------

10. New social services title:
(a) Basic grants for social services (see. 2010(a), p. 122)- -..

(b) Grants to assure more equal expenditures among the
States (see. 2010(b), p. 122) ....................

(c) Grants for foster care (see 2010(c), pp. 122-123) -----
(d) Liberalized emergency assistance program (see. 2010

(d), p. 123) ----------------------------------
(M) Project grants and contracts (see. 2008, p. 119) --------
(f) Grants to Governors and mayors (se 2009, p. 120)....--
(g) Consolidated HIEW plans (see. 2021, p. 120).........---
(h) Joint funding of Interdepartmental programs (see. 2030,

p. 132)
11. Extension of mnedicatd to persons age 21 (see. 434(13) of re-

vised bill, p. 142)
12. Liberalization of saving provision (see. 502 of revised bill, pp.

147-150)
13. Additional supergrades for Department of Health, Education,

and Welfare (see. 505, pp. 152-153)
14. Revision in estimate for payments to families as a result of

increasing iunemploynment rate from 3.5 to 5 percent:
(a) Family assistance payments .....
(b) Federal share of State supplementation-

15. Other revisions In estimate for families eligible for welfare:
(a) Family assistance paymenfts__
(b) Federal share of State supplementation ------ --

16. Revision In estimate for aged, blind, and disabled persons
eligible for welfare ------------------------------

17. Revision In estimate of medicaid costs
Subtotal, Increases--
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Fiscal
year 1971

Decreases (millions)
i. Penalty for refusing to work raised from $3 to $500 (sec.

447(a) on pp. 20-21 of revisel bill)-----------------------
2. Tighter definition of suitable employnwnt (sec. 448(b) (4)

on pp. 26-20 of revised bill)
3. Persons cut off the State welfare rolls because father is

unemployed (see. 451, p. 27)-----------------------------
4. Persons cut off the State welfare rolls when Secretary sets

State supplenientation amount (see. 452(a) of revised
bill, 1). 29)----------------------------------------------

5. Persons having State welfare payment reduced when
Secretary sets State supplementation amount (see. 452(a)
of revised bill, p. 29) - - - - - - - - - -

6. Medicaid savings by cutting out families headed by women
who receive State supplementary payments but not family
assistance payments (sec. 455, pp. 88-39 and see. 404(21),
p. 145)

7. Reduction in family planning costs due to deletion of require-
ment that family planning services be offered all appropriate
welfare recipients (deleted see. 103(b) (1) (I), p. (5) -.....

8. IAnlt work expenses for the aged, blind, and disabled to those
related to their age, blindnesN, or di.,ability (see. 1603(a),
p. 85) --------------------------------------------

Subtotal, decreases - - - - -
Total, revised estimate ------------------------------------ 9, 100

The C1IRMAN. Ma I say that I think every member of this
committee would like to have this information. It is rather difficult
to vote on something not knowing whether it is going to cost $4, $6,
$10, or $12 billion.

Now, the Senator from Virginia is a little more straitlaced about
insisting upon knowing what something is going to cost than some
other meinmbe s of the committee. But, I Must, say that when the costs
can vary by more than $1 billion, people who expect us to be re-
sp)onsible miight ]told us to account if we repeated the kind of fiasco
that occurred on the medicaid when we were told the program was
going to cost about, a quarter of a billion dollars, and it ends ul) cost-
ing $3 billion, If this )rogram shoul win d Ulu) costing ten times as
much as its advocates project-and that is not. at all beyond tile
realm of possibility-I just. wonder how long people can expect to
be elected to office or to stay in power if they are with the a(hministra-
tion, if they continue to conie uip with programs that have comI)letely
irresponsile cost, estimates, without even a late revision to show
the increase in costs of the administration's own request. That vill
be in the record.

Senator Ta,% ADGE. Mr. Chairman, may I make an observation?
Tlie CIJAR3AXx. The Senator from Georgia.
Senator TALMADOE. The cost of this progri n has concerned me

greatly since it was first presented to this committee.
When former Secretary Finch a))eared here before the committee

in April, 1 asked him how the administration intended to finance the
$4 bil I ion-plus cost of the bill. le answered

Well, the Bureau of the Budget has built in these costs and all of their
projections obviously were trading off with other programs. We have regarded
the social Implications of this as Important enough to make those tradeoffs
within our present projections.



678

Though he talked about tradeoffs, former Secretary Finch did not
identify all of the programs the Admin'stration plans to cut to pay
for the wel fare expansion bill.

On May 18 I wrote Secretary Finch asking him precisely what
p'ogriams would be cut back. I never received an answer.

When Secretary Richardson appeared before the committee I asked
him the same question. le replied at great length but did not answer
the question. I then asked that Budget Director Schultz appear be-
fore the committee so that he could answer my question. He refused
to appear.

Our budgetary situation is deteriorating. Few persons expect a
budget deficit of less than $10 billion and some persons predict a
deficit of twice that amount. The President has apparently recognized
the seriousness of the situation since he has vetoedtwo spending bills
plus a hospital construction bill within the last few months. I believe
the Finance Committee is entitled to know how the administration
intends to finance this $4 billion-plus welfare expansion bill before
we rockedd to act on it.

The CHAIRMtAN. WYell, Senator, I hope to get you that answer. I
regret the information is not available. But in my efforts to try to find
out, they indicate that the plan is to start with this bill flirstL-this $4
billion At the bottom-and then to add interest on the national debt
next, and then to build tip from there and see where we come out.

Now, that is the best information I can obtain tip to this point.
I promise the Senator I will cooperate in helping to obtain that
in format ion.

Senator TALMADOE. I thank the distinguished Chairman.
The CJ M.AAN. Obviously, a lot of programs have to go out for

that $4 billion, if we have any hope for a balanced budget.
The next witness will be Mr. Morris Campbell, owner and adminis-

trator of the Colony Home, Fitzgerald, Ga., on behalf of the American
Nmrsing Home Association.

Senator TALADGE. Mr. Chairman, it is a pleasure and a privilege
indeed for me to welcome an old and valued friend and constituent,
Mr. Campbell, and his associates from Georgia.

STATEMENT OF MORRIS D. CAMPBELL, JR., MEMBER, LEGISLATIVE
COMMITTEE, AMERICAN NURSING HOME ASSOCIATION, ACCOM-
PANIED BY JOHN PICKENS, GENERAL COUNSEL, AND GERALD
BISHOP, AMERICUS, GA.

Mr. PIOKENs. Mr. Chairman and members of this committee I am
Joln Pickens; I am general counsel of the American Nursing Hiome
Association.

In addition to Mr. Campbell, I have with me today Mr. Gerald
Bishop from Americus, Ga., who is a nursing homze administrator. He
has a master's degree in hospital administration, was a hospital ad-
ministrator for many years and has been in the health care field since
1951. He is also a fellow of tme American College of Nursing Home
Administrators. He is intermediate care conference chairman and
a member of board of American Nursing Home Association.
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Whereas our prepared written statement is rather long, our oral
presentation will be much shorter, and Mr. Campbell will start out
with the presentation.

Mr. CAMNPBELL. The American Nursing Home Association is a non-
profit organization, representing both proprietary and nonproprietary
ong-term care facilities in 48 States. Its menmbership at the end of

1969 was 7,400 facilities, representing some 425,000 beds. Since the
present year began, an additional 908 facilities with a bed capacity
of over 50,000 have become members.

The association appreciates this opportunity to appear before the
Senate Finance Committee. The testimony I will present is divided
into three sections. The first section will be the association's views on
a major amendment to H.R. 17550, proposed by the distinguished
Senator from Utah, Mr. Bennett. I will then discuss those provisions
of the bill as passed by the House of Representatives that are of
primary concern to my association's members. The third section will

e comments on desired changes that are not included in H.R. 17600.
Amendment No. 851 to H.R. 17550.
(a) Senator Bennett's proposal to establish Professional Standards

Review Organizations (PSRO).
(b) PSROs should (1) insure that patients are placed in the least

expensive type of facility that can satisfy the patient's needs, (2)
identify facilities that are meeting appropriatee standards, (3) inden-
tify cases of excessive or inadequate health services and take
appropriate corrective action, and (4) work with all of the health
professions and institutional providers to insure that health services
are delivered efficiently and economically.

(c) The American Nursing Home Association supports Senator
Bennett's amendment.

Discussion of H.R. 17550 as passed by the House of Replesentatives.
(a) Section 221: Limitation on Federal Participation for Capital

Expenditures.
Federal programs support a high percentage of all long-term care

patients; therefore, this limitation .amounts to "franclusing." The
association is concerned over the ability of local and state planning
agencies having the capability of making impartial decisions. ANH
recommends that the Secretary's decisions be subject to Iudicial review
and that State and local agencies include representation of all pro-
viders on 4n equitable basis.

(b) Section 222: Prospective Reimbursement Experiments.
The Secretary has asked for authority to implement desirable meth-

ods of reimbursement as soon as they can be developed. ANHA
supports his request. The bill does not specifically say that the experi-
ments and demonstration projects should include financial incentives
for providers as recommended by the staff of the Senate Finance
Committee. An amendment is presented to include this clarification.

(e) Section 223: Limitations on Coverage of Costs.
(1) The Secretary is given authority to set "ceilings" on individual

items of cost, such as food or utilities, as well as total cost. The bill
does not clearly state that the limits cannot be applied retroactively,
although the flouse AWays and Means Committee report clearly states
that the limits would apply on a prospective basis. The bill'should
be amended to clarify this point.
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(2) The bill authorizes Plroviders to inke excess charges after the
Secretary has notified the public but does not establish procedures
which would require the Secretary to provide the notice when appro-
priate. Procedures should be added to this section.

(3) The decisions of the Secretary should be based on hearings and
subject to judicial review.

(d) Section 2215: Establishment of Incentives for States to Empha-
size Outpatient Care.

The Federal matching funds would be reduced for hospital, nursing
home, and mental hospital services after specified numbers of days.
without, consideration of the patient's medical needs. Regardless of
the savings that may accrue, States would be forced to use lower cost
facilities, that are unable to meet the patient's needs, or completely
de(i any assistance. Estimates of the financial impact on 22 States
are'e ided in the testimony. There are several existing or proposed
controls on utilization. Controls begin with physician orders and a
variety of systems already established by State, agencies. Amendments
to title XIX, passed by Congress in 1967 to be effective in 1969, in-
clude several controls; but the Secretary did not publish propodsel
regulations until May of this year, and final regulations have not been
published. H.R. 17150, sections 223.235. and 238, provides for utiliza-
tion review, advance approval of admissions which could be made ap-
pllcablo to title XIX. and State health agency plans for professional
review of utilization. In addition, Senator Benniett's amendment would
greatly improve controls. Utilization should be baced on medical
nece.,ssitv and not by withholding Federal funds, regardless of patient's
need. Section 22.5 Should be deleted.

(e) Section 227: Authority of Secretary To Terminate Panments.
The Secretary should have authority to *control abuses by terminat-

ing payments to abusers of the programs.
(f) Section 230: Amount of Payments Where Customary Charges

Are Les Thnn Reasonable Costs.
No objections.
(g) Section 231: Institutional Planning Under Medicare Pro-

grams.
Capital expenditures budgets and operating financial plans are es-

sential to any well-run business, but making them a requirement would
mean that they would have to be revealed to enforcement agencies
and possibly become public records. The detail information in these
documents is often confidential, and public knowledge of them could
be harmful, Section 231 should be deleted.

(h) Section 233: AdvAnced Approval of Extended Care and Home
Health Coverage Under Medicare.

Advanced approval would improve utilization and help solve the
problem of retroactive denials.

(i) Section 235: Utilization Review Requirements for Medicaid
and Maternal and Child Health Programs.

Recommend adoption.
() Section 254: Physical Therapy Services.
This section, among other provisions, limits payment to institutions

for therapy costs to the amount that. would normally be paid as salary
if the therapist was an employee. Many therapists in private practice
would not accept the lower level of payment, and extended care facili-
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ties could not absorb tile differences. Adoption of this provisions in sec-
tion 254 could eliminate participation of large numbers of ECMs in
the program.

.fr. Pickens will now discuss judicial review.
Mr. PICKENS. As Mr. Campbell has said, Mr. Chairman, our as-

sociation enthusiastically supports Senator Bennett's amendment, and
we feel that, one board or one group should be responsible for the
review of all providers in the community, and we feel that his amend-
iiient. will probably go further, to cut th'e costs of this program and to
put the patient in the proper facility-be sure that the patient is get-
ting the right, care and the right facilities, of any other proposal that
has ever been made.

I know some associations that have objected to it because they (to
not have representation on these local groups. Local PSROs are
made up entirely of the physicians, and I would think this might
be aided by havlhg an advisory board to this group on which there
coldd bo representatives of all providers.

But I think fundamentally that. his amendment is sound and it
should be the physicians who are the ones that provide the review.

There are two other sections of the act that, we feel should be
amended in order to strengthen Senator Bennett's bill.

As the members know, the hospitals are automatically eligible for
medicare if they are accredited by time Joint Commission on Aceredita-
tion of Hospitals.

In '1965t when the medicare was adopted, the Joint. Commission
on Accreditation of Hospitals was not then accrediting extended care
facilities. But 2 years later they started accrediting extended care
facilities.

We believe that either the extended care facilities should be added
to this section which would make them automatically eligible, or
the hospitals should be removed from the section because you have
two standards: Oa for one provider and another for another provider.

I know Secretary Finch, and I think, the Secretaries prior to him
who testified before this committee before, felt that whereas they had
tightened ip the custodial care regulations in regard to extended
care facilities, they were powerless to do so in hospitals because of
this provision making hospitals automatically eligible if they are
accredited by the Joint Commission. We feel either the ECF should
be added to the sections or the hospitals should be deleted.

The second' thing we feel that is neessary to assure the strengthen-
ing of Senator Bennett's amendment, is thmat the free days allowed
in hospitals and the free (lays allowed in extended care facilities, at
least should be the same. The average length of stay for extended
care patients in tile hospital. prior to the time they came to the
extended care facilities is rumning between 25 and 30 days throughout,
the Nation, whereas the average length of stay in tei ECF these
same patients,- is around 35 to 40 days, and where you have only 20
free days in EIFs and 60 free days in the hospitals, and you have
the Secretary tightening up and "cracking (town, so to speak, on
custodial cases in extended care facilities, the tendency is natural
for the family to apply pressure to the physicit to keeii the patient
in the hospital, because they are afraid that once the patent. is trans-
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ferred from the hospital to the extended care facilities, that his
benefits are going to be denied, and this is what has happened.

Once the family has already paid the deductible so that they have
60 free days in "the hospital, thin I think, you can see that any
family would be concerned that alter the patient had been in the
hospital 20 or 25 days, if they then transferred him to an ECF, and
there is a chance that they would not obtain EOF benefits, the
tendency would be to pressure the physician to keep him in the
hospital.

Of the other two or three points that we wish to make, one is on
judicial review.

Medicare is the only major Government program where the Govern-
ment is regulating an industry or field where the rules and the regula-
tions and the other actions of a Government agency are not subject
to the administrative or judicial review.

Now, the Supreme Court in four cases in March of this year has
greatly broadened judicial review in every situation, and they have
held that in actions of Government agencies that judicial review is
more - or less a - constitutional right unless Congress has specifically
prohibited judicial review.

Congress has prohibited judicial review in title XVIII, except in
two instances, and one is where the Secretary refuses to grant eligi-
bility to an extended care facility or to some other provider, or where
the Secretary terminates his eligibility or his contract. These are the
only two instances, and this has been tested in a half dozen cases
in the Federal courts, and in each instance-and we refer to some of
them in our testimony, written testimony, pages 21 and following
in every instance the court has held that they lacked jurisdiction be-
cause Conlress intended and did preclude judicial review.

Now, this seems anomalous because the Administrative Procedure
Act of almost every State-and we have not found a State yet other-
wise-allows judicial review of the actions of State health and welfare
commissioners, and there have been several cases brought, and we
refer to two or three of them on pages 22 and 23, where in California,
in Now York and in almost every State they can question and can ob-
tain judicial review of actions of State welfare commissioners. We
feel it is somewhat anomalous that the Federal Government should
not allow judicial review in a section or in an area where all the States
allow it, and even where the Federal Government allows it in all other
situations except in this field.

We feel that because of the fact that the Secretary is isolated from
judicial review that many of those who are making the decisions in
the Department realize this, and we question, and we have questioned,
many of their actions as being arbitrary, but we have no appeal. This
is the only instance that we can find in a procurement situation where
the agency acts as a legisator, in a way, and a prosecutor and a judge
and jury all combined, without any restraints except its own retraint.

WVe feel that the Congress would be greatly aided by some judicial
light on some of the regulations and some of the actions of the Depart-
ment of Health, Education, and Welfare and the Social Security
Administration. .

The other point we wish to make is-and we have testified to this
point, I thiik, at every hearing since medicare-we feel that the
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)e artment's definition of "sl)ell of illness" is discriminatory, and we
feel it is arbitrary.

Congress itself defined a spell of illness in section 1861, but tile Do-
partment has gone beyond that definition.

You will recall thAt "spell of illness" is defined as the stay that the
patient stays in a hospital anti then goes to an extended care facility,
and that, he must not be a patient in either one of these two facilitiesfor 60 continuous days. It is discriminatory because if a patient is i

a residential care home or even in an intermediate care home where
you have just. one licensed practical murse in charge, if this patient 4

then goes to the hospital and goes from the hospital to an ECF, and
then from an ECF back to where they are residing in this personal
care home, they never again are entitled to medicare benefits. We feel
this is agreat'injustice Perhaps, it. is a money-saving regulation on the
l)art of (he Department, but I doubt if it saves very much money.

It is very discriminatory to tile elderly people .at, the present, time,
who have to live in a residential care hoeie or in a home where there
is sone rising service.
The Congress has defined this section as a spell of illness, as 60 days

when a patient is not in either a hospital or an extended care facility
or a skilled nursing home. This was really the way the Congress defined
it, not in so many words, but the I)epartment has gone beyond that
and has said for I lie lul)oses of a sj)ell of illness an "extended care
facility" will be considered any facility that has one licensed practical
nuse or more.

Wre think this is a situation that is causing great hardship to a few
elderly individuals who do not have a home of their own. If they
had a home of their own, and they went, to the hospital, and they
went to an extended care facility,'and they returned to their own
home, they could have 100 home health care visits during the same
period, and there, evei though they have the.% 100 home health care
visits, they would be starting a spell of illness, this 60 day l)eriod, and
they, at the end, would be eligible for medicare benefits if they got
sick the following year.

But, if this patient is elderly and being sick enough that they have
to be in a resil en tial health care home, with one TPN, they have just
one shot, at. medicare, and never again can they have a medicare benefit.

We think this is very discriminatory, and'wye think it, is against tle
intent of Congress, b cause Congress defined a spell of illness, but
the Departnient has gone beyond t-hat definition.

The other part, and this is iii conclusion, we feel that. the rulemaking
on the part, of the Secretary of Health, Education, and Welfare, and
ithe Social Security A(hninistration should be subject to tie

Administrative Procedure Act.
We feel that'in all cases the ratemaking, like tle fixing of tle

reasonable cost, formula, and so forth, that in almost every instance
before every administrative agency in the ratemaking situation, one
should have the right to a hearing on the record. In every State that
has a formula where they fix a welfare rate, unless it is m negotiated
-rate it'is required by State act that these rules and regulations be

not implemented until after there has been a hearing, adequate notice
and a hearing on the record.

47-530-70pt. 2-23
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We feel the sane thing should apply to the rules and regulations

that the Secretary is given authority to promulgate under section 1861
of the act.

Senator AXNDERSON. Thank you very much for your presentation.
Wev will have to hurry a bit because of a vote on the floor, and we
al)pveciate the cont ribution that you have made.

Mr. PICKEXs. Thank you for your indulgence.
(Mr. Pickens' prepared statement follows. Hearing continues on

p. 701.)

TESTIMONY OF THE AMsERICAN NURSING hloMiE ASSOCIATION-SUMMARY

1. INTRODUCTION OF PERSONS APPEARING ON BEhIALF OF TIE ASSOCIATION

11 AMENDMENT NO. 851 TO II.R. 17550.

a. Senator Bennett's proposal to establish Professional Standards Review
Organizations (1SRO).

6. PSROs should (1) insure that patients are placed in the least expensive
type of facility that can satisfy the patient's needs, (2) Identify facilities that
are meeting appropriate standards, (3) identify cases of excessive or Inadequate
health services and take al)propriate corrective action, and (4) work with all
of the health professions and institutional providers to insure that health services
are delivered efficiently and economically.
c. The American Nursing Ilomne Association supports Senator Bennett's

amendment.

IlI. DISCUSSION OF I1.R. 17550 AS PASSED BY TIE HOUSE OF REPRESENTATIVES

(a) Section 221: Limitation on Federal participation for capital expeniditures
Federal programs support a high per centage of all long-term care paitlents;

therefore, this limitation amounts to "franchising." The Association is concerned
over the ability of local and state planning agencies having the capability of
making Impartial decisions. ANHA recommends that the Secretary's decisions
be subject to judicial review and that state and local agencies include
rel)resentation of all providers on an equitable basis.
(b) Section 22?: Prospective reinmbursetnent eirperim ents

The Secretary has asked for authority to implement desirable methods of
reimbursement as soon as they can be developed. ANIHA supports his request. The
bill does not speclflcally say that the experiments and demonstration projects
should include financial incentives for providers as recommended by the staff
of the Senate Finance Committee. An amendment is presented to include this
clarification.
(c) Section 223: Limitations on coverage of costs

(1) The Secretary is given authority to set "ceilings" on individual items of
cost, such as food or utilities, as well as total cost. The authority should be limited
to total cost. The bill does not clearly state that the limits cannot be applied
retroactively, although the House Ways and Means Committee report clearly
states that the limits would apply on a prospective basis. The bill should be
amended to clarify this point.

(2) The bill authorizes providers to make excess charges after the Secretary
has notified the public but does not establish procedures which would require the
Secretary to provide the notice when appropriate. Procedures should be added
to this section.

(3) The decisions of the Secretary should be based on hearings and subject
to Judicial review.
(d) Section 225: Lstablishmnent of incentives for States to emphasize outpatient

care
The federal matching funds would be reduced for hospital, nursing home, and

mental hospital services after specified numbers of days without consideration
of the patient's medical needs. Regardless of the savings that may accrue, states
would bo forced to use lower cost facilities, that are unable to meet the patient's
needs, or completely deny any assistance. Estimates of the financial impact on
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22 states are included in the testimony. There are several existing or proposed
controls on utilization. Controls begin with physician orders and a variety of
systenis already established by state agencies. Amendments to Title XIX, pased
by Congress in 1067 to be effective In 1969, include several controls; but the
Secretary did not publish proposed regulations until 'May of this year, and final
regulations have not been published. H.R. 17550, Sections 233, 235, and 238, pro-
vides for utilization review, advance approval of admissions which could be made
applicable to Title XIX, and state health agency plans for professional review-
of utilization. In addition, Senator Bennett's amendment would greatly improve.
controls. Utilization should be based on medical necessity and not by withhold-
Ing federal funds, regardless of patient's needs. Section 225 should be deleted,

(e) Section 227: Authority of Secretary to terminate payments
The Secretary should have authority to control abuses by terminating pay-

ments to abusers of the programs.

(f) Section 230: Amount of payments tchere customary charges are less than,
reasonable costs

No objections.
(g) Section 231: Institutional planning under Medicare programs

Capital expenditure budgets and operating financial plans are essential to
any well-run business, but making them a requirement would mean that they
would have to be revealed to enforcement agencies and possibly become public
records. The detail Information in these documents is often confidential and
public knowledge of them could be harmful. Section 231 should be deleted.
(h) Section 233: Advanced approved of extended care and hone health cotr.

crage under Medicare
Advanced approval would improve utilization and help solve the problem of

retroactive denials. The bill should be amended to include Medicaid admissions
from hospitals.

(i) Section 235: Utilization review rcquircments for medicaid an4 maternal
and child health programs

Recommend adoption.

(J) Section 2.54: Physical therapy services
This section, among other provisions, limits payments to institutions for

therapy costs to the amount that would normally be paid as salary if the thera-
pist was an employee. Many therapists in private practice would not accept the
lower level of payment and extended care facilities could not absorb the dif-
ferences. Adoption of this provision in Section 254 could eliminate participation
of large numbers of ECIs in the program.

Iv. cOMMENTS Ox DESIRED CHANGES 'THAT ARE NOT INCUDED IN H.R. 17550

(a) Judicial review
Courts have held that the declsons of the Secretary concerning providers are

subject to Judicial review only on questions of eligibility to participate on ter-
minations of participation. There have been several actions of the Secretary
where compliance with the intent of Congress could be questioned. Virtually all
states allow more extensive Judicial review than is permitted under Medicare. An
amendment Is presented in tile testimony that would permit judicial review when
the claim exceeds $10,000.
(b) Medicare benefit structure

The benefit structure for hospital and extended care facility services en-
courages use of the hospital. Modification of tile number of "free" (lays and a
reduction of total benefit clays with an additional allowance for catastrophic ill-
ness would partly rectify the situation. TWo amendments are presented Il the
testimony.

(o) Definition of "spell of Illness"
The spell of illness concept requires that the patient be out of a hospital or a

facility that provides skilled nursing care for 60 days before a new period of
eligibility begins. The Secretary has ruled that the spell of Illness cannot be
brokelt if the patient is in any ftiellIty which is under the supervision of a it-
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censed practical nurse. Many patients in nursing homes, Intermediate care facill-
ties, or even custodial care facilities which employ a licensed nurse are deprived
of Medicare benefits. Two amendments are presented in the testimony to correct
the problem.
(d) Rulc-making-hcarings on the record

Present rule-making procedures do not provide adequate opportunity for pre-
sentation of facts or records for review. A proposed amendment is presented
that would require adequate notice, opportunity for hearing and participation by
interested parties when rules on more substantive matters are being adopted.

STATEMENT

Mr. Chairman, and members of the Committee, I am Morris 1). Campbell, Jr.,
owner and administrator of the, Colony lome, a 143-bed nursing home in Fitz-
gerald, Georgia. Colony lome is fully certified as an extended care facility.

I have been In the nursing home field since 1958 and am the immediate past
president of the Georgia Nursing ilome Association, president of the Georgia
Chapter of the American College of Nursing Home Administrators and a member
of the Legislative Committee of the American Nursing Hlome Association.

The American Nursing 1lorme Association Is a nonprofit organization, rep-
resenting both proprietary and nonproprictary long term care facilities In 48
states. Its membership at the end of 1969 was 7,400 facilities, representing sonic
425,000 beds. Since the present year began, an additional 90S facilities with a
bied apiaelty of over 50,000 have become members.
The Association appreciates this opportunity to appear before the Senate

Finance Committee. 'Tie testimony I will present Is divided into three sections.
The first section will be the Association's views on a major amendment to 11.1.
17550, proposed by the distinguished Senator from Utah, Mr. Bennett. I will
then discuss those provisions of the bill as passed by the House of Representatives
th.1t are of primary concern to my Association's members. The third section will
be comments on desired changes that are not included in 11.11. 17550.

AMENDMENT NO. 851 TO 1H.R. 17550

Amendment No. 851, proposed by Senator Bennett and referred to the Comn-
mittee on Finance on August 20, 1970, would materially alter present systems of
utilization review, which are intended to control unnecessary and excessive usage
of institltional care. Tie Professional Stamiards Review Organizations (PSO),
established under the amendment, also would sulplement or replace other efforts
to insure that only services necessary to proper health care are provided; that
those services are consistent with professional standards; and that, where ap-
propriate, less costly alternative modes and sites of health care are used. Mr.
Bennett has spoken to the Senate on two occasions concerning his proposal, and
I am sure that lie and others have already explained the provision of the amend-
mient to this Committee. Therefore, I briefly will call your attention to those
results which the American Nursing fHore Association would like to be achieved.

We have consistently stated that improved, realistic, and Innovative utilization
of the various forms of less costly Institutions encompassed in the generic term
-nursing lonies" offers the greatest single potential for reducing the cost of
health care. For example, there is no reason why nursing homes should be
characterized as facilities for the elderly, other than the fact. that current usage
is largely limited to the elderly. 'The Association would like to see PSROs develop
the capability of evaluating the health services available in all care facilities
In the area and be able to match patient needs with the least expensive type of
facility that can satisfy those needs.

The PSROs should have the ability to evaluate facilities hi terms of standards
that are necessary to meet patient needs and inform the community on which
facilities are maintaining those standards,
ANIIA would like the PSROs to evaluate the patients' needs in terms of health

services ordered by the physician atid provided by ancillary medical personnel,
such as therapists, or by the facility. Where cases of excessive or inadequate
health care services are Identified, It Is our hope that the PSROs will have the
necessary respect of the health care community and the authority to Insure that
appropriate corrective action is taken.
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ANHA expects that PSROs will work with all of tile medical professions and
institutional providers to insure that patients receive the appropriate medical
services through the most efficient, economial methods.

"The health care delivery systems and the controls existing today are not getting
the jot) done. The American Nursing Home Association supports Senator Ben-
nell's amendment, because we agree that responsible physicians, working closely
with other health professionals and institution administrators in the community
through i'rofe.ionial Standards Review Organizations, offer a real possibility
for Improvement.

DISCUSSION OF PROVISIONS OF 11.P. I 7550 AS PASSED BY TIlE HOUSE OF

REPRESENTATIVES

Section -21 -Linitation on Federal participation for capital cpcnditures
The proposal limits federal payments to institutions when capital expenditures

are (isapproved by planning agencies. This provision, when applied to the fleld
of long-tern institutional care, has a much greater potential effect than when
applied to other tylpe of facilities. Tihe federal programs (Titles XVIII and
XIX) contribute to the support of approximately 75'/ of all patients In non-
hospital based Extended Care Facilities and Skilled Nursing Homes. Controls
on capital investments by the proposed (isallowance of capital related expendi-
tures In computing tire reimbursement Is an Indirect form of "franchise," since
relatively few facilities can operate without participating II the federally
slpported programs.

The members of ANIIA are deeply concerned that the planning agencies, which,
in effect, will function as franchise boards, will have almost unlimite(l power
to control the long-term care field by their recommendations to the Secretary.
The planning agencies frequently must decide between two or more capital

exlenditure proposals to satisfy a particular need fit an area. There are an
almost unliinited number of factors that can be considered in making such a
decision. It is not improbable that decisions can be Influenced by personal or
quasi-political factors. The relatively recent development of Comprehensive
Health Planning organizations under P.. 89-749 raises the serious question of
whether or not these agencies have developed adequate techniques to properly
discharge the functions and properly exercise the authority which the proposed
section 221 will assign to them.

)uring hearings In October, 19069, the Department of Ieaith, Education, and
Welfare provided the House Ways and Means Committee tire following
Information:
Tie Comprehensive Health Planning Program Is still In a developmental andorganizational stage. State agerries have been established In all 50 states, the

District of Columbia, and 5 territories. On the areaw(le level, 100 planning
agencies, servicing slightly more than half the population of our nation, are
receiving federal grants; 10 of such agencies are currently operational. It Is
estimated that 113 planning agencies will be receiving grants by the end of
fiscal year 1970 and that 35 of such agencies will be operational.

In the event Section 221 Is adopted, we recommend that the decisions of the
Secretary be subject to judicial review. Tie American Nursing lome Associa-
tion also recommends that the planning agencies, both state and local, Include
representation of nil providers on an equitable basis.
,Section 222-Prospcelive reimburseicnt experiments an demonstration proj-

ects to develop incentives for economy fn the provision of health services
'The section Increases the Secretary's authority to conduct experiments and

demonstration projects, but It does not authorize elimination of the "reasonable
cost" concel)t. The fact that the proposal broadens the existing authority of tire
Secretary to experiment with payment programs and directs tire Department to
conduct demonstration projects is a step In the right direction. however, tie
wide acceptance of the fact that the present "reasonable cost" reimbursement

* concept has already demonstrated Its shortcomings indicates the need for more
rapid changes than the iiouse-passed bill perrriis.

Secretary Richardson, when testifying before this Committee in July, recom-
rlended that the bill be revised to provide authority for the )epartment to fii-
plement desirable methods for reimbursement as soon as they can be worked out
by agreement with providers without having to wait for further congressional
action. Unless the present proposal is revised, the Secretary would not report



688

back to Congress until July of 1972, and It would be 1073 at the earliest before
tile discredited "reasonable cost" concept could be eliminated. We hope that
this Committee will accept Secretary Richardson's recommendations.

We firmly believe that the incentive reimbursement authority granted the
Secretary to participate In pilot projects has failed to attract but a few proposals
and has resulted in little progress, because such authority has been construed
to allow no reward to the provider of service for reducing costs. Hence, this
section provides no incentive to a provider to attempt to develop a project to
cut costs. It is a one-sided proposal-only to save the government money. It does
not allow the principles of competitive free enterprise to operate. Tie report of
the Staff of the Senate Finance Committee of February 9, 1970 (91st Congress,
1st Session, Committee Print) recognized this at page 89 and recommended that
the costs saved the federal government be shared with the provider. We have
suggested in our amendment in Appendix B, Section 1, that the Secretary be
authorized to enter experiments with such true Incentive factors.

Section 223-Limitations on coverage of costs under the medicare program
This section authorizes the Secretary to set "ceilings" on the various elements

of cost, such as food, supplies, salaries, etc. Providers are authorized to charge
patients for costs in excess of the "ceilings" under specified conditions. The
authority granted the Secretary by this section to exclude "any part of Incurred
costs found to be unnecessary in tile efficleot delivery of needed health services"
appears to expand and clarify the authority tfiat has been used by the Secretary
since the beginning of the Extended Care Facility program. The Secretary
through the Intermediaries, has set ceilings on- rates of payment based on costs
incurred by other facilities in the area. The expansion of this authority to
establish limits on specific items or services, or groups of items or services, will
be interpreted as a legislative "mandate" rather than "authorization." The cost
of making the necessary determinations on the many cost factors involved w;ll
add to the already prohibitive cost of administering the program. The often
mentioned "audit overkill" will be perpetuated and expanded.

The American Nursing home Association accepts the concept that the program
should not pay for all costs simply because they have been incurred, but estab-
fishing maximums on total costs will provide an adequate control.

The proposed amendments do not mention whether the Secretary has author-
Ity to establish the limits retroactively. Our experience Indicates that If the
authority Is not limited, the Secretary will advise facilities that expenses Incurred
several years In the past will be disallowed and retroactive adjustments required.
The reports of the Committee on Ways and Means on H.R. 17550 (Pg. 33) clearly
states that the authority would be exercised on a prospective basis. The proposed
section should be amended to require the Secretary to advie the facility of any
limits on costs prior to the time the provider delivers the service to eliminate
any possibility of misinterpreting the Congressional Intent.

The proposal makes no provision for hearings or judicial review of ceilings
established by the Secretary. The section should be amended to require that
the Secretary's determination will be made only after an administrative hearing,
and any provider disatlsfied with such determination shall have the right of
judicial review.

The provisions which establish the basis on which the provider can charge
the beneficiary for excess costs are supportive of the original intent that the
right of the beneficiary to free choice of institution is guaranteed. However,
the present wording permits the provider to make the excess charge only when
the Secretary has provided notice but does not specifically require the Secretary
to provide such notice. Although the intent may be clear, the section should be
amended to establish a procedure whereby the provider call apply for authority
to make the excess charge ond time limits during which the Secretary must act
on the application and provide the public notice.

The section requires that the amount of paynwnt due to a provider be reduced
to the extent that such payment plus the excess charges exceed the cost actually
Incurred.

A provider can impose the excess charges only to the extent that the actual
costs experienced In the second fiscal year preceding the fiscal period when the
charges are made exceed the limit set by the Secretary. In addition, the excess
charges cannot exceed the customary charge; tile Secretary must advise the public
of the excess charge; and the provider must notify the patient In accordance
with regulations to be published. It would appear that the conditions which must
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be met before the excess charge can be made would be adequate protection of
the patient without the additional expense of redetermining the actual cost
during the period the services were provided and making the proposed reduction.

Section 225: Establishiment of Incentircs for States to emphasize outpatlcnt care
under medicaid program.

The proposal contains five (6,) principle provisions:
(1) The Federal matching per centage for outpatient hospital services, clinic

services, and home health services would be increased by 25%,
(2) The Federal per centage after the first 60 days of care In a general or TB

hospital would be reduced by one-third,
(3) The Federal per centage after the first 90 days of care in a year in a

skilled nursing home would be reduced by one-third,
(4) The Federal matching for care in a mental hospital after 90 days of care

would be reduced by one-third,-and no Federal matching would be available after
275 days of such care during an individual's lifetime, and

(5) The Secretary would be authorized to compute a reasonable cost differ-
ential for reimbursement purposes between skilled nursing homes and inter-
mediate care facilities.

The stated purpose of the provisfons is to encourage states to require the use
of lower cost methods of providing health services to patients receiving benefits
under Title XIX when more expensive institutional health services are not
medically necessary.

The actual effect will be the reduction of the federal per centage after the
stated period, with no consideration of medical necessity.

Regardless of the possible savings that may accrue from the anticipated
reduction of the use of unnecessary higher cost services, the added financial
burden on states will force the use of lower cost services or the complete denial
of benefits when "skilled nursing home services" are medically necessary. If
non-grant recipients requiring skilled nursing home services are placed In
Intermediate Care Facilities as an Inadequate alternative, no federal financial
assistance will be provided.

The financial impact on states as a result of the proposal is difficult to obtain,
but estimates from a few statesare available:

1971

Alabama -------------------------------------------
California ------------------------------------------

-Colorado -------------------------------------------
Connecticut -----------------------------------------
Georgia --------------------------------------------
Idaho ---------------------------------------------
Indiana --------------------------------------------
Louisiana ------------------------------------------
Maryland ------------------------------------------
Massachusetts ---------------------------------------
Nebraska ------------------------------------------
New York ------------------------------------------
North Carolina --------------------------------------
Oklahoma ------------------------------------------
Pennsylvania ----------------------------------------
South Carolina --------------------------------------
Tennessee ------------------------------------------
Texas ---------------------------------------------
Utah ----------------------------------------------
Washington -----------------------------------------
Vermont -------------------------------------------
Virginia -------------------------------------------

$4, 000, 000
20,400,000
4, 000,000
2,000,000
7,400,000

818,629
1,041,000
4,250, 000
5,421,700
5,000,000
3,500,000

105, 000, 000
2,500,000
8, 000,000

13, 100, 000
2,734,959
8,000,000
9, 167, 230
2, 000, 000
1,288,000
1, 083, 032
2,420,000

We would like to call the Committee's attention to the existing and proposed
methods of determining medical necessity, which are intended to Insure appro.
priate utilization of skilled nursing homes.

The first step is the patient's physician's order for admission. At that point,
states have established a variety of review mechanisms, such as requirements
for written approval by local representatives of the agency administering the
program, classification of patients into various levels of care categories, utiliza-
tion review programs, etc.
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Tile 1967 amendments included a provision effective July 1, 1969, requiring
states to establish "a regular program of medical review (including medical
evaluation of each patient's need for skilled nursing home care) or (in tie case
of Inlivi(luals who are eligible therefore under the state plan) need for care in a
mental hospital, a written plan of care, and, where applicable, a Ilan of rehabili-
tation prior to admission to a skilled nursing home. .." These 1907 amendments
also require periodic inspections by medical review teams in skilled nursing homes
and mental Institutions of the care being provided, the adequacy of the services
available to meet the current health needs of each patient, the necessity and de-
sirability of the continued placement of the patients, and the feasibility of meet-
Ing their health needs through alternative institutional or noninstitutional serv-
ices. Tentative regulations to Implement these requirements were not published
by the Secretary until May 16, 1970, and final regulations have not been adopted.
Enforcement of these existing legislative requirements should accomplish a major
part of the stated intent of tie proposed section 225.

11.11. 17550 and proposed amendments already before the Committee Include
other provisions Intended to control utilization.

Section 235, if adopted, would require the same or similar utilization review
procedures under Medicald that are present. required under Medicare. Section
233 provides procedures for advance approval of Extended Care and Home Health
Coverage under Medicare. This procedure could be extended to skilled nursing
home admissions of patients being discharged from hospitals. Section 238 requires
State Health Agencies to establish a plan for review by professional health per-
sonnel of the appropriateness and quality of care and services under the Medicaid
and Maternal and Child Health programs.

Tile amendment to 11.11. 17550 proposed by Senator Bennett to establish Pro.
fesslonal Standards Review Organizations would greatly improve present meth.
ods of determining the medical necessity of Institutional care.

The existing procedures, existing legislation If enforced, the various proposals
in 11.11. 17550, and Senator Bennett's amendments should control utilization of
the more expensive institutional care services through the exercise of professional
judgment on medical necesity. Section 225 would withhold federal funds without
consideration of patients' needs.

Recomnmd that Section 225 be deleted.
Section 227-Authority of Secretary to terminate payments to suppliers of services

The section permits tie Secretary to discontinue payments to providers that
abuse the program. The American Nursing Hlome Association has consistently
stated that individUalS and institutional providers which abuse tie program
should be identified and their participation In the program terminated. If this
approach to tile problem of abuse had been rigorously followed rather than the
common practice of publishing more regulations, which usually results In onerous
burdens and administrative costs, the patients, the provider and the program
would all have benefited.

Our only concern with the proposal is that deliberate abuse not be mistaken for
honest errors and human misunderstandings because of the morass of confusion
that has surrounded both programs.

We recommend that Subsection A on page 110, line 18, be amended to read
"(A) has made knowingly, or knowingly caused to be made, any false . . . etc."
Tile same amendment should be made on page 113, line 19.
Section 230-Amount of payments where customary charges for services fur-

nished are less than reasonable cost
This section limits payments to the amount of the provider's customary

charges. Ti American Nursing Home Association has no objections to limiting
payments to Extend Care Facilities under Title XVIII or Skilled Nursing
Homes under Title XIX to customary charges established by the owners or ad-
ninistrators for private paying patients f6r similar services. The bill should be
aniendM to clarify that rates established by governmental programs are not
considered customary charges.
Section 231-Institutional planning under medicare program

Requires facilities to have a three-year financial plan for capital expenditures
and an annual operating budget of income and expenses. The objective of the
previous Section 221, requiring approval of capital expenditures, is clear; and,
although it is contrary to some of the basic principles of the free enterprise sys-
tem, the American Nursing Home Association and its members understand the
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rationale underlying the proposal. The Association also recognizes the desir-
ability of any business enterprise operating under modern management principles
having a financial budget including both operating and capital expenditures. 11ow-
ever, we seriously question the advisability of requiring a facility to have a finan-
cial plan as a condition of participation in Medicare.

A financial plan Is a highly sensitive document In any business, and the revela-
tion of its contents could have adverse effects. The enforcement of tile proposal
would require availability for study by representatives of certifying agencies,
with the consequent possibility of its confidentiality being compromised.

Sources for capital funds vary, but in most cases, negotiations for capital In-
vestments and loans are kept confidential until final commitments are made. It
would lie unusual tfiht a three-year capital expenditure budget couhl indicate the
specific sources of funds. Companies which rely on public sales of stock may be
restricted by Security and Exchange Commission rules from making financial
plans available for lnspection by representatives of state certifying agencies.

The proposed requirement and the actions necessary for its enforcement would
be an unwarranted invasion of privacy that cannot be Justified by the rather
altruistic motive of attempting to force health care institutions to adopt the
common mnangenient practice of developing financial plans.

ANIIA recommends that Section 231 be deleted.
Section 233-Adrance approval of extended care and home health coverage

under imedicarc program
The section established )rocedures for advance approvals of additional types

of care after discharge from a hospital. The proposal provides a partial solution
to one of the major problems experienced by Extended Care Facilities participat-
Ing In the Medicare program. Retroactive denials by fiscal intermediaries, in
accordance with the I)epartment's definitions of medical eligibility, have re-
suited in the establishment of strict admission requirements, which, In effect,
deny eligible patients the care to which they are entitled. Physicians have
tended to retain patients in hospitals, where there Is greater certainty of
Medicare reimbursement. Much more could be said concerning the problems
that this proposed amendment Is designed to cure, but we will simply say that
this section, combined with the Professional Standards Review Organization
proposed by Senator Bennett, will insure that patients are placed In institutions
providing the level of care appropriate to their medical needs.

ANIIA recommends the adoption of Section 2.33. We also see no reason why
the proposal apl)iles only to the ,Medicare program. In order for the full benefits
to be achieved, the section should be amended to include advanced approvals
of skilled nursing home admissions from hospitals under Title XIX (Medicaid).

Section 235-Utilization review requirements for hospitals and skilled nursing
homes under mcdicaid and maternal and ch litd health programs

The proposal to require the same or sililar utilization review requirements
for "skilled nursing homes" under Title XIX as that required by Title XVIII
is supported by the Anlerican Nuring Home Association. Many States are already
requiring utilization review, and large numbers of nursing homes have estab-
lilshed utilization review teams volutarily. Nursing homes normally do not
have a medical staff and have established a variety of forms of utilization
review. There is a consensus that the most effective forms are those which
have been organized through arrangements with local medical societies. For
this reason, we iope that Senator Bennett's amendlnent Is adopted and support
Section 227 as an interim step to assure the appropriate placement of patients
and tho provision of Institutional health care in accordance with each patient's
medical necds.

Section 237-Notification of unnecessary admission to a hospital or extended
care facility under medicare program.

Requires that the facility be advised when the utilization review team deter-
mimes that a patient does not need the services being provided and that payment
e terminated. Utilization Review programs in 'Extendol Care Facilities have

included notifications when any case is reviewed, and a determination is made
that the patient does not need the level of care being provided.

The American Nursing lonme Association recommends the adoption of Section
237, with the additional recommendation that the section be applicable to the
institutional providers under the Title XIX program.
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,ectIon 25.f-Physical therapy service undcr the inedicaro program
The American Nursing Home Association is concerned particularly with the

propoed provision which would limit the cost of physical therapy service to
the amount equal to the salary which would be paid if they had been performed
under an employment relationship. Non-hospital based Extended Care Facilities
normally provide therapy services through arrangements with therapists rather
than by employment of full-time therapists. In general, the amount of therapy
required does not warrant the employment of a therapist as a member of the
staff. Under these circumstances, the therapist continues to have the same costs
for the maintenance of his office and therapy facility. In addition, the therapist
has the added cost of traveling to the patient and the time away froi Ills office
practice.

Limiting reimbursement to the Extended Care Facility to the salary level of
all employed therapist rather than reasonable charges will result in the facility
absorbing the difference or reducing the payment to the therapist. A reduction in
payment to the therapist would result in the therapist terminating the arrange-
ment with the facility. The Extended Care Facility would be unable to obtain
therapy services for its patients and would be unable to continue in tile program.
Adoption of this particular provision of Section 254 probably will eliminate the
l)articipation of large numbers of Extended Care Facilities In the Medicare
program.

COMMENTS O,,\ DESIRED CH1ANOEs TiA'T AR NOT INCLUDED IN H.R. 17550

JUDICIAL REVIEW

Medicare Is the only major government program where government is regu-
lating an industry or field (and also procuring all of government's requirements
from the provider that it is regulating) where the rules, regulations or other
actions of the government agency is not subject to administrative or judicial
review.

In Aquarclla v. Finch (the ®ren Oaks Case), 306 F.Supp. 860, 863, W.D. N.Y.,
1969), Judge Henderson, June 30, 1969, the Court held that a "provider" of serv-
ices under the Medicare Act can bring an action for judicial review of a deter-
initation of the Secretary in two instances ONLY, (1) where the Secretary
determines that the provider Is not eligible to participate in the Medicare pro-
gram, and (2) where the Secretary terminates the provider's contract and holds
the provider not to be further eligible. To tile same effect are several other Federal
court decisions.

The Medicare Act requires that In promulgating regulations (1) that the Sec-
retary (a) consult with national organizations and (b) refer the proposed regu-
lations to the Health Insurance Benefits Advisory Council (HIBAC), and the
Administrative Procedure Act requires (2) that the proposed regulations be
published in the Federal Register, and (3) comments solicited before it is
finalized, codified and enforced.

The original "Conditions of Participation for Extended Care Facilities," as well
as the original "Principles of Payment" went through this required process. How-
ever, during the past 3 years, over 1,000 state agency letters, intermediary letters
and other instructions, written and oral, have been promulgated, drastically mod-
ifying the "Conditions of Participation and Principles of Payment," and with few
exceptions, not one of them has been Issued pursuant to the due process require-
ments of the Medicare Act or the Administrative Procedure Act.

In other words, the industry or national associations were not consulted, the
proposed changes were not referred to HIBAC and were not published in the
Federal Register for comments before implementation. To add to such arbitrary
action, countless important changes and amendments were made retroactive for
periods in excess of two years.

For example, actions of the Defense Department adversely affecting a govern-
ment supplier are subject to review by the Armed Forces oaid of Contract
Appeals as well as by other Boards of Contract Appeals. The Defense Depart-
ment does not begin to regulate its government suppliers to tihe extent flint the
Department of Health, Education and Welfare and the Social Security Admin-
istration do. Yet it has a review process. In addition, it should be noted that the
Medicare Act gives the Secretary more discretionary power to Issue rilles and
reguhaiios than in almost any other piece of Federal lefiqlation. Certainly, some
review of his actions should be allowed, especially since he has delegated so
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much of his authority to the Social Security Administration as well as to the
various divisions of tihe Department such as tihe Medical Services Administration
and others.

The Administrative Procedure Act of almost every state allows judicial review
of actions of the State Health or Welfare Commissions. Recently, the Court of
Appeals for the State of California (Third Appellate District) in California
Association of Nursing Homes v. Spencer 11r. llilliams, Administrator of the
Health and Welfare Agcncy of California, Cal. App. 2d, March 24, 1970, hehl that
a provider in California could sue the state where the state agency had not fol-
lowed procedural due process in fixing reinbursement rates for nursing homes.

In Catholic Medical Center of Brooklyn v. Rockefeller (U.S.D.C.E.D.N.Y),
No. 69-C-GIl, 305 F.Supp. 1268 (1069), a three judge statutory composed court
(required because constitutionality of state law was raised) held two hospital
providers under Title XIX could maintain an action against the State of New
York where the "State Plan" and state law were in conflict with Title XIX of the
Social Security Act aq amended.'

It seems anomalous that the Federal Government should not allow judicial
relief in a section of an area where most states do. and even where the Federal
Government allows it in all other sections of the area.

In a procurement situation where the agency acts as legislator, prosecutor,
Judge and jury all combined, without any restraints except its own, arbitrary
action is not dl'couraged.

Accordingly, we propose that direct suits against the Secretary be allowed
to be brought In the United States District Court where the facility is located
or in the United States District Court in the District of Columbia and where
the amount of the claim is $10,000 or more and has been pending for 90 days.
(See Appendix B., Section II for the suggested amendment to the Social Security
Act.)

The present hospital and Post Hospital Extended Care Services benefit
structure under Medicare has contributed to the problem of inappropriate use
of institutional services. At the present time, after the patient pays the deduct-
ible, he Is entitled to 60 days of hospital benefits covering all applicable charges
without paying any further deductibles or coinsurance. After 60 days the patient
pays the daily coinsurance until he has exhausted the hospital benefit of 90 days
in a spell-of-illness. In addition, the patient is entitled to a lifetime benefit of
another 60 days of hospital care. On the other hand, after only 20 days in an
extended care facility the patient must pay a daily coinsurance until he has
exhausted the extended care benefit of 100 days in a spell-of-illness. This situa-
tion encourages the patient, the physician and even the state (where the patient
is on welfare and eligible for Medicare) to keep the patient in a hospital as long
as possible. The often mentioned, retroactive denials of extended care benefits
further encourages longer stays in hospitals.

This situation could be rectified in part by relating the number of "free" days
in both hospitals and extended care facilities to average length of stay, but in
no case allowing for more free hospital than free ECF' days. The number.of
allowable hospital and EF days should be limited to 50 rather than the present
90 and 100 days respectively. An additional 50 days can be allowed for a cer-
tified catastrophic illness. (See Appendix B., Sections. III and IV for suggested
amendments to the Social Security Act.)

Definition of "spell of Illness"
Section 1861(a) defines "spell of illness" as commencing with the first day

a patient enters a hospital, uses his hospital and/or extended care benefits, and
ending 60 consecutive days thereafter, on which he Is neither an in-patient in
a hospital or an extended care facility.

An "extended care facility" for the purposes of "spell of illness" was defined
by Congress in section 1801(j) (10) as a facility "which Is primarily engaged
in providing to in-patients (a) skilled nursing care and related services for
patients who require medical or nursing care, or (b) rehabilitation services for
the rehabilitation of the injured, disabled, or sicik persons." Although Congress
specifically d-fined an "extended care facility" for the purposes of "spell of
illness," the Social Security Administration had radically altered the Congres-
sional definition, In effect preventing many thousands of beneficiaries from ever
ending a spell of illness, or really ever having a second coverage under Medicare.
The Social Security Administration has done this by defining an "extended

care facility" as a facility which Is under supervision of a licensed practical
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nurse-who need not be a graduate of a State approved school-with aides,
orderlies, or attendants on the other two shifts. One example will best Illustrate
the hardship. Patient A is a man 75-years-old and living in a custodial home, a
typical retirement type home, of which we have many in this country. lie can
get around, but lie needs someone to make sure that lie eats ids meals and takes
his medicine. Patient A has a severe heart attack. Ile enters the hospital for
90 (lays. Ile Is then transferred to an "extended care facility" for 100 days. He
returns to the custodial home, the retirement home, his original point of origin,
where he has lived for 2 years. lie can never again become eligible for medicare
benefits under letter No 65 because there is 8 hours a (ay of "nursing service"
available in that retirement home. This residential care home Is considered by
the Social Security Administration to le an extended care facility solely for
time purpose of not breaking his "spell of Illness," or granting fim another benefit
period. in effect, If he falls down the stairs 6 months later and breaks a leg, it
is just too bad. lie is not possibly covered again under these conditions.

State agency letter No. 65 makes one's medicare benefits hinge on his station
In life or on the circumstances under which he is living at the time lie enters
the hospital. Trhe result is that the individual who needs-niedicare benefits the
most Is denied them. (See Appendix B., Sections V and Al for suggested aniend-
inents to the Social Security Act.)

RULE MAKING-IIEARINGS ON TIE RECORD

In general, rule making Is a major aspect of the total governmental process.
The fact that it is a function of the administration branch of government does
not alter the fact that rules and regulations are law. Therefore, rule making
should be effected through careful and deliberate consideration of the facts
involved and responsible decisions of those facts. The enormity of the task
requires some reasonable categorization under which less substantive rules may
be adopted through a relatively simple process. Rule making involving more sub-
stantive factors such as property rights should require processes which provide

'greater opportunity for presentation of facts and a more formal record of the
process. The rule making Implementing the Medicare program has been less
than satisfactory.

The record of the adoption of the rules on "reasonable cost" Is an example.
In almost every instance where the local, state or federal government files a
rate, other than a negotiated rate, for which the government or the public has
to pay for a service or commodity, the rate is required to be fixed after a public
hearing on the record.

This Is true in connection with public utility rates, railroad, bus and trucking
rates, airline fares, stockyard rates and many others. In fact, it was the hearings
on stockyard rates that produced the decisions of the United States Supreme
Court in the four Morgan Casc. which became the foundation for the Federal
Administrative Procedure Act.

Time Medicare Act does not require a hearing in connection with the develop-
imnnt of the "reasonable cost" formula. It requires that it be reviewed by the
Health Insurance Benefits Advisory Council. However, IIIBAC avails Itself
of the HEW Staff and utilizes the IIEW General Counsel's office for legal and
other advice so that It Is not wholly independent of the Secretary. When IIIBAO
made its recommendations for the first reasonable cust formula, it relied In
part on the then General Counsel and staff who advised that the law did
not allow a return on Investment or cost of capitol factor for proprietary
extended care facilities. This opinion was contrary to all professional legal
and accounting advice including the opinion of the General Accounting Office
later obtained by the Senate Finance Committee in a report dated May 24, 1966
and quoted in Appendix A hereto. The minutes of 1i11AC were re.stricted and
no one knows for certain what facts or factors III1AC or the Secretary relied
upon In approving the reasonable cost formula developed by the 11EW staff
members (the same staff members that advised IiIBAC).

A large number of formulas for reimbursement by states under Title XIX
require that the rate be fixed after notice and hearing. This Is the only fair,
reasonable and legal approach. Otherwise there Is no reasonable opportunity to
form a record oi the basis of which a reasonable rate can be fixed. There is no
adequate means of questioning the facts or factors (which are unknown)
considered by the 1HEW staff in time rate which they recommend to the Secretary.
This is contrary to American Administrative Law principles of fairness.
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The American Nursing Hlome Association reconmnmends that rule making on
Section 1801 of the Social Security Act include adequate notice, opportunity
for hearing and participation by providers and other affected parties. (See
Appendix B, Section VII for a suggested amendment to the Social Security
Act.) APPI NDJX A

I. REASONABLE COST REIMIIUSEMNFNT

A. LEGISLATIVE HISTORY

The reasonable cost concept or formula which first canie into being in the
Medicare Act, Public Law 8-97, was enacted by tile Congress in 1905. The term
"reasonable cost" sounded so reasonable that no one in the health care field
questioned the fact of whether reasonable cost was a proper concept for the
entire field. All of the legislative history that was developed before the House
Ways and Means Committee and the Senate Finance Committee was related
solely to non-profit hospitals. There was no discussionn In the legislative history
before either of those Conimittees, or on the floor of the Hou e or the Senate
which gave any clue as to how reasonable costs would operate with regard to
nursing homes, either proprietary or non-proprietary.1 It was only after the
decision of the Health Insurance Benefits Advisory Council (I1IIIAC) in late
January of 1966 that (1) proprietary nursing lionics under the Medicare
Act would not be allowed any factor for return on investment, and that (2) a
deeson as to whether non-proprietary nursing ionies under the Medicare
Act would not be allowed any factor for return on Investment, and that (2) a
decision as to whether non-proJprietary nursing homes would be allowed a
growth factor was postponed a year, tmt anyone Investigated the concept of
"reasonable costs" to determine what was going ol it time minds of those who
had created this concept.

In March of 1966, after several discussions with various members of timeHouse Ways and( Means Conimittee, It was lear'vo! that durtn.- the e.,inshh,-t-

tion of tile 195 legislation. C(ongressinan Broyhil of Viglnla ad question, d
Conmiissioner Ball aud then Undersecretary Wilbur Cohen as to how reasonable
cost would be attractive enough to a proprietary Institution to encourage It
to participate in the Medicare program. The answer given by these gentlemen
was that thero was a certain vacancy rate that occurred in most proprietary
institutions, and that these Institutions consequently would be glad to take
Medicare patients without any factor for return on their investment because
fit helping to fill these vacancies Medicare would help to decrease their over-
head.

This Is ridiculous reasoning and as later events have demonstrated that under
the Medicare formula and regulations there are many costs which time Social
Security Administration has not allowed. In addition, the care, especially
nursing service and other ancillary services required by the Social Security
Administration, normally is greater than that given to welfare patients or
private paying lkitients. Time cost of delivering the care to Medicare patients
by a proprietary or non-proprietary nursing home Is far in excess of that
required by other patients.

,,rills colloquy between Congressnan Broyhill and ('omnissioner Ball is not
a part of the legislative history since it was omitted froin the printed hear-
lags before the House Ways and Means Committee, as was much other pnaterial.1
Tile nursing home field, as well as tile hospital field, was completely misled
as to what time concept of reasonable cost really meant. Section 1801(v) (1) (A)
defining reasonable costs, provides that the cost of Medicare patients shall not
be borne by the non-Medicare patients s iII the iistitution and vice ver.;, that
the cost of care of non-Medlcare patients will not be borne by the Medicare
patients. This provision has workeI in t very one-sided manner, as Indicated
later in this paper. Many of the costs of Medicare patients are being borne by

1 See the testimony of IlWV Undersecretary Cohen. SSA Commissloner Ball, SSA
Actuary Robert Myers, Mr. J. Henry Smith, Vice President of the Equitable Assurance
Society of New York and that of Messrs. Morgan longbrey and Bucher of the llospltal
Council of the National Capital area on the question of reasonable costs before the House
Ways and Means Committee, 89th Congress. 1st Session. Executive Session hearings on
M.Y. 1 and .1R. 7765; Vol. 1, p. 131-11, 416-417 and Vol. 2, p. 774-791. (January and
February. 1065).

Op. Cit. 1, page 1735 of the Stenographic transcript of Executive Hearings on Ml.R. 1,
and 1.R. 7705 which footnote 1 (above) refers to In the printed hearings.
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non-Medicare patients, whereas the costs of non-Me(licare patients are not
being borne by the Medicare patients. The government, In many instance., Is
getting a free ride for part of the cost of its Medicare patients from both tho
)roprietary and non-proprietary nursing homes.

B. CONSIDERATION OF IMPUTED INTEREST BY IIIHBAC

The Act requires that the regulations promulgated by the Secretary (Condi-
tions of Participation), as well as the development of the reasonable cost formula
be considered by IIIAC after consultation with national organizations and
associations. IIIBAC met for several months starting in early November, 1965,
and continued for almost a year, in developing the Conditions of Participation in-
cluding the reasonable cost formula. In this connection, most of the meetings
during I)ecember and January, In whole or in part, as are reflected by the minutes,
concerned wlhat sort of a factor IIIBAC was willing to recommend to the Secre-
tary bf Hlealth, Education and Welfare as an allowance for return on investment
in proprietary institutions and as a growth factor in non-proprietary instit tIons.
IIIIIAO was advised by the General Counsel of iealIth, Education and Welfare
that the reasonable cost formula set forth in Public Law 89-97 precluded any
profit by a proprietary institution. Ills attitude was that reasonable costs were
the bare costs of operation or administration of a health care facility which were
reasonable. There Is one sentence in the Senate Finance Committee report when
taken out of context that gives some credence to this view. however, it seems
not only unconscionable, but contrary to all the precedents in all other fields of
procurement by the government that the providers of the service are not allowed
a fair return on their investment.

Indeed, public utility corporations, even though monopolies and even though
regulated, are allowed a fair return. Proprietary extended care facilities are the
only instance where the government has precluded a fair return on investment.

Non-profit corporations, also, have to take in more than they pay out each year.
Otherwise there Is no allowance for growth or even maintaining the facility In
Its present condition. During the sosslons of IIIBAC in December of 1965 and
January of 1900, they discussed many ways in which a return on investment could
be allowed. One of the most frequently discussed method was the so-called i-
puted interest. A rough draft for discussion purpose before 1IIBAC dated Janu-
ary 1906 contains the following statement on page 19.

") Return of earnings to owners-Owners of proprietary extended care fa-
cilities are entitled to a fair return on Investment. Patients and their third party
sponsors are responsible for this financial need. Such needs should be included
as a factor in a cost-based method of reimbursement. This need should perhaps
be computed on the basis of a percent of return on total equity (investor's equity
capital as well as borrrowed funds). Interest costs incurred on borrowed capital,
then, should not be allowed as an element of cost for reimbursement. A suggested
amount to be included In a cost-based method of reimbursement should be a
reasonable percentage above the commercial mortgage rate in a particular geo-
graphic location."

Mr. Robert Myers, then actuary for the Social Security Administration, testi-
fied on May 25, 1966 before the Senate Finance Committee that In the original
cost estimates of the Medicare program which lie furnished the House Ways and
Means Committee in 1965, lie had included an imputed interest factor for pro-
prietary nursing homes in lieu of profit.'

Even before the adoption of the Miller Amendment, the General Accounting
Office made It clear in Its report of May 4, 1960 to the Senate Finance Committee,
that the cost of capital was a cost factor which could be recognized under "reason-
able costs." That report states, in part:

"Tor the profit Institution the use of capital clearly represents a cost in the
economic sense if not in the accounting sense. Without expectation of a return
on capital it would not be dedicated to a particular use. Indeed. it Is normally the
e.rpectation of a return greater than that available through investment in risk-
free securities that capital is funneled Into any particular channel. In a very real
.sense, the investor must regard the forebearance of the risk-free long-term inter-
est available to him as a cost in terms of deciding whether to use his capital for
a particular purpose. It i- only with respect to tie return lie receives over and
above risk-free Interest available to him that he may be said to have profited in

"Reimbursement Guidelines for Medicare". Hearing before the Committee on Finance,
United States Senate, Eighty-Ninth Congress, Second Session, .May 25. 1006.
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the economic sense from his decision to utilize his capital for other than Invest-
ment i securities. Recognizing these fuidamcntal concepts upon which private
profit seeking capital is utilized, iwe would not question the legal authority of the
Secretary to apply the cost principle in question in profit-making institution
situations."

C. IIEW REGULTION-CONDITIONS OF PARTICIPATION

The original Conditions of Participation for extended care facilities recom-
mended by IIIBAC and promulgated by the then Secretary, provided as a part of
reasonable costs for reimbursement to both proprietary and non-proprietary fa-
eilties based on a 2% of the allowable costs, or 4.75% of net equity, whichever
was lesser.' The 4.75% figure was selected by the IIIHW staff, ostensibly because
It represented the current interest rate on the obligations issued for purchase by
the Federal Hospital Insurance Trust Fund, but probably because it was very low.
In fact, It had no relationship to the cost of money In the market to a nursing home i
owner at that or any other time.

Since these two factors were mutually self-limiting, and in effect, allowed no
realistic amount for unrecognized and Immeasurable costs (especially In the case
of proprietary facilities) nursing homes throughout the country at first were
reluctant to participate in the Medicare program.

D. EXTENDED CARE FACILITIES PAlTICIPATED ONLY BECAUSE OF HOPE OF

CONGRESSIONAL RELIEF

Members of the American Nursing Home Association (ANIIA) Joined the pro-
grain principally because the association assured them that ANHA wouhl make
a supreme attempt to obtain some relief through legislation in Congress. It was
recognized by thle free-standing nursing homes (proprietary and non-proprietary)
that many In IlW wanted only Federal or State nursing homes, and particularly
wanted to eliminate proprietary and church affiliated non-profit nursing homes.
As state above, the nursing home field had been lulled Into a false sense of
security because IIIBAC had considered, and Mr. Robert Myers, the actuary for
the Social Security Administration had also taken into consideration IIi his esti-
mates to the House Ways and Means Committee, factors for a return on invest-
ment, among them, the concept of imputed interest.

E. TIlE 196 MILLER AMENDMENT

In late 1060, ANIIA sponsored the so-called "1966 Miller Amendment," the final
version of which, as adopted by the Congress, was supposed to give a 7A% return
on the invested equity in amn extended care facility. The amendment, as originally
drafted, provided for 71 %/o return on the appraised value of the extended care
facility. This amendment was accepted unanimously by the Senate as an almend-
ment to House passed Bill II.R. 6958, which allowed the filing on the original
basis of income tax returns. Most of the senior members of the Senate Finance
Committee spoke in favor of tile amendment. In fact," no ineinber of the Senate
Finance Committee or any other member of the Senate opposed the amendment
on the floor of the Senate.

Since the Miller Amendment was an amendment to a House passed Bill, it was
necessary that It go before a hlouse-Senate Conference Committee on 1.R. 6958.
Thie Undersecretary appeared before the Conference Committee (of course, the
ANIIA had no representative before the Committee), and bitterly fought the
Miller Amendment. lie is reputed to have said that the amendnent would cost
upwards of two hundred fifty million dollars. This, of course, was Inaccurate
to say the least. The association had estimated that the original amendment
would cost between $18,000,000 and $20,0,00. The association took the posi-
tion that by rewarding the proprietary and non-proprietary institutions to this
extent, the government would receive far better health care at less cost per facil-
Ity. The Conference Committee finally agreed on a 11/1% factor for proprietary

4 Conditions of Participation for Extended Care Facilities, U.S. Dept. of Health. Edu-
cation and Welfare on June 1, 1900.& See statement of Senators Long and Miller In Congre"lonal Record of September 22,
1060. Senator Long s ted that It had been discussed with the ranking Democratic commit-
tee member Senator S mathers and the following ranking Republican members, Senators
Dirksen, Williams and Carlson all of whom approved the amendment.

OThis estimate was ba.ed on a 7% return on the appraisal value of the number of
ECFs that had been certified. During the 5 year period. 1901 through 1066. some 100.000
beds or half of the then 600,000 beds wore constructed at a total cost of $1/ billions.
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nursing homes because the Undersecretary represented to them that of the 2%
given on allowable costs, %/v of 1% represented a recognition of the equity
factor. Of course, this was not true because this 2% allowance was restricted
by the factor of 4.75% of the net equity, whichever was lesser. Senator Carlson
and other members of the Conference Committee strongly urged an additional
growth factor for non-profit nursing homes.' As a compromise, non-profit extended
care facilities were given the full 2% allowance, rather than the 2% allowable
costs or 4.75% net equity, whichever is less, as before.

V. HEW PLAYED FAST AND LOOSE WITH THE COMMIWEE

The Conference Committee requested the Undersecretary to have language
drafted to carry out the consensus of the Committee. Secretary (ohen submitted
the language the next day which limited 1l/l% by 71h% of net equity (in addi-
tion to the straight 71/2% of net equity). This sounds rather complicated, but
Secretary Cohen was attempting to go back to the formula devised by HIBAC
and the IIEW staff which limited the 2% allowance costs by a net equity factor.
The Conferees immediately turned it down as contrary to their agreement.
Language finally was drafted by the staffs of the House Ways and Means Com-
mittee and the Senate Finance Committee.8

However, when Secretary Cohen implemented the language agreed upon by
the hlouse-Senate Conferees and adopted by the house and by the Senate, and
signed by the Presihent,- he defified "equity" as an equity that was a depreciated
equity. This was contrary to the understanding of the Conferees. Likewise, it
was contrary to the understanding which Mr. Robert Myers, the Social Security
Administration actuary, had of the term "equity". In the language agreed to
by the House-Senate Conferees and adopted by the House and later by the
Senate, equity was defined only to the extent that it was to Include "working
capital" as well as "prepald expenses". In other words, under the regulations
issued by the Undersecretary, an extended care facility having, for example,
100 beds and costing $1,000,000 (assuming it was paid for in 20 years, at the
end of 20 years, or if it were 20 years old now) the owners would have no equity,
so It would be 71/t% of nothing.

On the other hand, assuming the first year that the owners had an equity of
$50,0(11, and for tax purposes they had depreciated their $1,000,000 investments
$50,000, their net equity would be zero. The payment would be 7 % of the per-
centage of Medicare patients (ranging from 5% to 25%) of zero or zero. Like-
wise, at any point along the line, when SSA pays a percentage on depreciated
equity It pays a percentage on almost next to nothing. Under the definition.
working capital and prepaid expenses had to be taken Into account so the for-
mula really amounted to 71A% of prepaid expenses, working capital and no
equity or next to no equity.
Only extended care facilities initially included

Even though the Miller Amendment was limited to extended care facilities
solely, the other associations deluged the hlouse-Senate Conferees with tele-
grains and exerted intense pressure on the Conference Committee and particu-
larly on hIE.W. This resulted in Secretary Cohen recommending that lie should
give them similar treatment administratively. Consequently, the report of the
House Conferees recommended Issuing the regulations with the Secretary pro-
viding a like amount to proprietary hospitals.' When the regulations were issued,

7 Statement of Senator Carlson at p. 2056S of the October 19, 1066 Daily Congressional
Record.

9 "Section 1801(v) (1) of the Social Security Act Is amended by adding at the end
thereof the following new sentences: 'Such regulations In the case of extended care
services furnished by proprietary facilities shall Include provision for specific recognition
of a reasonable return on equity capital, Including necessary working capital, Invested
in the facility and used in the furnishing of such services, In lieu of other allowances to
the extent that they reflect similar Items. The rate of return recognized pursuant to the
preceding sentence for determining the reasonable cost of any services furnished in any
iscal period shall not exceed one and one-half times the average of the rates of Interest,
for each of the months any part of which Is Included in such fiscal period, on obligations
issued for purchase by the Federal llospital Insurance rust Fund.'"

'See Report of House Conference on I.R. 6983, II.R. 2317, 00th Cong. 1 st Sess., dated
Oct. 18, 117 reprinted In the Daily Congressional Record of Oct. 19, 1007 at p. 26.030

The statement on thareport of the House conferees Is as follows:
"The managers on the gart of the House at the conference on the disagreeing votes of the

two Houses on the amendment of the Senate to the bill (II.R. 6958) to amend the Internal
Revenue Code of 1054 to promote savings under the Internal Revenue Service's automatic
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both proprietary and non-profit hospitals were included. Those that. really bene-
fited most fromi the 1966 Miller Amiendmnent were the noi-proprietary extended
care facilities and hospitals. They received a straight 2 of allowable costs,
whereas proprietary institutions received only a 11 % because, as stated above,
Under Secretary Cohen represented that 1A% of the 2% was for return on
Investment.

0. REIMBURSEMENT HEARINGS OF MAY 25, 1960

It Is doubtful that the House-Senate Conferees intended that the full 2%
be given to non-profit hospitals. The amendment before the Conference Com-
nmltlee related only to extended care facilities. The report of the House Conferees
referred only to extended care facilities, except that there Is one mention of
"proprietary hospitals". 0

This is further borne out by the hearing before the Senate Finance Committee
on May 25, 1966 In regard to "Reimbursement Guidelines for Medicare"." Many
members of the Committee, among them Senators Anderson and Long who had
been on the hlouse-Senate Conference Committee on H.R. 6958 as amended by
the 1960 Miller Amendment, took Secretary Cohen and Commissioner 1all to
task for allowing the full 2% factor to nonprofit hospitals. Several other Senators
Joined them, All of these members of the Senate Finance Committee seemed to
take the position that nonprofit hospitals were constructed by funds supplied by
the federal, state and local governments and funds raised through citizen or
community efforts, or were donations from other private sources, and, therefore,
the Federal government should not give any factor for growth on these or other
public funds or for similar funds for capital improvements and tie 2% factor
was actually a "sweetner" for hospitals.

I. ANIA POSITION ON ELIMINATION OF TIlEH I PERCENT AND 2 PERCENT

It Is the position of the association that the 71/2% as well as the 1A1/c
allowance on allowable costs for proprietary Institutions and the 2% on non-
proprietary Institutions stands on a far firmer footing than the 2% allowance for
nonprofit hospitals. The 7/% and the 1%% are not the result of solely regula-
tions by the Secretary. However, they are the result of the agreement reached
between the House-Senate Conference of Health, Education and Welfare, and
it seems inconceivable that the Secretary could issue a regulation eliminating
these factors when his predecessor had an agreement with the House-Senate
Committee on which both the Senate and House acted in adopting H.R. 6958.

data processing system, submit the following statement in explanation of the effect of the
action agreed upon by the conferees and recommended In the accompanying conference
report:

The Senate amendment added a flew section 7 to the bill as passed by the House. Under
the amendment, section 1861(v) of the Social Security Act (which relates to the determina-
tion of reasonable cost of services for purposes of title XVIII of such Act) would have
been amended by inserting a new paragraph (2) providing that "reasonable costs" for ex-
tended care facilities are to include a return on the fair market value of the facility suffi-
cient to attract capital investment. In determining reasonable costs under section 1801(v),
the Secretary of ilealth, Education, and Welfare was directed to consider, among other
things, certain specified factors.

The House recedes with an amendment which is a substitute for the Senate amend-
ment. The conference substitute requires that regulations under the health Insurance
program relating to the reasonable cost of extended car., services furnished b any pro-
prietary facility specifically recognize a reasonable return on equity capital invested in
the facility (or portion of the facility) used for the furnishing of the services. Such equity
cap !. .to Ict.ludo any necessary working capital so investedl. The rate of return so
recognized for tiny fiscal period may not. however, In the case of any proprietary facility
exceed 11 times the average rate of interest on obligations issued for purchase by the
Federal hospital insurance trust fund during the fiscal period. Such average rate is to be
comp uted by taking the average of the rates of Interest for each of the months any partof which was Included In that period.

It Is expected that in recognition of this amendment the 2 percent of operating costs
which woilhl he allowed, lit lieut of s.-eclli,- alowaice..; for "other costs". under the pro-
posed regulations of the Secretary of health, Education, and Welfare will In the case of
extended care services provided by proprietary facilities be reduced by one-fourth, to a total
of 1 1 percent of the operating costs.

The conferees expect that the Secretary of Health, Education, and Welfare will apply
similar or comparable principles in determining reasonable costs for reimbursement of
proprietary hospitals for services furnished by them."

Signed : W. D. Mills, Cecil R. King, Hale Woggs, Eugene J. Keogh, John W. Byrnes, Thos.
B. Curtis and James B. Utt, Managers on the Part of the House.

10 Ibid., p. 26036.

47-530--70-pt. 2- 24
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APPr.,NDIx B

ANIIA's PROPOSED AMENDMENTS To TITLE XVIII OF TilE SOCIAL SEcunirY ACT
As AMENDED

(Public Law 89-97 as amended)

I. Aimend Section 4021 of the Social Security Act as amended to give the
Secretary broader authority to experiment with true Incentive plans in connec-
tion with the reimbursement of extended care facilities by adding a new Section
402(d) at the end of Section 402(c), striking out the period and inserting a
comma and the word "or."

"(4) Under a plan developed under Title XVIII or Title XIX of such Act,
and which are selected by the Secretary in accordance with regulations estab-
lishied by the Secretary, could be reimbursed or paid in any manner mutually
agreed upon by the Secretary and the extended care facility."

"The method of payment of reimbursement to post hospital extended care
facilities, whether on the basis of a state, region, fiscal intermediary or facility
or a portion thereof,1 which may be applied in such experiments shall be such
as the Secretary may select and may be based on charges, costs, a flat rate or a
negotiated rate, or any other concept, adjusted by incentive factors, which
may reward the provider by sharing the savings of costs or projected cost, in-
creases or projected increases of costs or by the payment of a fixed fee or some
other method and may Include specific incentive payments or reduction of pay-
ments for the performance of specific actions but in any case shall be sudh as
he determines may, through experiment, be denionstrfited to have the effect of
increasing the efficiency and economy, or either, of health services through the
creation of additional incentives to these ends without adversely affecting the
quality of such services."

II. Amend Section 205 of the Act to allow providers of service to sue the
government directly for claims in excess of $10,000 by adding a new subparagraph
to Section 205 (h) as follows:

"(h) Notwithstanding any other provisions in this title, any provider of
services whose claims, directly or indirectly, under any section of Title XVIII
(whether it be for benefits denied any individual under Part A or Part B for
which such provider has furnished care or services or for other reimbursement,
including but not limited to the cost of administering such title or both) aggre-
gates $10,000 provided such claim has remained unpaid by the fiscal Intermediary
or by the Secretary for a period of ninety (90) days shall be entitled to bring
an action against the Secretary under Section 1331 of Title 28 of the Judicial
Code of the United States without further exhausting available administrative
remedies, for damages or injunctive relief, in the United States District Court
in any district in the State In which the provider of services is located, or the
United States District Court for the District of Columbia, and service of process
on a Regional Director of the Department of Health, Education, and Welfare
shall be considered service on the Secretary."

III. Amend Section 1812 (a) (1) and (2) regarding "Scope of BenefitS" to
reduce hospital days and extended care days to 50 days and to read as follows:

"See. 1812. (a) The benefits provided to an individual by the insurance program
under this part-shall consist of entitlement to have payment made on his behalf
(subject to the provisions of this part) for-

"(1) inpatient hospital services for up to 50 days during any spell
of illness,

"(2) post-hospital extended care services for up to 50 days during any
spell of illness."

IV. Amend Section 1812 to provide for an additional 50 days of hospital or
extended care for catastrophic Illness or new diagnosis by adding a new
paragraph (g) to read as follows:

"1812(g) Notwithstanding any other provisions of this title, inpatient hos-
pital services for tip to an additional 50 days and post-hospital extended care
services for tip to an additional 50 days shall be allowed for a catastrophic
Flness or for a new diagnosis that developed or was discovered for the first
time in the hospital or extended care facility provided such a finding has been

'Technically, the underlined part Is an amendment to 42 U.S.C., Sec. 1395(b) (1) (a).
This paragraph (as unamended) was enacted as a part of the Social Security Amendments
of 1907 (Publlc Law 90-248, Title IV, Sec. 402(a) and not as a part of the Social
Security Act.
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made or confirmed by tho physician members of the Committee or group, as
described in Section 1861 (k)."

V. Amend Section 1801 (a) (2) in regard to "Spell of Illness" to require a
00-day period in which they were neither all inpatient in a hospital or extended
care facility and giving the term "extended care facility" the same meaning
as it has in the remainder of the Medicare Act.

". (2) ending with the close of the first period of 90 conscentIre days thereafter
on each of which lie is neither an inpatient of a hospital nor in inpatient of an
extended care facility under Titlo XVIII. -

(.b) Amend the last paragraph of section 1S61(J)by deleting the phrase in
parenthesis and the sentence after subparagraph (10) as follows: "(other than
for the purposes of section (2) (2).)" "For purposes of subsection (a) (2),
such term includes any Institution which meets the requirements of paragraph (1)
of this subsection."

VI. Amend Section 1802(a) to provide for a further definition of custodial
care by Congress by adding the following to Section 1862(a) (9) and the follow-
ing new subsection 1862(a) (13) to read as follows:

"1862(a) (9) Where such expenses are for custodial care. However, the first
10 days In an extended care facility are not to be considered custodial care, and
in any event, the term, "custodial care" does not constitute any of the following:
(1) observation an assessment of total needs of the patient or (2) planning,
organization and management of a treatment plan or -(3) rendering of direct
services to a patient where the ability to provide the services requires specialized
training or (4) in the case of psychiatric disorders that are primarily organic
and neurological in origin."

"1862(a) (13) where the only service rendered In the hospital Is skilled nurs-
ing care and/or some other service that can be rendered in an extended care
facility."

VII. Amend Section 1871 of the Act by adding the following paragraph
thereto:

"Notwithstanding any other provisions of the Act, rules and regulations pro-
mulgated by the Secretary pursuant to the provisions of Section 1801 shall not
become effective unless and until adequate notice, opportunity for bearing and
participation by providers or other affected parties is provided."

Senator ANDERsoNx. Governor Mandel.
Governor MAiDEL. Senator, good morning.
Senator ANDERSON. We appreciate yourbeing hero this morning.

Thank you very nmch for coming.

STATEMENT OF HON. MARVIN MANDEL, GOVERNOR, STATE OF
MvARYLAND; ACCOMPANIED BY DR. NEIL SOLOMON, SECRETARY
OF HEALTH, AND DR. EDMOND ROUNER, EXECUTIVE ASSISTANT,
STATE OF MARYLAND

Governor LANDFJ,. I appreciate the opportunity, Senator. I have
a prepared statement which I will ask to be made part of the record. I
am not going to take your time to read the whole prepared statement,
but I would like to have it made part of the record.

Senator AximIsoN. Without objection it will be done.
Governor M.,AN-DE. I will give a copy of it to the reporter.
Senator ANDERSOx. Thank you.
Governor MANDE[. I also have with me Dr. Neil Solomon, who is

the secretary of health of Maryland. In the event there are any ques-
tions that you would like to propound to him lie will be available for
any questions from the committee.

qeniator ANDERSO.N. Thank you.
Governor MANDrI,. I, of course, am representing this morning the

National Governors' Conference. I am a member of (he executive
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committee, and have been asked to state the views of the National
Governors' Conference on the provisions of H.R. 17550.

As I said earlier, rather than reading the entire statement to you,
I would like to get, into what I think are the pertinent aspects, aid
explain the position of the Governors' Confereuice on these aspects.

I will stress two of the major points.
One, the Governors' opposition to provisions in the bill which

reduce Federal 1)articipation in the cost of long-term care under
medicaid.

Second, there is a need to concentrate Federal and State efforts on
further refinement of the present cost control provisions and adminis-
trativo procedures for medicaidd in the present law before further
major changes are made in the medicaid program itself.

It appears that in the bill the House Ways afid Means Committee
used two general approaches to solving some of the Federal problems
related to the cost of medicaid. They were:

1. Provide financial incentives to improve the administration
and cost control procedures in the State administration of
medicaid.

2. Shift part of the unanticipated costs of the medicaid pro-
gram from Federal to State government by reducing Federal
participation in the cost of services.

There were at. the 1969 and the 1970 meetings of the National Gov-
ernors Conference, policy statements made at those two conferences,
directed towards the medicaid program.

This year, at the last meeting, in direct response to H.R. 17550, the
following statement was made, and I would like to read that state-
ment to you, sir:

We support restoration of proposed cuts in Federal funds for the medicaid
program or assurance that steps will be taken to insure that these cuts are
not merely passed back to State and local governments In the form of
increased expenditures or result in reduced services for recipients.

The provisions in the bill of the most concern to the Governors are
the proposal to reduce the Federal matching for 1,rng-term care. I
(1o not feel that the limitation in Federal participation after the 90th
day in skilled nursing homes is at all realistic. Many of tie patients
certified for skilled nursing home care cannot be care( for in any other
type facility after the 90th day.

I further feel that the imposition of this limitation on Federal
matching would be an act of bad faith by the Federal Government
toward those States which have a skilled nursing home program
under title XIX.

likewise, many chronically ill patients require special services and
attention, and thie Flederal Government should continue to accept part
of the responsibility for the care of the mentally ill as they do under
the present law.

In the House bill report. accompanying the bill, it was stated that,
the reduction in matching for skilled nursing home care, as proposed in
the legislation, is directed toward early transfer of the patients to
alternate facilities, such as intermediate care facilities.

T'e report goes on to state that these provisions reflect the problem
taqt many patients remain in skilled nursing homes longer than nec-
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essaly, and that., as a result, program costs are unnecessarily increasing.
This, I thiik, is probably true and is a realistic statement.

However, and we would be the first to admit, in the early stages
of the program this was the situation. But now, just as the'Federal
Government is increasing its skill and learning how'to operate under
the medicaid program, and to control the costs and administration,
so tile States are improving their efforts to control and eliminate the
overutilization of skilled nursing homes.

For example, in the State of Maryland this past, year, steps have
been taken to match the level of care with the individual's needs. In
conformance with Federal regulations, onsite medical reviews of
patients in skilled nursing homes were conducted. Also procedures have
been developed to review more a(lcquately all patients applying for
skilled numrsng home care iln(ler tie me(licaid program to determine
if they need that level of care.

It should be pointed out, too, that having the Federal require-
mients that patients now in skilled nursing homes do not need that
level of care should -be transferred to intermediate level care, does
not automatically create the facility necessary for that care.

In other words, we may not have the facilities to move the peol)lo
from the skilled nursing home care to the intermediate level care.

Another Maryland examl)le of assessing suitable care is the use of
a geriatric evaluation service at Good Samaritan Hospital in Mary-
hind. It screens out those people who are not able to care for themselves
properly but who do not belong in mental hospitals.

Before the advent of the geriatric evaluation service, nmIny con-
fused and needy elderly people were committed to mental hospitals.
Under the nev I)rogr in individuals are screened to determine the
level of care they need unless hospitalization in a mental hospital is
clearly required."

If ihey are not required arrangements are made for care at other
institutions or in their own homes.

Now, I know that time is an important factor here, but I would
just like to add these few minarks and read to you the conclusion that
we feel is essential to any appioach taken to the medicaid program.

Tile cost of the medicaid program was grossly underestimated prior
to its initial enactment. Tile unanticipated high costs resulted from
(a) increases in wages to health service persomel; (b) the unantici-
pated health care needs of the poor and tie high rate of use of health
services by those covered mnder mne(icaid; and, (c) problems in ad-
ministration resulting from both Federal and State inexperience and
lack of adequate plmcedures to administer medicaid.

2. It has just been during the past year that, final regulations have
been published by the Federal Goverinmieit for imlplementing manyof the provisions of the 1967 amendments to medicaid. Therefore, their

impactis just beginning to be felt.
3. There will be atimelag between the provision of financial in-

centives for the use of a certain type of health care and the actual
availability of the new mode of care.

I think more important, there is now, I think, an abundance of
evidemice during the past year that States are bringing overutilization
under control, and improved State administrative l)rocedures are being
developed for medicaid.
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Therefore, my suggestion on behalf of the Governors' Conference
to this committee is that, before major changes are made,.Congress first
allow time for the refinement of the cost control provisions and ad-
ininistrative procedures for medicaid already required under existing
law. Such refinement. vould not be assisted by arbitrary cuts in Fed-
eral matching or by many other changes in Federal la;v and regula-
tions which would cause instability' and disruption in the adminis-
trat ion of medicaid which is now beiig refined by) States.

I think the big )oint we would like to make; Senator, is that there
has been a great deal of confusion in the program: confusion resulting
from both sides of the picture: Federal and State; (1) from regulations
not, being published; (2) from States not having complete control
over the program, however, these problems are now being worked
out within the individual States. We are getting much greater control
and better programs. We are becoming able to improve sui)ervision. We
are establishing more effective cost, control, far more effectively than
during the last few years.

In our own State, a year and a half ago we had a $.5 inillion deficit
in the program. As of the end of this fiscal year we have eliminated
the deficit, and we have had a surpli.s in the program because the
costs have been reduced by putting into effect cost control supervision
under the secretary of health. Ie has managed to control the costs
and managed to supervise the program to where we are reducing the
costs of the program.

What we feel is that if changes are made now that result in our hav-
ing to go and review again our procedures we are just going to have
additional confusion that is again going to set the program back.

I do not want to take any more of y-our time unless there are any
questions.

(The prepared statement of Governor Mandel follows:)

STATEMENT BY lioN. MARVIN M1ANDELr, GOVERNOR OF 'ARYLAND

Mr. Chairman, members of the Committee, I appreciate the opportunity to
appear before you to discuss 11.R. 17550, the Social Security Amendmnts of
1970. I will confine my remarks to those parts of the legislation relating to Xlefllc-
aid and specifically, those provisions in H.R. 17550 having signiflcant Impact
on state Medicaid programs.

In my testimony today I am presenting the policy statements of the National
Governors' Conference of which I am a member of the Executive Committee. In
addition, I will be giving my own views specifically related to our experience In
the State of Maryland with the Medicaid program.

I would also like to request that letters and other materials on 11.11. 17550
which have been provided by Governors to the Washington Office of the National
Governors' Conference be Included in the hearing record.*

As this committee is aware, the Medicaid program is of serious concern to
Governors, not only because of its cost but also because of the desire of Gov-
ernors to provide sufficient and adequate health care for the needy citizens of
their States.

Governors have the responsibility, as does the Senate Finance Committee, of
not only designing service programs in the health and welfare area to meet
human needs but also designing tax programs to finance such governmental
services. We as Governors are keenly aware of the difficult problem that this
committee faces in attempting to control the ever-mounting costs of the Mfedleare
and Medicaid programs with some States requiring up to 20 percent of their
budget to cover the costs of the Medicaid program in the State.

*The material was made : 4rt of the official files of the committee.
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My testimony today will stress two major points:
1. Governors' opposition to provisions In IL. 17550 which reduce federal

participation in the cost of long-term care under Medicaid.
2. There Is a need to concentrate federal and state efforts on further refine-

ment of the present cost control provisions and administrative procedures for
Medicaid in present law before further major changes are made in the Medicaid
program itself.

It appears that in 11.11. 17550 the House Ways and Means Committee used two
general approaches to solving some of the federal problems related to the cost
of Medicaid. They were:

1. Provide financial Incentives to improve the administration and cost control
procedures in the state administi atton of Medicaid.

2. Shift part of the unanticipated costs of the Medicaid program from federal
to state government by reducing federal participation In the cost of services.

Of course, only the first of these two approaches for dealing with" the joint
federal-state problem of the rising cost of Medicaid Is acceptable to Governors.

NATIONAL GOVERNORS' CONFERENCE POLICY STATEMENTS

At the 1969 and 1970 Annual Meetings of the National Governors' Conference
policy statements related to the Medicaid program were adopted. The Governors
approved the - following policy statement on national universal health insurance
and its relation to Medicaid:

"Adoption by the Federal Government of a national universal health insurance
program coupled with hospital cost controls as the primary method of keeping
rising health costs from preventing all people from receiving the medical care
they need. Such a program should utilize the existing private enterprise medical
system. Publicly paid programs such as Medicaid should be used only as a see-

ondary program for those who have used up their insurance benefits. Medicaid
should be 100 percent federally financed."

This year in direct response to 11.11. 17550, the Social Security Amendments
of 1970, the following policy statement was also adopted:

"We support restoration of proposed cuts in federal funds for the Medicaid
program or assurance that steps will be taken to insure that these cuts are
not merely passed back to slate and local governments in the form of increased
expenditures or result in reduced services for recipients."

In recognition of the particular problems of Puerto Rico, the following policy
statement was also adopted:

"Removal of ceilings on time amount of federal expenditures for Medicaid in
Puerto Rico."

Proposed reduction in Federal matching for long-term care
The provision in IH.R. 17550 of the most concern to Governors Is the proposal

to reduce federal matching for long-term care. I do not feel that the limitation
In federal participation after the 00th day in skilled nursing homes Is at all
realistic. Many of the patients certified for skilled nursing home Care cannot
be cared for in any other type facility after the 90th day. I further feel that the
imposition of this limitation on federal matching would be an act of bad faith
by the dleral Government toward those States which have a skilled nursing
home program under Title 19.

Likewise, many chronically Ill patients require special services and attention
anmd the Federal Government should continue to accept part of the responsibility
for the care of the mentally il as under the present law. in the House bill report
accompanying IIR 17550, it was stated that the reduction in matching for
skilled nursing home care, as proposed in the legislation, is directed toward early
transfer of patients to alternative facilities such as Intermediate care facilities.
The report goes on to state these provisions reflect the problem that many pa-
tients remain in skilled nursing homes longer than necessary and that as a result
program costs are unnecessarily Increasing.

It must be admitted that during the early stages of Implementing the Medicaid
program, this may have been the situation. However, just as the Federal Gov-
ernment is Increasing Its skills in the administration and control of costs in the
Medicare and Medicaid programs so States are Improving their efforts to control
and eliminate overutilization of skilled nursing homes.

For example, in the State of Maryland during the past year effective steps
have been taken to match the level of care with the Individual's needs. In con-
formance with federal regulations, on-site medical reviews of patients in skilled
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nursing homes are being conducted. Also, procedures have been developed to re-
view more adequately all patients al)plylng for skilled nursing home care under
the Medicaid program to determine If they need titt level of care. It should be
pointed out, however, that having the federal requirements that patients now In
skilled nursing homes who do not need that level of care should be transferred
to intermediate care facilities does not automatically create that new facility.
However, we believe that measures are now in effect in the State of Maryland
to match patients' needs with a level of care.

Another Maryland example of assessing suitable care Is the use of a geriatric
evaluation service at the Good Samaritan Hospital in Baltimore.
The geriatric evaluation service screens out those confused elderly people who

are not able to care for themselves properly but who do not belong in mental
hospitals. Before the advent of the geriatric evaluation service many confused
and needy elderly people were committed to mental hospitals. Under tie new
prograni Individuals are screened to determine the level of care they need un-
less hospitalization in a mental hospital is clearly required. Arrangements are
made for care at another institution or in their own home.

OTHER MEANS TO CONTROL MEDICAID COSTS

I would also like to indicate my support for two of the provisions in 1hR
17550 that, in effect, provide States additional means to control health care
costs. These provisions are:
1. Reimbursenient through Medicare and Medicaid would not be available for

health facility capital costs not consistent with state or local health facility
plans.

This provision is complementary to a recently enacted Maryland state law
which relates comprehensive health planning activities to the planning, con-
struction and licensing of health facilities including changes in the health serv-
ices to be provided in tihe community.

2. States would be allowed to determine "reasonable eost," for n-patient hos-
pital care-and not be tied to the Medicare reimbursement formula which does
not include Incentives for efficiency and cost control.

CONCLUSION

li conclusion I would like to review the development of the Medicaid program
which leads toa suggestion as to an approach to facilitate federal-state efforts
to improve the administration of Medicaid.

1. The cost of the Medicaid program was grossly underestimated prior to its
initial enactment. Te unanticipated high costs resulted from (a) Increases in
wages to health service personnel; (b) the unanticipated health care needs of
the peer and the high rate of use of health services by those covered under Medl-
cald; and, (c) problems in administration resulting from both federal and
state Inexperience and lack of adequate procedures to administer Medicaid.

2. It has Just been during the past year that final regulations have been pub-
lished by the Federal Government for implementing many of the provisions of
the 1961 amendilents to Medicaid. Therefore, their Impact Is jost beginning to
be felt.

3. There will a time lag between the provision of financial Incentives for the
use of a certain type of health care and the actual availability of the new mode
of care.

4. There is an abundance of evidence during the past year that States are
bringing overulilization tinder control and Improved state administrative pro-
cedures are being developed for Medicaid.
5. Therefore, my suggestion to this committee Is that before further major

changes ara made, Congress first allow tiume for the refinement of the cost con-
trol provision, and administrative procedures for Medicald already required
tinder existing law. Sucn reflnenment would not be assisted by arbitrary cuts in
federal matching or by many other changes in federal law and regulations which
would cause instability and disrutl)ion it! the administration of Medicald which
is now being refined by States.

I want to thank this committee for the opportunity to appear before you to
discuss the Medicaid program.

Senator Aprnsox. Thank you, Governor, for your statement.
Governor MAxin)F:,. Thank you.
Senator AN DEII.sx. Dr. Riin1ey.
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STATEMENT OF DR. JAMES R. KIMMEY, EXECUTIVE DIRECTOR,
AMERICAN PUBLIC HEALTH ASSOCIATION

Dr. KIM3ji.y. Mr. Chairman I am Dr. James R. Kinimey, executive
director of the American Pubfic Health Association, a. national orga-
nization of 25,000 professional workers and consumers dedicated to
improving the health of the public. As individuals and as an organi-
zation, we are committed to th concept that health is a basic human
right, and to securing programs that will make that, concept. a reality.
Since personal health services-preventive, therapeutic, and rehabili-
tative-aro an essential component of good healfli, the APHA has a
deep and sustained interest in the medicare and medicaid programs.

We have made representations here in the past expressing our- sup-
port for these programs, and offering suggestions we felt would sub-
stantially improve them. To our (lismay, the recommendations have
too often not found favor. In general, the experience to date with
these programs has highlighted the deficiencies we had dineated,
and we are glad to see Congress is now amending the authority to
correct some of these deficiencies.

We have prepared extensive point-by-point comments on the pro-
visions of H.R. 17550, and I would offer them for inclusion in the
record if that is all right, and make a sumnmar, statement relating to
the four main topics that we cover.

Senator ANDERSON. It will be received for the record.
Dr. Kismry. The four topics I am interested in'speaking for a

moment about are planning r improved facilities and services, utili-
zation review, specific delivery proposals, and false economics.

Several of the provisions of H.R. 17550 are concerned with planning
functions and practices-both institutional and commnunitywide. It
is now widely recognized that an improved national planning mecha-
nism is required if e are to bring about effective changes in thte health
care structure and begin to bring quality services to all our citizens.
The comprehensive health planning legislation of 1960 created a legis-lative base for development of a system of re ional and State health
planning bodies. It gave these bodies a broa(i mandate to l)han, but
little authority to secure implemnentation of their plans. Thus it. fol-

lowed the pattern developed earlier in the voluntary areawide facili-
ties planning movement. The health planning legislation was silent,
however, on the matter of institutional planning. Clearly, the type of
planning required if we are to bgiin to meet tlie needs of the public
and solve the lresent deficiencies in the health care delivery struc-
ture-much less the demand that will result if something like the
much discussed universal health insurance is enacted-invol-es inter-
related planning activities at the institutional, areawide, State, and
national levels.

We were pleased, therefore, when hI.R. 17550 approached the prob-
lems of interrelated planning. Section 231 requires development, of
budget and capital expenditure )lans by institutions designated as
l)roviders under medicare. Although this is desirable and we support
the concept, to what end is it directed? There is no provision in sec-
tion 231 for these plans, once prepared, to be reviewed. There is no
linkago established between the institution's planning aind that of
the community or the State. If this provision is enacted, Congress
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should clearly express its intent that the plans )roduced should be
useful to the overall health planning effort,

If the planning to bW used is the health planning agency, and we
believe it should be, provision should be made for supporting tle staif
costs of review, either from fees to the reviewing agency or from
Federal funds. To do otherwise might seriously impair the planning
agencies' broader functions by imposing a heavy review load on their
limited resources.

We also support the requirements of section 221 which would tie
reimbursement for capital expenditures to consistency with areawide
and State health planning. Concern with wasteful implicationn of ex-
pensive facilities provided the initial impetus for development of
voluntary areawide facilities -planning. With the increasing commit-
ment of l)ilblic funds to health care, an increased public concern with
the way in which these funds are expended is clearly justified. We have
concerns, however, for the way in which the review procedure will be
established. If the authority to review is vested in tie State agency
created under section 314(a;) of the PHS Act., many such agencies
will have to reorient. their programs and staffing patterns. The flexi-
bility given to the States in Public Law 89-749 in the creation of the
314(a) agency has resulted in great variability in the placement of
such agencies in State government, their staffing patterns, and their
degree of representativeness of the many health interests in the State.
Areawide agencies, on the other hand, are alreAidy involved in similar
functions in many areas of the country'. Provisions should 1)e made for
the State agency'to delegate its functions tnder this 1-ection to area-
wide health planning groups if it chooses;.

UTILIZATION IMEW

Development of workable controls over the effectiveness of health
care program mns goes hand-in-hand with planning as a tool for achieving
overall improvement in the quality of and costs of services. Although
we are not iml)ressed by the results achieved through utilization re-
view procedures under title XVIII, we fel that the efforts should be
continued and expanded further. It seems logical-if not imperative--
that the results of utilization review become a part of the public rec-
ord, and be a part. of the input to the community health planning
process. It should be noted herd that although we favor participa-
tion of the broadest spectrum of professional interest in the review
process, and feel that strong representation of practicing physicians-
the "gatekeel)es" of the institutional care system-should be main-
tained, we are opposed to placing the primary responsibility for such
reviews exclusively in the hands of nonpublic professional organiza-
tions at any level.

SPECIFIC DELIVERY SYSTEM PROM'oSAMS

We would like to stress our interest in, and support for, the Heaith
Maintenance Organization concept as embodied in H.R. 17550. It
seems unfortmate, however, that, prevention--certainly equally a paIrt
of health maintenance with ,herapy-has received short shirifd in this
proposal. Congress should make clear its intent that the lIMO have a
strong preventive medicine component.
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Further comments are indicated in specifics of the 1IMO -Proposal.
As valuable as the concept may be, the current proposal offers little
incentive to I)roviders to launch all HMO. The initial investment in
such undertakings require "front-end" money, and the legislation
should provide for developmental funding. One possibility would be a
time-limited, 100 percent per capita cost allowance in the initial phases
of 1H1O development as recommended by the medicaid task force.
Another would creation of a special funding authority to support.
startul) costs, with such funds to be distributed in accord with ap-
proved areawide plans. If this innovative proposal is to be fully tested,
the matter of incentive must be covered.

Finally, we hope the committee will pay particular attention to the
development of effective monitoring and surveillance for the IMO
program. This is an important demonstration of a new approach, and
we must develop and maintain adequate quality controls, and assume
that no abuses arising from underutilization, or from selection of good-
risk patients only, prejudice the results.

FAEsL EC 0N11ES

Finally, we feel impelled to point out two provisions in I-LR. 17550
which give the appearance of contributing to cost control, when in
reality they have the potential of shifting costs from the Federal
Government to the State or the consumer.

Section 223 deals with limitations on coverage of costs, but in the
end contributes nothing to efficiency, since the excess costs of inefficient
operations are siml)ly passed on to the beneficiary. The Federal Gov-
ernment saves; the beneficiary pays.

Section 224 purports to control costs through limits on prevailing
charge levels. In our view, this is based on the fallacious concept that
there is something called a "prevailing charge" when in fact this has
not been proved. The effect is again to pass costs on to the consumer
while giving the appearance of a savings to government.

These brief comments highlight our views, and I would be happy to
answer any questions you might have at this time.

(Material referred to by Dr. Kimmey. Hearing continues on p. 713.)

SEOTION-J;Y-SEC'rION COMMENTS

COVERAGE. UNDER MEDICARE PROGRAM

The amendments recognized the undesirable effects of the fact that certain
needy groups in our population were omitted from the original Medicare coverage.
Because Medicare is or should be intended to provide universal coverage for all
persons 65 years of age and over, wives who have not been employed under covered
employment, women unable to be insured on their own account, and those persons
whose wages were so low or whose work was so sporadic as to deny them cov-
erage murder the existing program should certainly be brought Into it fully. In all
instances, the beneficiary should not be required to pay premiums for the hospital
insurance, which iN accorded to other Medicare beneficiaries as a matter of right.
These heretofore uninsured people should receive medical benefits on the same
baqis as other beneficiaries, with the cost of such benefit met either through gen-
eral tax funds or by setting aside a portion of the social insurance funtd.

LIMITATION ON FEDERAL PARTICIPATION FOR CAPITAL EXPENDITURES

The APHA supports fully the principle embodied in this Section of M1.R. 17550.
Just as there is every reason to support necessary capital expenditures needed
to provide health services, so too it Is most unwise, If not fiscally Immoral, to sup-
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port capital expenditures for unneeded duplleatory health facilities. Overall
planning for tie total health system is imperative If we are to even approach cost
controls. No new facility should be constructed, unless a need therefore can le
demonstrated to the responsible public planning agencies. This is an important
necessary step towards efficiency in operation of our health services system.

The mechanics proposed, however, should be carefully considered. It is highly
dependent on the ability of the designated State planning agency to perform fulle-
tions that would be almost totally new, and not entirely consistent with the
missions undertaken to date by State health planning agencies funded under
Section 314(a) of the PITS Act. Considering the current state of development
of the agencies in the 54 jurisdictions, caution should be exercised In shifting
their focus from broad consensus planning to facilities regulatory planning lest,
this dlute their primary mission.

PIOS PECTIVE REIM URS EM EN T, EXPERIMENTS AND DEMONSTRATION PROJECTS

The APIIA is in accord with this concept. As stated in the House Comtittee
report, so long as reimbursement is bascd upon "reasonable costs," there is little.
if any, incentive for greater efficiency. We would suggest that prospective reiii-
bursenient take regional cost comparisons into account and the cost of goods and
non-physician services be differentiated from fees for physicians' services. ('are
should be exercised, however, In relation to the experiments with incentives. Tile
quality of care delivered must not suffer. The uses to which excess of reimburse-
ment over costs may be put shouhl be specified. It Is our understanding that some
experience in respect to the incentive principle is currently available, and we
would urge the Committee to study it carefully in order to avoid unfortunate con-
sequences. We would particularly urge this Committee that ". .. recognized
specialists in the health care field who are qualified and competent to evaluate
the feasibility of any given experiment or demonstration project . . ." would be
required to approve any such project.

STRFNOTHENINO AND EXTENSION OP TIlE UTILIZATION REVIEW PROCEDURE

We strongly support the proposed authority for areawide or community wide
utilization review and its extension to Medicaid. It is our view that far less than
tile potential has been realized relative to current utilization review requirements
and any strengthening of this element would be welcome. The findings of these
reviews can provide crucial evidence needed to Inprove the efficiency of the local
community health services system.

LIMITATIONS ON COVERAGE OF COSTS UNDER MEDICARE. PROGRAMS

It is with mixed emotions that the APIIA opposes Sectlon 223 of I.R. 17550.
While we agree that cost limitations are unquestionably in order, we believe this
approach endangers the objectives of Medicare. You must not succulb to the
temptation to reduce the level of health care under the Medieare program to the
lowest common denominator. While we are sympathetic to the Congressional task
of regulating a nationwide program, we must enter a protest against ligid reli-
ance upon a fiduciary standard only. This instance affords an ideal opportunity
to point out, as we have in the past, that the Medicare program has too little In it
which sets up and protects a high standard of health service. There are gradations
of health need which simply cannot accommodate to a "lowest common denon-
Inator." The example used In the House Committee report (pp. 31-32) is an over-
simfidiicatlon. At best, it does not address itself to the variations in health care
which we believe must be considered. While It seenis appropriate for 1Ielelciaries
to pay for special amenity or option services, this proposal allows providers to
pass on to beneficiaries extra charges resulting front inefficient operations. Tile
proposal seems shortsighted. It is designed to limit the financial liability of the
government, but does not exert effective Incentive for providers to operate
efficiently.

LIMITS ON PREVAILINO CHARGE LEVELS

Oin this provision, we must express reservations. Succinctly put, the effect
of this proposal, while advertised as cost control, would result in a transfer
of sone portion of costs to the consumer. In candor, this seems to be an attempt,
predicated upon a fundamental mistake of the past which assumed there
actually was something now called a "lrevalling charge" to standardize costs.
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The formula which is proposed is theoretical and has not been subjected to
trial. The APHA is of the opinion that this proposal Is no less necessary of
trial than the prospective reimbursement concept and therefore would recom-
mend experimentation rather than across the board national action. Tfhe rem-
edying attempt incorporated in this section is illustrative of the fallacy of a
* piecemeal approach to assuring a national health program. If basic costs are
to be covered, total costs should be included, not an arrangement whereby
partial costs in some indeterminate percentage Is transferred to the consumer.
The APHA must speak out against instigation of a system of cost controls
predicted upon an imaginary premise as illusory as a "prevailing charge" or
of "customary charge," which controls costs to the government but not the
consumer.

EMPHASIS OF OUTPATIENT CARE UNDER MEDICAID PROGRAMS

The intent of Section 225 of 11.R. 17550 is in complete concert with a basic
tenet of the APHA-namely, provision of necessary care at a treatment "point
of reference" most appropriate to need. Prior to the enactment of Titles 18 and
19, we have contended that these programs should not follow the myopic lead
of most third party insurers, who place a premium upon primary insurance
at the point of highest cost, namely, the hospital and next the extended care
facility.

This is a fiduciary, not a health care approach. And It results in overuse of
the expensive facilities. We support the validity of facilitating more ambula-
tory care. We are concerned that the method proposed will throw more of
the cost of long-term care on to the States. Also, resources need to be supplied
to increase the nation's capacity to provide more outpatient services.

In the change of emphasis, to which we wholly subscribe, we recommend (1)
experimentation as suggested previously with respect to prospective rei-
bursement and with limits on prevailing charge levels, (2) identical provision
for both Titles 18 and 10 and (3) a front end allocation from the funds used
for benefits (for Title 18) and general revenue (for Title 19) funds to be made
available for construction of needed facilitlei for outpatient care.

We must protest the arbitrary and discriminatory action proposed on Page
8.5 of 11.11. 17550 relative to psychiatric patlents. A choice of illness, mental or
other, is not voluntary on the part of an Individual and It Is our view that such
differences In benefits should not exist.

TERMINATION OF PAYMENTS TO SUPPLIERS OF SERVICES

The APIIA subscribes totally to both the concept and procedure proposed to
curtail abuses of this health services payment program.

ELIMINATION OF REQUIREMENT THAT STATES HAVE COMPREIIENSrIE MEDICAID

PROGRAMS BY 1977

The APLIA opposes this action-not because we are persuaded as to the via-
bility of he Title 19 program, but because of our conviction that a nationwide
health care program is needed. Our Association is presently deeply involved in
recommendations to this end. We are convinced that Medicaid is not the final
answer, but until a preferable method is devised, the scope of services provided
by the current plan should not be reduced. These services are needed by
the people, who are beneficiaries.

REASONATME COSTS OF INPATIENT HOSPITAL SERVICES UNDER MEDICAID AND
MCII PROGRAMS

This proposal is another reminder of "sins past." Prior to the enactment
of Medicaid ani while numerous discrepancies were to exist between the pro-
visions of Title 18 on one hand and of Title 19 and MCII programs on the other,
parity was to obtain relative to Inpatient hospital services charges. With no
guaranteed Improvemnent in the quality of services, up to one-third fewer funds
were to be available for Crippled Children's services. And once again, we have
that controversy, that discrepancy between two unrelated terms, charges and
costs. Certainly this inequity should be eliminated and even more importantly,
a relationship between charges and costs must be found.

I
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INSTITUTIONAL PLANNING UNDER MEDICARE

The APIIA supports totally the concept espoused in Section 231 of 11.11. 17550.
AN e would hope that this Committee would strengthen the provision which,
as we understand it, calls only for a one-year budget and a three-year capital
expenditure plan. We believe this inadequate to the need and recommend two
additional requirements-the first, to require a relationship to the regional
planning agency or the state planning agency, and the second, that consultation
with state and regional planning authorities be made a requisite.

INSTALLATION AND OPERATION OF CLAIMS PROCESSING AND INFORMATION
RETRIEVAL SYSTEMS

Federal supports (90 percent for installation and 75 percent for operation)
for much-needed information on the Medicaid program is very worthwhile. We
suggest, however, that much more than claims processing Is needed, and in
fact, may have been intended. If the latter is the case, specificity is needed
to assure the evaluation of medical services is facilitated. Such information
is essential to an intelligent Medicaid operation.

We must insert one word of caution. In accord with APIIA's long-standing
position vis-a-vis the confidentiality of vital statistics, we urgently request
that strong safeguards against disclosure of information on Individuals be
included in this authority.

ADVANCE APPROVAL OF EFO'S AND HOME HEALTH COVERAGE UNDER MEDICARE

To this proposal we extend our unqualified support. We wonder why identical
authority should not apply to Medicaid? 'Certainly this procedure will obviate
the costly experience of disallowance of claims after-the-fact and it goes far
to' introduce to a greater degree than at present a medical judgement as to
health need. We support the concept, but we believe the procedure would be
improved if an appeal mechanism was included. And we would hope the
Committee would insist upon simplified standards and procedures to implenlent
this ltrovislon.

REASSIGNMENT OF CLAIMS

We support this provision without qualification. In brief, it will guard against
unethical--even Imumioral-practices, and it is overdue.

UTILIZATION REVIEW-UNDER MEDICAID, MCII, AND CC PROGRAMS

This endeavor is one with which we are in complete accord, but our expecta-
tions are dampened by the rather spectacular lack of achievement under Title 18.
May we suggest that the utilization review procedure needs strengthening
overall. To this end, we recommend that the results of utilization reviews, in
terms of patterns of care, on a non-individual basis, be made a matter of public
record and that they be made available to community health planning agencies
who are especially in need of such information. We should like to point out that
utilization and quality control are closely related and the mechanisms used
should be concerned with the quality of the services as well.

ELIMINATION OF REQUIREMENTS TIIAT COST SHARING CHARGES IMPOSED ON INDI-
VIDUALS 0111ER THAN CASH RECIPIENTS UNDER MEDICAID BE RELATED TO THEIR

INCOME

If we interpret correctly, the provisions of Section 230 of I.H. 17550, we
are opposed to the proposal. Deductibles for the medically indigent create a
financial hardship on the selfsame persons Title 19 was intended to assist.
Deductibles are a barrier to care.

UNNECESSARY ADMISSIONS TO HOSPITALS AND ECF'S UNDER MEDICARE

We support this provision.

STATE IIEALTII AGENCY RESPONSIBILITIES UNDER MEDICAID AND MCII PROGRAM

The proposal contained In Section 238 of 11.11. 17550 is a good beginning. The
APIIA believes the authority for the Title 19 program should be the responsibility
of State Health Agencies. Medicaid is a health program for the poor and the
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medically indigent. It Is not a welfare program with health overtones. State
health departments are far more competent than are its sister welfare agencies
to evaluate the qualifications of health providers. Similar responsibility is in
the main currently vested in State Health Departments for Medicare and MCII
and CU programs. For the best and most consistent use of state government
resources, similar responsibility for Medicaid programs should be assigned
to State Health Departments.

HEALTH MAINTENANCE ORGANIZATIONS

The concept of a health maintenance organization is the single most refreshing
amendment proposed by the Administration. Unfortunately, something seems to
have been lost between what we understood was proposed and what is included
in II.R. 17550, namely the element of prevention. It should be Included. Ad-
mittedly, preventive health measures, in the classical sense, e.g., vaccinations
are not so applicable to persons 65 years of age and older as they are to the
young but within the broad spectrum of health care for older persons numerous
preventive procedures would decrease suffering, reduce disability, and would
be economical. Such provisions should be added.

Now to the proposal-we see a number of deficiencies.
Financially speaking, we see no stimulus to providers to originate IIMO's and

with no "front end" money, it would appear that even if properly motivated,
the chhnces for success would be dim. Hence, we believe it imperative that
sponsoring funds be provided. The use of a 5 percent tax for just this kind of
purpose would be crucial.

Further, we are baffled by reference to an apparent penalty-95 percent of
the total of A and B-to which IIMO's could aspire. Certainly with such a
limitation, there would appear to be little if any advantage for the Individual
to get his service from an 1IMO. Certainly, a clearer definition of what would
constitute an lIMO, safeguards against under-utilization under the contemplated
prepayment program and responsibility for standards survellhnce within a
public agency are a requisite.

EXEMPTION OF CHRISTIAN SCIENCE SANATORIUMS FROM CERTAIN NURSING HOME
REQUIREMENTS UNDER MEDICAID PROGRAMS

We wish to express APIIA's disapproval of an exception to recognized, accepted
and approved requirements, be they for nursing homes, hospitals, or any other
facility. There simply cannot be any divergence from minimum health standards
Irrespective of the sponsorship of facilities. It is the health of beneficiaries which
is the sole measure.

CHIROPRACTORS' SERVICES

We do not believe that another study of the validity of chiropractors' services
would provide information which is not already available. We believe strongly
that the provision of chiropractic service is inappropriate and antithetical to
high standards of quality care.

THE STUDY OF THE ESTABLISHMENT OF COVERAGE TO DISABLED BENEFICIARIES

The APHA has already taken the position thzi coverage sho-ld be extended
to the disabled who are already receiving cash assistance from the Social Security
Act. We should like to strengthen the recommendations that were made in the
Committee report that special attention be given to the implementation of such a
policy.

Senator ANDERSON. Thank you very much. It is a very fine
presentation.

Dr. 1(13 3F.Y. Thank you, sir.
Senator ANDFRSO. Miss Blanchard.
Revm-end Eggers.
Mr. Tresnowski, senior vice president for government operations,

Blue Cross Association.
Mr. Gottlieb.
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STATEMENT OF SYMOND R. GOTTLIEB, PRESIDENT, ASSOCIATION
OF AREAWIDE HEALTH PLANNING AGENCIES; ACCOMPANIED
BY WILLIAM McC. HISCOCK, DIRECTOR, AND JOHN DONAHER,
DIRECTOR

Mr. Go'rrixwn. Mr. Chairman, I am Symond Gottlieb, executive direc-
tor of the comprehensive health planning agency of southeastern Wis-
consin and president of tie Association of Aretawide 1calth Planning
Agencies.

With m to help answer questions, if needed, are Mr. William
Iliscock, my counterpart from Baltimore, and Mr. John Donalher, my
counterpart in Boston.

We aivC speaking today on behalf of the Association of Areawide
Ihealth Planning Agencies, representing most, of the operational local
health planning agencies in the Nation, including those that receive
part of their funding under section 314(b) of Public Law 89-749
and those that, for a. variety of reasons, do not now receive such direct
Federal support.

The association lis submitted for your consideration a full written
statement which describes the purposes and functions of areawide
health planning agencies and which makes detailed comments and
suggestions on aspects of the legislation under (iscussion today.

Although our association's member agencies have a strong interest
in all aspects of the proposed amendments to the Social Security Act,
we have elected today to concentrate our (liscussion it )011 those sec-
tions of II.R. 17550 that can or should have the most directt relation-
ship to areawide health planning. Our testimony today is based upon
two major concepts that deserve emphasis andreinforcement.:

First, areawide lalth planning agencies are unique and varied in-
dependent organizations (levelol)e(i by local communities, and should
not. be viewed as extensions of the State or Federal Government, even
thouiigh they are cooperating closely with public agencies, may be
partially financed by Federal funds, and are (le(hicatel( to local iin)le-
nnentation of national policy as enunciated in the comprehenisive health
planning legislation.

Second, if tle goals of areawi(le comprehensive health planning are
to be achieved, Federal support. must be provided for their efforts by
maintaining a consistent approach to the planning process in all re-
lated legislation and by taking advantage of every opportunity to
relate the operation of Iederal health and financing programs (lirectly
to the activities of areawide health planning agencies.

These two concepts represent the essence of tie "partnership" en-
visioned in Public Law 89-749 and supporting legislation and they
reflect the al)proach to health playing in relation to the decision-
making process that is most likely to obtain the results we are all
seeking.

Today we shall concentrate our attention on those sections of I1R.
17550 that clearly affect the ability of the areawide health planningagency to carry, out its functions or that ar dependent upon a sound
comnuumty I)lnning process. We shall preface our specific coniments
only wifl the general observation tlnat it is our Iope that. every perti-
nent section of-II.R. 17550 should be scrutinized to determine whether
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its administration call be aided by delineating a clear relationship to
the community health planning process.

With respect to section 221, tile Association of Areawide Health
Planning Agencies endorses the purposes of section 221 of H.R. 17550,
relating to medicare, medicaid, and title V, which would authorize the
Secretary of HEW to refuse payment to institutional providers for
the costs of unneeded capital expenditures. However, we strongly sug-
gest modifications of section 221 to support the community planning
process and more clearly to underline the Secretary's management re-
sponsibilities for the payment programs he administers.

As we read it, section 221 proposes that the Secretary would be com-
pelled to cover the capital costs of any project which received the en-
dorsement of both the areawide health planning agency and the State
agencies involved. On the other hand, lie would be permitted and under
some obligation to disallow such costs if one or more of the planning
agencies had recommended against the project. In effect, the bill would
fully delegate positive approval powers to the planning agencies; and
non quite delegate negative or disallowance power to the same agencies.

We submit that these provisions provide too great a handicap to the
Secretary's management responsibility to provide effective administra-
tion of the billions of health care dollars represented by the three pay-
ment programs. We can see no good reason, in this instance, for the
Secretary to delegate away his management responsibility to assure
that Federal funds are appropriately used to meet health needs. Mak-
ing decisions for the use of funds entrusted to him and planning for
the use of those funds are a major part of the management responsi-
bility of the Secretary.

Concurrently, areawide health planning agencies are primarily in-
tended to develop more effective local health systems through strenigth-
ened planning processes and improved decisionmaking at institutional
and community levels. We readily admit, by tie way, that this is not
the unanimous view of our member agencies; but it is the overwhelm-
ing )osition of our membership and is a firmly held belief of more
experienced health planners. Section 221 would change a. recommen-
dation or advisory function to a virtual decisionmaking power over
the placement of health facility capital development in the local com-
mnunity. In attempting to reach a commendable goal, section 221 inad-
vertently confuses the proper management function of payment
programs with the planning process function of the areawide health
planning organization, potentially destroying the planning function as
a result.

Specifically, therefore, we believe that section 221 should be revised
to spell out the intent that the Secretary or his designees, shall make
all decisions with respect to reimbursement for capital expenses, taking
into account the recommendations of the appropriate areawide healttI
planning agency whether such recommendations are favorable or un-
favorable,w ith)ut being constrained to follow such recommendations.
In making this recommendation, we emphasize the importance of the
advisory role of the planning agency while confirming the decision-
making role of the payment program, to make decisions about its own
expenditures.Wsugest that it would be entirely feail admh o rae-tical to have the Secretary, in partnership with the delegate 9tate

47-530--70-pt. 2-25
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agencies under titles XIX and V and the fiscal intermediaries under
title XVIII, determine whether a proposed health facility capital ex-
penditure is consistent with the intent and capacity of the payment
program in addition to its consideration of the ad vice of planing
agencies concerning community needs for the proposed facility.

In carrying out, tlis process, early submissio to the areawide'hcalth
planning agency should be encouraged and the Secretary should oper-
ate according to clearly developed guidelines with the help of ai advi-
sory council that includes areawide planning agency representatives.
Such guidelines should provide a positive stimulus to good institutional
planning. The legislation should also maintain and expand the use of
t1he language requiring that determinations be made according to
"standards, criteria, or plans" and eliminate any implication that an
unworkable master plan should be developed, a master plan that is
artificial, inflexible cast. in concrete and unworkable.

The full text of the association's testimony goes on to make a number
of specific recommendations about section 221. We commend those
recommendations to your attention.

In redrafting section 221, the association also specifically recom-
mends that it be required that any proposed project presented by the
sponsor to the areawide health planning agency in the context of the
sponsor's long-range plan relating to the health needs of the com-
munity and showing relationships with plans of other health facilities
in the community. We also strongly recommend that this section should
provide for a fAir hearing a nd lor appropriate administrative and
judicial review of any determination by the Secretary. It would also
e most suitable to p1 0vide for )ayment by tie Secretary to areawide

health planning agencies for their expenses in conducting the required
reviews of capital proposals to carry out their part of this Federal
program.-ithi respect to section 231, this section would add to the medicare

program's definitions of providers a requirement that, in order to par-
ticipate in medicare reimbursement., institutional providers must. have
"in effect an overall plan and budget" that. meets certain standards.

At this time, the Association of Areawide Hle..lth Planning Agen-
cies opposes enactment of this section.

'hie association opposes section 231 not becaitse we downgrade the
importance of sound institutional planning but because we value it
too highly to wish it, subverted by this seion.

The'eiphasis of the modern institutional planning process, or
should be, on services and programs for defined poplIulations, not
principally on facility development. We suggest that section 231, be-
cause it. focuses on thle end-result details of one component. of a long-
range plan, would be e nunterl)roductive to its goals.

If enacted, this section would provide a bonanza to hospital man-
agement consultants, as health facilities desperately seek their serv-
ices, with the resulting substantial increase in the cost, of care-part
of which must be borne by Federal sources. The section would also
give the Nation a vastly inflated summary of the capital demands of
the providers, a necessary result of a required capital budgeting proc-
ess. And, this section will give somebody a virtually unadministrable
and largely pointless chore in reviewing the tons of submitted docu-
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ments, most of which will have been manufactured specifically for
this submission.

Most importantly, the demand for all annual 3-year "capital ex-
penditures plan" from each facility wAill prompt the institution to
focus on "approved" bricks and mortar plans ahead of service goals
and thus Work against the efforts of areawide health planning agen-
cies to develop useful program alternatives ained at improving health
care and containing costs.
The Association of Areawide Health Planning Agencies strongly

recoinmiends that section 231 of HIi.L 17550 be deleted and suggests
that Fedeiai standards, if any, relating to institutional capitol plan-
ning be applied as-part of section 221 by requiring that one criterion
for the approval of a capital expenditure must be that. any capital
project must be presented in tile context of the institution's long-range
program related to the community's health needs.

If section 231 should not be d elated, then the association recoi-
mends that the inflexible language specifying tile need for and con-
position of an institution's planning committee be deleted in recogni-
tion of the pluralityof approaches that may be effective. Furthermore,the association suggests that a reasonable tie period for implementa-
tion of section 231, if enacted, would be at least 2 and preferably 5
years rather than 6 months.

With respect to section 239, this section permits the Secretary to ne-
gotiate, unter medicare a combined part A and pait B per capita
reimbursement rate with "health maintenance organizations" that
meet certain criteria and that are able to del river comprehensive services.The Association of Areawide Health Planning Agencies endorses
the purposes and thrusts of this section.

It, has long been an accepted principle of community health plan-
ning that all people should have full access to a broad r ange of health
services and, propelrly administered, section 239 should help to achieve
that goal.

To increase the likelihood that this section will achieve its pur-
pose, the association recommends that because health maintenanceorganizations are part of the local community's health resources, the
Secretary be required to work closely with areawide health planning
agencies in the development of these programs. The association also
recomnmnends that the Secretary be given reasonable flexibility, in recog-
nizing HMO's so that identical tests are not applied in all" locations.
For example, small programs in rural areas might be approved with-
out inleetin tile tests of "1coinpreh ensi veness" that should be applied

to wel-esalishied organizations in metroploitan centers.
Further, the association slg t n order to stimulate the

growth of MO's and their use gy beneficiaries the 95 percent of rver-
ago cost, limitation be waived during the formative stages of an -IMO,
and the Secretary should be urged to be broadly permissive ill approv-
ing lIMO proposals. Use by-beneficiaries will be stimulated if the

IMO is able to provide broader services and/or eliminate coinsurance
and deductible payments within the 95 percent limitation. Such pro-
visions in the law would help to clarify the congressional intent to
stimulate IMO development.
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OTHER COMMENTS

'lie Association of Areawide Health Planning Agencies stresses its
belief that the specific provisions of the Social Security Aimendnments
of 1970 should take advantage of every opportunity to relate events
to the local planning process. Such relationships imi)rove the admin-
istration of the social security lrograin and buttress the effectiveness
of the areawide health planning agency. For example, section 222
:shouhli be revised to ensure that among the "specialists" consulted by
the Secretary in prospective reimbursements experiments is the ap-
9rol)riato areawide health planning agency. And, section 223 should
make it clear that the cost of planning by insttutional providers is
not a target for reiinbursement-reducing measures. And, section 232,
concerning payment to States to develop and operate "information
retrieval systems" should clearly require that such systems should be
developed in consultation with areawi(le health planning agencies,
and that the health planning agencies should( be guaranteed access to
the data generated by such systems for layingg purposes.

hankk you for yofir attention to our point of view, and if we can
answer any questions we would be glad to be of assistance.

(The statement of Mr. Gottlieb follows. Hearing continues on
page 726.)

TESTIMONY ON BEI[ALF OF THE ASSOCIATION or AREAWIDE HEALTH] PLANNING
AGENCIES*

Appearing on Behalf of th A s8ociation:
Syniond I. Gottlieb, President, 110 East Wisconsin Avenue, Milwaukee,

Wisconsin.
Steven Sieverts, V ice-President, Chatham Center, Second Floor, Pittsburgh,

Pennsylvania.
William McO. iliscock, Director, 701 St. Paul Street, Baltimore, Maryland.
We are speaking today in behalf of the Association of Areawide Health Plan-

ning Agencies, representing most of the operational areawide health planning
agencies In the nation, including both those that receive part of their funding
under Section 314(b) of the comprehensive health planning legislation and those
that, for a variety of reasons, do not now receive such direct federal support.

The proposed legislation under review today builds into certain federal financ-
ing mechanisms a new role for areawide health planning agencies. We can
expect this to be only one of many measures to be proposed to build partnership
Into the relations between areawide health planning agencies and the federal
government, and to strengthen health planning in local communities.

All of this public attention to and, indeed, faith in areawide health planning
is gratifying, of course. It Is with some trepidation, then, that we urge a degree
of care and caution in assigning a variety of functions to the agencies that have
have been formed In local communities to Improve the effectiveness of their
com prehensive health services through strengthened planning.

By way of Introduction, one point should be made entirely clear: areawide
health planning agencies differ widely, although they do generally share some
basic characteristics, as shall be mentioned later In'this statement

Section 314(b) of P. I,. 89-749 has resulted in organizational activities In
literally hundreds of communities across the nation to respond to the mandate
of areawide comprehensive health planning. In each of these communities, the
approach and time dynamics of organizing the planning agency have been unique
and different over a wide range. Particularly in the major metropolitan regions,
there was frequently already a history of areawide health planning, usually
with partial funding from the federal government under Section 318 of the
Public Health Service Act, although in about a dozen Instances the planning
agency's existence preceded even that federal interest and support. In most of

'Malling Address: c/o Joseph Peters, Secretary, 3 East 54th Street, New York. N.Y.
10022.
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the communities which are currently Involved In areawide health planning, how-
ever, the enactment of Section 314(b) provided the principal initial stimulus
for action-and in all cases, Sectlon 314(b) prompted local ferment regarding
health planning.

In any evwnt, the fact is that the field of areawido health planning is going
through a period of extraordinarily rapid growth and change both nationally
and, more significantly, in hundreds of local areas. It should be understood that
Section 314(b) did not create a set of relatively uniform agencies as did, for
example, the legislation creating the flegional Medical Programs or 0.19-0.
Neighborhood Health Centers. Partly because of regrettably Inadequate staff
guidance from the Department of Health, Education, and Welfare, but more im-
portantly because the challenge was inevitably understood and interpreted dif-
ferently by tile various forces and interests in each locale, each agency has
developed in its own way, and most of them are still in their infancy.

It sone areas, enlightened consumer and professional Interests have com-
billed to create viable and competent areawide health planning agencies. In
other areas, however, the process has been slow and uneven-and in a few in-
stances even divisive and demoralizing rather than unifying and stinulatilg.

The federal leadership, iti gulding communities i developing areawide coni-
prehensive health planning. has tended to place its major emphasis on the
structure and composition of the areawide comprehensive agencies and relatively
little on the agencies' programs, on what they are expected to do. Partly as a
consequence, tile agencies already i operation and the larger number in the
organizational phase have come up with a variety of definitions of their own
finictions. While these definitions reflect the diversity of the approaches taken
around the country, they do tend to Include some common threads.

The Association of Areawide Health Planning Agencies, drawing upon nnny
years of experience in areawide comiireliensve health planning, feels comletent
to suggest that the agencies have lie following basic functions and characteristics:

(1) The arcaiwide agency should be a creature of the local conomunity, not to
be viewed as an Instrument of the State or federal government. Of course at least
half of Its budget must be raised locally (usually from private sources), but
money aside, It should in all ways act as a consumer-dominated agency with
ioroad provider participation, concerned primarily with affecting the coimlInity's
decision-making processes relating to all aspects of tlle health of the people living
in tile area.

(2) The principal function of the areawide coinlirehensive health planning
agency must be the derclopmcnt and strcngthcn lig ef the processes of planning
in the community that result in decisions which bear on the health of people. This
funcillon includes:

(a) t'act-flnding concerning needs, resources. and the characteristics of the
community and its people;

(b) Tile establishment of guidelines for the orderly planning and develop-
ment of needed services, facilities, and manpower;

(e) rite ldentflcation and evaluation of alternative courses of ntion :
(d) Building into institutional planning nativities both a sensitivity to

consumer interests and a participatory role for cominunily representatives;
and

(c) The evolution of community goals and priorities related to the health
of the people.

(3) Another principal function of the areawide comprehensive health plaining
agencies is cornifripnlty dylnanics, bringing together fnd enhancing practical dIla-
logle among and within provider groups. professional groups. community group..
unorganized consumers, local government. e(lucational agencies, and so on. This
f|miction Is aimed at Increasing the relevance and practicality of health planning
at all levels, achieving acceptance and use of the tools of effective planning, and
helping to assure sound program development.

(4) Finally, the areawide comprehensive health playing agencies 11ust be
conleerned with implcmcutalon. which includes the following elements:

(a) Assistance to individual institutions, agencies, and community group.
to Improve their planning capabilities, to help them to make use of planning
tools, and to encourage thei to explore alternative courses of action:

(b) Providing the setting, the framework, and the stimulation for coordi-
nation of the plannIng and programming of institutions and agencies of the
saame or different types, including comunitlty groups that Intend to Initiate
Health program mris:
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(o) ]Review of proposed program developments or construction projects
to advise the Institution or agency, all financing agencies (capital and opera-
tions financing), and the general public as to whether the proposals meet
a demonstrated community need, are financially feasible, fit in with corn-
munity priorities, and have been developed in accordance with sound plan-
ning principles in the opinion of the planning agency;

(d) Advice to decision-makers, especially fiscal authorities, concerning the
most appropriate use of resources within the community generally; and
(e) Assistance to providers of care, individually and in groups, In their

search for resources for programs that are in the community's best interests.
In summary, then, we are making the points that the areawie health planning

agencies are local institutions in various stages of development, have hetero-
geneous structures and approaches, and most importantly, have built up a body
of experience which should serve to provide guidelines both for the agencies
themselves and for the public sector in its dealings with them.

SPECIFIC COMMENTS CONCERNING II.R. 17550

H.R. 17550 has thirty-two sections which relate to the medicare, medicaid and
Title V programs to purchase health services for people. The Association of Area-
wide Health Planning Agencies, because of its mandate to be concerned with all
aspects of comprehensive health services, is interested not only in these sections
but also in many of those which relate to income maintenance, disability pro-
tection, and other measures which affect the general health of the people. The
Association, however, will Init its observations today to Sections 221, 222, 223,
231, 232, and 239, with the major emphasis on Sections 221 and 231, the first
relating to limitations on reimbursement for capital expenditures of health pro-
viders tinder federal payment programs, and the second adding a requirement for
"institutional planning" under the definitions of such providers. These six Sec-
tions, and particularly Sections 221 and 231, have direct and obvious relationships
to area wide health planning, and it is on these matters that we presume that our
speliflc comments will be most useful to this Committee and to the Senate.

SECTION 222.-LIMITATION ON FEDERAL PARTICIPATION FOR
CAPITAL EXPENDITURES

The Association of Areawide hIealth Planning Agencies strongly endorses the
purposes and the bulk of the details of this Section of the proposed legislation,
which would authorize the Secretary of Ih.E.W. to refuse payment for the costs
associated with tin-needed capital expenditures. Leaders in the areawide health
planning field, along with such provider organizations as the American Hospital
Association and the Blue Cross Association, have long been insisting t:- .t the
third-party payment agencies should develop management and control iuols so
that their reimbursements will create incentives favoring the effective delivery
of needed health services. The Social Security Administration has become
America's largest third-party purchaser of health care and should be given such
tools. This Section would help to accomplish this aim.

Section 221's purpose is "to assure that Federal funds ... are not used to
support unnecessary capital expenditures made by ... health care facilities
. . and that, lo the extent possible, reimbursement ...shrill support planning

activities with respect to health services and facilities ..."
Each State would designate an agency to review all proposed capital expendl-

tures of $100,000 or more by any health care provider participating in the media.
care, medicaid, or Title V (Children's) programs. The State agency would report
to the Secretary of H.E.W. its findings and recommendations, along with the
findings and recommendations of the areawide health planning agencies plus
certain oiher State-level planing agencies.

The Secretary would receive these various recommendations and, if any of them
are negative regarding the specific capital project in question, would disallow
Federal payments to that provider tinder the medicare, medicaid and Title V
programs with respect to "any amount which is attributable to depreciation,
interest on borrowed funds, a return on equity capital ...or other expenses
related to such capital expenditure". The Secretary is empowered to over-rule
any negative recommendations and approve capital cost payments if lie decides
that the exclusion of these expenses would go against either effective organiza-
tion and delivery of health services or effective managemert of one or more of
the three Federal payment programs.
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Let its put this into simpler language. If a hospital (or other health provider)
proposes a capital development project of $100,000 or more which fails to get
the endorsement of various selected State planning agencies or the areawide
health planning agency, that hospital would not receive federal reimbursement
for the capital expenses it Incurred unless it (or somebody else) were able to
convince the Federal authorities that they should, in effect, over-rule the local
or State recommendation,

The Association of Areawide Health Planning Agencies favors the goal of this
Section but has serious questions about several of its approaches.

The Section spells out many details about procedures, timing, funding, and
so on, several of which we will touch on later. We would like to focus principally,
however, on two basic and closely-related Issues: the limited discretionary powers

granted to the Secretary in this vital phase of his management responsibility, and
the appropriate function of the areawide health planning agencies in achieving
more effective health delivery in local communities.

As proposed in H.R. 17550, as we read it, the Secretary would be compelled
to cover the capital costs of any project which received the endorsement of both
the areawide health planning agency and the State agencies involved. On the
other hand, he would be permitted and under some obligation to disaUow such
costs if one or more of the agencies had recommended against the project. In
effect, the bill would fully delegate positive approval power to the State and
areawhle agencies; and not-quite-delegate negative or disallowance, power to
the same bodies.

We suggest that these provisions provide too great a handicap to the Secre-
tary's management responsibility to provide elective administration of the
billions of health care dollars represented by the three payment programs.

At the same time, these restraints on the Secretary, by delegating too mat h
management authority to the areawlde health planning agencies, would giwv
those agencies an assignment which most of them are not constituted to unlor-
take and which would be, to some extent at least, counterproductive to heir

principal aims and activities.
Both in the experience of the areawide health planning agencies and in the

draft Federal guidelines and policies regarding areawide comprehensive health
planning programs, the main thrust has been to develop more effective local
delivery of health services by developing strengthened planning processes and
Improved decision-making at institutional and community levels. The areawide
health planning agencies, most of them formed in the past decade, are developing
a variety of approaches to accomplish this goal of strengthened planning, as
discussed earlier. One of their tools, but by no means the most important, is
the establishment of a community review process which produced advice about
proposed health facility projects. This advice gathers Its authority from the
prestige of the planning agency, the atmosphere of cooperation among the health
providers in the community, the validity of the facts and judgments which led to
the agency's position, and the support for better planning among paying,
licensing, and endorsing bodies.

The details vary soomewhat from region to region, bat in general the area-
wide health planning agencies' advice about facility projects is or could be
directed, to the following: (1) the sponsor of the proposed project, (2) the
contributors, if any, of privately donated capital, (3) governmental funding
agencies if governmental grants or loans are involved, (4) public and private
third-party purchasers of health services, (5) local and State regulatory and
planning agencies, and (6) lending agencies if debt financing is to be incurred.

In addition, the recommendations of the areawide health planing agency,
because of its representative governing structure, because of the credibility of
its review procedures, and through the use of communications tools, have per-
suasive Impact through the force of public opinion and consumer action.
The enactment of Section 221 would greatly Increase the legal or quasi-legal

power, as distinct from the influential persuasiveness of. the planning agencies'
recommendations about facility development and would therefore very likely
make this aspet of the planning agencies' work much more visible and pre-
dominant. In so doing, Section 221, would change the plann.ng agencies' role
markedly, both by putting disproportionate emphasis on the control of capital
placement, and by giving 'lhem a regulatory role rather than a planning role.

II.R. 17550 would Change a recommendation function to a virtual decision-
making power over the placement of health facility capital development in the
local community, as almost no health facility will try to function without income
from one or more of the three federal payment programs.
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We suggest strongly that in attempting to reach a commendable gotd, the
(rafters of Section 221 have inadvertently confused the proper management
function of payment progranis with the planning procss function of the area-
wide health planning organization.

We can see no good reason for tihe Secretary to delegate away his manage-
tent responsibility to assure that medicare, medicaid, and Title V capital dollars
go only to facilities which serve community needs. Through the Social Security
Administration, the State medicaid agencies, State health departments and the
fiscal intermediaries, for example, the Secretary Is able to develop quite subtle
and sophisticated control techniques over what to pay providers. (Several'other
Sections of this bill are examples of this.)

Specelflcally, we belice that Section 221 should be revised to spell out the intent
that the Secretary, or his designers, shall make all decisions with respect to
reimbursement for capital expenses, taking into accomint the recommendations
of the appropriate arcaiwide health planning agency whether such rceominunda-
tions are favorable or unfarorable, without being constrained to follow such
rccom nmendations.
We suggest that it would be entirclyi feasible and much more practical to

have the Secretary in partnership with the delegate State agencies under Titles
XIX and V and the fiscal intermediaries under Title XVIII (and seeking ad rice
front planning agencies), determine whether a proposed health facility capital
e.rpcn diture is cons istent with co m tinity needs.

This process would require machinery, we suggest, which should encompass
the following principles:

(1) The project should have been submitted to the areawide health planning
agency well in advance of any State or federal reviews:

(2) The areawide health planning agency should be requested for recom-
mendations in advance of any State or federal review;

(3) The project should be presented by the sponsor in the context of his
long-range plan relating to the health needs of the community and showing
relationships with the plans of other health facilities in the community ;*

(4) The Secretary, in making determinations, should follow criteria and pro-
cedures laid down in guidelines drawn with the aid of the advisory council
mentioned in subsection (i) of the legislation, drawing on the experience of
existing areawide health planning agencies;

(5) Any party which expresses concern over any impending or accomplished
determination by the Secretary should have the right to a fair hearing, and
similar rights should be guaranteed by any Site or fiscal intermediary which
plays a part il making the decision;
(6) The determinations of the Secretary should be subject to proper admin-

istrative and judicial review : and
(7) To the extent possible, the implementation of this Section should be

seen as a force to achieve sounder planning by the health care providers, not
merely as a tool to penalize the unworthy. The Secretary should be encouraged
to view capital expense reimbursement as an incentive tool to help achieve a
more effective health system, not as a plum to be withheld from the greedy, and
mnre Importantly, not as the be-all and end-all of the health planning process.

Some additional comments on this Section are in order, mostly relating to
inmortantt details or a need for clarification.

First. Section 221 appears to have the Secretary paying out of medicare funds
for review activities as specified In Individually negotiated agreements with the
State.. A major part of the review effort is to be conducted by areawide health
planning agencies. We suggest'that proision be made for negotiated reimburse-
ment of any extraordinary costs incurred by those agencies In conducting such
reviews.

Second, we applaud tile language in subsection (6) which refers to "standards,
eriterla, or plans", thus apparently foregoing the temptation to tie capital reim-
bursement to coml)rehensive or areawide master plans which are probably un-
workable In the personal health services field. The remainder of the sentence,
however, refers to development "pursuant to the Public 1Iealth Service Act (or
the Mental Retardation Facilities and Community Mental Health Construction

This principle Is the recommendation of the Association of Areawide Health Planning
Agencies as a partial substitute for Section 231, which Is discussed In greater detail below.
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Act of 1063) to meet the need for adequate health care facilities in the area cov-
ered by the plan or plans so developed".*

In this context we would like to direct the Committee's attention to Sections
(3) and (4) of Section 221, in which tile conforming changes refer several times
to "comprehensive plans" of areawide health planning agencies rather than to
"standards, criteria, or plans" a.A used earlier. We urge claritication and con-
sisteney on the point that the areawide health planinlg agencies are not expected
to draw up monster "comprehensive plans" to serve as the guide for payment
agencies, but rather should be requested for locally sensitive advice based on
their own standards, criteria, or plans.

Finally we suggest that de notice be paid to the fact that many "natural"
health planning regions are inter-State in nature, so that it frequently happens
and will happen that an areawide health planning agency headquartered in one
State is working with health facilities in another State (and 'ven in another
fHEW Region). In drawing up the procedures to implement Section 221, the See-
retary should be encouraged to permit inter-State agreements to be negotiated.

SECTION 231.-INSTITUTIONAL PLANNING UNDER MEDICARE PROGRAM

Briefly, this section would add to the medicare program's "definitions of pro-
viders"' a requirement that, in order to participate in medicare reimbursement,
institutional providers (hospitals, ECF's and home health agencies) must have
"lit effect an overall plan and budget" that meets certain standards. At this time,
the Association of Areawide Health P'lanning Agencies opposes enactment of this
Stelon.

The Association of Arcaiwide Health Planning Agencies opposes Section 231 not
because ire downgrade the importance of sound nstitutional planning but because
irc v(,Uc it too highly/ to wish It suibvcr&'d by thi. Section.

Most operational areawide health planning agencies have stressed the responsi-
bility of provider institutions to have active long range planning and operational
budgeting processes. The purpose of this Section of the proposed amendments is,
presumably, to add legislative "teeth" to this fundamental principle of healthph a mii mg.

The crucial question, however, is whether legal sanctions are the best way to
achieve long range planning or budgeting by providers, or even whether this ap-
proach can work at all.

The bill is silent about whom receives copies of the newly required documents
(a capital plan and a budget), but If a test of "Insufficiency" is to be applied in
deciding whether a provider qualifies for medicare participation, then l)resum-
ably the State and federal agencies which certify providers would review and ap-
prove these documents.

1)eveloplment of a modern health Institution's long range planning process re-
quires, in most instances, profound changes In how the Institution goes about
making corporate decisions. The role of the governing board changes from a
simple fiduciary one to a policy one. The medical and professional staff is brought
into the action in broader and more powerful ways. The function of the execu-
tive is strengthened and deepened. Subtle and difficult changes are required in
how various people view the Institution, Its environment, and its social purposes.

Out of a vitalized and modern Institutional planning process can come a func-
tional long range plan focussed on community goals and on the role of the Institu-
tion in service to the community. The emphasis of such planning Is on services and
programs for defined populations, not principally on facility development.

The long range plan usually contains a capital development component. This
component, as It becomes refined In tile Institution's ongoing planning, has the

*The Report of the Committee on Ways and Means doesn't elaborate on the precise
meaning of- this phrase, but does imply that "plans" drawn by areawide health planning
agencies are to be the guide. We point out that most areawide health planning agentles
do not draw up areawIde "plans" as such-and none do at the level of most $100,000
ca ital projects. All operational areawide health planning agencies, however, have stand-
ard s. principles, or criteria which can be and are applied to proposals, large or small. The
Committee Report also implies that all areawide health planning agencies and, for that
matter, relevant State agencies are established pursuant to federal health legislation.
This is not invariably the cas.e and it is difficult to Imagin6 that the Committee meant to
limit this bill's impact to only the areas whose planning agencies are funded by Public
Health Act funds, especially when those federal appropriations have been exhausted.
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potential for creating positive change in the effectiveness of the health system.
The planning of buildings and equipment, however, is a process secondary to the
planning of services and relationships.

li'e suggest that Section 231, because it focuses on the end-result details of
one component of a long range plan, would be counnterprodrlctlrc to its goals.
Institutions wonl(l not only be given a powerful incentive to focus oil over-statd,
capital development instead of sound long range planning, but they would also
lie given implied !jstification for skipping the onerous long range planning process
altogether if their capital development planning documents appear to meet fed-
eral standards.

Three outcomes of this Section, If enacted, are clear. First, the hospital manage-
nient consultants would have a bonanza with thousands upon thousands of hos-
pitals, nursing homes, and home health agencies having to buy expensive help to
produce the documents required by the law, especially within the stated timetable.
This bonanza would, of course, add greatly to the cost of care. Most of the specl-
fled providers do not have the competence now to produce the required reports.
and would perforce have to engage in a sellers' market to purchase skilled help In
fulfilling the law's literal requirements.

Second, the nation would be given a vastly inflated summary of the capital
(eiands of the providers, because common sense tells each provider to think big
when filing his future with the government.*

And third, somebody will be given a virtually inadministrable and largely
pointless chore in-reviewing the tons of submitted documents, most of which
woud lie manufactured specifically for this sutbilssion.

Obviously the federal government should encourage each health facility to d-
velop an effective planning process. The areawide health planning agencies would
welcome such support. We suggest, however, that demaniding an annual three
year "capital expenditures plan" from each facility (mis-labeled an "overall
plan" elsewhere) will prompt the institution to focus on "approved" bricks and
mortar plans ahead of service goals, and thus will foul up the efforts of areawide
health planning agencies to develop meaningful planning processes in the
comiillnity.

This Section is also unsatisfactory in several of its details. For example, the bill
has other portions calling for reimbursement experiments with prospective rates.
We suggest that any requirements related to "an annual operating budget which
includes all anticipated income and expenses" belong in the guidelines for reim-
bursement. Indeed, if experimentation with prospective rate-setting Is to go for-
ward, this would lictate the submission of competent budgets.

Further, while the areawide health planning agencies perhaps invented the
device of a health institutional governing board planning committee Including
administrative and medical staff, we Nave learned that there are valid varia-
tions on that theme. Some institutions do better with advisory committees
and/or with professionally staffed planning departments, for example. It seems
unncessarlly and unwisely rigid to require a speclfied planning structure at each
facility.

Next, if such a Section is enacted, a reasonable time period for implementation
vould be two, three, or five years, not five or six months. Even overtime bonuses

by the consulting fris couldn't produce such documentation so quickly.
The Association of Areaivdc Health Planning Agencies suggests that federal

standards, if any, relating to institutional capital planning be applied at the
time capital projects are being reviewed under the provisions of Section 221 and
either. that the Secretary, in Implementing that Section, utse as one criterion for

his approval of a capital crpenditure a requirement that any capital project
must be presented in the contest of the institution's long range program plans
related to the commnn;ty's health needs. In other words, we urge the deletion
of Section 231 and an amendment to Section 221 as noted.

*Why would this Section lead to overstated estimates of capital needs For several
reasons. First, the provider doesn't know whether his failure to announce a possible capi-
tal project mightn't result In some kind of future ineligibility for funding. (This Is
already a reality In the annual 11ilI-Burton sweepstakes.) Second. the provider makes no
commitments by filing a plan. Third, Individual Instnittional plans are -unlikely to be
tempered by the limits of community capital resources. And finally. It Is Inherent In the
governance of any institution to aspire to become In all ways bigger and better. On
balance. areawide health planning agencies have learned that a larger proportion of
announced plans never materialize--and when development does occur, it frequently is
substantially different (and usually on a smaller scale) than the original press releases
predicted.
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SECTION 222.-REPORT ON PLAN FOR PROSPEOTIVE REIMBURSEMENTS AND SO FORTH

This Section authorizes demonstration projects or experiments to test the use-
fulness of prospectively determined Institutional reimbursement rates as a tech-
nique to hold down health care costs. The Association of Arenwide Health Plan-
ning Agencies endorses this Section.

We would, however, like to make some comments about Section 222. Mirst, there
continues to be a need for experimentation with reimbursement as an "effective-
ness tool" in forms other than prospective l)ayment schemes. (Indeed, the new
enthusiasm for prospective rates may be based on not entirely valid assumptions
about, how health facilities behave.) We suggest that clear room be left for small-
scale experiments as well as large, and for experiments in techniques other than
prospective rates, such as development of new controls in cost-based reimburse-
ment, and so on. (On the matter of prospective rate reimbursement, this, we
suggest, Is where any references to Institutional budgets belongs, if anywhere.)

Second, the Secretary would be required to consult "specialists" before au-
thorizing any projects. We suggest that he should be encouraged to work spe-
cifically with such vitally concerned groups as the areawide health planning
agencies, the fiscal intermediaries (niany of whom have broad practical experience
in the matter), and the associations of providers (some of whom are also well-
vel sed). 

Third, we suggest that July 1, 1572 Is much too soon to expect a comprehensive
report to the Congress on the Implementation of this Section.- Allowing for time
to staff time activity and develop the technical details and Institutional agree-
nents, how much operational experience would there be to report? And how valid
would observations be of demonstration projects whose partieipants know that
the thing might end in a few months?

SECTION 223.-LIMITATIONS ON COVERAGE OF COSTS UNDER MEDICARE PROGRAM

This Section spells out the Secretary's responsibility to cover only those costs
attributable to cover "necessary" and "efficient" care.

The Association of Areawide Health Planning Agencies will not take a posi-
tion on this Section as such, except to express the hope that If such a
provision Is enacted, it will be Interpreted as discouraging the nation's
health facilities from undertaking sound long range planning activities. Such
activities do cost money and there have already been some hints that they might
be a target for reimbursement-reducing measures. We urge tile Congress to
encourage the Institutions providing health services to Invest in strengthened
planning.

We suggest that while a "reasonableness" test should be applied to an institu-
tion's planning expenses, this legislation spell out clearly that planning Is anl
indislpensable and, Indeed, necessary port of the institution's management.

SECTION 232.-PAYMENT TO SrATES ... FOR THE IMPLEMENTATION OF
INFORMATION RTRIEVAL SYSTEMS

This Section would amend the Social Security Act by permitting federal
funds to be paid to the states for 90% of the developmental costs plus 75%
of the operating costs of "mechanized claims processing and information retrieval
systems" as they relate to medicaid programs.

There Is considerable effort around the country to develop Statewide or regional
health data systems. Some ventures are funded or are up for funding under
Sections 314(a) and/or 314(b) ; others from tile National Center for Health
Services Research nnd Development, the National Center for Ilealth Statistics, or
elsewhere in the federal establishment. Some involve Blue Cross and hospital
associations. This Section doesn't refer to other health information and data
programs in existence or in l)lanning.

The Association of Areawide Health Planning Agencies would like to suggest
strongly that any Statewide or regional data programs funded under this Section
or otherwise by the federal government be linked to related Statewide or regional
projects, both for possible savings In dollars and for maximum effectiveness
In developing health care data. As a general principle, we urge that all of these
data progmiuns be urged to share appropriate information with the community
and to work for broad and practical utilization of all relevant health data.
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We belicre that Scction 232 of this legislation should clearly require thai s'ch
"informational retrieval 8sysIcnas" ,hoild be dcreloped In consultation writh ara-
wide health planning agcncic,, and thai the health planning agencies maiuld b.'
gluaranit(Cd accc.s to the data yncraltCd bit such syStllto; for planning purjioss(..

SEer'ION 231'.--PAYMENTS TO IIAITII MAILNTIENANCE ORGANIZATIONS

'This Section permits the Secretary to negotiate under medicare a colbilned
l'art A and Part B per capital reimbursement rate with so-called "health mainte-
1hance organizations" that are abue to guarantee com)rehensive services.

The Association of Areawide Health Planning Agencies endorses the purlpos's
and thrusts of this Section.

It has long been an accepted princlte of community health planning that all
people should have full access to a broad range of health services. Section 23.)
would make it possible for medicare recipients to choose to participate in (om-
prehensive group medical care plans, as federal employees and many other
Americans now can do under their governmental group prepayment programs.
More important, by adding considerably to their potential membership base,
this Svction could give a consderable xiost to the development of comprehensive
group medico [care plans In communities where they do not now flourish.

We would like to make three suggestions regarding the implementation of this
,Sot-tin. First, because "health maintelnonce orgaijizatioms" are part of the local
commun~llity's healtlh re,.;ourees, Ave llrge tihot tihe '.4,eretary be encouraged to
work closely wvith the areawide health planning agencies III tile development of
these programs. This Is particularly important in regions where previous efforts
to establish group programs have been beset with controversy. The areawide
i!valthl planning agel(.ies (,an Ilay a iost helpful role as the unique lo al forniln
for iirovhder-consumer dialogue aud for joint allproachles to solving health care
delivery lroblens. Even mnore Important, development of the IMO's will i-cillre
soui institutional (and community planning by the peOple trying to establish
them. The areawhle health fplannin.. agencies are lrelared to offer sulbstantial
an( practical assistance.

Second. we urge that the Secretary he given reasonable flexibility in developig
IIAiO's so that, for example, small programs in rural communities or elsewhere
can lie approved without meeting the tests of "comprehensiveness" that would
be alllled to well-established organizations in metropolitan areas. The Secre-
tary houl be able to exercise options i establishing rates, in reviewing nitenlber-
ship reqiuiremlents, and physician reimbursement patterns, and in allowing 1i-
novative approaches to providing both prepayment coverage nd actual health
service delivery

Third. we urge that the Coigress clarify its intent to have Section 239 stlinu-
late the organization of new programs in local communities, to be implemented
in ways to encourage beneficiaries to choose this option. We suggest that the
95% cost limitation be waived during the formative stage of an lIMO, anld that
tie Secretary be urged to be broadly permissive ill approving IIMO proposals.
Some should experiment with a greater range of services than is covered by
medicare. Some should try variations oil the co-insurance payments, and so oil.
Further, specific consideration should be given to the capital needs of lII.O's,
and to developing sound procedures to evaluate short- and long-range
performance.

CONCLUSION

Thank you for your attention to the point of view of the Association of Area-
wide Hlealth Planning Agencies. If we can answer any further questions or be
of assistance to the Committee in any way, please feel free to call on us. Thank
you.

Senator ,A, DoxSO. Any questions? Thank you very much.
Mr. Gro''rLai. Thank V*ol.
Senator ANI)ElIS(l. MrM. Miller-Clinton B. Miller.
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STATEMENT OF CHARLES ORLANDO PRATT, WASHINGTON GEN-
ERAL COUNSEL, NATIONAL ASSOCIATION OF NATUROPATHIC
PHYSICIANS, ON BEHALF OF THE NATIONAL HEALTH
FEDERATION

Mr. Pivt-r. Mr. Chairman, I am Charles Orlando Pratt, "Washing-
ton general counsel for the National Ifealth Fiederation, speaking
for and in place of Mr. Miller, listed as vice president of the National
I health Federation.

I shall speak here for a few mimtites on behalf of another associa-
tioni, the National Association of Naturopathic Physicians, with head-
quarters at. Portland, Ore.

At, first, if I might, I would like to read a statement on behalf of
the National Health Federation, and it reads as follows:

Statement on behalf of the National Health Federation in support of an
aielinent to the Social Security-Medicare Act of 1970 (11.11. 17550) to provide
lienefits to citizens for services of doctors of chiropractic under the program
of supplementary medical Insurance benefits for the aged:

Your witness, Charles Orlando Pratt, resletfully presents this statement on
behalf of the National Health Federation, 211 West Colorado Boulevard, Mon-
rovia, Calif., a nonstock, nonprofit, California corporation, which Is devoted to
health matters and the cause of freedom of choice in health care, provided such
choice does not Interfere with the health and welfare of others.

Throughout America it Is apparent that the limited number of medical doctor.1
cannot adequately care for all the citizens who need health care.

Medical doctors, because of the patient demand, are developing so-called
physician multipliers or physician assistants. In general, these are person,
trained as nurses-not necessarily even registered or graduate nurses. For
example, such persons with limited training function by counseling, diagnosing
and prescriling for patients tn both health and disease. Some of these trainees
or nurse-tralned persons are involved In the role of being a physician multiplier.
They are sometimes called health professionals. They are used because there
are not enough medical doctors to care for the aged or other patients.

Licensed doctors of chiropractic are professionally trained In the basic sciences
ns are doctors of medicine. The extent and scope of the educational requirements
of one qualified to practice chiropractic are well known to this committee. It Is
the second largest healing arts profession In America today.

The professional services of doctors of chiropractic are needed now, not toV
supplant doctors of medicine but to supplement them because doctors of nedleine
are too few and too over-burdened.

The National Health Federation urges Congress to amend the Social Security
Act so that the citizens of the United States, who use the care of doctors of
chiropractic licensed in their states, shall be entitled to all the benefits of the
program of supplementary medical Insurance for the aged.

Tie Federatlon believes that Congress should not make any law which will
abridge the privileges or immunities of citizens of the United States in health
ca re.

The Federation believes that Congress should not deprive any person of the
liberty to choose his or her own kind of health care from, and by a duly licensed
doctor of chiropractic.

The Federation believes that the citizens of the United States and the doctors
of chiropractic, duly licensed by the state In which they practice, should not be
denied by Congress the equal protection of the laws of the United States by deny-
Ing them the benefits of the Social Security Act.

The Federation believes that the absence of a provision In the Social Security
Act provhling for payments for chiropractic services, under the program of
supplenentary medical Insurance benefits for the aged, may, in truth, and in
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fact, constitute an unconstitutional, and an niijawful abridgement of the privi-
leges and Immunities of citizens of tile United States. Such denial does deprive
tie citizen of his prolwrty right antd liberty to choose and use the healing arts
care, which he believes Is, or will be, most beneficial to him. Such denial does,
Indeed, deny the United States citizen the equal protection of the federal health
laws.

The Federation believes that the freedom of choice In health care is an in-
alienable right, which Is necessary to secure the blessings of liberty and to pro-
mote the general welfare in health matters.

The citizens who are patients of doctors of chiropractic, and the said doctor.;,
are taxpaying citizens. Their taxes are used to pay for health and medical care
and facilities under the Social Security Act. The use of this health care and of
these facilities is denied the patients of the doctors of chiropractic ; and thereby,
their rights and privileges are denied.

The medical and allied professions, for whose services Congress has provided
payment under the program of supplementary medical filsurance benefits for
the aged, may not be able to do the whole job of protecting the health amid wel-
fare of the United States citizens, because millions of Americans (1o not use or
want drugs unless required by law, like the special Innoculation, and so forth.

Millions of Americans are justifiably afraid to use the powerful drugs, anti-
biotics and medicines on the market today, because of the repeated public reve-
lation by the government, the press, radio and television, that such products
have dangerous, serious and sometimes deadly side effects. These citizens, there-
fore, want to have available to them the professional advice and care of licensed
doctors engaged in tile healing arts professions, who (1o not recommend or use
in their practice such products.

Congress should (1o justice to all United States citizens by providing for the
use of federal tax revenues, under the provisions of the Social Security Act, to
pay for the health services of patients of doctors of chiropractic duly licensed
under state law. One state does not provide for such a license; that Is Louisiana.
Mississippi allows It by way of a Court decision.

Patients of doctors of chiropractic should have the same and equal right to
have federal assistance in paying their health bills as (o the patients of the
other healing arts professlons. These citizens should not be deprived of federal
assistance. American citizens should not be compelled, directly or Indirectly,
to le cared for, or treated, according to a majority opinion on health care.

America has grown strong by protecting minority rights against the over-
whelminng power and influence of the majority. This principle applies as much
today in the need to protect the minority rights of the patients of the chiropractic
doctors as it applies to protect the minority rights in religious or civil rights fields.

Congress should do no less than to protect the nllnority privileges and Inmmuni-
ties of all Americans who need and want health care from the chiropractic
profession.

Congress should (1o no less than to guarantee to all patients of doctors of
chiropractic the equal protection of the Social Security Act. The best interests
of the government and of the people will be served thereby.

Respectfully submitted, The National Health Federation, by Charles Orlando
Pratt, Washington General Counsel.

i order not to repeat the principles set forth there on behalf of the
National Association of Naturopathic Physicians, of which I am gen-
eral counsel, I will make two or three sentences.

It is apparent before the hearings of the House Ways and 'Means
Committee, and also before the hearings of this committee this morn-
ing, that tiese people are going to have to use much more care in medi-
cal health matters by people not necessarily trained as doctors of
medicine or registered nurses. So, why nut use all tile professions
which have been tried over the period of years that have been recog-
nized by State legislatures and have been enacted into law and approved
by the governments of the respective States?

As a matter of fact, I came across a statement in the Sunday Star,
dated December 21, 1969. It-was an article written by Carl T. 1howan,
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which says: "AMA to push radical plan for public health care." It
says here-let ine read one sentence:

But more critical to the high cost to millions of Americans is the fact that
they cannot get adequate medical care at any price, and that Is no shocking
revelation to the residents of Small Town, U.S.A., who can't get a doctor to live
there or to the residents of urban ghettos who are "off limits" to most doctors
after sundown and, In some instances, In the daylight hours, too. Even pros-
perous Americans consider themselves lucky if they can simply get a telephone 
diagnosis and a few capsules prescribed by a competent doctor on a weekend
or a Wednesday afternoon.

In view of this fact, Mr. Chairman, I express the same thought and
ask you to read in the same legal and constitutional arguments on
behalf of the patients of the doctors of naturopathic medicine who are
licensed in the various States, some of them. I think, I do not know
exactly how many States, but this organization maintains head-
quarters in Portlaid, Ore. There are a number of them, especially in
New England and the South.

Trhe fact that some of them have gone too far in their practice is
also beside the point. As a matter of fact, sometimes law-yers have
gone too far, and doctors of medicine have gone too far; sometimes
legislators have gone too far, but let. us not deprive the U.S. citizen
of the right. to have this kind of care.

For example, doctors of naturol)athy believe pretty much ini the
natural approach to health; that is where it gets its name: Nature, in
the natural fruits and vegetables; in fresh air and sunshine and natural
vitamins and minerals and things like that.

Now, in some States they are allowed to use drugs and medicines,
and the)' are under the control of the States and thev are licensed by
the State, and I believe it is not appropriate for Congss to distinguish
which laws and which States it will recognize and which patients and
which doctors it will recognize.

Therefore, Mr. Chairman and members of the committee, thanking
you for your patience, I urge the Social Security-the Medicare Act
of 1970, io include the right of all the millions of patients of doctors of
chiropractic and doctors of naturopathy or any other licensed doctors
or nurses, registered by the States and approved by their State medical
boards, to carry on their profession.

With this, I believe we will improve the health conditions of the
people in America. I want to assure you that I recognize the need for
medical l)rofession, and thank God for their profession and their
hospitals and their care.

We just want to take care of all, whether we agree with those profes-
sions or not.

Thank you, sir.
Senator ANDEItSOx. Any questions?
Senator B.xN ,'Pr. No questions.
Mr. PRATr. Mr. Chairman, ill my hurry I neglected to ask that, the

committee insert into the record the statement I had here on behalf
of the two national associations. One is a statement on behalf of the
National Association of Naturopathic Physicians, presented to this
committee, and the other is a statement on behalf of the National
Health Federation, )resented to the committee; and the other is a
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statement by the president of the National Association of Naturopathic
Physicians addressed to the Honorable Tom Vail, chief counsel.

1 would ask that these be inserted in the record.
Senator ANDERSON. Without objection that will be done.
Thank you very much.
(The documents referred to follow. Hearing continues on page 757.)

[From the National Health Federation BulletinJ

WASIINGTON REPORT

(Clinton R. Miller, NIIF Legislative Advocate)

1[OW TO 'MEDICALLY STAOK AN AD 11O0 STUDY COMMITTEE AND THWART TIHE INTENT
OF CONGRESS

Early last year, Congress instructed the Department of Health, Education,
and Welfare to make a study of the advisability of including other healing arts
in Medicare. The report was to be ready for Congress when it started its present
session. Congress intended, and took every reasonable precaution to insure that
the committee which would make this study would be fairly representative of
many points of view and would return to them an unbiased report to help them
irn drafting new legislation.

Congress wanted the report completed by January 1, 1969, and specifically
instructed HEW to meet this deadline. Characteristically showiiig contempt
for the Congressional target date, HEW didn't even appoint the committee until
September, 1968, four months before the report was due. But the extent of IIEW's
arrogant disrespect of Congressional Intent was not fully realized until we
received t list of the "Ad Hoc Consultant Group Members."

"YOU'VE GOTTA BE KIDDING"

When I first looked over the list of the 22 members, I felt someone was "putting
me on," as they say nowadays. I still find it hard to believe that anyone was serious
in believing Congress would stand still for HEW's open insult to their intent
that a FAIR committee be picked to study and report on the sensitive subject of
fair representation of all licensed healing arts in Medicare.

Five medical doctors dominate the committee. There isn't a member of the
22-man committee who was selected to represent chiropractic, the second-
largest healing art, the healing profession which generated the heat which
caused Congress to ask for the study In the first place. If the AMA had
picked the committee from Chicago (and we have little reason to believe they
didn't), they couldn't have weighted it more heavily in favor of a continuing
medical monopoly of Medicare.

But then, maybe I'm overly sensitive about this matter of fair representation
on committees. I'll list the 22 members and their affiliations, if known, at this
point in my report. If you think I have been prematurely harsh in my judgment,
write and tell me. If not; you had better write your Representative and tell him
what you feel the chances are of ain unbiased report coming from this kind of a
committee.

The Ad Ihoc Consultant Group members are:
1. Chairman: Mr. Frank Bane, Washington, D.C.
2. Mr. Nelson H. Crulkshank, Washington, D.C.
3. Mr. Fred 0. Diamond, President, Illlhaven, Inc., Tacoma, Washington.
4. Mr. Howard Ennes, Second Vice President and Director of Comnunity

Health Services of the Equitable Life Assurance Society of the U.S., New York.
5. A. R. Foley, M.D., Chairman, Department of Psychiatry, The Catholic Med-

ical Center of Brooklyn and Queens, Inc., New York.
6. Mr. James M. C. hlaughton, First Deputy Administrator, Health Services

Administration, City of New York.
7. Mr. Teid T. holnes, Administrator, North Carolina Baptist Ilos)pital,

North Carolina.
. Jack Kleh, M.D., Washington, D.C.

9. leslie Knott, M.D., Los Gatos, California.
10. Margaret D. Lewis, Director, Visiting Nurse Association, Denver. Colorado.
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11. Darrel J. Mase, Ph.D., Dean, College of Health Related Professions,
University of Florida, Gainsville, Florida.

12. Nagl Saad, Ph.D., Department of Sociology, Ohio State University, Co-
lunibus, Ohio.

13. Senator Maurine B. Neuberger, Chairman, Citizens Advisory Council on
Status of Woman, Department of Labor, Washington, D.C.

14. Mr. Walter Newburgher, President, Congress of Senior Citizens..
15. Mr. Sam Pollack, President, Meat Cutters District Union 427, AFL.

CIO, Cleveland, Ohio.
16. Ernest W. Saward, M.D., Medical Director, Kaiser Frundation Hospitals,

Beth Kaiser Hosplital, Portland, Oregon.
17. William Selden, Ph.D., Princeton, New Jersey.
18. William A. Spencer, M. D., Director, Texas Institute for Rehabilitation

and Research, Houston, Texas.
19. William B. Strong, D.O., New York, N.Y.
20. Robert Westlake, M.D., Syracuse, New York.
21. Sidney Silverman, D.D.S., 'rofess-or and Chairman, Department of

Graduate and Postgraduate l'rosthodontlies, College of Dentistry, New York
University, New York.

22. Floyd D. MeNaughton, Arlington, Virginia.
I wish to emphasize that my criticism here Is of the structure of the com-

mittee, not of any individual member (except, possibly, the chairman). But
I wouldn't expect a group of Cathollcs to bring back all unbiased report alout
Protestants and vice versa. Nor would I expect the Republicans to make a fair,
objective report about the Democrats. I certainly do not believe a medically
dominated committee structured like the above can bring back a report wNaiv
will be seriously considered by Congress.

Tho president-elect of the American Medical Assoclation, hr. Uerald i).
Dorman, was quoted in the New York Post on November 7 as saying that
"changes may be enacted by the new Congress in the Medicare program for
the aged, including an expansion of qualified health providers to groups sueh
as chiropractors ......

Obviously, time president-elect of the AMA knows the temper of Congress.
We think we do, too. And we don't think Congress will put up with thtk kild
of shenanigans from IIEW.

STATEMENT ox BEHALF OF THE NATIONAL HEALTH FEDERATION, BY
CHARLES ORLANDO PRATT, WASHINGTON GENERAL COUNSEL

Your witness, Charles Orlando Pratt, respectfully presents this statement on
behalf of The National Health Federation, 211 West Colorado Boulevard, Mon-
rovia, California 91016, a non-stock, non-profit California Corporation, which is
devoted to health matters and the cause of freedom of choice In health care, pro-
vided such choice does not interfere with the health and welfare of others.

Throughout America it is apparent that the limited number of medical doctors
cannot adequately care for all the citizens who need health care.

Medical doctors, because of the patient demand, are developing so-called phy-
sician multipliers or physician assistants. In general, these are persons trained
as nurses-not necessarily even registered or graduate nurses. For example,
such persons with limited training function by counseling, diagnosing and pre-
scribing for patients in both health and disease. Some of these trainees or nurse-
trained persons are involved in tihe role of being a physician multiplier. They are
sometimes called health professionals. They are used because there are not
enough medical doctors to care for the aged or other patients.

Licensed doctors of chiropractic are professionally trained in the basic sciences
as are doctors of medicine. The extent and scope of the educational requirements
of one qualified to practice chiropractic are well known to this Committee. It is
time second largest healing arts profession in America today.

The professional services of doctors of chiropractice ore needed now, not to
supplant doctors of medicine but to supplement them, because doctors of medicine
are too few and too over-burdened.

The National Health Federation urges Congress to amend the Social Security
Act so that the citizens of the United States, who use the care of doctors of
chiropractic licensed in their states, shall be entitled to all the benefits of the
program of supplementary medical Insurance for the aged.

47-530--70--pt. 2- 26
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The Federation believes that Congress should not make any law which will
abridge time privileges or inmunimlties of citizens of time United States InI health
(rIFe.

The Federation believes that Congress should not deprive any person of the
liberty to choose his or her own kind of health care from, and by, a duly licensed
doctor of chiropractic.

The Federation believes that the citizens of the United States and the doctors
of (.hiropractic, duly licensed by the state in which they practice, should not be
denied by Congress the equal protection of the laws of the United States by
denying them the benefits of the Social Security Act.

The Federation believes that ti absence of a provision in the Social Security
Act providing for payments for chiropractic services, under the program of sup-
plementary medical insurance benefits for the aged, may, InI truth and in fact,
constitute an unconstitutional, and an unlawful abridgment of the privileges and
himmidties of citizens of the United States. Such denial does deprive the citizen
of his property right and liberty to choose and use the healing arts care, which
he believes Is, or will be, most beneficial to him. Such denial does, indeed, deny
time United States citizen the equal protection of the federal health lawis.

The Federation believes that the freedom of choice in health care Is an inalien-
able right, which is necessary to secure the blessings of liberty and to promote
the general welfare In health matters.

The citizens who are patients of doctors of chiropractic, and the said doctors,
nre tax-paying citizens. Their taxes are used to pay for health and medical care
and facilities under the Social Security Act. The use of this health care and of
these facilities is denied the patients of the doctors of chiropractic; and thereby,
their rights and privileges are denied.

The medical and allied professions, for whose services Congress has provided
payment under the program of supplementary medical insurance benefits for
the aged, may not be able to do the whole Job of protecting the health and wel-
fare of time United States citizens, because millions of Americans do not use or
want drugs unless required by law.

Millions of Americans are justifiably afraid to use the powerful drugs, anti-
biloties and medicines on the market today, because of the repeated public revela-
tion by the government, the press, radio and television, that such products have
dangerous, serious and sometimes deadly side effects. These citizens, therefore,
want to have available to them time professional advice and care of licensed doc-
tors engaged in the healing arts professions, who do not recommend or use in
their practice such products.

Congress should do justice to all United States citizens by providing for the
use of federal tax revenues, under the provisions of the Social Security Act, to
pay for the health services of patients of doctors of chiropractic duly licensed
under state law.

Patients of doctors of chiropractic should have the same and equal right to
have federal assistance in paying their health bills as do the patients of tile
other healing arts professions. These citizens should not be deprived of federal
assistance.

American citizens should not be compelled, directly or Indirectly, to be cared
for, or treated, according to a majority opinion on health care.

America has grown strong by protecting minority rights against the over-
whelming power and Influence of the majority. This principle applies as much
today in tile need to protect the minority rights of the patients of the chiro-
practic doctor as it applies to protect the minority rights in religious or civil
rights fields.

Congress should do no less than to protect the minority privileges and Im-
munities of all Americans who need and want health care from the chiropractic
profession.

Congress should do no less than to guarantee to all patients of doctors of
chiropractic tile equal protection of the Social Security Act. The best interests
of the government and of time people will be served thereby.

STATEMENT ON BEHALF OF THIE NATIONAL AsSOCIATION OF NATUROPATHIC
lIIYlICIANS, BY CIARLES ORLANDO PRATT, WVASHIENOTON (ENERAL COUNSEL

Your witness, Charles Orlando Pratt, respectfully presents this Statement on
behalf of the National Association of Naturopathle Physicians, 1920 North KiI-
patrick Street, Portland, Oregon 07217, which is devoted to the cause of strength-
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ening and conserving public health through the philosophy, art, science, and
practice of naturopathy.

The Association urges Congress to anend the Social Security Act so that tile
American citizens, using the care of doctors of naturopathy licensed in their
states, shall be entitled to all the benefits of the program of supplementary medi-
cal insurance for th. aged.

The Association believes Congress should make no law which abridges pri--
ileges or immuninties of United States citizens in health care. The power of
medical majority opinion could open the way for crushing verdicts that may
stifle minority Ileas it health care at the expense of the public welfare and the
aged citizens.

Tile Association believes United States citizens and licensed doctors of naturo-
pathy should not be denied by Congress equal protection of the laws by denying
them the benefits of the Social Security Act.

Throughout Anmrica it is apparent the limited number of medical doctors can-
not adequately care for all the citizens who need health care.

Medical doctors, because of the patient demand, are developing so-called phy-
sician multipliers or physician assistants. In general, these are people trained
as nurses-not necessarily even registered or graduate nurses. For example,
such people with limited training function by counseling, diagnosing and pre-
scribing for patients in both health and disease. Some of these trainees or nurse-
trained people are involved in the role of being a physician multiplier. They are
sometimes called health professionals. They are used because there is not enough
medical doctors to care for the aged or other patients.

The professional services of doctors of naturopathy are needed now, not to
supl)lant doctors of medicine but to supplement them, because doctors of medi-
ciuo are too few and too over-burdened.

Medical and allied professions, for whose services Congress has provided
payment of supplementary medical insurance benefits for the aged, may not be
able to do the whole job of protecting the health and welfare of the people, be-
cause millions of Americans do not use or want drugs unless required by law.

Millions of Americans are justifiably afraid to use the powerful drugs, anti-
biotles and medicines on the market today, because of the repeated public reve-
lation by government, press, radio and television that such products have
dangerous, serious and sometimes deadly side effects. These citizens, therefore,
want to have available to them the professional advice and care of licen.ed
doctors engaged in the healing arts professions who do not recommend or use
such products.

American citizens should not be compelled, directly or indirectly, to be cared
for, or treated, according to a majority opinion on health care.

Time Association believes Congress should not deprive anyone the liberty to
choose his kind of health care from, and by, a licensed doctor of naturopathy.

The Association believes freedom of choice in health care is an inalienable
rlght, which is necessary to secure the blessings of liberty and to promote the
general welfare in health matters.

Patients of Naturopathic Physicians and the physicians are tax-paying citizens.
Their taxes are used to pay for health and medical care and facilities under the
Social Security Act. The use of this health care and these facilities are denied
patients of Naturopathic Physicians; and, thereby, their rights and privileges
are denied.

Congress should do justice to all citizens by providing for the use of federal
tax revenues under the provisions of the Social Security Act to pay for the
health services of patients of doctors of naturopathy duly licensed under state
law. Such license is as valid as one for a doctor of medicine.

Patients of Naturopathic Physicians should have the same and equal right
to have federal assistance in paying their health bills as do the patients of the
other healing arts professions. These citizens should not be deprived of federal
help.

The Association believes the absence of a provision in the Social Security Act
providing for payments for the services of Naturopathic Physicians, under the
program of supplementary medical insurance benefits for aged, may constitute,
In truth and In fact, an unconstitutional and an unlawful abridgement of the
privileges and immunities of citizens of the United States. Such denial does
deprive the citizen of his property right and liberty to choose and use the heal-
Ing arts care, which he believes is or will be most beneficial to him. Such denial
does, indeed, deny the United States citizen the equal protection of the federal
health laws.
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'The Association believes that Congress should not make any law which will
abridge the privileges or Imnunities of citizens of the United States in health
ca re.

America has grown strong by protecting minority rights against the over-
whelming power and influence of 'the majority. This principle applies as much
today in the need to protect minority rights of the patients of the Naturopathic
Physician as it applies to protect minority rights in religion or civil liberties.

Congress should do no less than to protect the minority privileges and mi-
munities of all Americans who need and want health care from Naturopathic
Physicians.

Congress should do no less than to guarantee to ill patients of doctors of
naturopathy the equal protection of the Social Security Act. The best interests
of the government and of the people will be served thereby.

NATIONAL ASSOCIATION OF NATUROPATIII0 PIIYSICIANS,

Portland, Oreg., September 10, 1970.
lion. Tot VAIL,
Chief Counsel, ,cnate Finance Committee,
New Senate Offlice Building, Washington, D.C.

DnAB MR. VAIL: At the request of Mr. Charles Orlando Pratt, Washington
General Counsel for the National Association of Naturoathic Physicians, the
following brief, respecting naturopathic medicine is being submitted to the
Senate Finance Committee for study during the forthcoming hearings on 11.11.
17550.

The brief was prepared by the National Association of Naturopathic Physicians
at the request of the Department of Health, Education and Welfare in 1068, for
use in its study to determine the feasibility of including the services of licensed
practitioners performing health services in Independent practice (Part B of
Title XVIII of the Social Security Act).

At the present time the licensed professions of chiropractic and naturopathy
are not Included within the framework of the Social Security Act. Counsequently,
the elderly citizens of the United States who desire health-care service other
than that offered by orthodox medicine are denied such service unless they lay
for the privilege out of meager pension funds or personal savings.

According to reliable reports by various agencies, there is a tangible lack of
licensed health-care practitioners to adequately care for the health needs of our
ever increasing community of elderly people.

The National Association of Naturopathic Physicians feels that the inclusion
of ALL licensed practitioners in the Supplementary Medical Insurance program
would be of considerable help in closing the gap that now exists in health-care
delivery because of the evident lack of trained personnel.

The inclusion of ALL licensed purveyors of health-care service in the SocialSecurity Act should not entail any Increase In cost to the program since they
offer alternative service rather than additional service.

The NANP is appreciative of this opportunity to present our case to the
committee.

Sincerely, S . W. NOBLE, N.D.

NATIONAL ASSOCIATION OF NATUROPATIIIC PIIYSICIANS-OUTLIINE
FOR STUDY OF SERVICES OF PRACTITIONERS PERFORMING
HEALTH SERVICES IN INDEPENDENT, PRACTICE

I. ORGANIZATION: NATIONAL ASSOCIATION OF ,NATUROPATIIJC PHYSICIANS

A. STRUCTURE

1. Historical development

Naturopathic medicine embraces several state and national bodies, plus a
semi-active international organization.

The national history of naturopathlc organization runs through varied names,
title and leadership-all concerned with what has been virtually the same basic
oi-going association.



735

Tie present National Association of Naturopathic Physicians was formed in
1956 by merging two foregoing groups-the American Naturopathie Association
and the American Association of Naturopathic Physicians. Tile present N.A.A.P.
is today's single most comprehensive naturopathic society, albeit there Is a rela-
tively inactive International Society of Naturopathic Physicians.

Headquarters of the National Association of Nnturopathic Physicians is at 1920
North Kilpatriek, Portland, Oregon 97217. Irv President is John W. Noble, N.D.
Arno Koegler, N.D., of 22 McDougall Avenue, Waterloo, Ontario. Canada. is
President of the International Society of Naturopathlc Physicians.

2. Official purpose

The N.A.N.1P. exists to strengthen ai~d conserve public health through the
phIilosophy, art, science, and practice of naturopathy (see Article II of the
appeuced Constitution of the N.A.N.P.)

3. Regional, ,tatc, and local aDliliations

Article I of the appended N.A.N.P. By-Laws authorizes the affiliation with
N.A.X.P. of local associations under these conditions:

Section 1. Any state or territorial association wishing to become a coll-
stituent association of the National Association of Naturopathlc Physicians
shall make application on a prescribed form and submit evidence that its
Constitution By-L.aws, and Code of E'thics conform generally to those of this
Association.

Section 2. It shall be a condition of such affiliation on the part of the
constituent associations that the work of the officers, boards, departments,
councils, bureaus, and committees of this Association will receive the coop-
eration of the constituent associations through their corresponding agencies.

Section 3. It shall be the duty of the Executive Committee to investigate
and act upon all applications for affiliation as constituent associations, and
pursuant thereto it may issue a charter to those whose Constitution, By-
Laws, Code of Ethics, and general plan of operation conform in substance
with, those of this Association. The Executive Committee shall not issue more
than one charter within the same state or territory.

There are at present formal state associations affiliated with the N.A.N.P. in
Oregon, Idaho, Washington, Kansas, New York, Connecticut, and California.

41. Sources of income

N.A.N.I. income is derived from membership dues. paid annually-($12 for
each member of a local association and $20 for each individual (non-member
of a local association) N.A.N.P. member) : from educational seminars, and front
proceeds from conventions when such meetings realize a profit. Currently,
N.A.N.P. is planning publication of a professional journal and its advertising
proits will revert to the N.A.N.P. treasury.

5. SIaff

N.A.N.P. does not maintain a pald staff. Its elected officers perform Its organil-
,ational work. They are a President, Vice-President, Immediate Past-President,

Treasurer, and Secretary--comnprising the N.A.N.P. Executive Committee, )lus
nine Trustees, also elected. These two groups of officials comprise the adminis-
trative (policy-making) and judicial (disciplinary) executive echelon of the
Association.

The current officers are:
President: John W. Noble, N.D., 1920 North Kilpatrick, Portland, Oregon

97217.
Vice-President: John B. Bastyr, N.). 735 10th. Avenue, E., Seattle Washing-

ton 98102.
Immediate Past-President : )ouglas E. MeArthur, N.D., Seaboard Building.

Seattle, Washington 98100.
Treasurer: Henry Linke, N.D., 320 Main Street, Kellogg, Idaho 3S37.
Secretary: )orothy Johnstone, N.D- 6005 S.W. Capitol Highway, Portlanol,

Oregon 97201.
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Trustees are:
Arizona :

M1ichael Lu1nch, N.D.. 15 Leroux. Flagstaff, Arizona S6001.
Donald It. Beltner, N.D., 11:37 W. Mcl)owell Road, Phoenix, Arizona

M0O0.
Colorado: Robert E. Bock, N.D., Box 61, Monte Vista, Colorado 81144.
Idaho:

Wendell M. Grout, N.D., 827 Main Avenue, W.. Twin Falls, Iulaho 83301.
A. J. lahn, N.D., 710 S. Orchard, Boise, Idaho 83705.

Indiana: F. C. Allbrecht, N.D., 627 S. Main Street, Crown Point, Indiana
46307.

Oregon: Charles R. Stone, N.D., 304 Postal Building, Portland, Oregon 97204.
Washington:

Walter Adams, N.D., 412 B. 72nd Street, Seattle, Washington 9S115.
Robert V. Carroll, N.D., 318 Shafer Building, Seattle, Washington 08101.

The officers named above will serve through nid-August, 1968. The Trustees
serve three-year, staggered terms, with three seats becoming vacant and subject
to being filled electively each year during voting at the annual N.A.N.P. convention.

Qualifications for holding the above-named offices will be found in Articles V
and VI of the appended N.A.N.P. Constitution.

6. Mcfmbershipa. Indirldutal members

Members of the N.A.N.P. and Its affiliated assoeintions are licensed naturo-
prithie physicians-N.D.'s: or dually-licensed naturopattile physicians ant' chiro-
proctors-holling both N.D. and D.C. degrees: or chiropractic physicians prae-
ticing in states which 0do not license naturopathlc phy.sleians per -k-practitioners
who nonetheless diagnose and treat l)atients under the principless of naturopathic
medicine, hence meet the membership standards of X.A.N.P. In several states
without licensing statutes pertinent to naturopathy, naturopathic physileans are
registered, thereby again obliging membershil standards of N.A.N.P.

In reciting nembership statistics, we should emplhasize that this questionnaire
Is not being completed and filed solely on behalf of practitioners who are N.A.N.P.
members. Rather, it Is aimed at advancing arguments for and defining the pro-
fesslonal posture of all men anui women who practice as naturopathfe physicians
In the United States.

It is estimated that there are in tile United States, under the three above-
elted conditions of practice, 3,000-4,000 practicing naturopathic physicians. Be-
cause of the varying conditions affecting licensure, regulation, registration, or the
common law right to practice, we cannot offer a precise head-count, but we be-
lieve that the total number of active and Inactive naturopathle practitioners In
the United States today would break down in approximately these numbers:
New England ---------------------------------------------------- 350
Middle and southern Atlantic coast ---------------------------------- 650
Chicago-Great Lakes area ------------------------------------------ 600
Southern middle west .--------------------------------------------- 750
Southwest, including California ------------------------------------ 1,500
Northwest -------------------------------------------------------- '50

Total ----------------------------------------------------- 4, 700
Current (nld-1968) members lp of N.A.N.P. by state association breaks down

this way:
Oregon ----------------------------------------------------------- 20
Washington ------------------------------------------------------- 26
hl11o 2---------------------------------------------------------20
Kansas ----------------------------------------------------------- 16
New York --------------------------------------------------------- 7
Connecticut ------------------------------------------------------- 24
California --------------------------------------------------------- 17
Indivilnal members, not affiliated with a local association --------------- 32

Total ------------------------------------------------------- f
(Canadian membership is not included, as these practitioners would obviously

not be concerned with applications of U.S. laws.)
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b. Individual membership qualiflcations
Continuing the points made as a necessary prelude to answering I.A.M.a.,

above, naturopathie physicians are specifically licensed or registered In fourteen
states and the District of Columbia : licensed in Washlniton, Oregon, Arizona,
Utah, Florida, Connecticut, Hawail, Virginia. Ohio. Penn ylvanla, and the Dis-
trict of Columbia ; registered In California, North Carolina, New York, and Kan-
sas (and practicing under common law in Idaho).

Most states with licensing statutes require two years of p':c-naturolathlic col-
lege in liberal arts or science. In addition, all states require four-year, in-resi-
dence study III an approved naturopatble institution, with a total classroom in-
struction of 4500 hours (a median figure-requiremnents range fr,,m 4000-4S00
hours).

(Parenthetically, by definig requirements for licensure or registration, we are
also definining requirements for memberships in the N.A.N.P., the questionnaire's
specific point of inquiry.)

Many state have enacted statutes requiring that applicants must pass a basic
science examination administered by the particular state's Board of Higher
Education before being examined by a naturopathle examining board.

In states with no specific naturopathic licensing laws, most often registries of
practitioners are maintained. .-. . registration under some other type or term of
licensure, or without any license in some cases. Registries exist In states in
which there is no formal N.A.N.P.-affiliated association. States which nov mai)-
tain such registries include California, New York, Kansas, and North Caro-
lina .... to our knowledge. We have appen(led California's registry as a sample.

The most succinct body of data on naturopathic licensing Is contained in
"State Licensing of Health Occupations", U.S. Department of Health. Education
& Welfare, Public Health Service, National Center for Health Statistics-Public
Health Service Publication No. 1758, of October, 1967; pp. 61, 62, 03.

To become a fully qualified, active member of N.A.N.P., a practitioner must
meet membership requirements set forth In the appealed N.A.N.P. By-Laws;
Article II and il1.

Associate members of N.A.N.P. are those persons without a Doctor of Natur-
opathy degree but who carry on natural healing activities within the limits of
state and federal law. Acceptance (most often via state registry) of persons In
this category does not confer a degree or license upon the individual, obviously,
but acknowledges and affirms the legality of the work they are doing and records
their practice statistically. Among the N.A.N.P.'s associate members (by registry)
are many chiropractors and physlotherapists, most of whom work closely with
naturopathic physicians.

o. Dues
See Article III of the appended N.A.N.P. By-Laws.

13. ACTIVITIES

1. Approrcd programs

Licensing and/or registration as a naturol)athlc physician by entities of gov-
ernent have been described In the above I.A.O.a. and b.

Regarding approval for membership in the N.A.N.P. and/or Its affiliated asso-
clations, Article I of the appended By-Laws contains the stipulation that no
state association or society or chapter (whatever Its nomenclature) shall he
accepted for N.A.N.P. membership unless the applying group makes applica-
tion on an N.A.N.P.-prescribed form or submits other evidence that Its own inein-
bership requirements, Constitution, ly-Laws, and Code of Ethies conform
generally to those of N.A.N.P.

It follows that Individual practitioners or applicants for associate member-
ship must likewise agree to conform to N.A.N.P.'s stipulated guldlines for pro-
fessional conduct.
a. Personal tncmbers

Single practioners must meet the minimal mniembership, requirements of local
N.A.NP.-affilfated chapters, whose inembersiip criteria must In turn meet
X.A.N.P. conditions.

Members of N.A.N.tP. are subject to the same re-approval of their menibershilp
as licensed practitioners are subject to suspension-of-license or revocation pro-
cedures In states with licensing statutes N.A..P. and its nfiliated chapters
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inalitain intra-professional boards or committees empowered to hear public
grievances and/or Intra-naturopathle grievances against practitioners who vio-
late the profession's state or national organizational Codes of Ethics. Like-
wise, state boards of oxaminers or other licensing or administrative agencies
are empowered to review, suspend, revoke, and/or renew naturolathlc licenss.

Tie N.A.N.IP.'s current Code of Ethics, adopted in 1960, is apliended.
b. HIcalth care histitiution.s-

Naturopathy is primarily a single-practitioner profession. Some practitioners
share practice with a colleague; a few have initiated specialized clinical prac-
tices (which were common prior to World War Ii). Because naturopathile physl-
iclans predominately treat patients In their offices or in patients' homes albeit
many rest Alnld convalescent hoies admit naturopaths to care for patients it
those facilities), no N.A.N.P. screening of institutions has been initiated. There
are ito solely-endowed naturopathic hospitals or similar facilities, hence cri-
teria for evaluating such facilities have not been developed.

c. Educaional hIstitutions
In major heading IV, to follow, this subject Is dealt with more compre-

heltsively.
At present, the sole active and approved four-year college for the study of

naluroi)athy is the National College of Naturopathic Medicine, legally head-
quartered at 1920 North Kilpatrick, Portland, Oregon 97217, but presently con-
ductinLm classwork at 1327 North 45th Street. Seattle, WVashington 9S103. The
college's Presilent is Maxwell 11. Morris, Th.D., at the Seattle address. The
President of the college's Board of Trustees is Fred Lofiler, N.D., 175 East
Broadway. Vancouver 10, BrItish Columbia, Canada. The Registrar Is'George
Ronibough, N.I)., at the Seattle address:.

Tihe College is approved by N.A.N.P. and the Canadian Naturopaitle Asso-
ciation. It is approved for training veterans under Public Law 550 and is certi-
lied to educate eligible veterans under Oregon's Veterans' Aid Act. The U.S.
departmentt of Immigration has placed the College on its list of colleges and

universities approved for the admittance and education of foreign students. A
diploiia from the College is recognized by State boards of examiners in all
licensing states, and in Canada.

Administrative control over the College is vested it al elected Board of
Trustees ant! the College President, Dean, and faculty. The College Is owned by
the Naturopathic Physicians Educational Foundation, organized under Oregon
law as a non-profit corporation.

Current President of the Foundation Is B. A. Smith, N.D., 870 Garden Valley
Blvd., Roseburg, Oregon. Current Secretary-Treasurer Is Lloyd Ilapp, N.D., 103
North Umupqua, Sutherlin, Oregon.

2. Mcctings

N.A.N.P. calls and holds annual membership meetings, at times and places
set by its Executive Committee or as determined by membership vote at the
prior annual meeting.

Component chapters of N.A.N.P. likewise host educational seminars and/or
meetings are Identical; to promulgate organizational policy and stimulate post-
Naturopathic Physicians Convention of May 9-11, 1908, the program for which
is appended.

The purposes of both regional-local and national naiuropathic membership
meetings are Identical: to promulgate organizational policy and stimulate post-
graduate education.

Attendance Is open to any bona fide member of N.A.N.P. or Its affiliated local
chapters.

Seminar or speech topics at such meetings range from legal-medical to Intra-
and inter-professional; i.e., legal responsibilities of naturopaths to their pa-
tients, research results or practice Innovations from allied health care profes-
sions, new therapeutic techniques, new botanical medicines and their applica-
tion, etc.

3. Research
a. Intramural

Not having a specific research facility, naturopathy does not pursue research
as an organized collective. A primary reason for the lack of collective research
Is under-financing; i.e., grants-in-aid and other private foundation or govern-
ment funds are not being made available to this profession.
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Individual practitioners and graduate students have been and are currently
working it the fields of physiotherapy, nutrition, and botanical mediciie
particularly in relation to the management of chronically II1 and geriatric )a-
tients. Likewise, N.A.N.P. committees on technique evaluation, hllysiotherapy
analysis, and the management of orthopedic problems are currently at work in
conjunction with faculty of the National College of Naturopathic Medicine.

b. Extram rural
Possibly much of the research we refer to above falls Into tei category "Ex-

tramural" ... as being "outside. . . the walls of an organized unit" (to cite
Webster's definition).

In essence, the N.A.N.LP. nurtures and encourages research, but cannot finance
it on Its own. N.A.N.P. can and does recognize intra-professional research by
soliciting monographs for its seminars and for the publication "The Naturo-
path", which will be described more fully below.

a. Purpose
The N.A.NP. Is currently completing plans for publication of a quarterly

"Journal of Naturopathic Medicine," to be first printed in early 1069), for menm-
bers and the Interested lay public.

Currently, "The Naturopath" is published as an instrument to circulate pro-
fessional research papers by member and non-member naturopaths, nevs of
botanical medicines and their application, and general news pertinent to health
care fields allied with or germane to naturopathy.

b. Circulation
Published monthly, "The Naturopath" reaches more than 5000 doctors (al-

opathy, chiropractic, osteopathy, and naturopathy) and laymen. It was first
publishedd in 1962 and its most recent edition prior to this report was August,
1968.

5. Copy of the current publication list

Copies of the last 12 editions of "The Naturopath" are appended.

C. ASSOCIATION RELATIONSHIP WITH OTHER HEALTH PRACTITIONERS

1. Joint activities

In every instance where their cooperation has been solicited, the N.A.X.P.
and its affiliated chapters have joined with, met with, or otherwise shared with
other health care professions their body of technical knowledge.

A case in point, where formal interrelationships were involved, was the
Oregon Interprofessional Health Council. In this instance, the Oregon Asso-
elation of Naturopathie Physicians was a founding agency of this group, which
was formed for the mutual exchange of healing arts knowledge. Naturopathy
Joined podiatry, chiropractic, pharmacy, veterinary medicine, osteopathy, and
optometry to create the Council.

The N.A.N.P. works with every type of health care practitioner in legislative
matters, urging the upgrading of all professions' standards by self-discipline
and/or state or federal statute. In the several states where its chapters are
operative, or in Washington, D.C. at the federal level, N.A.N.P. has worked
closely with departments of welfare, industrial workmen's compensation boards,
private and public rehabilitation agencies, boards of health, and other entities
which deal with comprehensive health care.

Naturopathy's keenest immediate concern is with diet and nutrition, therefore
the parent Association and its component chapters and members seek close re-
lationships with dieticians, nursing iln general, nutritionists, food chemists,
organic chemists, botanists, horticulturists, and others concerned with man's
basic sustenance: food.

2. Policies and activities endorsed

Organized naturopathy supports pure food and, drug laws and their enforce-
nient, tile complete and free dissemination to ill practitioners of newly-discovered
techniques of treatment, and maximum Inter-professional referral of patients
when the specialty of an allied profession Is called for.

N.A.N.P. has strongly endorsed federally endowed health care programs and
equivalent private group plans. It 19061, N.A.N.P. relayed to thea-Presldent
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John Kennedy its unqualified endorsement of "Medicare-Medicaid" (either King-
Anderson or Kerr-Mills).

N.A.N.P. endorses strongly the F.D.A. stand on "dangerous drugs" and
supports state legislatures, moves to curtail their unrestricted dispensing and
use. The Association supports the concept of increased federal aid to health-
care students and the institutions which educate them. The Association supports
efforts to lower the price of remedial substances generally, especially for
geriatric patients and pensioners.

3. Policies and activities not endorsed

N.A.N.P. opposes "fad" healing and quackery, but it likewise opposes the
F.D.A. attitude concerning food supplements . . . proposals which would confine
certain types of food supplements to at presclption basis. The Association is
organically (i.e., "naturally") directed-therefore It opposes over-use of toxic
fertilizers and other chemicals which taint our foodstuffs and which harm
our national ecology and Individual health.

N.A.N.P. opposes, Intra-professionally, criticism of other health care profes-
sions, unprofessional advertising or conduct by its members, and racial or re-
ligious discrimination among patients.

D. CODE OF ETHICS

The N.A.N.P. Code of Ethics is appended.

I. Official association statement

The appended Code of Ethics carries within it a set of policy statements
which sum-up official attitudes of the N:A.N.P.

2. Describe disciplinary procedures

Grievances or actions against practitioners can originate with (1) state boards
of examiners; (2) other state regulatory authorities (where naturopathy Is
not licensed per se) ; (3) committees or governing boards of affiliated chapters
of N.A.N.P., or (4) with the governing officers of NA.N.P. Itself.

In the case of the first two groups of bodies cited, suspension or revocation of
a practitioner's license or legal ability to practice will also result in the N.A.N.P.'s
voihing a practitioners membership. Results of such action by agencies of gov-
ernment are usually forwarded to either the affiliated chapter's officers or to
N.A.N.P1. Itself where there Is no local chapter.

Within an affiliated chapter, such grievances are heard, testimony of the
aggrieved party Is solicited and heard, statements by the accused practitioner
are heard, and a decision Is rendered.

Intra-professlonally, an "aggrieved person" can be a fellow naturopathic prac-
titioner, a practitioner In an allied health care field, an officer of N.A.N.P. or
an affiliated chapter, or a layman at large.

Some disciplinary matters are not appealed to the N.A.N.P., and others come be-
fore only the N.A.N.P. (where a practitioner Is an N.A.N.P. members but in a
state with no local chapter). N.A.N.P. is, however, bound to suspend or expel
a member whom tthe lower, affiliated chapter has found guilty of professional
misconduct, or whom a Board of Examiners has adjudged guilty. Likewise, a
practitioner suspended or expelled by '.A.N.P. will not be eligible for membership
in any local chapter unless and until lie or she Is re-accepted for membership
by N.A.N.P.

Disciplinary matters can be routed from N.A.N.P. to a local society, or from a
local society to N.A.N.P.-depending upon who makes the accusation and the
membership status of the accused. In all Instances whether either the national
or a state association originates the disciplinary hearings, the results of those
hearings-if culminating In expulsion or suspepsion-are forwarded to state
boards of examiners or other regulatory authorities for their consideration and
action.

II. TitE DmsOPLINE

A. DEFINITION

The Dictionary of Occupational Titles, U.S. Department of Labor, Washington,
I).C.. defines naturopathy as follows: Doctor, Naturopathlc (medical service),
0-52-21. Naturopathic. A healer. Diagnoses and treats patients to stimulate
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and restore natural bodily processes and functions, using a system of practice
that employs physical, mechanical, chemical, and psychological methods; utilizes
dietetics, exercise, manipulation, chemical substances naturally found In or
produced by living bodies, and the healing properties of air, light, water, heat,
and electricity. Provides for care of bodily functions, processes, or traumas, and
treats nervous or muscular tensions, alnormalities of tissues, organs, muscles.
Joints, bones, and skin, pressure on nerves, blood vessels, and lymphatics, and
alsts patient in making adjustments of a mental and emotional nature.
Naturopathy excludes the use of major surgery, X-ray, and radium for
therapeutic purposes and the use of drugs with the exception of those sub-
stances which are assimilable, contain elements or compounds which are com-
ponents of bodily tissues and are useable by body processes for maintenance
of life.

Webster's Seventh New Collegiate Dictionary (G. & C. Merriam Company,
1965), on page 563, defines naturopathy as: a system of treatment of disease
emphasizing assistance to nature and Including the use of natural medicinal
substances and physical means (as manipulation and electrical treatment).

In his book "Basic Naturopathy" (1948, American Naturopathic Association,
Inc.), Harry Riley Spitler, N.D., M.D., Ph.D., uses this definition: Naturopathy is
a complete system of practice, making use of nature's agencies, forces, and
processes, and products for therapeutic purposes, exclusive of major surgery.

The definition adopted by N.A.N.P. Is this: Naturopathy (naturopathic medl-
clne)-A system of treatment of human disease which emphasizes assisting
nature. It embraces minor surgery and the use of nature's agents, forces,
processes, and products, and introduces them to the human body by any means
that will produce health-yielding results.

B. THE SCIENTIFIC BASIS OF NATUROPATHY

1. Historical development

One aspect of Naturopathy dates to the pre-Chrlstlan Egyptians-to their use
of massage and manipulation of the body, Its muscles, its tissues: the beginning
of inechanotherapy. The Old Testament refers to subsequent Israelite rules gov-
erning diet hygiene. The steam and vapor baths (early hydrotherapy) of middle
Europe in the Middle Ages still obtain as does the use of cold and hot baths
perfected by early Romans and Athenians.

The herbal, botanical side of naturopathy dates most clearly to the Chinese
of 5,000 years ago, the discoverers of therapeutic value In ginseng, cascara, and
other roots, flowers, and botanical substances.

Naturopathle education dates to the Athenian teachings of Easculaplus during
the 13th century B.C. Of the 300 "healing centers" In Greece which followed,
200-300 years B.C., one (at Kos) nurtured Hippocrates, father of modern uedi-
cine.

In 10.50 A.D. the first "university of hygiene" was founded at Salerno, Italy:
the initial book of health rules it produced went through 240 editions.

As the 12th century opened, universities were founded in Bologna, Montpellier,
and Oxford. Paracelsus began experiments with the body's dependency upon
sulphur, mercury, and salt, and with the concept of Internal medication
giving birth to the theory of iatro-chemistry, the forerunner of contemporary
pharmacology.

It could be held that naturopathy as a formal profession and discipline was
recognized and legalized when the "Herbalist Charter" of King Henry VIII was
enacted by Englands Parliament. That document read in part: Be It ordained,
established, and enacted, by authority of this present Parliament, That all Time
from henceforth It shall be lawful to every Person being the King's subject.
having Knowledge and Experience of the Nature of Herbs, Roots, and Waters
or of the Operation of the same, by Speculation or Practice, within any part
of the Realm of England, or within any other of the King's Domination., to
practice. use, and minister In and to any outward Sore, Uncome Wound,
Aspotemations, outward Swelling or Disease, any Ilerb or Herbs, Ointments,
Baths, Pultess, and Emplaisters, according to their cunning, Experlence, and
Knowledge In any of the Diseases, Sores, and Maladies beforesald, and all other
like to the same, or Drinks tor the Stone, Strangury, or Agues. without suit,
vexation, trouble, penalty. or loss of their goods ...
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Hydrotherapy, as an adjunct of natural healing, gained initial European
prominence through tile movement begun by PrIessnitz at his institute it Grafen-
lerg, Silesia in 1829. At first, lay patients, ind later physicians, sought is teach-
ing and help with such practical procedures as plunge, hot and cold packs, sitz
baths. an(1 compresses.

But hydrotherapy Is only one of the many therapeutic techniques employed by
natluropatihy. Rikll delved into sunlight and air cures following Priessnitz' lead,
beginning in 1848. Berg began research into vegetarian diet; Fiasen, into ultra-
vioht treatment; Cole, into psychology: Sehroeh into warn moisture, dry fiet,
and fasting . all precursor scientists to the formal regimen of tolay'snaluropathy.

The groundwork for naturopalhy per se was laid hy Ilippocrates, when lie wrote
iii a treatise on "Epidemic Dlseases"-"Nature Is the healer of all disease. Let
foods he your Medicine and your Medicine your Foods."

The 19th century . . . from M859 to 1900 particularly . . . ileshed-out Hil-
ioerates' basic thesis. Man after mian added to the body of knowledge concerning
natural healing: Christian was the food scientist; Buckley was the first American
physicians to recognize the value of diet in treating cancer patients; Wilstatter, a
German chemist, was first to study the healing properties of chlorophyll in treat-
ing anleinia.

The 20th century practitioner who tied all the foregoing body of knowledge
together, into the formal concepts of contemporary natoropathy, was Benedict
Lust, born and educated in Germany, who introduced naturophifc healing to
the United States In 1892, with the founding of Ills Yungborn Ilealth Institu-
lion in New Jersey. . . . at the same time that Dr. Still propounded the philoso-
phy of osteopathy and Dr. Palmer inaugurated the practice of chiropractic.

Naturopathy's pioneers, in addition to Lust, included Kellogg, founder of the
Bath Creek Sanitarium, and Ilalnemann, founder of homeopathy.

2. Scientifle theories and principles
Naturopathy (naturopathic medicine) is tIle technique of treatment of human

disease which emphasizes assisting nature. It can embrace minor surgery and
the use of nature's agencies, forces, processes, and products, introducing them to
tie human body by any means that will produce health-yielding results.

Naturopathy is based upon tile tendency of the body to maintain A balance and
to heal itself. Tie purpose of naturopathie medicine is to further this process hy
usin" natural remedies . . . as distinct from "orthodox" medicine allopathyy
and osteopathy), which seeks to combat disease by using remedies which are
chosen to destroy the causative agent or which produce effects different from
those produced by the disease treated (from the definition of "allopathy"--
Welbster's Seventh New College Dictionary: 10.5 it. 24).Naturopathy places priority uipon these conditions as the bases for ill heaRth
(1) lowered vitality; (2) abnormal composition of blo d nud lymilhl: (3) mimI-
adjustment of muscles, ligaments, bones, and neurotropie disturliances: (4) a&
cinnulation of waste matter and poison in the system. (5) germs, bacteria, And
parasites which invade tihe body and flourish because of toxic states vhich may
provide optimum conditions for their flourishing: (3) consideration of hereditary
infl"enePes, and (7) psychological disturbances.

Itn aplying naturopathic prihelples to healiny. tile praetitloper inny ndointster
oUe or more of specifled physiological. melmidleal. trinational, manual. lihyto-
therav ettie. or animal devices or substances. The practitioner's end aln is to
remove obstacles to the body's normal functioning, applying natural forces to
restore its recuperative facilities. Only those preparations and doses which act in
halrmony with the body economy are utilized, to alter perverse functions, cleanse
body of its catabolic wastes, and promote its anabolic Irocesses.

3. Supportive studies and re.arch

Bibliographies containing reference works used in teaching undergraduate
practitioners-to-be, and utilized, postgraduate. by practicing naturopathie physi-
clans, are appended hereto, from the Library of Congress and front the National
Library of Medicline In Bethesda. Mary.land.

In sum, the texts on these appended bibliographies comprise tile primary body
of formal knowledge which governs the practice of naturopathy-the results of
research emanating from or pertinent to this profession. and case studies Whi h
confirm the validity of the naturopathic mode of practice.
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C. TilE PRACTICE OF NATUROPA'IHY

1. Role of diagnosis

Diagnosis (as defined by Gould and as accepted by naturopatlhy) Is the deter-
mination of the nature of a disease by-

Anatomical diagnosis: diagnosis based upon the recognition of definite
anatomical alterations lying back of the phenomena ;

Post-mortem diagnosis: diagnosis made after death, by autopsy;
Clinical diagnosis: diagnosis made from the symptoms alone;
Differential diagnose is: distinguishing between two diseases of similar

character by comparing their symptoms;
Exclusion diagnosis: recognition of a disease by excluding all other known

conditions;
Pathological diagnosis: diagnosis of the structural lesions present in a

disease;
Physical diagnosis: determination of disease by inspection, palpation, per-

cussion, or auscultation and observation;
Topographical diagnosis: that based upon the seat of a lesion.

Diagnosis is, necessarily, each physician's prelude to prescription an1d/or
treatment, as it is with all naturopathic plhyslclans, albeit that diagnosis from
verbal (orally-given) symptoms, is unacceptable. Naturopathy's forebearers may
have set today's standards for diagnosis as a mandatory prelude to treatment.
The chemist of George Washington's era, Carl Wilhelm Scheele, discarded from
his apothecary shop the previously (and automatically) applied "Iron from the
nails of the coffins of criminals," etc., as essential medications." Further symp-
toms alore are but one phase of diagnosis, for symptoms are to naturopathy, as
Hippocrates wrote, "Partly symptoms of defense and partly symptoms of failure."
a. Interview

Techniques for patient interviews are generally consistent throughout naturo-
pathic practice. Sample questionnaire forms for completion by physician and/or
patient are appended. The personal interview Is the naturopathlc lhysiclan's
first phake of diagnosis-observation, visual detection of obvious abnornmalitles
of a physical or psychological character, aural detection of physiological
(speech) or psychological abnormalities, etc.

During the interview, the naturopathic physician examines extensively for
subjective symptoms which are revealed through conversation, and seeks maxi-
mum objective or subjective information following the diagnostic outline in 1.
above.
b. Phjslewl examination

Guidelines in the diagnostic outline of 1. above apply to physical examination
of the patient as well as to aural-written notions.

Initial physical examinations, for new patients, are comprehensive, regardless
of the nature of the patient's complaint-to establish history and ascertain with
some exactitude the current status of the patient's body. Manual and visual exam-
ination of the body-its limbs, muscles, orifices, is routine.

The naturopath applies to his physlal examinations of patients the principles
In which Ie has been trained--osteology, Roentgenology, dermatology, syndes-
Inology, mnyology, neurology, topographical anatomy, ophthalmology, anglology,
physiology, otalaryngology, clinical psychology, pediatrics, proctology, gynecology,
obstetrics, etc.

Aside from data collected on a patient's questionnaire, the physcal examina-
tion probes functions of the neuron and muscle fibers and their interdependence
in myoneural action; physio-chemical plhenomnena associated in the process of
osmosis, diffusion, and their bearing on such functions as pulmonary and cellular
respiration, absorption, and secretion; the physiology of the heart, blood, and
lymplh ; the excretory functions of the kidney (see following d.), skin, and lungs;
the endocrine system and Its role in the metabolic process; the function of the
cerebrospinal and autonomous nervous systems; the physiology of the male and
female generative systems.

o. Diagnostic aids
The narturopath's armamentariun Includes every accepted diagnostic instru-

ment: Sphygmomanometer; stethoscope, electro-cardiograph: endo-cardlograph;
thermometer; speculums; proctoscopes; sigmoldoscopes; Instruments for testing
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reflexes, aural receptivity, and for testing pressure of the eyeball ; scales : X-ray
lluoroycopes-the gamut of modern medicine's diagnostic equipment. (Note:
naturopathic physicians utilize X-ray for diagnostic purposes, not for therapy.)
d. Laboratory tests

The nat nropathle physician is schooled in Inorganic chemistry. blo-chemistry,
biology, zoology, histology, nikcoscopic anatomy, splanchology, embryology, bac-
teriology, pathology, toxicolgy, trophology, endocrinology. etc.

le is trained in laboratory diagnosis, conducting lis own tests or utilizing
state health department or private laboratories for studies and evaluation. (A
sample report form utilized by Oregon's Public Health Laboratory in reporting
test results to naturopaths Is appended.) The naturopath applies physiological
and pathological chemistry to his analyses: micro-biology and micro-bacteriology,
serology, ard blo-chemistry.

All of the bodies' tissues, fluids and excretions are subject to examination
during the course of laboratory testing as part of naturopathic diagnosis: urine,
sputun, feces, epidermal abnormalities, gastric fluids, etc.

Blood testing, aside from Its role as part of any general physical examination,
is also conducted by the naturopath for the specific purpose of detecting venereal
disease or as a concomitant and pre- and post-natal care and the prophylaxis of
or Informational reporting on new-born Infants. Serology is an essential part of
unturopaths' geriatric and gerontological practice.

2. Treatment methods

Obviously. treatment will vary with the condition which necessitates it. Gen-
erally speaking, naturopathy utilizes nature's agencies, forces, processes, and
products, which may be applied to the body by using physiotherapy, mnechano-
therapy, or hydrotherapy. Botanical agents and biological remedies may be
prescribed, for external application or internal consumption, and nutritional
counseling may figure in treatment.

lontophoresis Is employed frequently to Ionize certain remedies in the treat-
nient of disease when it is deemed inadvisable to prescribe Internal medication.

Naturopathy's overriding dictate . . . when the practitioner's decision to apply
proplhyilactic or physiological therapeusis Is being formulated . . . is that nature
is a sensitive agent possessing the faculty of making her own cures.

The techniques applicable to naturopathic treatment of diseasee and illness
are the same techniques applicable to treatment by an nllopath, with greater
emphasis upon hydrotherapy, massage, manipulation, or electrotherapy li neces-
sary Instances, and with greater utilization of medications in their natural or
botanical form than in their chemically-created or derived form.

To draw a simple comparison, naturopathic gynecology and obstetrics parallel
allopathic gynecology and obstetrics. Naturopathy's osteopathic treatment
embraces the Identical principles of clinical visceral neurology and orthopedics
(minor surgery) as those guiding the osteopath. Similarly, naturopathy's uses
of Roentgenology and radiology are no more radical than those of allopathy.

Naturopathy does, in general, rely less heavily on radical alteration of bodily
functions and chemistry than do other healing arts. Naturopathy's primary
stresses Include light therapy (hello, light, ultra-violet, infra-red, chrome, etc.) ;
electrotherapy (galvanic, faradic, sinusoidal, diathermic etc.) ; vigrotherapy
(oscillations, concussions, vibration, spondylotherapy) ; remedial exercles
(kineslotherapy, medical gymnastics, body mechanics, active and passive exer-
cise) ; manipulations (osseus and soft tissue, mobilization and immobilization
techniques, spinal therapy, manipulative and orificlal surgery) ; vasomotor con-
t rol ; mechanical therapy (utilizing supporters, prosthetics, belts, casts, pmeunato-
therapy, zone therapy, orthopedic devices) ; crymotherapy; biochemic therapy
(nutritional--correcting deficiencies and employing corrective or hygienic nutri-
tion, phyotherapy-using naturopathile botanicals, herbal, and vegetable ma-
terials as listed in "Naturae Medicina"; the use of tissue minerals and ceil
salts-Sehiuessler, vitamins, endocrines, etc.; vaportherapy; colon therapy-
Irrigating agents and other products for the treatment pathoses of this region;
autotherapies; climnatotherapy.

3. Patient records

Refer to appended, sample patient interview (narrative case history) ques-
tionnaires and laboratory reports. Each practitioner maintains his own form of
on-going record for detailing a patient's medical history or progress.
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D. CONTRIBUTIONS OF NATUROPATHY TO TIE HEALTH FIEF.0

1. New knowledge

See the appended bibliography of works utilized as references by this pro-
fession. These lists include works which are the product of naturopathic case
studies or research.

Naturopathy's contribution to the formal, published body of medical research
is limited because almost all of its practitioners are Individuals, without the
benefit of teaching hospitals, numerous clinics, or other study centers in which
pure research-endowed privately or by government--can be conducted. Natur-
opathy's research Is confined primarily to monographs printed in its professional
publications or delivered orally at its conventions and other educational neetlin.s.

Many naturopathic physicians feel that their profession's principles are still
untried by the larger body of allopathic medicine, hence various naturopatlic
principles which are centuries old could still be considered "new" to t'i
contemporary practitioner who has yet to utilize them it the late 20th century.

2. Nero techniques

Essentially, the answer to D. 1. above applies to this question, save that
naturopathic undergraduate and postgraduate teaching and seminar curricula
embrace every new concept, technique, medication, and instrument which le-
comes known to the healing arts generally (and which Is within legal limitations
upon naturopathic practice).

3. New approaches to health

Here it can be held without contradiction that naturopathy has led the way
its the fields of nutrition, dietetics, metabolic chemistry, and in some areas of
hydro- and physiotherapy. For example, long established naturopathie principles
were given national esteem 25 years ago through the "Sister Kenny treatment"
for poliomyelitis. Naturopathy's manipulative techniques have been substantially
emulated by chiropractic. Naturopaths and their 19th-century forebears were
tle first to recognize validity in the hypnosis thesis of lParacelsus, Cagliostro,
von Ifehnont, Mesmer, and Braid. Naturopaths, in Freud's professional infancy,
were already attuned to the value of psychotherapy.

Less dramatic than citing the naturopathle origins of new "truths" in 20th-
century healing, but nonetheless illustrative of naturopathy's ever-modern ap-
proach to health, is a recitation of some of the current curricula at its National
College of Naturopathlc Medicine: applied psychology, suggestotherapy, auto-
suggestion, therapeutic hypnotism, occupational therapeutics, psychosomatic
thea py-are examples of naturopathy's academic currency.

II. PRACTITIONER

A. TOTAL MANPOWER

1. National
a. Age

The average age of today's naturopathie physician Is 51.

b. Scx
Presently, about 90% of America's naturopathic physicians are male; 10%

female.

c. Active and inactive
The precise number of inactive practitioners is not known. It is estimated

that there are between 500-700 active and inactive naturopaths it those states
with specific licensing or regulatory statutes or procedures, and an additional
3000-4000 active and inactive practitioners in states where naturopathic practice
is conducted under common law.

2. States, per 100,000 population

There are approximately 2.2-2.5 naturopathic physicians per 100,000 people
in the United States today.
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V. ASSOCIATION 'MEMBERS

I. National
11. Age(

The sanie median age of 51 years applies to member. as well as nlOnl-1110mlbers.

b. Sc(x
The anie '90% femualej loreakdowvn applies to members as to non-members.

c. .ictire and inactire

Active (practicing) members, approximately, 95 percent.
Inactive (non-practicing) members, 5 percent.

2. -States, per 100,000 population

In the seven states where there are N.A.N.P.-affillated chapters or associa-
tion:, the ratio of member practioners to each 100,000 of that state's population
wouhl be approximately: Oregon, 1.1; Washington, .9 ; Idaho, 3.7 ; Kansas, .7
New York, .01 ; Connecticut, .90 ; California, .1.

In states containing practitioners not associated with a local assoclation, but
nonetheless active N.A.N.P. members (32 In Nevada, Colorado, and Arizona),
the median ratio of liractltioner-ppr-100,000 population within the entire tri-
state area would be .9.

C. USUAL LOCATION OF PRACTICE OR ACTIVITY

1. General or siort-stay hospitals

N.A.N.LP. has no knowledge of any specilically naturopathic hospital In the
United States, although there are hospitals olprated by religious orders, private
trusts, non-profit organizations or corporations, or by other healing arts profes-
ions to which naturopathic patients (and naturopathie phy.-tclans) are admit-
ted on par with other patients and practitioners.

Where naturopaths are admitted to such hospitals, and where naturopaths
utilize minor surgery, such surgery is conducted in accordance with legal
limitations upon naturopathic practitioners, and/or in accordance with the
particular hospital's staff rules.

2. Spcltulti or long-.-slay 1o.pitalI

As stated above, N.A.N.P. knows of none.

0. Other illpttient in'stittttions

A substantial number of such facilities-pruarily rest and convalescent

honies-a-ldmit patients under naturopatbie care on par with all other patients.

-. Outpatiet facilities "

Ambulance services, cliles (school and private), patients' homes, practi-
tioners' offices, rehabilitation centers-are available to and utilized by naturo-
pathlc physicians.

5. .lcfCics (and organizationis

As contributing members of the national health-care fraternity, naturopathie
physicians confer with the lend coumnel to such entities (as an exalimpile) as
Oregon's Advisory Board to its State Board of Health and the Oregon litter-
professional Health Council previously described. Naturopaths can and do
minister to welfare recipients, to recipients of Industrial accident Insurance
benefits, etc. Naturopaths are available as practitioners and clinicians to any
entity of local, state, or federal government which wishes to employ their
talents.

lit such facilities as the National College of Naturopathlc Medicine, out-
patients are treated by practitioners and their students on a clinical basis.

D. TYPES OP PRACTITIONERS: GENERAL AND SPECIALITIES

1. Scope of practice

Naturopaths work within specific statutory limits, which usually prohibit
major surgery and the administration of narcotics. Such statutes are not only
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acceptable to naturopathy but, in some instances, have been engendered by
naturopathy, which believes-as one case in point-that major surgery is a
highly limited, highly specialized field of medical service which, when necessary,
should be performed by those allopathic practitioners who devote most of their
time to that'art.

Because naturopathy is by root a natural mode of healing, the restric-
tions against administration of narcotics are welcomed and encouraged by
naturopaths.

Naturopaths have no aversion to referring. Naturopathy's educational curri-
cula IS inclusive of most elements of allopathy, but naturopathic practitioners
utilize this training diagnostically in large part, referring extensively to allo-
paths or more specialized practitioners (podiatrists, optometrists, dentists, chiro-
practors, etc.) "where initial diagnosis dictates or where subsequent therapy is
unfruitful or where symptoms remain unabated under purely naturopathic
therapy.

As an example of statutory limitations upon this profession, the salient Oregon
law governing naturopathy Is appended.

Roughly 90% of today's naturopathic physicians are in general practice; 10%
specialize-in pediatrics, obstetrics, gynecology, proctology, dermatology, chiro-
practic, etc.

2. Size of practice

The average naturopathic practitioner serves a patient population of 2000
yearly.

S. Limitations of practice

D. 1., above, touches this subject, as do the appended Oregon licensing statutes
(as sample statutory language). "Limit" and "scope" of practice are in a sense
synonymous.

Naturopaths in the main serve geriatric patinets, by choice, not fiat. Naturo-
pathie rights extend from pre-natal care (and subsequent obstetrics), through
the detection and reporting of contagion, to signing birth and death certificates.
Naturopaths are prohibited from performing major surgery, but can perform
minor surgery.

Intermingling this answer with that to D.1. above, naturopaths can and do
diagnose, apply naturopathic therapy to, and thereby treat, acute infectious dis-
ease and abnormalities of the digestive system, the respiratory system, the car-
diovascular system, the urinary system, the hemopoetic system, the nervous sys-
tem, and the endocrine system.

The only weapons they cannot bring to bear upon conditions within this sys-
temic list are major surgery, the prescription of narcotics, and the administra-
tion of radiation therapeutically.

Additionally, because of hospital rules in most instances not law, naturopaths
are limited in (or restricted from) practicing in general hospitals. Therefore,
when there is need for specialized care within the confines of a hospital, the
naturopath-of procedural necessity-most often refers to an appropriate practi-
tioner admissable to such hospitals.

4. Practice conducted on authorization or tinder 8upervision of another health
care practitioner

Naturopaths do not practice as "technicians" for allopaths or any other prac-
titioners. In general, they practice independently of supervision-neither their
diagnoses nor their therapy nor prescribed medications are subject to review (by
law or protocol) by any other practitioners. Naturopaths refer extensively.
This has been dealt with in prior answers, and to the extent that the specialist
and thonaturopath who referred a patient to him may confer on continuing
diagnoses or treatment, there is consultation and cooperation, but not implied or
actual supervision by one doctor over another.

6. What percent of service is given in independent practice

100% of most naturopathic practice is devoted to individual patients, on a non-
clinical basis. If the question refers to modes of payment for individuals'
treatment, it is estimated that 80% of all naturopathic patients are personally
responsible fot their physicians' billings; 20% are "Medicaid", welfare, industrial
accident, or private-public insurance carrier benefit recipients.

47-530--70--pt. 2--27
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E. RELATIONSHIPS TO OTIIER IIEALTII CARE PRACTITIONERS

1. All patients

a. To allopaths, chiropractors, other naturopaths, optonetrists, podiatrists, osteo-
paths, dentists, pharm acists, n urses

(1) Who refers.-The naturopathic physician.
(2) Why.-When the naturopathic physician feels that specialized attention

Is in the best interest of the patient.
The appended N.A.N.P. Code of Ethics touches upon referral in several ways.

Articles I, Section 7 states tbat the "naturopathic physician may decline to at-
tend a patient when he deems the treatment required Is beyond the scope of his
license'; Article I, Section S states that "The naturopathic physician shall act
upon the desire of the patient for consultation or if he deems his art, skill, or ex-
perience inadequate, he shall advise consultation"; Article III, Section 2 states
that "The attending physician shall give the case history and laboratory and
clinical findings to the consulting physician".
b. From other naturopathto physicians, chiropractors, optometrists, podiatrists,

osteopaths, allopaths, nurses, dentists, and pharmacists
(1) To whom referrcd.-The naturopathic physician.
(2) Why.-Re-referral of an originally-naturopathic patient, when the spe-

cialist's course of treatment (or major surgery) is concluded, or when the natural
healing techniques of naturopathy are indicated as most potentially beneficial,
or, lacking a specific, when the best interest of the patient would be so served (or
when the patient himself requests such consultation or referral).

2. Consultation

a. Given by any of the practitioners named in L.a. and b. above.
(1) Who requests.-The patient, his attending naturopath, or a member of

another healing arts profession who is either a family retainer or who has been
called upon by the patient or the attending naturopath.

(2) Why.-As recited in 1. a. and b. above, primarily, because of the best in-
terest of the patient.
b. Requested by the patient, the attending naturopathio physician, or a member

of another health care profession
(1) Who provides.-Any of the practitioners named in 1. a. and b. above.
(2) Why.-More extensive diagnosis is indicated or a specialist's particular

attention is desired.

F. MAJOR PROBLEMS PRESENTED BY PATIENTS TO PRACTITIONER

1. All patients

Patients under 40 years of age account for the highest percentage of acute, ill-
iesses and infections, trauma, and musculo-skeletal problems. Problems affecting
patients over 40 but under 05 are more or less chronic In character.

2. Patients 65 and over

More geriatric/gerontological in nature, the problems of the Iderly are pro-
gressively chronic as age advances, and are primarily cardlo-vascular or respira-
tory and are generally degenerative.

G. ACTIVITIES OTHER THAN DIRECT PATIENT CARE

Teaching is of necessity confined to those practitioners headquartered near the
National College of Naturopathic Medicine-in the Pacific Northwest: 30 licensed
naturopaths currently serve as full- or part-time faculty members at the College,
with the raks of Assistant or Associate Professor, X-R1ay Technician, and Clin-
ical Laboratory Teclmologist.

Six naturopaths hold full 'rofessorships at the College; college administration
is linnidled by a staff including five naturopaths, and eight naturopaths comprise
the College's rank of officers and trustees.

Nnt',ropaths serve on state boards of examiners and other licensing cr regula-
tory bodies administering their own or allied professions.
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Naturopaths report contagious and Infections diseases to their respective de-
partnents of health; Issue birth and death certificates; serve on formal or in-
formnal interprofessional health councils; support food chemistry and nutritional
research.

I1. RBLATIONSIIIP WITH TIIIRDI-PARTY PAYERS

1. Federal programs

Naturopathy's Involvement Is not consistent state-to-state, depending upon the
number of practitioners and status of the profession In a given state, and depend-
Ing upon the state's degree of implementation of federal programs requiring
matching state participation. In Oregon, for Instance, naturopaths are included
In the coverage provisions of Title XIX-%"Medlcald" (Chapter 502, Oregon laws,
1967; OR3 414.025, Section 3. In Bremerton, Washington, another case In point,
naturopaths' services to U.S. Navy personnel are paid for federally.

2. Blue Gross

Payments to naturopaths from Blue Cross-affiliated societies or corporations
have been limited to emergency diagnostic procedures and laboratory work.

3. Blue Sh ield

The above answer to 11.2. applies here.

. Commercial ifn8urance companies

.any private carriers honor naturopatlhic billings, in whole or In specified
(within varying policy limits) part, anong them Staidard Insurance Co., Mu-
tual of Omaha, Continental Casualty Co., Bankers Life & Casualty, Monarch Life,
and New York Life--all of which pay for naturopathle services in full.

5. Consunier-sponsorcd organi zation.t?

Some trade union-sponsored health care plans honor naturopathic billings. The
profession, to our knowledge, does not deal through any other consumer-sponsored
third-party payers at this time.

IV. EDUCATION

A. ACCREDITATION PROCEDURe.' FOR SCHOOLS OF TRAINING PROGRAMS

1. Accreditation only

As described in detail in the appended "Directives to Council on Education and
Syllabus of Minimum Curriculum for the Guidance of Accredited Naturopathic
Colleges", three bodies adopted the current accreditation standards for naturo-
pathic institutions of higher learning-the profession's Council on Education,
the Council on State Boards of Naturopathle Examiners, and the House of Dele-
gates of the American (now National) Association of Naturopathic Physicians.
Their action was taken in July, 1953.

Membership of the Council on Education comprises representatives of currently
or provisionally accredited schools and an equivalent representation from the
general body of practicing natur(,cmths. the latter being named by the Board of
Trustees of N.A.N.P. The Council on State Boards of Naturopatllic Examiners
comprises representatives from each state maintaining such a licensing and ex-
amining body. The House of 1)ele;ates of the N.A.N.P. is the national Associa-
tion's primary policy-making body of delegate members from states in which it has
individual members or affiliated local associations.

Applications for accreditation are reviewed by the three above-named groups,
either In concert or singly (i.e., the House of Delegates normally convenes only
during annual N.A.N.P. conventions).

(Note: As has been recited earlier, the National College of Naturopathic Med-
Iclno Is the single active teaching facility in the United States at present, although
N.A.N.P. is informed that the-former Sierra States University, 1413 7th Street,
Santa Moniea, California, may be in the process of reorganization and may seek
re-accreditation. In Canada (we note this because of the cross-border character
of naturopathy, whose practitioners' credentials are virtually Identical through.



750

out North America), the Institut de Naturopatbie du Quebec, 150 Ouest rAurier,
Montreal, Quebec, Canada-Raymond Barbeau, Director, has applied for accredi-
tation and its courses have been approved for the purpose of transferring credits
to United States naturopathie facilities.)

2. Process o1 accreditation

Application must be made concurrently to the three approval bodies described
above in A. 1., and approval must be forthcoming from all three bodies. For fur-
ther detail, see the appended Syllabus. pp. 1-4.

3. Accredllation requirements

See the attached Syllabus.
a. Curriculum

See attached Syllabus and appended course catalog for the National College
of Naturopathic Medicine.

(1) courses
(a) Subject mattcr.-See the attached Syllabus and course catalog.
(b) Hours per course.-See the attached Syllabus and course catalog.
(c) Texts.-Sce the attached catalog. Supplementary textural matter-doen.

ments not required to be in student possession, are on library loan. See the ap-
pended bibliographies of naturopathic reference works for sample titles.

(2) Course hours
(a) Academic: number and percent.--3618 hours required; 77.33% of total

required course hours.
(b) Olin cal: number and pcrcent.-1088 hours required; 22.67% of total

required course hours.
Outpatient tra ning.-No hospital facilities are available for outpatient

training.
hospital trafning.-See above answer.
For other clinical training, see the answer to IV. A.3.a. (2). (b), above.
(c) Internship or field trainlnp.-Students receive practical experience in the

National College of Naturopathic Medicine's clinic, in the College building, at
1327 North 45th Street, Seattle Washington 98103, and through externship In the
offices of various faculty member naturopathis.

Externships and clinical assignments are based upon a student's need and prior
experience. Thus, an experienced chiropractor entering the College as a senior-
year student would not be placed in the office of a specialist in osteology, nor a
former obstetrical nurse or midwife placed with an obstetrics specialist. All
students, however, are required to spend 80 hours in obstetrical internship and
to aid In two or more deliveries.

(3) Grading systems
See attached course catalog.
(a) (a. was omitted on questionnaire)
(b) Entrance qualflcations. qee attached course catalog and Syllabus.

c. Faculty
(1) Qualiflcations

See attached course catalog and Syllabus. The N.C.N.M. faculty Is largely
volunteer; practitioners from British Columbia, Washington, and Oregon. Many
have Bachelors degrees; all have N.D. degrees and are licensed to practice. The
College President holds B.S., M.A., and Th. D. degrees; the clinical nurse holds
B.S. and R.N. degrees. (Note: The faculty of the Institut d Naturopathie du
Quebec is equally qualified; see appended photocopy of page 4 of the Institute's
catalog.)

(2) Number students per faculty member
A condition of accreditation is that the College shall maintain at least one

faculty member per 25 student., Because of the diverse number of academic
subjects in the College's curricula, and the over-all faculty size (30-plus), there
are considerably less than 25 students working with one teacher at any given
time.
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d. Physical plant
The N.C.N.M. building is at 1327 North 45th Street, Seattle, Washington,

where most classes and clinical training in naturopathic medicine are conducted.
The building was purchased in May, 19064, for $45,000, has since been remodeled,
and is now valued in excess of $50,000. The building contains a fully-equipped
clinic, administrative offices, and two classrooms on its lower (ground) floor,
and one classroom and three living quarters on its second floor. Current planning
calls for transforming the living-quarter space to additional classrooms, a.
laboratory, and a dissecting room.

(1) Laboratories
The College contains one laboratory, operated in conjunction with Its clinic.

Remodeled and refurbished in the spring of 1968, this laboratory is equipped
and utilized for conducting clinical testing, but is too small for extensive research.

(2) Librarics
The N.C.N.M. maintains a 5000-volume library, most of its works dealing with

natural drugs-older books whose content remains unchanged by any but radical
research innovation. Because of the relatively static character of naturopathic
publishing, the library remains valid and is more adequate than the sheer num-
ber of volumes would imply.

(3) 6Iinical facilities
The student clinic at the Seattle College building has adequate facilities and

modalities for all of naturopathic practice except obstetrics. Space is limited,
however, to four students working there at any given time; students therefore
rotate between days in the clinic and externships in various professional offices
within the greater Seattle area, on an assigned, pre-arranged basis, according to
student needs and preferences.

e. Postgraduate education program
Formal postgraduate work offered by the National College of Naturopathic

Medicine has been limited to instruction necessary for graduates of iJredeeessor
colleges (which required only 4000 hours of classroom teaching) to reach the
4400- to 4800-hour level now required for practice in many states. N.C.N.M. has
not initiated course work toward the Ph.D. degree, nor residencies toward
specialization, because of inadequate rek-earch facilities. The College is working
presently on a program to equip itself to offer a Ph.D. in nutrition.

Informal postgraduate educational work, to keep naturopathic practitioners
abreast of developments in their own field, as well as in general medicine,
includes:

(1) International and national association conventions
At least one 8-hour day during each such convention is devoted to discussion

and consideration of recent developments in naturopathlc science.
(2) Joint North wct regional naturopath ie co ventions

Once a year, practitioners from Oregon, Washington, Idaho, British Columbia,
Alberta, Saskatchewan, and other northwest areas convene in one of these states
or provinces to share new knowledge. Speakers are also invited, from other
professions (see appended 19068 N.N.P.C. program) to conduct seminars; usually
20 hours of each such meeting are devoted to professional postgraduate education.

(3) State meetings
Where there is an N.A.N.P.-affillated state association, or where registries of

practitioners are maintained, these formal or informal groups of naturopaths
hold meetings at intervals which Vary from state to state (but no less than once
annually) during which at least one half-day is devoted to educational programs.

(4) Seminars
In the Pacific Northwest, the College in Seattle and area-wide local associations

sponsor a monthly, series of week-end professional education seminars. These
seminars usually occupy all of Saturday afternoon and evening, and Sunday
morning. They vary in content from simple demonstrations in the use or operation
of new modalities (such as newer types of electrocardiographs, sphygmonma-
nometers, electro-therapy apparatus, etc.) to technical training in such subjects
as proctology, otolaryngology, obstetrics, etc.
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Students of the National College of Naturopathic M1edicine are admitted to
such seminars, but receive no course credits for attendance. The N.C.N.M. does
grant one-quarter-hour of post graduate course credit for attendance to those
naturopaths who are currently also engaged in extensive and pre-arranged
reading courses on the subject at hand.

Note: The current tendency among naturopathic licensing and regulatory
boards Is to seek legislation to make a required number of annual postgraduate
study hours mandatory by law as a prerequisite to re-licensing. N.A.N.P. is
encouraging not only expanded postgraduate education but the concept of making
it mandatory for all practitioners. (See sample proposed Oregon law.)

B. TRENDS IN EDUCATION

Perhaps the early history of the now-dormant Sierra States University men-
tioned in IV.A.. above portends the practical and probable direction of future
naturopathic education.

Sierra States, chartered in California in 1921, maintained colleges In natur-
opathy, chiropractic, physical therapy, psychology, and allied subjects. During
Its existence in San Francisco, from 1921-1950 (it moved to Los Angeles in 1950,
then to Its present Santa Monica location), Sierra States graduated probably
1000 practitioners In the various healing arts for which it was authorized to
issue degrees. During Its 1950-1961 period in Los Angeles, Sierra States gradu-
ated 200 naturopath/chiropractors.

The National College of Naturopathic Medicine is suffering from a dearth of
students-as are many private liberal arts colleges and universities, and most
private and public colleges and universities graduating allopathic physicians,
optometrists, dentists, etc. Potential student interest in the healing arts is at the
same low ebb among all health care professions. Student bodies are very often
not commensurate with the size of the teaching facilities maintained to educate
them. Recruiting must become more aggressive (see D. to follow).

Our point Is that It may now be apropos for increased mergers of various
colleges and universities currently devoted to single arms of the healing arts,
into more workable, economically feasible teaching entities.

To that end, naturopathy is conducting Inquiries among private liberal arts.
business, theological, and health care-dedicated Pacific Northwest universities
and colleges to detel-mine their interest in merger with N.C.N.M. It would be
premature to reveal the exact nature of these negotiations or the precise iden-
tities of the educational Institutions involved.

It is hoped that such a resultant Institution-headquartered on one campus in
either Oregon or Washington-could and would serve students primarily from
throughout the western United States and Canada, but affording equal entree to
students from the remainder of the U.S. and Canada.

N.C.N.M. foresees no drastic changes in Its current curricula, except for the
addition of postgraduate courses leading to higher degrees than the N.D. (a
merged university as described above, parenthetically, could take a student
through his requisite pre-naturopathic undergraduate years' to a 1.S. or B.A.
if he desired, then through an N.D. degree, atid subsequently through an M.S. or
Ph.D. degree-on one campus).

Obviously It follows that, if postgrrduate-level education Is achievable on the
basis described above, massively increased naturopathic research will follow,
utilizing the clinical and laboratory facilities which must attend postgraduate
teaching and which do not now exist in adequate proportion at N.O.N.M.

Merger or not, N.C.N.M. plans-as described In IV.A.3.d. above-to increase
the physical size of its laboratory-clinic space in the near future, and plans to
strengthen Its postgraduate curricula. The moves in several states to make post-
graduate education mandatory (as described in IV.A.3.e.(4). above) can work
to the benefit of N.C.N.M., which Is the most logical entity to devise continuous
postgraduate educational courses, provide the faculty to teach them, and to
sponsor and conduct such classes wherever and whenever they are taught
throughout the United States, thereby also increasing the breadth of Its under-
graduate curriculum, Its faculty's prowess, its Income, and Its general financial
and professional stability.

Specific areas of curriculum change are diflcult to forecast. The governing
bodies of N.C.N.M. foresee Increased stress upon the academies of diagnosis
an(d treatment which are concerned with geriatrics and gerontology, and. con-
versely, with pediatrics. Diseases affecting both the elderly and the very young



7.53

are receiving primary research attention from America's healing arts today.
Application of that research, to both prolong life and nurture new life, must
occupy naturopathy's concern to an extent commensurate with that of allied
health care professions.

Increased curricular stress upon chemistry and its multi-phases is also called
for as medications grow more sophisticated (and potentially dangerous In some
cases); increased attention to radiography and the effects or countering of
radiation will likewise demand more curricular attention.

Naturopathy's most basic educational theses will become increasingly focused
upon practical In-office, in-clinic, or in-home experience. Medicine's trend today,
which naturopathy supports, is reversion to the "general practitioner" concept of
healing-putting theoretical teaching in a less commanding perspective, in favor
of "bedside psychology" and its person-to-person emphasis.

C. ENROLLMENT BY CLASSES SINCE 1960

Sierra States University, heretofore mentioned, and the Institut de Naturo-
pathie du Quebec, have either not been appreciably operative since 1960-in the
former instance, or the N.A.N.P. does not possess by-year enrollment statistics.
In the latter case.

Here are data for the National College of Naturopathic Medicine:
Student capacity in (actual enrollment)
190 ------------------------- 6 19065 ------------------------- 7
191 ------------------------- 19066 ------------------------- 7
19062 ------------------------- 7 1967 ------------------------- 12
196 ------------------------- 13 198 ------------------------- 7
19064 ------------------------- 9
Number of graduates in:
1960 -------------------------- 165 ------------------------- 2
1961 ------------------------- 21966 --
1962 ------------------------- 2 1907 ------------------------- 4
1963 ------------------------- 2 1968 ------------------------- 3
1964 ------------------------- 1

D. RECRUITMENT TECHNIQUE OF 50110018

N.C.N.M. has-with obviously adverse effect upon its enrollment over the
years-let naturopathy's inducements virtually speak for themselves, through the
mouths of zealot practitioners, when and where a convenient time to proslyte
has arisen.

This almost tacit course of action cannot continue, as all other health care
educators have found,

Therefore N.A.N.P. is embarking now, with and for N.C.N.M.'s aid and benefit,
upon a program of distributing literature describing this profession, its educa-
tional facilities, and its prospects economically and socially as a career, to high
school students, through their vocational counselors, local employment services,
and faculty members teaching high school science courses.

Naturopaths are beginning to take advantage of "Business-Education Days"
and/or "Career Days", in which high school students visit business or professional
offices or plants, in fields in which they have expressed even tentative interest,
to obtain exposure to these professions and analyze their career potentials.

Catalogs (as the appended N.O.N.M. course catalog), and pamphlets (as the
appended "Brief Respecting Naturopathy il the United States"), and other
literature documenting median practitioner income, areas where practitioners
are especially needed, etc., are in the planning stage now by N.A.N.P. and N.C.N.M.

Special student tours to N.C.N.M. are being planned also, for the Pacific North-
west area, under N.A.N.P. auspices. Outside this geographic area, individual
practitioners will be given kits of informational nterials for direct contact
with vocational counselors or for classroom or In-office presentations to students.

It is hoped, naturally, that federal aid can be obtained In time on the same
basis that the Congress has dispensed aid to other health-care professions for
building, research, short- and long-term student loans, and other operational
costs, to assist naturopathy In Its new recruiting program.
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V. TITLE XVIII (MEDICARE)

A. RECOMM4ENDATIONS TO TILE CONGRESS FOR CHANGES IN TIIE SOCIAL SECURITY ACT
TO BROADEN IIEALTII COVERAGE FOR PEOPLE 65 OR OVER, AND PRIORITIES FOR SUCH
CHANCES IN SERVICE

It is manifestly and abundantly apparent in America today that allopathy
cannot by itself serve all of the nation's ill.

The stated or implied aim of allopthy to seek licensing latitude for creation
of "medical technicians" to assist its licensed practitioners and thereby enlarge
the scope of their practice in numbers of patients to be served is commendable.

But there are a number of distinct, licensed, and historically-rooted disciplines,
among them naturopathic medicine, whose practitioners cannot and should not
be subverted to the role of "medical technician."

Their patient load is substantial, albeit in some cases the number of their active
practitioners may be actually or seemingly on the decline (due to the decline in
student enrollment mentioned before).

Therefore, naturopathy would urge the Congress to allow the terms and con-
ditions of Title XVIII to embrace all licensed healing arts; each of which would
treat patients and be indemnified for so doing, only within the soopc of its
licensed ability to do so; i.e., there is no thought of encroachment upon the allo-
path's primary domain in naturopathy's attitudes or in this suggestion.

The priority for such inclusion Is immediate; the practitioners-such as naturo-
paths-are in practice; they are treating patients; they will continue to do so,
and for from atrophying, their self-educational and undergraduate educational
programs are being revitalized to provide even more extensive service to the
American public.

In sum, Title XVIII should be so amended as to allow complete "freedom of
choice" by patients covered under the Act, of practitioner, location, type of treat-
iment, etc. And such practitioners should be compensated on the same basis
applicable to allopaths.

Naturopathy will not and does not advocate further philosophical changes in
the Act; i.e., the N.A.N.P. does not advocate socialized medicine per se. It does
advoacte equally inclusive treatment of all health-care practitioners, however, it
all present or future Congressionally-enacted programs for federally subsidized
or supervised group or Individual health care.

B. WHAT IS TIlE DEMAND FOR THE SERVICES OF NATUROPATITIO PRACTITIONERS BY
PERSONS 65 OR OVER?

N.A.N.P. estimates that approximately 9,400,000 patients are being served
currently, per year, by America's roughly 4700 licensed and/or/otherwise regu-
lated naturopathic practitioners. Of that number, we estimate that 25% of the
patients of naturopathic practitioners in general (vs. specialized) practice are
65 or older. Therefore, if the per-practitioner, per-year, median patient load
is 2000, then 25% of each naturopath's patients (500 per year) fall into the
65-or-older age bracket.

C. PROJEOTION OF THE FUTURE NEEDS OF, -AND DEMANDS FOR, THE SERVICES OF
NATUROPATIIXO PIIYSICIANS BY PERSONS 65 OR OVER-IN 1975-IN 1980

We are told that by 1975 roughly 50% of this nation's population will be 25 or
younger. At the other end of the age spectrum, we forecast a significant yearly
growth in the percentage of our population over 05. The healing, remedial, and
generally life-prolonging product of geriatric and gerontological research and
practice is vastly extended individual and collective longevity.

In spite of this bicrcashng annual extension of our population's longevity, the
ills of the elderly seem t, remain primarily the same... mainly chronic, mainly
cardlo-vascular or respiratory, and generally degenerative. Naturopathy foresees
no appreciable change in the type of abnormal conditions it encounters in elderly
patients, In spite of their longer lives. The toxity of their excesses (alcohol,
tobacco) ; the adverse changes In their ecology (air and water pollution) would
Indicate continuation of their afflictions at about the same level as today by tile
years 1975 or 1980. (Even the currently radical concepts of organic transplant,
surgically, if eventually fully successful, can regenerate only the organ involved,
and cannot effect therapy for the remainder of the patient's systems and organs.)

Therefore, naturopathy's needs for more teaching facilities, to produce more
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practitioners, to care for a growing number of persons who comprise this pro-
fession's primary patient source . . the elderly, must be envisioned as one of
constant Increase. Specific numbers are not practical to recite here. Even arith-
metical ratios between the growing number of persons over 65 or to become over
05 and the naturopathle population which is extant or which should exist to
serve them would be misleading: because we do not feel that, today, there are
even a tenth of the necessary minimum number of naturopaths In practice In
the United States. To extend this current equation would be faulty and a mis-
leading understatement of potential public need for naturopathy's services.

Mr. PaA4'r. Thank you, Mr. Chairman. [Continues reading.]
In other words, we feel that the Congress has been denied access to the con-

tents of the brief which took us almost six months to compile. We stand on the
statement as originally drafted as nothing materially new has transpired since
then to change Its content.

Mounting evidence now exists that the gap between the application of profes-
sional skill and the urgent need for such service is more real than was suspected
and it is the opinion of many interested citizens that the Iriclusion of other types
of licensed practioners in the Supplementary Medical Insurance program of the
Social Security Act would be of Immediate benefit in bridging the gap.

According to the American Medical News for October 13, 1969, health man-
power and health services are absolute top priorities in the health care field and
Secretary Robert Finch of the Department of Health, Education and Welfare, Is
especially enthusiastic about using returning Vietnam medical corpsmen to aug-
ment the hard-pressed physician In reducing the serious shortage of doctors.

In a recent interview with reporters from the U.S. News & World Report of
November 3, 1969, Dr. John A. D. Cooper, President, Association of American
Medical Colleges, pointed out that President Nixon, in presenting a White House
report on health-care needs, said there was a severe crisis in health-care delivery,
and that part of this crisis was lack of an adequate number of physicians and
other manpower in this field. President Nixon further stated that unless correc-
tive measures are taken, we face a complete breakdown in the system in two or
three years.

The National Association of Naturopathic Physicians feels that the inclusion of
other types of licensed practitioners in the Social Security Act would help close
the gap between the lack of skilled service and Its application to the needs of
the elderly citizen of the United States.

Since the minority groups in the health care field offer alternative service,
rather than additional service, It is unlikely that the addition of these practi-
tioners to the Social Security program would entail any additional cost to the
administration of the program.

Your courtesy in considering our request is greatly appreciated.
This is signed by John W. Noble, N.D., president of the National Association

of Naturopathlc Physicinns.
Mr. Chairman, wouli I have time to read a page and a half of my own

statement.
The CHAIRMAN. Go right ahead.
Mr. PRATT. Which is similar to the one I prepared a week ago on behalf of

another association from California.
* Your witness, Charles Orlando Pratt, respectfully presents this statement on

behalf of the National Association of Naturopathic Physicians, 1920 N. Kirk-
patrick Street, Portland, Oregon 97217, which is devoted to the cause of strength-
ening and conserving public health through the philosophy, art, science, and
practice of naturopathy.

The Association urges Congress to amend the Social Security Act so that the
American citizens, using the care of doctors of naturopathy licensed In their
states, shall be entitled to all the benefits of the program of supplementary
medical Insurance for the aged.

Ti e Association believes Congress should make no law which abridges privi-
leges or Immunities of United States citizens In health care. The power of
medical majority opinion could open the way for crushing verdicts that may
stifle minority Ideas In health care at the expense of the public welfare and
the aged citizens.

The Association believes United States citizens and licensed doctors of naturo-
pathy should nol be denied by Congress equal protection of the laws by denying
them the benefits of the Social Security Act.

The Association believes Congress should not deprive anyone the liberty to
choose his kind of health care from, and br, a licensed doctor of naturopathy.
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The Association believes the absence of a provision it the Social Security Act
providing for payments for the services of Naturopathic Physicians, under tile
program of supplementary medical insurance benefits for the aged, may, In
truth and in) fact, constitute nit unconstitutional, and an unlawful abridgement
of the privileges and immunities of citizens of the United States. Such denial
does deprive the citizen of his property right and liberty to choose and use the
healing arts care which he believes Is, or will, be, most beneficial to him. Such
denial does, indeed, deny the United States citizen the equal protection of the
Federal health laws.

Tihe Association believes freedom of choice in health care is an inalienable
right, which Is necessary to secure the blessings of liberty and to promote the
general welfare In health matters.

Patients of Naturopathle Physicians, and* the physicians, are tax-paying
citizens. Their taxes are used to pay for health and medical care and facilities
under the Social Security Act. The use of this health care and these facilities is
denied patients of Naturopathie Physicians; and, thereby, their rights and
privileges are denied.

Medical and allied professions, for whose services Congress has provided pay-
ment of supplementary medical insurance benefits for the aged, may not be able
to do the whole job of protecting the health and welfare of the citizens, because
millions of Americans do not use or want drugs unless required by law.

And I mean required in connection with contagious diseases so as not to harm
someone else.

Millions of Americans are justifiably afraid to use the powerful drugs, anti-
biotics and medicines on the market today, because of the repeated public reve-
lation by government, press, radio and television, that such products have
dangerous, serious and sometimes deadly side effects. These citizens, therefore,
want to have available to them the professional advice and care of licensed
doctors engaged in the healing arts professions, who do not recommend or use
such products.

I might add here that these doctors are more or less sort of the practical side
of Christian Scienttets. They don't believe too much In nsing drugs. They would
like to use a lot of natural foods and wholesome foods, and small as possible doses
of any kind of drug on the market.

We all know that some 400 drugs are being recalled right now because of dan-
gerous side effects of these drugs which have been on the market.

Congress should do justice to all citizens by providing for the use of Federal
tax revenues, under the provisions of the Social Security Act. to pay for the
health services of patients of doctors of naturopathy duly licensed tinder state
law.

And I would like to point out that we are not asking for any help for any
doctors not properly licensed under the State law.

Patients of Naturopathie Physicians should have the same and equal right to
have federal assistance In paying their health bills as do the patients of the
other healing arts professions. These citizens should not be deprived of federal
help.

American citizens should not be compelled, directly or Indirectly, to be cared
for. or treated. according to a majority opinion on health care.

America has grown strong by protecting minority rights against the over-
whelming power and influence of the majority. This principle applies as much
today In the need to protect minority rights of the patients of the NAturopathic
Physician as It applies to protect minority rights in religious or civil liberties.

Congress should do not less than to protect the minority privileges and Immuni-
ties of all Americans who need and want health care from Naturopathic Physi-
cians.

Congress should do not less than to guarantee to all patients of doctors of
naturopathy the equal protection of the Social Security Act.

I mean doctors properly licensed by their States.
The best interests of the government and of the people will be served thereby.
Respectfully submitted,....
Mr. Chairman, this statement Is respectfully submitted by the National Asso-

clarion of Naturopathie Physicians. by its Washington general counsel.
Thank you very much for your patience and your courtesy.
The VMAIRMAN. We thank you, Mr. Pratt, for coming to the committee.
Are there any questions?
If not, we thank you very much.
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Mr. PRATr. Thank you, sir.
The CHAIRMAN. That completes the calendar for today.
Without objection, the committee will adjourn until Wednesday morning,

November 12, at 10 o'clock.
(Whereupon, at 1:10 p.m,, the committee adjourned, to reconvene at 10 a.m.,

on Wednesday, November 12, 1969.)

Senator AD)ERSOX. Miss Clare Blanchard.

STATEMENT OF MISS CLARE BLANCHARD, NATIONAL LEAGUE FOR
NURSING, ACCOMPANIED BY MISS JANE KEELER

Miss BIANCIRD. Senator, I am Clare Blanchard. I am director of
the Home Health Agency in Fairfield, Conn. Miss Jane Keeler of
New Haven will present our testimony.

Miss KvrxE t. Mr. Chairman, my name is Jane Keeler, I am director
of the Visiting Nurse. Association, New Haven, Conn., a certified
voluntary home health agency. I have been engaged in my profession
of nursing for 28 years, 14 of these years have been spent, in an ad-
ministrative capacity, representing the Assembly of Home Health
Agencies, Council of Public Health Nursing Services of the National
League for Nursing. NLN is the national spokesman for 1,340 of the
certified home health agencies throughout the country, and numbers
in its membership the majority of, the large community health agen-
cies.

We refer to olr agencies as "home health agencies," but our pa-
tients refer to us as "visiting nurses" or communityy nurses." In the
New Haven Visiting Nurse Association, we go to the patient's home
to provide needed nursing and related services upon the patient's dis-
charge from the hospital or when hospitalization is neither necessary
nor desirable. Often, this means that we see our patients once or twice
a week, to adininister medication, change dressings, help with special
diet. planning, assess the patient's physical and emotional status and
advise on how to cope best with the disabling conditions we often
encounter. Of course, we see large numbers of the elderly who, with-
out our efforts, would have to be in an institution. Many of theseelderly citizens are proud, independent and self-respecting peole.
They have worked hard all their lives, and they don't want charity
froi anyone. They want to stay in their own homes, surrounded by the
few possessions they treasure. For some, institutionalization would
mean breaking their spirits. Some would deterionate rapidly into
senility. Others would die. And these tragedies m would occur at much
greater expense to the taxpayer than providing the needed services we
are now giving to them: tie visits of the nurse and/or physical
therapist. as well as the assistance of a home health aide, a woman
supervised and trained by our staff who helps with meal preparation,
baths, and other personal care.

Let me give you just one example of a witient situation, and this is
an actual one. A Mr. John Doe, age 80, and Mrs. Doe, age 78, lived in a
four-room, modestly furnished apartment. They had a monthly income
of $195 per month from social security and a small pension an savings
of $2,000. Their rent. was $125 per month and the balance was used for
meeting their other needs. Savings were gradually diininishing in
amount. Mfr. Doe experienced a stroke in October 19G7. In January
1908, Mrs. Doe requested nursing service for her husband, noting that
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she was exhausted from his constant, care since he depended entirely on
her for everything-frequently getting her ilp at night. The physician
referred the )atient to our home healtfI agency rather than suggesting
institutional care. Tlie doctor indicated Mr. Doe's restorative potential
as very limited. Based on the patient's needs and physician orders, the
public health nurse planned with Mrs. Doe to visit the home three
times a week.
The nurse realized very quickly that Mr. Doe had not been partici-pating in his own care. Tlierefor', she began to encourage him to assist

in his bathing and to move toward self -help activities. Withi the phylsi-

cian's approval, the physical therapist on our staff visited in the early
part of the second week of agency service. Following this evaluation,
physical therapy visits were made twice a week. The nurse continued
visits three times a week for the next 5 weeks. After 3 weeks of service
the patient was out of bed for short periods of time and had begun
to read the paper and interact with visitors.

As the patient. continued to progress, Mrs. Doe's fatigue and depres-
sion were greatly reduced and the general tensions observed in the
home during early visits had greatly diminished.

The frequency of nurse and physical therapy visits were gradually
reduced as Mr. boe became more independent,. At the end of 7 months
he was up, out of bed most, of the time, walking with a leg brace and
cane, andwas about 90 percent independent in all of his activities. At
the end of 9 months, the Doe family was discharged from our service.
The nurse later learned that this couple had moved to California and
was living independently in a small apartment near their only son.
Mrs. Doe sent, several cards expressing her appreciation for all the
help that she and her husband received; they counted it as a miracle.

This service given in 1968 was covered by plan B of medicare-the
full cost was $795.

Today, with the present interpretation of medicare regulations by
the SSA. and fiscal intermediaries Mr. Doe would not be eligible t'n
have the cost, of his care reimbursed through medicare. Present regula-
tions prohibit payment to home health agencies for preventive health
service and the care of patients with chronic illness wihto have a limited
potential for rehabilitation. In the long run the cost to medicare or
medicaid are increased substantially.

There are many elderly people'wyho have slim prospects for total
recovery, but, who have the need for part-time intermittent skilled
mursing observation, preventive and restorative services. Changes in
the patient's physical or emotional condition may alternate between
an acute and stable state, requiring observations,'ehange in regimen,
and medication. Denial of reimbursement for intermittent skilled nurs-
ing or therapeutic services to these individuals in their homes under
the present regulation has, in many instances, forced their return to
hospital or extended care facility at'a much higher cost to the taxpay er.

The regulations under medicare have grown increasingly restrictive.
In addition, fiscal intermediaries do not, interpret the regulations uni-
formly throughout the country. The present regulations restrict reim-
bmemnent to acute phases of illness and do not provide for the health
servces needed to prevent regression of the patient. We do not believe
tiat this is the intent of Congress.
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Therefore, we ask the Congress to state clearly in the law the intent
to include coverage of home health services necessary to prevent
hospitalization. 0

We feel that many of the medicare provisions applying to homei
health agencies and the care that they providee should'beuniproved.
In the long run, it costs more, not only in human misery, but, i hard
cold cash to institutionalize our elderly citizens rather than caring for
them and providing health services at home.

11We, agree with the view of HIBAG-the Health Insurance Benefits
Advisory Council-and others who recommend enactment of legisla-
tion which Would:

Place all home health benefits under part A, with a maximum eligi-
bility of 200 visits per year;

Remove the 3-day hospital stay requirement for home health bene-
fits; and in addition

Provide for coinsurance for the second 100 visits per year.
Every reasonable and necessary effort should be made to improve the

quality of care given to patients. We therefore recommend that:
The utilization review process be extended to include home health

services;
There be a requirement for involvement of public health nursing

competence in the review of claims by fiscal intermediaries and by the
Social Security Administration;

The law provide for the establishment of a Home Health Advisory
Committee to assist the Department of HE in the administration of
its programs that involve home health agencies; and

The home health portions of medicare, medicaid, and maternal and
child health programs be coordinated by the Department of HEW.

In the interests of improving the quality of home health service,
the National League for TNursing and the American Public Health
Association provide for a national accreditation program of coin-
nmunity nursing services. The criteria are more comprehensive than
thoso required for certification in section 1861 (m) and (o) for home
health agencies. We ask that section 1865 of Public Law 89-97 be
amended to identify NLN-APIA as the national accreditation body
for homo health services.

It is the clear intent of H.R. 17550 to control costs by reducing the
length of institutional care and increasing the amount of outpatient
and home health services. NLN fully supports this objective.

To reduce inpatient care, further reduce hospital costs, and pro-
vide for coordinated care through early referrals to home health
agencies, we recommend that home health agencies be permitted to
employ home health service coordinators whose salaries would be
fully reimbursable. Such coordinators would work with the physician,
patient, and family to develop appropriate posthospital plans for the
care of the patient..

To decrease costs and at the same time provide needed care for
people, we saggest that program efforts be directed toward increased
utihzation of home health agency services. During the period of
July 1, 1966-December 1967, home health agency costs accounted for
only 1 percent of total medicare costs.
In addition, we support the recommendations of the staff of your

committee in relation to the standardization and coordination o the
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administration and provision of health care services under medicare,
niedicaid, and maternal and child health programs, as well as the
staff recommendation that the Bureau of hIealth Insurance be en-
couraged to revise procedures to avoid expensive duplication of cost
finding and audit mechanisms.

Currently there is a lag in the reimbursement to home health agen-
cies of care rendered as well as lack of assurance for agencies that
the care provided will be reimbursed. We therefore recommend that:

Procedures be instituted to facilitate the flow of cash to agencies;
Procedures be developed for advance approval for home health ben-

efits. However, we strongly urge that the advance approval standards
be sufficiently flexible to permit coverage for patients who continue to
need skilled nursing, physical therapy, or speech therapy services be-
yond the period initially approved; and

A provider appeals ;icl anism be established within the law. We
also suggest that home health agencies be represented on advisory
groups established to review, evaluate, or coordinate community
health services.

You may reinember that at the beginning of our testimony I told you
of Mr. Doe. 'We have several other equally critical situations in which
patients today would not have their services reimbursed under the
medicare program. I do not want to take up this committee's valuable
time recounting them.

We are most grateful to this committee for giving us an oppor-
tunity to present our views and to share with you our concerns for
the l;atients in our care. Thank you, and we are certainly willing to
answer any questions you may have.

Senator ANDERISON. Thank you very much for your appearance
here today.

Reverend Eggers.

STATEMENT OF REV. WILLIAM T. EGGERS, PRESIDENT, AMERICAN
ASSOCIATION OF HOMES FOR THE AGING; ACCOMPANIED BY
FRANK G. ZELENKA, ASSOCIATE DIRECTOR; REV. CHARLES J.
FAHEY, DIRECTOR OF CATHOLIC CHARITIES, DIOCESE OF SYRA-
CUSE; BERTRAM B. MOSS, M.D., CLINICAL DIRECTOR, DIVISION
OF GERONTOLOGY, CHICAGO MEDICAL SCHOOL

Reverend EOERS. Mr. Chairman, I am Rev. William Eggers,
administrator of the Home for Aged Lutherans, a 265-bed facility,
participating in medicare and medicaid, in Wauwatosa, Wis.

I appear here today as president of the American Association of
Homes for the Aging, an organization of nonprofit facilities for the
aging, the greatest number of which are church related.

Accompanyin me is Rev. Charles J. Fahey, a member of the
AAHA board of directors, chairman of the AA 1A interfaith group,
director of Catholic charities, Diocese of Syracuse; Dr. Bertram B,
Moss, clinical director, Division of Gerontology, Chicago Mledical
School. Also accompanying me is Frank G. Zelenka, associate director
of the American Associa ion of Homes for the Aging. Reverend
Fahey, Dr. Moss, and Mr. Zelenka are here to help us respond to any
questions that you might have. We have filed with the committee a
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longer statement and are currently filing a brief summary and, with
your permission, we will file some additional material in the future
concerning our position on various points of H.R. 17550.

Senator ANDEr1so.X. The staff will review that.
Reverend EGOERS. All right, thank you.
AWe have three points to make in an informal way before you this

afternoon, and I would like to call on Dr. Bertram B. Moss, the clin-
ical director of the Division of Gerontology of the Chicago Medical
School as well as the medical administrator of the Parkview Home
and the Jewish Homo for the Aging. Dr. Moss, therefore, not only
teaches but practices daily with older people. Dr. Moss.

Senator ANDERSON. Just bear in mind the time limit.
Reverend EGOERS. Yes.
Dr. Moss. Mr. Chairman, from a medical viewpoint, we anticipate

difficulty with the 90-day cutoff projected in HOR. 17550, section
225 (a). We have to consider the multiplicity of illnesses that do exist
in most all elderly persons, and we also must consider the fact that
there are many individual physical deficits in practically all older
persons.

Each aged person has a specific ability to recuperate in reference
to time, and this ability to recuperate is entirely unpredictable. It.
is unpredictable at the time of each illness and it gets more unpre-
dictable as an individual has more and more illnesses and deficits
within his body.i e

The entire situation of recuperation in the elderly is slow at its very
best but it gets slower and slower as persons become more and more ill.

There are many complications that do occur when elderly people
are recuperating from an illness or during their period of rehabilita-
tion, and these happen often, and they are quite unpredictable.

What may be considered a minor complication for younger people
as they recuperate from illness is often very grave among the elderly
and this prolongs the time of their recuperation.

A specific limitation of time needed for the elderly to recover or
to recuperate is impossible to prognosticate from a medical viewpoint
and I think it would be impossible to state a definite number of days
with a cut-off period.

Therefore, each elderly person should be allowed ample time to
recover or to recuperate and not have an unnecessary length, of time.
By the same token, this can be accomplished with proper utilization
review and medical audit mechanisms which already exist in law as
well as those provided for in H.R. 17550. I believe that thence should
be continued.

The Social Security Act should continue to require in-house utiliza-
tion review for purposes of in-house self-improvement in education
as well as for consideration and recommendations concerning the
needed benefits for the particular individual l)atieiit in question, and
these cannot be determined specifically by law.

Thank you, Mr. Chairman, for allowing me to testify here today.
Reverend EGoERs. Dr. Moss was talking to 225(a), 90-day ieduc-

tion of benefits in Federal participation which our association feels
is inadvisable.

I would like to ask Rev. Charles Fahey, a member of the board of
directors of the American Association of Homes for the Ainmg, chair-
man of our interfaith group, director of Catholic Charities of the
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Diocese of Syracuse, and chairman of tile C'oimissioni on Aging of
tie National Conference of Catholic Charities to discuss a second
point briefly.

Reverend FitEy. I would like to address myself to 225 (b).
It is the position of all of those organizations which took so long

to enunciate that this is a. most unfortunate provision in the law based
upon the false premise that the definition of intermediate care could
mean a significant differential in regard to the cost of the provisionn of1 care.

There are many instances in which a person who would be located
in an intermediate care facility so designated would actually require
more services than a person in a'skilled nursing home.

It. is the position of our associations that, the actual services rend-
ered should be the basis of reimbursement rather than any presump-
tive services rendered. It would be most unfortunate if "that which
was unfactual became the basis for reimbursement and, as such be-
came frozen into law.

We believe the concept of reasonable cost as is now prevalent in
hospital care should be the kind of basis for reimbursement in terms
of care whether in an intermedliate care facility or in a. skilled nurs-
ing home facility; that any other type of arrangement, would be most
unfortunate, and it becomes particularly unfortunate when it is frozen
into law.

Reverend EGOERS. So our association, Mr. Chairman, feels that
225(b) %vith the provision that there must be by law a cost differential
between skilled nursing care and intermediate care would be a very
unfortunate thing to make law because-

Senator ANDERSON. Our staff will check that very carefully.
Reverend EGG, ERs. All right, thank you.
Our third point. relates to a matter that is not a part ot H.R. 17550

but which we would strongly suggest to you that you consider making
a )art of the law, namely, that a task force be created under the aegis
of this committee and of the Committee on Ways and Means; that
the charge to this task force should be that it should examine the
health care programs for the aging, not including the hospital pro-
grams, that are presently provided by the Social Security Act, with a
view of trying to create a single program of care short. of hospital
acute care and for which reimbursement would be provided on an
individual patient basis according to reasonable costs. A second
charge to that task force. would be to try to see if it would not be pos-
sible and feasible and best for the interests of the aging and the coun-
try and the taxpayer to have facilities with a patient, mix in them
rather than to have the split that we now have between intermediate
and skilled care and ECF and so on, which we feel has been doie
to a large extent., for reimbursement purposes.

We Would propose that this task force be composed not of repre-
sentatives of providers of care, nonprofit homes, or for-profit facilities,
but of germatrieians, geriatric nurses, gerontologists, medical
economists, and consumer representatives, provided that, the consumer
representatives do have experience in programs for the aging and
have no personal financial interest in those programs.

We feel that the fragmentation of care, which has resulted from
the many programs that now exist, is based on some assumptions that
are erroneous.
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I would like to read two sentences from our statement: "The er-
r~oneous assumption is that broad categories of care can be distinguishedd
from each other with ease and precision, and this, in turn, has led
to the equally erroneous assumption that there exists precise cost
differentials between these broad categories of care, rather than as
between individual instances of such care and the cost of caring
for individuals in whatever physical or mental conditions they may
have that require care." 11e feel that we have entered a period of
great confusion, and the possibility of creating even additional pro-
grams which would split the care into even smaller fragments.

We suggest that the task force examine the possibility of creating
something that we call, for want of a better name, a nursing care
facility which would include all the levels of care and would have a
proper ,patient mix. We think that this might prove more economical.

We would suggest that reimbursement be based on utilization
review in connection with it, and on reasonable costs in connection
with such a facility, and we would strongly urge that a now fresh
look be taken at the whole problem- that now faces our institutions.

With that, we conclude our informal testimony. We have been
happy to a pear here and would be happy to answer any question,
should you have any.

(The statement follows:)

A SUMMARY STATEMENT OF THi! AmnUoAN AssooiATiox oF HOMES FOR
THE Aoixo

(Principal witness: Rev. William T. Eggers, president, AAHA; accompanied
by Rev. Charles J. Fahey, director of Catholic Charities, Diocese of Syracuse;
Bertram B. Moss, M.D., clinical director, division of gerontology, Chicago Medical
School; Frank G. Zelenka, associate director, ,AAHA.)

OPENING REMARKS

Mr. Chairman and members of this important Committee, I am Reverend
William T. Eggers, Administrator of the Home for Aged Lutherans, a 205
bed facility, participating in Medicare and Medicaid, In Wauwatosa, Wisconsin.

I appear here today as President of the American Association of Homes for
the Aging, an organization of non-profit facilities for the aging, the greatest
number of which are church related.

Accompanying ne Is Rev. Charles J. Fahey, a member of the AAHA Board
of Directors, Chairman of the AAHA Inter-Faith Group, Director of Catholic
Charities, Diocese of Syracuse; Dr. Bertram B. Moss, Clinical Director, Division
of Gerontology, Chicago Medical School. Also accompanying me Is Frank G.
Zelenka, Associate Director of the American Association of Homes for the
Aging. Rev. Fahey, Doctor Moss, and Mr. Zelenka are here to assist in answering
any questions you might wish to put to us.

We are pleased to testify before this Committee today on H.R. 17550, the
Social Security Amendments of 1970. Our direct interest is in Part B-Ira-
provement in The Operating Effectiveness of Medicare and Medicaid. Part B
embodies many proposals with which the Association agrees; some proposals
concerning which we have reservations; and some proposals with which we
profoundly disagree, namely, Section 225 (a) and (b). In addition, there are
measures missing from Part B which we would urge this Committee to add
to I.R. 17550.

Today, therefore, we would like tO confine our remarks to those proposals with
which we significantly disagree and, with your permission, submit a more
detailed statement for the record.

SEOTION 225

AAIIA po8ition.-Our responsibility as professional administrators of health
care for the aged compels uo to oppose the instrument which I.R. 17550 has
chosen as the means to overcome the abuse of over-utilization, namely, the cut-

47-530---70--pt. 2-28



764

back in the Federal matching percentage after 90 days of skilled nursing home
services. Hence, we urge that

Section 225(a) should be stricken from the bill altogether. However, our
professional responsibility also compels us to admit the need for some advice
by which tile abuse may be policed. Hence, we urge that

(1) In an effort to overcome the abuse to which Section 225(a) (2) is ad-
dressed, Congress should enact Section 235 of H.R. 17550 which provides for
utilization review under Title XIX;

(2) Congress should rely not only upon the utilization review thus provided-for
but also upon Section 1902(a) (26) of the Social Security Act, the provisions of
which became effective on 1 July 1069 but which most of the States have yet to
implement. Congress should insist that he States immediately implement this
provision for medical audit.

(3) Further, to insure that States will implement and carry out these provi-
sions, Congress should provide that any failure on the part of a State to imple-
ment and carry out these provision will provoke a penalty on that State (rather
than on the patient) in the form of a reduction in Federal aching monies to
that State in the subsequent year.

COMMENTS

The Association rejects Section 225 (a) for the following reasons:
(1) Such a provision implies two things both of which are false: (a) that a

norm for length of stay ought to be based upon a stay in a specific kind of facility
and (b) that 90 days in a calendar year constitutes a norm for length of stay
in a skilled nursing home. The Association rejects (a) and therefore rejects (b).
A norm for length of stay in a facility should be based upon one thing and only
one thing, namely, the specific diagnosis of the patient's condition. We reject the
notion that it should be based upon the definition of a specific kind of facility;

(2) The false assumption that there exists a norm for length of stay in a
facility invites two grievous events: (a) rather than discourage over-utilization,
it would tend to encourage such abuse, particularly where such abuse already
exists, and (b) it would intrinsically risk under-ulilization for those patients
requiring more days of care than this false norm would allow;

(3) There is absolutely no rationale of any kind for applying or continuing
Federal matching of any percentage where a medical judgement, sustained by
utilization review and medical audit, has determined that the patient's condition
never required or no longer requires a stay in a skilled nursing home; cons ersely,

(4) There is only a budgetary rationale for reducing the Federal matching
percentage in any degree where a medical judgement, sustained by utilization
review and medical audit, has determined that the patient's condition requires
a length of stay in a skilled nursing home in excess of 90 days.

Therefore, the Association was driven not only to reject amending Section
225(a) (2) but also to oppose the original provision and does so categorically.
Thus, it is that the Association recommends to this Committee that it strike
the provisions of section 225 (a) (2) altogether from H. R. 17550.

SEOTION 225(b) (1)

AAHA position.-The Association urges the Senate not to adopt Section
225(b) (1) for the following reasons:

(1) The Association categorically disagrees with the premise upon which these
provisions rest, namely, that the cost of care and services is determined only by
the kinds of care and services-skilled or unskilled-which the facility Is equipped
to provide regardless of the amount of care and services--little or great-
required by the patient's condition and actually provided by the facility to the
patient; and

(2) Given this premise, Section 225(b) (1) concludes that intermediate care
facility services must cost less than skilled nursing home services and that,
therefore, there must exist within a State's Intermediate care plan a reasonable
cost differential between the two kinds of services.

The Aasociatlon disagrees with the premise and therefore with the conclusion.

RECOMMENDATION

(1) The provisions of Section 1902(a)(13)(D) of the Social Spcurity Act.
as amended by Section 229 of 11.R. 17550 should apply to Title XIX skilled
nursing homes and to Title XI Intermediate care facilities; In addition,
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(2) The Association would urge that the provisions for review copfained in
Section 1902(a) (20) of the Social Security Act and those provided for in See-
tion 235 of 11.R. 17550 also apply to intermediate care facilities under Title XI.

COM MENTS

It Is the Association's position that the cost of care and services is determined
by both the amount and the kinds of care and services required by the patient's
condition and actually provided to the patientt by the facility.

The test is evidently one of degree and this determination is best made by the
physician and will vary from individual to individual. The quantities of care and
services will, therefore, also vary from individual to individual. It is not difficult
to conceive of an individual who would require quantities of care and services
none of which were skilled nursing care, but all of which taken together in the
aggregate would generate a sum of costs greater than that of skilled nursing
care.

For example, a patient who would require admission to a skilled nursing home
would be one who was suffering from a heart condition which had stabilized
but who had an indwelling pacemaker. Such a patient would require the daily
attention of a skilled professional nurse. ils pulse would have to be taken
daily and the nurse would be required to interpret the heartbeat, as to speed,
strength and regularity. If the pulse is too slow, one kind of medication is re-
quired; if the pulse becomes too .'.Ast, still another kind of medication is required.
During times of the slightest infection, the pulse can be affected. Hence, the
need for a skilled professional nurse. Yet, this patient may have no other need
for care and services, lie is able to care for himself in all ways except that of
the pulse taking and interpretation. Having no resources, this person cannot be
a subject of home health services. The quantity of care and services is such that
the costs thereof would be less than that of the following patient who could
be cared for in an intermediate care facility.

This person is suffering from multiple sclerosis. He is becoming increasingly
helpless and vegetative. This patient is incontinent. Ile needs to be assisted in
and out-of bed; he needs to be spoonfed; lie needs to have his position in bed
changed every two hours else lie would develop severe decubiti. The care and
services required by this person in addition to room and board does not require
a skilled professional nurse. Yet the accumulative cost of these units of care
and services is such that their sum is considerably greater than that of the
skilled nursing case previously cited.

THE DILEMMA POSED BY SECTION 225 (A) AND (B)

Let us pause now to consider Section 225 (a) and (b) together. We can see the
fallacy and the threat therein. The patient with the indwelling pace-maker
requires more than 90 days of skilled care. Ile would not be eligible for inter-
mediate care because he has a condition requiring the care and services provided
by a skilled nursing home. Although requiring skilled care, he Is what is some-
times called "a light-care patient." If skilled care is reimbursed for on an across-
the-board per diem, then his care is grossly over-priced. If skilled care must cost
more than intermediate care, then this gross over-pricing would be fixed into
place by law ... On the other hand, the patient with multiple sclerosis is
eligible for intermediate care since he has a condition which requires care and
services greater than room and board but less than skilled-nursing care. Al-
though le does not require skilled care, he is what is sometimes called a "heavy-
care patient." If intermediate care is reimbursed for on an across-the-board per
diem, then his care is grossly underpriced. If intermediate care must cost less
than skilled care, then this gross under-pricing would be fixed into place by law.

Our dilemma is forced upon us by the effort to fix both the length of stay
and the cost of operation on the definition of a facility and upon the category
of patient. The solution to the questions: what. should the cost of inpatient
skilled nursing home services be and what should the cost of intermediate care
facility services be is the same as that which applies to hospitals, namely, the
cost of services provided should be the reasonable costs of such services.

The Assoelation, therefore, urges that skilled nursing homes under Title XIX
and Intermediate care facilities -under Title XI be treated in the same manneras are hospitals under Title XIX and that the States should be required to pay
the reasonable costs of care and services actually provided to the individual
patient and that the States should be permitted to pay skilled nursing homes
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and intermediate care facilt',s on the ltasis of the State's determination of the
reasonable cost thereof, pro de.1 there is assurance that the Mcdicafd and inter-
mediate care programs woull pay the actital cost of coverage of nstitutionaliza-
lion of the recipients of these progi ares.

FIECOM 31ENDATION

The Association urges t'3is Committee to add a new section to H.R. 17550
which would create a task force under the aegis of both this Committee and the
Committee on Ways and 'Means. The charge to this task force should be that of
examining the health care programs for the aged-excluding hospital pro-
grams-presently provided by the Social Security Act with a view to developing
a single program of care 1:or the aged which program would provide total rom-
prehensive care short of Y'ospital acute care and for which reimbursement would
be based upon the actual reasonable costs of the care and services provided to
the individual patient whether such reimbursement were retrospective or
prospective.

A second charge to this task force should be that of defining a facility which
would provide the care and services meeting the needs of this single program,
looking not to a host of facilities each of which could provide only part of the
care, but to a galaxy of facilities each of which would provide all of the care
for a patient mix which would not only permit operational efficiency 1iN the
delivery of care but which would present to the taxpayer a true economy in the
cost of care.

We are mindful that there have been task forces added to task forces. How-
ever, we suggest that this task force should be singularly different from those
previously and presently in existence. We suggest that this task force exclude
institutional providers of care and services-whether for-profit or not-for-profit-
from Its composition and that it be composed exclusively of geriatricians,
geriatric nurses, gerontologists, medical economists, and consumer representa-
tives, provided that these latter have experience in programs for the aged and
that they have no financial Interest- ( .ect or Indirect---with institutional pro-
viders of care and services to the aged.

COMMENTS

The very names of the health-care programs for the aged contained in the
Social Security Act-Medicare, Medicaid, Intermediate Care-denote the central
problem from which, in a certain sense, all the other problems emanate, namely,
the problem of the fragmentation of care.

The fragmentation of care has resulted from the generation of progams which
are based upon discrete definitions of facilities as the providers of care rather
than their being based upon the needs and characteristics of the aged person as
the subject of care. This has led to the erroneous assumption that broad cate-
gories of care can be distinguished from each other with ease and with precision.
This In turn has led to the equally erroneous assumption that there exists precise
cost differentials between these broad categories of care rather than as between
the individual incidents of physical or mental condition requiring care within-
each of these broad categories of care.

The very definition of an extended care facility or of a skilled nursing home
or of an intermediate care facility presumes the existence of an entire facility
(or a distinct part of a facility) all of whose beds would be occupied by patients
requiring extended care or skilled nursing home care or intermediate care as
the case might be. The realities are that such a facility would be operationally
non-viable.

What is needed is not kinds of facilities but a kind of facility, namely, a
nursing care facility, an NOF, which is capable of providing care and services
which together comprehend all the levels of care and services (short of hospital
acute care) required by the aged.

Such a facility can receive and properly care for a patient mix. Such a facility
could receive and properly care for patients requiring maximal care as well as
those requiring'minimal care, whether such care was required in some Instance$
to be skilled and in others intermediate. Reimbursement for the care and services
provided by such a facility should be based upon the reasonable cost of the rou-
tine care and services actually provided to the patient mix plus the reasonable
cost of the ancillary care and services required by each patient's condition and
actually provided to the patient by the facility.



767

The Association contends that such reimbursement coupled with the utilization
of such comprehensive-care facilities would result In a more efficient utilization
of personnel; In a lower overall program cost; and most importantly, serve to
curb over-utillzation while avoiding the Inherent dangers in under-utilization.

It is for all of these reasons that the Association urges the Committee to
bring this suggested task force into being.

RECOMMENDATION

The Association urges this Committee to add a section to M.R. 17550 which
would amend Section 1121 (b) to include all those eligible for skilled nursing
home benefits under Title XIX among those eligible for assistance in the form
of institutional services in intermediate care facilities.

RECOM MENDATION

Amendment No. 851-Professional Standards Review
(1) The enactment of Amendment No. 851 as an integral part of the Social

Security Act should be delayed and carried-over to the next Congress; however,
(2) Effective immediately, the provisions of the amendment should be author-

ized on a demonstration project basis in which there would be utilized several
kinds of non-profit organizations as Professional Standards Review Organiza-
tions; the PSRO itself should be Interdisciplinary In its composition; meanwhile,

(3) The utilization review and iiedical audit mechanisms which presently
exist in law as well as those provided-for In H.R. 17550 should be continued dur-
ing the period in which PSR0 demonstration projects would be authorized;
finally,

(4) In the event the amendment is adopted now or subsequently, the Social
Security Act should continue to require in-house utilization review for purposes
of In-house self-improvement and education.

Concluson.-Thank you, Mr. Chairman, for allowing us to testify here today.

Senator A 'xim.sox. Thank you very much for a fine statement.
Re eelld FAiiiw. If I 11fa in(ulge, Mr. Chairman for one moment

and request, first of all, that, n a(litional statement, may be filed with
you on behalf of the National Conference of Catholic Charities which
has beeni pr-epared and given to the clerk and submit it for the record.

I don't know whether it wolhl1l be in order to perhal)s spend 1 minute
to highlight one feature of it, that. goes beyond the testimony of the
American Association of Homes for the Aging l)lt does pertain to
the national conference; would that be in order at this time?

Senator AXNERSON. Go ahead, I minute.
Reverend F,\m-y. Yes. It. is in reference to amendmnent 851 and we

feel it is especially appropriate in the presence of the Honorable
Senator from Utal who introduced it. We see this proposal as one of
great interest in having many very favorable aspects to it and I will
speak for the National Conferience of Catholic Charities. It is obvious
it. would be advantageous to have peer review. It wolld be helpful to
facilities. However, our basic constitency are niot facilities or doctors,
although we have many facilities and physicians, but people, particu-
larly, the disadvamitaged person. We are concerned that. the PSRO
woild be another block in the way of the poor in obtaining care and
services. We have a gen line concern in regard to the sheer weight that
would be involved in this program. We have much experience with
utilization and review committees and fiscal intermediaries in terms
of their ability to deal with our agencies and facilities at the present
moment. This'causes nainy problems for agencies and facilities.
It. would seem as if the mechanism whicl is proposed would move

this into the realm of the relationship of doctor and patient, particu-
larly the disadvantaged patient, and so while being umiable to sJPeak,
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I am neither old nor a minority group person nor particularly poor,
I think these consumers have a major stake in this particular provision.
Therefore, it is with some concern that we view it. We wish that it
would be considered very carefully not only by physicians and pro-
viders of service but that also consumers would have an opp ortunity
to see whether or not this provision that hopefully woulc increase
quality and the economics of the provision of care, would actually ac-
coml)lisi this worthwhile end. We wonder if it is going to be one more
obstacle in the ability of the poor, the elderly, and- minority groups to
be able to )articipate in our health care system in this country.

So we are not in opposition to it, but raise a major question and feel
that it deserves a considerable amount of debate on tle local scene, a
debate that Ul) until this point I think has been lacking and probably
will be lacking before the Senate has an opportunity to consider it
fully.

Senator ADEHBSON. In view of the Bennett amendment, if you have
a special view why don't you write it, and present it to us?

Senator BE,-Nr- m. Mr. Cliairnan, just for the record I would like
to make the point that peer review, as we contemplate it, goes to three
basic questions: whether the treatment, is medically necessary, whether
it, has been given in such a way as to be up to professional standards,
and whether it is medically appropriate.

I dont think consumers can contribute very much to those three
professional problems.

Reverend F AIIEY. Excel)t, of course, if this mechanism is going to
make it more difficult for the consumer to receive the service. This is
tie key element.

Sen tor B,xximr. I don't see why it should.
Reverend I Am. Vell, we have tried to estimate, just in our own

mind and in our own community, it would seem as though this might,
for example, in a county of some 500,000 persons, could involve almost
a hundred reviews per day. The ability of our local medical society
to provide adequate utilization review for a relatively few munber of
extended care facilities at the present time is very difficult. The ability
of Blue Cross and Blue Shield and its mnechanisns to be able to provide
an assessment of cases in regard to extended care facilities has proved
to be a rather difficult thing. These are all post factum kind of con-
siderations of the persons who have received the benefit of service in
ECF's and medical service.

Now, the question is, if it comes that this kind of a mechanism is
going to have to be utilized ante factum before service is received.
Grnted it is elective procedures in medical service, the question is
how long a delay, how many doctors are going to want to participate
in it and whether or not it is going to intei-fere with individuals be-
ing able to receive costly extended therapy programs on an outpatient
basis or inpatient. This is a question maik in my mind.

Senator BEN.Nrrn. I think you are misunderstanding the approach.
The approach is that if there is adequate time, without interfering
with tle health of the patient for previous review- that can be given.
But if it, is necessary to start a treatment immediately this will be
reviewed afterward. Under no circumstances is it intended that pa-
tients be held out of hospitals or be denied needed medical service on
the ground that "we cant do it until we have a chance to review your
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case." The proposal ill its entirety assumes that actual time-consum-
ing review wilr only be used for those cases that seem out of pattern
or unusual.

If the case is usual in terms of suggested treatment,, it can go on
through without any question, but if a physician undertakes to sug-
gest that, because a child has a tonsillectomy maybe it, is going to be
necessary to take out its appendix and a Iew other things, we will
have to look at that.

Reverend F,%irx-. Certainly this is a very reasonable approach. Our
only concern is that at the p resent time many physicians seem to be
reluctant to participate in, for examl)le, medicaid programs because
of the redtape and so on in terms of reimbursement. We wonder about
their willingness to participate in such a program that will involve
even more kinds of activities on their part in terms of submitting ma-
terial, in terms of even ordinary procedures.

Senator BExNrrTr. OK. If they choose not to participate, then
there are others, the Secretary of I-V has the power to develop other
units to do the reviewing. Io are not dependent entirely on the par-
ticipation of the physician.

Reverend FAIEY. Yes. I think the point I would like to try to make
is it would not only be the review mechanism and the willingness of
physicians to participate in that, but the willingness of individual
practitioners to utilize this mechanism, to submit to this kind of thing.
I think this is a concern of whether or not John Jones who is now
serving half of his clients in medicaid or whether he is going to want
to go through all of this or is going to hang up a sign saying, "No
medicaid patient need aly.

Senator BF.,xmT'. I tlink he would be much more willing to be re-
viewed by his peers than a bureaucrat from Washington or a clerk in
some office. And so I think that this is a bugaboo that will disappear.

My Own feeling is that the reluctance of physicians is based more
on the fear that tieir fees may be cut down than that the mechanism
wil1 interfere with their actual service relations with their patients.

Mr. ZELIBNKIA. You indicated earlier it would not be an obstacle to
admission, medical service, this ante factum aspect.

Senator BExNgrr. That's right.
Afr. ZELVXKA. Suppose there is a delay and the attending physician

is concerned and lie does move for admission, then review takes place
and they decide that admission shouldn't have taken place. What will
then happen, given the first premise in the proposed amendment that
all payment will be based on what the PSRO determines?

Senator lii.xm'r. If the delay has been caused by the PSRO, then
there will be no denial of reimbursement, even if the review later dis-
covers that it was improper. In other words, we are not going to allow
the PSRO by bureaucratic failure or by delays which are unreason-
able or Improper, we are not going to permit that to deny the patient
the financial protection.

M[r. ZE.1XXKA. I would like to aso say and take this chance to sa
we do commend you for this proposal. Te think it is momentous. Our
problem, I think, is that we are mesmerized by it.

Senator BExk-nwr. W1"e have had .some experfence with medicare and
medicaid, and we in this committee know if something isn't done
within a few year the thing will break the back of the medical pro-
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fession, ti hospital services, and the U.S. Treasury. We are trying to
suggest a meclhanism which can control this most effectively. Since
the objective is the health care of the patient, and since the physician,
quoting another witness the other day, is responsible for 80 percent of
the decisions which involve the health care of the patient and the cost
of the service, we think he is the logical person in terms of a peer re-
view mechanism.

So far as nurses and nursing homes and chiropractors and others
are concerned, the system provides that. the PSRO group can call in
these people to advise them. There is built *ntn the mechanism an offi-
cial advisory group containing these people, to whicl the pIhysican
can turn. So the peer review groups are not in position completely to
ignore tie other aspects of the total health care picture.

Mr. ZEtx.,K.t. Mr. Chairman, if the chairman will Indulge one more
question, we are a little concerned about some of the language.

I indicated to the staff earlier that it might open the door to the
PSUO being a profitntrking company or corporation or whatever, the
language "or slivlh other organization as the Secretary may deem otheri-
wise suitable."

Senator BEN.,XFwr. I have two reactions to that. Hopefully, the mom-
bers of the review group, will be. rotated. It, is not going to be a little
elite group that get, in a position where they can control! things from
now on out, and if the physicians either ar-e unable or unwilling to
)rovide this kind of review, then we have to turn to someone else. It

is assumed that the Secretary will do everything he can to avoid get-
tinix involved with any group that has a profitmaking capability.

Now, there are costs, and they are going to have to be met, but we
are going to do the best we can to see that, in meeting those costs we do
not create a profitmaking operation.

(Statement, of the National Conference of Catholic Charities
follows:)

STATEMENT OF TI E NATIONAL CONFERENCE OF CATIOLIC CIIARITIE", PRESENTED BY
REV. CHARLES J. FAHEY, CHAIRMAN, COMMISSION ON AGINO, NCCC

In the amendments to the Social Security Act contained In ILR. 17550, there
are extensive and representative matters of great Interest to the National Con-
ference of Catholic Charities. Our concerns embrace the millions of elderly and
retired persons in the United States, and our activities relate to the services
provided by nearly 500 homes for the aged in this country. Our comments in this
statement refer to Items in H.R. 17550 which touch the matter of the basic assist-
ance of Social Security beneficiaries and also items which have particular mean-
Ing for many of our Institutions for the care of the aged.

In reference to these latter items, we are collaborating in testimony with the
American Association of Homes for the Aged and the Department of Health
Affairs of the United States Catholic Conference, and endorse the recommenda-
tion which these organizations present, especially with reference to Section
225 (a) and (b) of H.R. 17550. These refer to the reduction of Federal contribu-
tions to payments for persons who continue in a skilled nursing home beyond
90 day s, and also the type of differential care which must exist between a skilled
nursing home and Intermediate care facilities. We have serious concern about
both of these provisions as embodied in the proposed legislation. We also have
many questions about the intent and effect of the amendment proposed by the
distinguished Senator from Utah, Mr. Wallace F. Bennett. Our position on these
matters will be presented In joint testimony with the American Association of
Homes for the Aged and the Department of Health AffTirs of the United States
Catlolic Conference.
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BENEFIT INCREASE

Certainly an frcreAse in Social Security benefits is warranted and necessary
at this time. It is true that it has been only a year since the last increase, a sub-
stantial one, was voted by Congress. But this year has seen a strong increase in
inflationary pressures which have included it significant portion of the benefit
increase. The five percent increment included in II.R. 17550 is barely sufficient to
underwrite the increase in the cost of living during the past year. It should
be enacted.

We are still concerned, however, about Social Security beneficiaries who receive
only the minimum amounts The minimum benefit accruing to a worker retiring
at age 65 at the present time is $64.00, which represents a gradual increase over
the past decade. In 1.11. 1755, It is proposed to advance this to $67.20. We believe
that a greater increase should be proposed for these persons, for whom Social
Security benefits are frequently their only source of income, which must be sup-
plemented by public assistance payments which are inadequate.

Similar consideration dictates the liberalization of the employment test
for recipients of Old Age, Survivors and Disability Insurance. For so many per-
sons, their income from these benefits is inadequate to enable them to live in
decency. They must seek other income. One type, a very important type. is employ-
nient income. The amount of such income which a recipient may earn before
retirement benefits are reduced, should be Increased. Certainly, the figure of
$2000 is more realistic than the present $1680.00. It represents an increase com-
mnensurate with the increase It% the cost of living.

Such an increase In the amount of earnings for a Social Security recipient is
important for other reasons besides those related to the economical situation
of tile recipient. It is also related to the psychological and physical need of the
person to continue to be occupied in meaningful employment. Many older persons,
even if retired from their usual job, still must find activity and fulfillment in
structural and remunerative service. They are somewhat deterred from this by
the income reduction represented by the Social Security employment test. This
negative impact should be mitigated as much as possible. This can be partially
accomplished by raising the present basic earnings amount to $2000.00.

AUTOMATMO ADJUSTMENT OF BENEFITS

One of the most important provisions of H.R. 17550 is the inauguration of a
system of automatic adjustments of Social Security benefits related to and deter-
mined by the increase in the cost of living in any year. It is obvious that the
cost of living continues to rise, and, in effect diminishes the value of the fixed
income of Social Security beneficaries, As a result, Congress regularly must con-
sider this phenomenon and enact separate legislation to rectify its influence on
these beneficiaries. It is only reasonable and Just that a standard mechanism be
built into the Social Security system to acknowledge this yearly inflationary
increase In living costs and to adjust benefits accordingly. The Committee Is to
be commended for Including this among the proposed amendments to the Social
Security Act, and we sincerely hope that this particular amendment soon becomeslaw.

RELATIONSHIP TO PUBLIC ASSISTANCE

The financial needs of Social Security beneficiaries which are not met by
Social Security payments must be met in many instances by public welfare
payments, usually by Old Age Assistance. This prompts us to voice once again,
our support for the iniprovement in public assistance benefits and for reform of
the public welfare system. These issues are before this esteemed Finance Com-
mittee of the U.S. Senate in tihe form of 11.11. 16311. In this bill, the minimum Old
Age Assistance grant is increased to $110.00 per month, and the earnings disre-
gard is liberalized. These are very desirable amendments.

Equally desiraMe, or even more so, are the provisions in H.R. 16311 for
reform of the welfare system. The foremost need in the field of social welfare
today is the reform of the public welfare system. This need is recognized by
most everyone, and has been given expression in a variety of ways-from the
studied phraseology of the student of welfare, to the complaints of welfare
workers, to the demonstrations of welfare recipients.

The legislations before this committee must be analyzed first of all In its
provisions for welfare reform. While other aspects of the Family Assistance Act
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are Important, the most important question Is how well this central problem is
-.01 ved.

Upon analysis, it must be said that H.R. 16311 makes a good beginning toward
reform of the welfare system. What prompts this conclusion Is the burden of
one of the early sections of our lengthy statement.

However,, whatever the merits of i. 16311 toward welfare reform, the
accomplishments of the needed reform of the welfare system Is the task now
before this Committee. We urge you to accept or develop the legislative pro-
posals needed to bring about meaningful welfare reform now. Whatever you do
to other portions of the bill, we strongly request that you report out a measure
which contains signifleant reform of the welfare system.

We appreciate the opportunity to present this statement. We especially ap-
preciate the efforts of the Senate Finance Committee to improve the lot of
Social Security beneficiaries, and to enact significant reforms in our public wel-
fare system. The National Conference of Catholic Charities assures you of our
whole-hearted support and assistance In these noble efforts.

Senator ANDERsoN. Our last witness is Bernard Tresnowski, vice
president for Government operations, Blue Cross Association.

STATEMENT OF BERNARD R. TRESNOWSKI, SENIOR VICE PRESI-
DENT FOR GOVERNMENT OPERATIONS, BLUE CROSS ASSOCIA-
TION

Mr. Tn:sXoWSK. Mr. Chairman, the hour is late, and the commit-
tee has been here for a long time this morning and I would recommend
that the statement of the Blue Cross Association be inserted in the
record as officially read, if that is acceptable to you, and, therefore,
I would not read the statement.

At this time, I would like to call your special attention to the
)ro'isions concerning health maintenance organizations. I would also

like to underscore the comments that we make concerning the amend-
inent offered by Senator Bennett, and simply state that we have some
grave concerns about removing the beneficiaries under the various
titles of the Social Security Act from the peer review activities that
presently exist in institutional providers of existing agencies and turn-
ing these review activities over to another organization. It would seri-
ously diminish their effectiveness to the beneficiaries and subscribers
now covered under the various titles of the Social Security Act.

We also feel that the utilization of physician services and the re-
sulting costs are not simply professional judgments. The sum total
of these decisions become questions of public policy and the need is
for affirmative and accountable public and managerial action rather
than a narrowing of the decisionmaking to professional societies.

With regard to this amendment, we urge that it be modified so that
the function of professional standards review organizations be di-
rected at the establishment of standards and norms to be used by
institutional providers in their review activities as well as by financing
agencies in their claim review activities. The professional standards
review organization should also be available on an appropriate agree-
ment basis to substitute for the gaps existing in review in such areas
as home and office care, ECF, and home health.

Thank you, Mr. Chairman. for this o)portunity to present this
statement on the views of the Blue Cross Association.

(The prepared statement follows. Hearing continues on p. 780.)
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STATEMENT OF TIE BLUE CRoss AsSOCIATION, PRESENTED BY
BERNARD R. THESNOWsKI, SENIOR VICE PRESIDENT

Mr. Chairman, my name is Bernard R. Tresnowski, I am a Senior Vice Presi-
dent of the Blue Cross Association, the national organization of Blue Cross
Plans and I appear here today as a representative of those Plans to offer our
comments on ILR. 17550-the 1970 amendments to the Social Security Act.

Since Medicare went into effect July 1, 190, the Blue Cross System has pro.
ceased about 50 million Medicare claims and handled l)ayment of $10.3 Billion
in benefits for the nation's elderly. Last year Blue Cross paid out $4.2 Billion
in Medicare benefits.

Blue Cross now serves the vast majority of the nation's 20 million elderly
citizens covered under Part A of Medicare. As Fiscal Intermediary, Blue
Cross serves 91% of the country's hospitals, 88% of the home health agencies
and 52% of the extended care facilities.

Figures on administrative costs for processing Medicare claims show that
from July through September, 1969, the Blue Cross System administered 3.5
million Medicare bills at a cost of $3.67 per bill-or 1.22% of total benefit pay-
ments for the period.

Comparable administrative cost figures for three other Intermediaries show
that the neNt largest Intermediary-in amount of business handled-processed
only 97,598 bills at $5.73 a bill-for an administrative cost of 1.59%. The third
Intermediary administered 76,647 bills at $5.13 a bill for an administrative
expense of 1.31%; and the fourth Intermdiary handled 69,428 bills at a cost
of $5.32 a bill, or 2.05%. We are proud of our record.

In its work to make Medicare run smoothly during the past four years, the
Blue Cross System has developed a magnetic "Tape-to-Tape" computer program
to speed claims processing and to eliminate clerical errors at the Social Se-
curity Administration's Medicare Records Center in Baltimore. The Michigan
Blue Cioss Plan developed the prototype program through which hundreds of
paid claims are put on magnetic tape and airmailed daily to the SSA's Balti-
more Center. The tapes, when fed into SSA's computers, automatically update
and close patient records in the Medicare Master Record files. The System
dramatically cut the number of days required to process claims-from 18 days
to 2. And, with the savings In clerical time, SSA was able to improve time lags
in other processing areas. We estimate that savings through the "Tape-to-Tape"
system will be more than $1,250,000 in the current fiscal year. The system's
value continues to increase as the volume of Medicare claims grows. Presently,
40% of Medicare claims are processed under this program. By the end of
1970 we expect over 50% of claims on Tapd-to-Tape with concomitant addi-
tional savings to the program. Volume has more than doubled during the past
four years, going from more than six million bills processed in 19067, to nearly
15 million a year at present.

In addition to Tape-to-Tape, other Blue Cross efforts to meet the increased
claims volume and ease administration of Medicare include the development of
a simplified, In-depth method of auditing the records of hospitals and nursing
homes; a new set of guidelines for determining the level of nursing home serv-
ices covered by Medicare: and the present implementation of an automated
model computer program for processing all hospital, nursing home and home
health care claims.

Since Medicare's beginning, use of the System's telecommunications system
for both regular Blue Cross and Medicare business' has risen 500%. In 1970,
Blue Cross is scheduled to increase its communications capabilities by another
250%, which will enable it to transmit 100 million characters (nine million
words) per day. Under the old system, the volume was about 40 mullion char-
acters per day.

In each year of Medicare, the Blue Cross System's performance as Intermed-
iary has shown steady and impressive improvement, and has proved that a
public-private partnership can preserve the important element of public ac-
countability in a government l)rogram, while capitalizing on the assets of exist-
ing private institutions.

As the largest Intermediary under the Medicare program and as a participant
In the administration of the Title XIX program in 22 states, we have assisted
the Congress through the development and amendments to the legislation af-
fecting these programs. In our various appearances before the Congress we
have sought to relate our knowledge of program administration to the various
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provisions offered in the light of their impact on the sillli alivatIon of tile pro-
grain, meaningful controls over costs and use and the development of an atmos-
phere of innovation and experimentation. Progress has been made in the areas
of simpliflcation, predictability and experimentation in the Medicare and Medic-
aid prograins since their enactment In 1905. The first years of the program
were directed at eliniinating unnecessary administrative burdens and sinpli-
fying the system. The second, third and fourth years of the programs have
surfaced the need for predictability of costs and use under the program anl
the apparent need for meaningful controls. In the last few years it has become
abudantly clear that experimentation is necessary if our variegated health care
system is to provide care with reasonable effectiveness and efficiency.

In examining the various provisions of H.R. 17750, it Is our opinion that many
of them contribute to the aforementioned themes while others do not. Some
provisions potentially can improve the program but they appear to be ex-
cessively complicated or administratively structured to defeat their original
intent.

Because a major thrust of the Medicare and Medicaid provisions of H.R. 17.550
is to improve the effectiveness of these programs, I would like to comment on
the proposed modifications within that context. For ease of reference paragraph
identifications which follow are those used in the Bill.
Section 2O.-Payinent Under the Medicarc Program to Individuals Corered by

a Federal Employees Health Benefits Program
Prior to the effective date of the Medicare program, Blue Cross developed

and made available complementary insurance programs to Parts A and B of
the Medicare program. Presently we cover approximately 6 million of the over-65
imopulation on a complementary basis. The provision in the Bill would require an
amendment to the Federal Employee Health Benefit -Act to authorize the Civil
Service Commission to provide a supplementary insurance program for the over-
05 Federal employee. Because this provision is intended to assure equity In
coverage for the over-05 Federal employee, we support it and are prepared,
as the nation-wide service benefit plan, to assist the Civil Service Commission
to administer an appropriate amendment to the Federal Employee Health Benefit
Act drawing upon our experiences with the aged.
Section 221.-Limitatfon on Federal Participation for Capital Expenditures

This section Is especially noteworthy in that it represents an endorsement
of the principal that third-party financing of capital expenditures should be
linked with participation in planning. The Blue Cross Association and its Mem-
ber Plans have long supported areawide planning and continue to do so, We
believe that the local planning agency must have the right to advise public
and private financing agencies concerning the use of funds. Third-party agencies
should have relationships and linkages to obtain the advice of planning agencies
and internal mechanisms to consider such advice, although they should not be
bound by the decisions of planning agencies. We believe that the provisions
of this section will stimulate greater use of existing mechanisms by encouraging
fiscal agencies, private as well as public, to seek advice and recommendations
from local and state planning groups.

We recommend that the definition of capital expenditures cover not only
depreciation, interest, and return on equity capital, but be expanded to include
the replacement or major renovation of buildings and addition of plan equipment
for new services.

When under this section the Secretary decides to withhold reimbursement,
there should be a provision to allow a provider formally to request an appeal
and a reconsideration of the Secretary's decision.

A note of caution is necessary. The development of planning agencies around
the country has been uneven. Some agencies may not be prepared to cope with
this responsibility. Cautious administration will be necessary and the Secretary
must have discretionary authority in designating and contracting with planning
agencies.
Section 22.--Report on Plan for Prospective Reimburscment; Experiments and

Demonstration Projects to Decelop ncentlre. for Economy in the Provision
of Health Scrriccs

The 1907 amendments to the Social Security Act, under Section 402, grants
authority for the Secretary of IIDW to engage in experiments to develop Incen-
tives for economy in tile provision of health services. Some experiments have been
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undertaken during the past two years. These experiments hold promise for
future returns In controlling costs. However, at the present time the experiments
are still in progress and they cannot yet be evaluated. 11.R. 17550 would enlarge
the scope of such experiments to Include In addition to reimbursement systems,
payments for services for residents, interns and supervising physicians and
utilization review. We support this extension. It further places an additional
administrative control point In the Senate Finance and House Ways and
Means Committees. It is our understanding that such a control point has been
included in this provision to assure that experiments are not developed which
would lead to systems which would be inimical to the intent of Congress in
the enactment of the Title XVIII and XIX programs. While control is important,
it would, in our opinion, if exercised in this way, detract significantly from the
administrative responsibility of the Secretary and, conceivably, hamper his
leadership role in implementing legislative policies and programs.

Section 223.-LImitatIons on Coverage of Cost Under the Medicare Program
Blue Cross serving both as an Intermediary under Medicare and in our role

In other Government programs, as well as In the private market, Is vitally con-
cerned about the matter of reasonable provider costs. During the past four
years there have been many actions taken to assure reasonable purchase of
care on behalf of the Medicare beneficiaries by Blue Cross. There have been a
significant volume of appeals by providers from cost allowability determinations
made by Blue Cross and we have sought carefully to Identify situations where
costs are incurred under circumstances intended to seek a financial advantage
and taken action to disallow these costs. In our private programs we have
worked under various approaches to cost containment within the framework of
total cost control, such as limitations on the lower of cost or charges; ceilings on
cost increases between accounting periods and negotiated target rates on total
or departmental costs, among others.

The most pertinent regulation applicable to Medicare and Medicaid governing
cost limitations is Section 405.451(2) which reads:

"The cost of provider services may vary from one provider to another and
the variations generally reflect differences In the scope of services and intensity
of care. The provision in Title XVIII of the Act for payment of reasonable cost
of services is Intended to meet the actual costs however widely they may vary
from one Institution to another. This is subject to a limitation where a par-
ticular institution's costs are found to be substantially out of line with other
institutions in the same area, which are similar In size, scope of services, utili-
zation and other relevant factors."

Our interpretation of this regulation and our administration of it to date has
been in terms of disallowance on the basis of total costs. With utilization review
and accreditation safeguarding quality, focus on total cost, while alert to ground-
less aberrations in specific elements of cost, recognizes that there Is more than
one management road to efficiency, is less manipulative of management and
assumes a less expensive administrative cost burden. The use of overall cost
ceilings rather than Individual elements of cost, coupled with the Bill's pro-
vision for prospective application would allow for the establishment of under-
standable criteria for total cost limits; provide an opportunity for the provider
to appeal their classifications and would also facilitate the Bill's provision for
permitting the provider to charge a beneficiary costs in excess of the Medicare
ceilngs. The application of the overall ceiling would permit variation In the
components of cost and would apply an effective control on extra-ordinary high
costs as a result of low occupancy rates or other factors related to the Inefficiency
in the production of services.

Accordingly, we recommend that the committee's provision on prospective
application of cost ceilings be retained and that such cost ceilings be limited
to overall costs by class of hospital with an opportunity for the provider to ap-
peal such classifleation.
Section 225.-R8tablishmcnt of ncentiv 8 for States to Emphasize Outpatient

Care Under Med(caid Prog)'ams
We support the purpose of this provision which is to enlarge the scope of

benefits and provide alternatives to expensive inpatient care, but we are con-
vinced that arbitrary limitations on the duration of care in institutions Is In-
appropriate and will not reach this goal. Artificially imposed constrmtints Inhibit
the Implementation of modern concepts of care and will put the burden on
people who cannot afford it.



776

A flexible approach to patient care should be based on patient's need, there-
fore we oppose the limitations in this section.

action 22G.-'alymlnt for Scrvices of Teach ing Physiclans Under the Medicare
Program

We note that this provision identifies that Medicare beneficiaries may elect
voluntarily to become recipients of care In teaching institutions under an
assigned physician's responsibility. We concur in this provision of the Bill which
applies princlple.s established under combined billings for hospital-based phy-
sicians by eliminating deductible and co-payment amounts with payment on a
cost basis.
Section 227.-Authorily of the Secretary to Terminate Payment to Suppliers of

Services
It is not clear In this provision whether the authority to terminate granted to

the Secretary relates to providers of care. I-oviders of care presently have an
agreement with the Secretary which identifies terms under which the agree-
ment can be terminated. To Include prpiidr-.s of care under this provision would
appear to conflict with the standards established for provider certification, the
guidelines for covered care as they serve to deflne benefits under the programs
and existing institutional utilization review procedures. These controls over
quality and use plus the existing agreement with providers of care make their
Inclusion In this provision unnecessary. Accordingly, we recommend that pro-
viders of care as defined in the law be excluded from this provision recognizing
that other sections of the law and regulations provide controls and speak to
termination of payment to them.
Section 229.-Dctcrmin tion of Rca.onable Cost of Inpatient Hospital Se -rvices

Under Medicaid Maternal and Child Health Programs
The definitions of reasonable or allowable costs have been debated and es.sentlal

agreement achieved. This agreement Is reflected in the principles of reimburse-
ment under the Medicare program. Further, the reporting of costs to be applied
to these principles has been established under the Medicare program and is being
coordinated with Medicaid and the Maternal and Child Health programs. We
agree that it is dsirable to offer the states flexibility based on the characteristics
of their population to establish a varying method of payment, such as RCC, per
(iem, or such other option which may be equitable to the program and the pro-
viders of care. However, variability in method of payment should be related to
a common set of definitions concerning allowable costs as developed under Title
XVIII with the concomitant opportunity for uniform cost reporting and audit
systems.
Section 230.-Amount of Payiicnts Where Customary Charges for Services Fur-

nished airc Less Than Reasonable Cost
This provision relates directly to the cost containment provisions under Sec

tion 223 of this Bill and would serve as a motivation to relate charges to cost.
We have followed this practice many years in Blue Cross and found It productive.
We support it. The opportunity to carry-over the difference between cost and
cha-ges to a subsequent period provides adequate relief to allow for low occu-
pancy either for new providers or those undergoing building programs.

We recommend that this provision authorize the Secretary to develop, through
regulation, reimbursement systems for providers who make nominal charges or
have no charge schledules. The reimburseiment system should include per diem
cost or percentage thereof; an option made available earlier In the program for
all Inclusive rate hospitals.
Section 231.-Institutional Planning Under the Medicare Program

It Is e ,sentlal that providers of care vigorously engage in the -i'ocess of plan-
ning by establishing objectives identifying their operating assumptions and
appropriately allocating their resources in accord with these planning objectives.
We endorse a provision in the Bill which would further motivate providers to
engage in this type of planning process.

We note, however, that the development of operating and capital budgets would
not necessarily serve this planning function and be viewed as an unwarranted
intrusion in management.

We recommend that this provision be amended so that operating and capital
expenditure budgets be redesignated as program plans which identify the objec-
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ties, the services to be provided and a plan of anticipated income and expenses
In support of the institutional plan for a three year period.
Section 232.-Payments to States Under Medicaid Programs for Installation and

Operation of Claim Processing, Information Retrieval Systems
The major administrative and planning problem under the Title XIX program

has been the lack of program Information or the establishment of easily accessible
eligibility files and effective utilization review systems. We endorse this provision
which will provide additional Federal financing for the development and main-
tenance of such information retrieval systems where none exist.

We would strongly urge, however, that the Congress give recognition to the
existing capability for such systems by those organizations contracting with the
state agencies under the Title XIX l)rogram. The Task Force on Medicaid and
Related Programs specifically recommended that:

"The operation of health-service activities should be decentralized through
contractual agreements with public and private agencies. The principal features
of such agreements should be specification of desired outcomes, rather than
specific methods of operation and evaluation and Information systems that can
assess performance in terms of output or results."

In commenting on this recommendation the Task Force noted that the setting
of standards and policy and the evaluation processes were especially al)l)ropriate
functions of Government.

To assure that the opportunity Is available we recommend that the authority
of the Secretary under this provision be extended to Include the financing of
management information systems developed by either public or private organiza-
tions with demonstrated capability to establish and maintain such systems under
contract with the state agencies.
Section 233.-Advance Approval of Extended Care and Home Health Coverage

Under the Medicare Program
One of the most serious administrative problems affecting the beneficiary un-

der the Medicare program has been the retroactive denial of benefits for care
in extended care facilities and home health agencies. The committee's provision
would authorize the Secretary to establish criteria by medical condition for
approved periods of stay in extended care facilities and home health agencies.
We note that this provision gives authority to the attending physician to
certify a plan for furnishing the care In accord with the criteria established and
authorizes the utilization review committee to examine the stay during the
duration of the approved period.

It Is further provided that abuses by certifying physicians under this provi-
sion would be monitored by Intermediaries and that physicians who were found
to be unreliable would lose the privilege of certifying patient needs In subse-
quent periods.

We recommend that the provision be amended to assure that physicians
whose reliability in certifying patients needs is questionable the opportunity of
notice and hearing. Such procedure to be structured as a fair hearing with op-
portunity to present evidence concerning their use of the advance approval
procedure prior to suspension from the procedure on any subsequent patients.
Section 237.-Notiflcation of Unnecessary Admission to a Hospital or Extende'd

Care Facility Under the Medicare Program
Retroactive denial of ECF and HIA benefits arises from established criteria

of covered care by these providers. The criteria for reasonable and necessary
care in hospitals have not been clearly established by the program or the Inter-
mediary. Such criteria represents a statement of medical practice standards. This
authority has been granted to the utilization review committee in their sample
review of the medical necessity of admissions.

This provision of the 1Bill offers an opportunity for tihe utilization review
committee to terminate payment after a three-day notice period on admission
found not to be medically necessary. This additional authority granted to the
utilization review committee further underscroes the Importance of establishing
criteria for medical necessity which will be applied by the utilization review
committee In this new responsibility as well as to the Intermediary in its clain
review responsibility. It should be understood that the Secretary would have to
direct that the Intermediary solicit from the utilization review committee such
criteria as used in the determination of unnecessary admissions so that these
same criteria could be developed for use in claim review for reasonable and
necessary care iii the hospitals and extended care facilities.
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Section 239.-Payjnent to Hearth Maintenance Organizations
Blue Cross Association views this measure as a positive step In providing for

a choice of health delivery systems and encouraging movement in the direction
of predictability of costs, access to care and responsibility for defined popula-
tions. In addition, it appears to move in the direction of providing economic
Incentives for effective and efficient delivery of health care serivces without
detailed prescription of the administration of that delivery system.

This section would offer program beneficiaries the opportunity to select a
health maintenance organization for the delivery of benefits under both Parts
A and B with the program paying for such benefits on a capitation basis not to
exceed 95% of the costs of Medicare benefits in the beneficiary's geographic area.

It would be desirable to have more specific Information on how the 95%
figure will be calculated. It could vary considerably depending on whether the
"area" is a city, region, or, state. The committee should recognize that high
start-up costs may prevent developing HM0's from functioning within the 95710
level. We would recommend authorizing 100% levels of payment of costs for the
first years of new TIMO's when this is necessary.

Further, we suggest that incentives are needed for both providers and con-
sumers to join lIMO's and, thus, HMO's should be allowed the full 95% and be
permitted to reduce the charge for the coinsurance and deductible to the extent
of the extra premium. They should be encouraged to offer as broad a range of
benefits as they can, beyond the minimum of Parts A and B without additional
premiums. Also, lIMO's should be allowed to offer extra services for additional
premiums, but not require subscribers to purchase these options.

We recommend that appropriate standards for participation of health main-
tenance organizations in the Medicare program be established to assure that the
traditional functions of risk-taking and health benefit delivery with patient care
and health services delivery will be appropriately meshed. Standards are re-
quired In the areas of financial integrity, adequate underwriting resources,
Identification of the population to be served, benefit scope and arrangements with
provider elements associated with the health maintenance organizations.

We also recommend that there be annual open enrollment and continuous
enrollment of new eligible beneficiaries for IMO's. Beneficiaries should be
eligible to drop out only during open enrollment periods.

We recommend that statute and regulation should be flexible on how HMO's
in such places as ghettos are to achieve a balanced population and make pro-
vision for flexibility in such circumstances.

The committee should be cognizant of the fact that existing state laws against
group practice may significantly slow the development of HMO's. Steps should
be taken by the Federal government to see that anachronistic legal regulations
are changed and modernized using participation in Hill-Burton and other Fed-
eral programs as incentives if necessary.

Finally, under a per capita payment, the incentives for controls on cost And
use are reversed from our traditional fee for service system. This is one of the
objectives of such a system; however, it will be necessary to develop performance
standards to assure consumer protection and monitoring of the quality of care
rendered under a Health Maintenance Organization. Profits must be kept at a
reasonable level and not gained from beneficiaries by limiting access to needed
services.
Seetlot 25.,-Physical Therapy Serviecs Under Medicare Program

This section covers physical therapy services furnished by an independent
practicing physical therapist, In his office, or in the patient's home, under regula-
tions prescribed by the Secretary. Also, it provi 1 r.i for reimbursement for the
reasonable charges for the covered services to be 2aade either to the beneficiary
or, on assignment, directly to the physical therapist.

We oppose this new section and support the law as it is currently written.
Not only will this increase the administrative burden, but it will Increase frag-
mentation of -the health care system by supporting and 'encouraging the in-
dependent practice of physical therapy.

We believe these sections will create precedents detrimental to good patient
care. They will obviate the necessary management of patient care programs by
medical practitioners including control over the quality and continuity of care.

Amendment 851.-Profes8Ional Standards Review
The stated objective of this amendment Is to "promote the effective, efficient,

and economical delivery ot health care services, for which payment may be
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made .. . under the various titles of the Social Security Act". Specifically, this
amendment provides for the designation of professional standards review or-
ganizations with such organizations qualified in order of preference, as

(a) a non-profit professional society
(b) such other public non-profit, private or other agency or organization

which the Secretary determines has the professional competence and is
otherwise suitable.

The objectives of this proposed amendment and the creation of professional
standards review organizations as the primary mechanism of control fails to take
into account thn Importance of the interdependence of existing organizations and
their peer review activities operating in the health care delivery system today.

The notable example is the institutional provider of care. In the hospital
setting there are defined functions of professional and clinical review by the
medical staff all serving the objectives of effective and efficient delivery of
health services. These include provision for:

Executive Committee-whose functions among others include coordination
of activities and general policies of the various departments. Implementa-
tion of approval policies of the medical staff.

Credentials Committee with responsibility to review applications for ap-
pointment to the medical staff with recommendations of privileges to be
granted to each medical staff member.

Joint Conference Committee to serve as liaison among the medical staff,
governing body and administrator to provide channel for medico-administra-
tie advice.

Medical Records Committee to review quality of patient care provided
in the hospital by supervision of the maintenance of medical records at the
required standard Of completeness.

Medical Audit and Tissue Committees review and evaluate the quality of
medical care l)rovided all categories of patients on the basis of documented
evidence.

Utilization Review Committee review hospital admissions with respect to
the need for admission, length of stay, discharge practices and evaluation of
the services ordered and provided with particular emphasis on the appro-
priateness of use of the facility and Its services.

.Infections Committee review inadvertent hospital infection potentials and
• .casespapdpromotion of preventatives and corrective programs.
. Pharmacy and Therapeutics Committee who carry out surveillance of
pharmacy and therapeutic policies and practices to assure optimum utiliza-
tion with the minimum potential for hazard.

These committees have a responsibility to report their findings and recom-
mendations to the Executive Committee of the Medical Staff. The Executive
Committee of the Medical Staff carries out these functions under the direction
of the 'Medlcal Staff by-laws of the institution which reflect the approved struc-
ture for the Board of Trustees of the institution to fulfill their corporate respon-
sibility to the community.

Against the activities of these organizations in Influencing the effectiveness
and efficiency of delivery of health care services there Is a wide range of ac-
tivities carried on by financing agencies, such as Blue Cross, both In our role
in. the private market and also As an Intermediary under the Medicare and
Medicaid programs. In this regard our objectives are to influence patterns of
care by careful claim review against defined levels of benefits. The broad range
of benefits and the depth of definition of each benefit provides the framework
for. claim review. Some benefits are clearly defined and easily administered,
others are not as easily defined and the pattern of care reflected In claim Infor-
m1tl~n can represent overlaps and gaps In the patterns of medical practice.
The experience under the Medicare program in reviewing the benefit definitions
of the extended care facilities clearly demonstrate that care may be medically
n ecessary, but not A covered benefit under the program.
Tio claim review carried on by financing agencies are supported by profes-

sonal standards antI professional review, either by salaried physicians; the
services of Institutional utilizatian review committees or under agreement with
county medical societies.

To remove beneficiaries of the varloas titles of the Social Security Act from
the peer review activities of Institutional providers or financing agencies and
turn. them over to a new untested organizatloi would seriously diminish the
effectiveness achieved through these review programs serving both public and I
private beneficiaries and subscribers.

47-530-70-pt. 2-21)
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Further, physician services and the resulting costs are not simply professional
judgments. The sum total of these decisions become questions of public policy
and the need is for affirmative and accountable public and managerial action
rather than a narrowing of the decision-making to professional societies.

It is important to have professional judgment and more physician concern
with Issues and we by no means deny the importance of this. Indeed, we need
to find more ways of getting physicians involved in hospital management and the
broader aspects of health administration. It is essential, therefore, that we en-
courage greater involvement of the professional in standard setting.

There are many aspects of this amendment which can support existing pat-
terns of review. These Include:

(1) the development of regional standards of care;
(2) substitution of a more workable system of recertification;
(3) use of the Standards of care as a screening device; and
(4) the development of experiments where organized delivery systems

can offer their services on an underwritten basis.
We would urge that the amendment be modified so that the function of pro-

fessional standards review organizations be directed at the establishment of
standards and norms to be used by institutional providers in their review
activities as well as financing agencies in their claim review activities. The
professional standards review organization should also be available on an appro-
priate agreement basis to substitute for the gaps existing in review in such
areas as home and office care, or, extended care and home health services. The
amendment already recognizes the difficulties in developing capability of such
organizations where there is no existing expertise, staff, systems or data gather-
ing techniques, among others. It should also be understood that the development
of professional standards, acceptable to the medical profession, will be slow
and expected results would be limited to the establishment of ranges around
which those administering review functions would operate.

Thank you Mr. Chairman for this opportunity to present these viewpoints
for Blue Cross.

Senator ANDERSON. Have you any questions?
Senator BE.NNm. I have three questions.
Are you aware that the president of the Blue Cross Association, Mr.

M corney, has publically and privately acknowledged hospital
overutilization?

Mr. TnEsNowsK1. Yes, sir, I am, sir.
Senator BENNEw. For example, the Health Insurance Benefits Ad-

visory Council minutes report Mr. McNerney as eplying in'the affirm.
ative to the contention that "where bed space is aval able patients
are admitted to hospitals for rest rather than medical care,'

Mr. TRESNOWBKI. That is correct Senator Bennett. Mr. MoNerney
did a rather extensive study in the State of Michigan on hospital and
medical economics where through some scientific approaches he was
able to identify substantial overuse as well as substantial underuse.

Senator BExrnmr. In your statement you describe an elaborate
structure of hospital review committees. Form is one thing. Substance
is another.

Can you please provide for the record specific evidence of wide.
spread effectiveness of those internal hospital review committees in
each of the 10-plus Blue Cross plan areas?

Mr. TREmNOWSKI The existing peer review mechanisms in institu-
tional providers and financing agencies represent the state of the art
as far as approaches to improve the effectiveness and efficiency of car.r
One of the provisions of the law, section 1862(a) (1), calls for dis-
allowance of care which is unreasonable and unnecessary. The major
difficulty in the administration of that Uprovision is that we do not
have adeuate standards of what constitutes medical necosity, and
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if institutions are working in the absence of some standards for insti-
tutional procedures, they cannot effectively do their job. Neither can
the financing agencies, so we do not have evidence, good evidence, that
institutional providers or financial agencies, including ours, have done
an effective job in this area. That is why we recommend to you that
the professional standards review organization take on as its primary
function the establishment of a regional or other basis standards of
what constitutes medically necessary and unreasonable and unneces-
sar services.

senator BENNETT. I think that is implicit in the amendment. It has
to be done on a regional basis.Mr. nrsxOWSKL I agree..

Senator BNNErT. To have any particular and necessary effect.
Dr. Angelides, appearing before the Senate Judiciary Committee

in April, said among other things:
To minimize misutilization of the hospital requires a great deal of work and

changes in current practices, but it is worthwhile when you consider that 30-35
percent of the patients in acute short-term general hospitals do not need to be
in this type of costly facility.

This is a very large sum of money which can be used to provide more
health services in the community. Do you have any comment on that
estimate of Dr. Angelides?

Mr. TRmsNowsKI. No, I have heard his estimates. And I have also
heard other estimates that range as high as 60 to 65 percent, Senator
Bennett.

Againl, one really never knows what the effectiveness or use of a
hospital is until there are established criteria of what constitutes
effective use. In the Michigan study that Mr. MoNerney did, lie iden-
tified 18 diagnoses and put together panels of plhsicians to establish
criteria for effective use of the hospital over these 18 diagnoses. Now
you have the standards, now you have the criteria against which you-
measure and you can then specifically know whether the use is proper
or . ,

Senator BlgxNxmr. I think implicit in this bill is the development of
similar standards on a regional basis.

Again, I agree with you, if you don't have standards and norms or
some kind of-basis for measurement, you can't operate this system-

Mr. TRESxOwSKr. That's right.
Senator BENNE-rr (continuing). Effectively under any circumstances.
Mr. TniEeowSmr. And all we are asking is that the primary fune-

tion of this professional standard review organization be the estab-
lishment of some standards but not substitute for existing peer review
mechanisms. Rather than substitute for these existing mechanisms,
we ought to have a variety of approaches to control the cost and use
of quality care.

Senator BE .rr. That's right. It is y understanding where these
local and existing mechanisms are effective, we will expect the new 4
peer review organization to include them or work with them or base
their studies on them. But they have the primary responsibility, If
we are having ineffective utilization from 30 to 60 percent, then thereAis it wide open field for careful restudy from a now point of view of
this whole question of hospital overutilization. I have nothing further,
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Senator ANDERnSOx. Thank you very much.
(The following communication was subsequently received by the

committee :)
BLUE CROSS ASSOCIATION,

Chicago, Ill., September 25, 1970.
lion. RUSSELL Loxo,
Ohalrma n, Senate Finance Committee, New cnate Offlce Building,
Washington, D.C.

DEAR SENATOR Loxo: Tile Blue Cross Association Senior Vice Presihent,
Bernard R. Tresnowski, testified before your Committee on September 17, 1970
with respect. to 11.11. 17550. However, It was not until September 21, 1970 when
the Honorable Meade Whitaker, Tax Legislative Counsel of the Treasury I)e-
partment, testified before the Committee that we were aware of the substance
of the Treasury Department's recommendations on information reporting of ay-
ments by third parties to providers of health care. We, therefore, appreciate
the opportunity to offer this additional statement concerning the Treasury's
recommendations which would require a broad extension of Information report-
Ing by carriers and other organizations, Including Blue Cross Plans, which make
health care benefit payments.

Pile vast bulk of payments by Blue Cross Plans are made directly to hospitals
and related Institutions pursuant to contracts between the Plan, its subscribers,
and member hospitals. A small balance of Blue Cross payments are made di-
rectly to the subscriber-patient. The Treasury Department has cited no alleged
evasions with respect to hospitals and related institutions, whether they be
tax exempt or non-exempt, and does not appear to be concerned with payments
to other than doctors. We do not believe that a reasonable need for hospital
payment information exists. Until now, under IRS regulations, no report of pay-
ments to Incorporated institutions has been required. Indeed, even the Treasury
Department's current proposals would exclude payment to tax exempt organi.
zatlions.

The Treasury Depart nient's new recomumenda tons, while not entirely elear,
seem to indicate that for both assigned and unassigned payments, carriers are
to report the amount of provider charges and the extent of reimbursement by
carrier payments. In view of co-Insurance and deductible provisions of health
care contracts and provisions which exclude payment for specified health serv-
lees, such reporting would likely yield Information to the Internal Revenue
Service of dubious accuracy and value. Further, since there Is no assurance
that the reimbursed patient paid the provider, the Information reported might
well be misleading.

While the cost of implementing Treasury's new recommendations bas not
been fully estimated, if only one facet of the recommendations Is considered,
the high cost is apparent. Where a patient submits bills for health care, the
carrier Is seemingly not required to report payments to the patient but to
determine the identity of each provider and his charges and to report those
over specified amounts and aggregate such charges. The amount of paperwork
would be enormous. The report of the Task Force on which a Blue Cross rep-
re.gentative served discusses these and other Important aspects of Information
reporting In detail.

Mach of the 74 Blue Cross Plans operating in the United States Is non-profit
ind tax except under Section 501(C) (4) of the IRO of 1054, Increased costs
incurred by reason of complex reporting requirements can only result in In-
creased rates for all Blue Cross subscribers. We urge that this burden be not
increased by onerous requirements which might well produce Information of
doubtful utility.

We stand ready to assist In the form;alation of necessary, reasonable and
well-considered reporting requirements.

Respectfully submitted. GEOROR HEITLER,

Vice President, Legal Counsel, and Corporate Secretary.

Senator AND I.RsoN. The meeting will adjourn now and meet at
10-o'clock Monday morning.

(Whereupon, at 12:55 p.m., the committee was adjourned until 10
a.m., Monday, September 21, 1970.)



SOCIAL SECURITY AMENDMENTS OF 1970

MONDAY, SEPTEMBER 21, 1970

U.S. Sm'NT,
Co-r[ mirE1 ON FINANCE,

Washington, D.C.
The committee met, pursuant. to recess, at, 10:20 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Anderson, Williams of I)elaware, Curtis,
and -Jordan of Idaho.
The ChIR ,N. The hearing will come to order.
On July 1, 1969, the Committee on Finance took testimony with

respect to the nonapplication of the statutory requirements that'payors
of amounts of more than $600 per year must report, those amounts
to the Internal Revenue Service, together with the identification of
the payee.

This general rule applies to all situations where the payments in-
volved are made in the court of a trade or business. The committee
was shocked to learn that, even the Department of Health, Education,
and Welfare, which administers massive medicare and medicaid pro-
grams, were not furnishing the tax collector with information relgard-
ing large payments made to providers of health services under those
programs.

As a result of our concerns, the committee added a provision to
tho Tax Reform Act of 19069 calling for information reports by in-
suranice companies and governmental agencies making health care
payments aggregating more than $600 per year. At the same tille,
tile committee made available to the Internal Revenue Service infor-
mation it had collected with respect to persons receiving more than
$25,000 under these programs in 1968.

The committee amendment was deleted from the Tax Reform Act
in the conference with the House. One reason for its deletion was
the fact that the Internal Revenue Service had, subsequent to the
action taken in the Committee on Finance, issued a ruling announcing
a change in its policy.

Under the new policy, direct, payments-those made directly to the
)rovider of health care services by insurance company pursuiant to

a-n assignment by the insured patient-were required to be reported
to tile Internal lRevenue Service in the future. The ruling did not
deal with payments mado by the company to the insured patient.
This morning, the committee will hear spokesmen from the Treas-

iry departmentt with further respect to this ie porting matter. I am
advised that for several months tie Internal Revenue Service has

(783)
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engaged jointly with the insurance industry in an investigation of re-
porting of medical care payments.

Permit me to say that, insofar as this abuse continues to exist., it
is not the fault of the Comnission on Finance or of the U.S. Senate.
If it were to be defended, I think it would have to be defended by
thel house Committee on Ways and Means which declined to go along
with the provision that was l)ut into the law or at. least put into the
bill by this committee and by the U.S. Senate.

Our first witness this morning will be the Honorable Meade
1Vhitaker, tax legislative counsel of the Treasury Department. He
is accompanied by Mr. Jerry L. Oppenheimer, associate tax legislative
counsel. Mr. Whitaker, you are recognized and will you proceed, sir.

STATEMENT OF HON. MEADE WHITAKER, TAX LEGISLATIVE
COUNSEL OF THE TREASURY DEPARTMENT; ACCOMPANIED BY
JERRY L. OPPENHEIMER, ASSOCIATE TAX LEGISLATIVE
COUNSEL

Mr. W IIITAKER. Mr. Chairman and members of the committee,
I am pleased to present to the committee the views of the Treasury
Department on the need for additional legislation to require insurance
companies and others to file information returns with the Internal
Revenue Service with respect to the amount of payments made directly
and indirectly to doctors and other health care providers.

During consideration of the Tax Reform Act of 1069, the Com-
mittee on Finance adopted an amendment designed to broaden the
existing statutory information reporting requirements covering health
care payments. This provision, which would have required insurance
carriers to file information reports with respect to payments made
directly to health care providers as well as to insured individuals, was
deleted by the conference committee.

Our continuing study of this problem has confirmed our view that
more effective information reporting of health care payments is es-
sential. We have also concluded that it can only be accomplished bylegislation.

'rhe background of this problem is cogently set forth on pages 145-
149 of the report dated February 3, 1970 of the staff to the Committee
on Finance entitled, "Medicare and Medicaid-Problems, Issues, and
Alternatives." The Internal Revenue Code provides that every person
making payments of certain types in the course of his trade or business
to another person, amounting to $600 or more in a calendar year, must
file an information return Showing the amounts paid and the name
address, and identification number of the recipient. However, untii
late in 1969 the Internal Revenue Service did not apply the iniorma-
tion return requirements to payments to doctors, dentists, and other
suppliers of health care services.

This matter was reconsidered last year and on November 13, 1969,
the Internal Revenue Service announced the issuance of Revenue Rul-
ing 69-595- (1962-2, Cum. Bull. 242). That ruling applied section 6041
of the Internal Revenue Code to insurance companies, including those
participating in medicare, Blue Cross-Blue Shield organizations, State
agencies participating in the medicaid program, andi unions and em-
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ployers having self-insured or self-administered plans. The ruling
requires these payers to file the form 1099 information return with
respect to payments aggregating $600 or more annually made directly
to doctors and other health care providers. Direct payments are some-
times described as assigned payments. Under this ruling, no return is
required for or with respect to amounts paid as reimbursement of
amounts paid or payable to a provider. These payments are known
as indirect or unassigned payments.

For insurers under the Government-sponsored health care pro-
grams, the ruling applies to payments made after January 1, 1969,
except that in the case of carriers whose accountting systems were
not eared to retrieving and reporting information on payments made
in 1969, the ruling applied only to payments made on and after Janu-
ary 1, 1970. An additional 1-year extension was granted to payers not
under medicare and medicaid programs so that the ruling will not
be fully effective until January 1, 1971. The prospect tive application of
the ruling was in response to the representation of many insurers that
a reporting system could not be installed within a shorter leadtime
without undue cost. The year's extension was used, in part, for a
study by a joint Internal Revenue Service/insurance industry task
force of the systemic and procedural aspects of information reporting.
I am pleased to present the committee with copies of this task force
report.

The staff of the Senate Finance Committee and the Internal Revenue
Service have separately concluded that information reporting of
health care payments, as authorized by, present law, leaves a good deal
to be desired. Chief among the defectsi in our judgment, is the absence
of a. reporting requirement for unassigned payments for health care
services.

At present, unassigned payments account f6r approximately 00
percent of all payments made by commerical carriers, other than blue
Cross and Blue Shield. Aside from this large gap in information re-porting, ti omission of unassigned payments may lead to massive
shifts in billing practices by providers of health care services seeking
to avoid the impact of in formation reporting, including the cost to
the payer. Such a shift would increase the information reporting gap.
It wotild also tend to have serious implications for those patients who
may be without sufficient financial resources to pay medical costs prior
to reimbursement under health insurance. This is, of course, the group
for whom health insurance is most necessary and for whom the present
trend toward assigned payments is most beneficial.

The Treasury Department recognizes that the 1969 revenue ruling,
in its application to assigned payments, has certain deficiencies and
inadequacies. These result in part from provisions of existing regu-
lations and in part from lack of statutory authority. For example,
reporting is not required of payments to corporations, such as profes.
signal service corporations. We believe this problem can be corrected
administratively.

The ruling does not impose a reporting requirement upon payees
acting as conduits. For example, many clinics or associations of doc-
tors may designate a single inividual to reeivo payments for services
by each memer of the group. The reporting of large payments to
such an agent or nominee without a requirement for a further report-
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ing of his redistribution of the payments makes the information less
beneficial to the Internal Revenue Service. Also the ruling omits a
requirement that the payers furnish copies of information returns to
the payees, which, of course, is an eminently desirable aspect of in-
formation reporting.

Except for extending the reporting requirement to corporations,
it is, at best, uncertain how far the Internal Revenue Service can
achieve administrative solutions to these problems, In fact, it has been
suggested that there is some question as to the statutory authority for
the issuance of this ruling. And, in any event, it is clear that legislation
is needed to authorize information "reporting with respect to unas-
signed payments.

Unassigned payments pre ent a somewhat different information
rep)orting probleni than assigned payments. Since an assigned pay-
nient is paid directly to the health care provider, it is that amount
which is useful to the Service. In the case of an unassigned payment,
it is not the reimbursement to the insured which is significant but,
rather, it is the separate charges for health care which provide the
Service with useful information. Thus, information reporting with
respect to unassigned payments requires classification, storage, and
retrieval of the various charges to the payee by the health care
providers.

We are aware of the concern expressed by the insurance industry
with respect to the costs of implementing a reporting system with
respect to the full amount of unassigned payments. However, prior
cost estimates were based on the reporting of all payments to health
care providers aggregating $600 or more in a single year. That would
require classification, storage, and retrieval of data on all such
reimbursed charges. The major influence on the cost is the number of
items processed,

In an effort to reduce the burden on the payers without materially
reducing the value and usefulness of the information furnished, we
are proposing a reporting system based on the amount of each state-
inent rendered by a provider included.in a claim with respect to which
reimbursement is made. For the first 2 years, separate statements
under $100 would not be reported. This amount would drop to $50
for the succeeding 2 years, after which it would be fixed at a floor of
$25. This would mean, for example, that as tile insurance carrier
analyzed each claim, it. would eliminate for reporting purposes during
the first 2 years every separate statement under $10. We believe that
this approach, which requires the collection and retrieval of significant
transactions only, rather than all amounts aggregating at, least $600,
together with the transitional l)hasein, will materially reduce the bur-
den on the insurance industry while providing tlieService with an
important aid to compliance.

Questions have also been raised as to the ability of the Internal Reve-
nue Service to use effectively the information required to be furnished.
We fully concur wlith the view that neither taxpayers nor the Internal
Revenue Service should be burdened with returns or documents Which
serve no useful purpose. However, expi erience has demonstrated that
information reporting can effect, an a most miraculous reversal of a
series deficiency in voluntary reporting of income.
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The statistics of income reveal that, from 1960 to 1963, the number of
individual income tax returns reporting interest income increased
more than 100 percent, from 10.3 million to 21.4 million, while the
dollars of reported interest income increased from $5.1 million to $9.2
million. During this same period the number of returns filed increased
less than 3 percentt and adluste d gross income about 10 percent. The
important event during that period was that, the level of information
reporting on interest was reduced from $600 to $10 per year. The
conclusion which can be drawn is obvious. Information reporting on
items of income has a direct and beneficial effect on voluntary reporting
for income tax l)urposes.

That there is a need to improve the level of compliance in the report-
ing of health care payments is also clear. During the past year, the
Internal Revenue Service has processed returns of about 11,000 physi-
cians receiving medicare and medicaid payments. Preliminary results
indicate a number of instances of substantial, unreported income, in-
cluding some where the omission exceeded $100,000. This confirms
other indications of noncompliance on the part of health care
practitioners.

The salutary effect on the level of voluntary compliance resulting
from commencement of information r porting is too well demon-
strated in other areas to require justification. Moreover, the availability
of the information itself, even to the limited extent provided by the
1069 revenue ruling alone, will measurably assist in efficient and effec-
tive utilization of revenue agents man-hours assigned to the audit proc-
ess. However, for the reasons already stated, reporting should not
be limited to the narrow scope of this'revenue ruling. Neither should
any doubt as to the authority of the Internal Revenue Service to
enforce reasonable information reporting requirements be permitted
to exist..

If this legislation is enacted, arrangements will be made by tihe Inter-
nal Revenue Service to match data from the information returns
against, the individual master file to detect those providers of health
care services who have failed to file an income tax return. The data
will also be associated with individual tax returns selected for audit
in the regular classification process, which will, as stated, improve the
ability of the agent to effect a thorough and speedy audit. In addition,
it, is aiticipated that analysis of the information fr.om the various pro-
grais utilizing these documents will lead to the identification of spe-
cial return selection criteria which will facilitate the selection of high-
yield returns for audit. Trese factors together will contribute sub-
stantially to the ability of the Internal Revenue Service to maintain
its respo6sibility in the compliance area.

The need fo: this legislation is clear. An effective information re-
porting system is probably the strongest available incentive to sup-
port the voluntary reporting of income. Where it becomes feasible,
as now in the case of health care payments, it should be adopted. Ac-

S cordingly, I am recommending to the committee legislation similar
to section 944 of H.R. 13270, t reported out by this committee in 1069
but deleted in conference, modified as I have indicated.

I would now like to discuss in more detail our specific recomienda-
tiomis.
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1. AUTHORIZATION

(a) Information reporting by insurance companies, Blue Cross-
Blue Shield organizations, medicare and medicaid agencies, em-
ployers, and unions operating health insurance plans and similar pay-
ers with respect to unassigned payments should be authorized:

(i) Reporting should be made annually of the amount of each
health care statement in excess of the specified minimum amount
with respect to which a payment is made, with all charges by each
separate provider reflected by such statements aggregated for
the year;

(ii) Reporting should commence with respect to charges reim-
bursed after December 31, 1971;

(iii) For the years 1972 and 1973, the reporting should exclude
all statements less than $100; for the years 1974 and 1975 all state-
ments less than $50; and thereafter all statements less than $25
should be excluded;

(iv) Reporting should not be required with respect to any
charge on account of health care services furnished by an instru-
mentality of the Federal Government or by any State or local
government or by any tax-exempt organization;

(v) The $600 floor of existing law should not apply.
(b) Information reporting by the same group of payers of assigned

payments should similarly be authorized, with the same exclusions
phased in during the same periods, except that such reporting should
be commenced at the $100 level for all assigned payments made on and
after January 1, 1971. Each separate payment In excess of the ex-
cluded amounts to each payee should be aggregated and reported
annually.

2. COPIES OF INFORMATION RETURNS

Copies of information returns should be supplied to each payee in
the case of assigned payments. In the case of unassigned payments,
each provider of health care services with respect to whom an in-
formation return is filed should be furnished a copy of the return.

3. NOMINEE REPORTING

A further reporting requirement should be imposed on each health
care provider who receives any payment in excess of the prescribed
amounts which such provider is obligated to disburse to one or more
other providers.

4. SEPARATE PAYMENTS FOR MEROIhANDISE

Reporting should not be required with respect to any separate pay-
ment-assigned or unassigned-for merchandise or property such as
drugs eye glasses, prosthetic devices, wheelchairs, beds, crutches andtile like."" "

5. EXCLUSION OF TORT CLAIMS

Payments in settlement of tort claims shall not be subject to infor-
mation reporting under this provision even though such payments
may include amounts referable to the cost of healtiT care services.
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The Treasury Department strongly supports the need to clarify
and extend the information reporting requirements applicable to
health care payments. I appreciate the opportunity to appear before
the committee on this matter. My staff an&I will be happy to answer
any questions the committee may have.

The C1IAIRU . Let me just ask a question or two.
We have a pamphlet of staff data showing examples of health care

practitioner with substantial unreported income that we may release
after the committee has had a chance to discuss it We will decide
whether we should release it. For this discussion we will make it
available to you. Look at example No. 80. Here is a case where for
years; 1966, 1967, 1963 there was an income determined of $158,5911
and an income reported of $18,590.24. That left income of $140,000
unreported. I take it that was the income on which this doctor had not
reported and on which the Government was not receiving its taxes.
Would that be correct?

Mr. WIHITAKER. That is correct. Mr. Chairman. I should say that
these cases have not been finally disposed of. They are the results of
our preliminary investigation.

Senator CURTIS. This is No. 30.
'he CHAR1M3AN. Thirty, example No. 30.
Senator CuRTis. Would my chairman yield for just one question?

How many of these involved were insurance payments?
Mr. WmArrtKER. All of these cases, Senator Curtis, came from medi-

care and medicaid so they all involve that type of insurance.
Senator CURTIs. Then the answer is none of them involve insuranceI
Mr. WHITAKER. None of them involved the private insurance sector.
Senator CuRTIS. That is who is on trial here. If insurance com

panics are asked to report-
The CHAIRM3 ,. The Senator is getting ahead of me. I don't mind

somebody trying to anticipate what I am trying to say but sometimes
one makes a mistake. I wasn't going to say that at all.

Senator Cuwns. All right.
The CHAIR.NIx Do I take it that that doctor did not report that

$140,000 and didn't pay taxes on it?
Mr. WTAKER. That is what our preliminary investigation dis-

closes.
The CnAi-RrA. Now, assuming that to be correct, why don't you

prosecute him criminally ?
Mr. WIVnTAKER. Well, the cases are still under investigation and if

there is a case that will justify a criminal fraud prosecution, it will be
carried to that point, sir.

The CHAIRUXA. All right.
As an alternative to providing the kind of law that we sought to

provide in this committee, and which the insurance companies have
opposed, it might be argued that if you would spot check, let's say 20
percent of these returns and, where you find an example like No. 80,
prosecute him criminally, and if you don't put him in the penitentiary,
at least try, that that would be a very great deterrent on doctors en-
gaging in that kind of conduct in the future. What is your reaction to
that
- Mr. WHITAKER. Well, it is certainly true, Mr. Chairman that crimi-

nal prosecution for tax evasion has a very salutory effect but that re-
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quires a great deal of evidence which is sometimes not available, and
roin the standpoint of the voluntary reporting of income the whole

system on which our income tax is based, we feel that information
reporting is a much more effective tool. It enables the revenue agents
to more effectively audit a return which may or may not have tax
error aspects in it.'

The CHAIRMAN. In other words, your thought is that that is a poor
substitute for simply asking the Department of Health, Education,
and Welfare in one instance or private insurance companies in the
other instance simply to provide you with the information of who are
the doctors receiving these payments.

Mr. W ITAKEmR. That is correct. It is very worthwhile to have even
this amount of information, but it does not adequately cover the
problem, in our judgment..

The CHAnIMx. If that, same doctor knew that that $140,000 was to
be reported on information returns and lie would be hearing from
Government Revenue Agents about the $140,000 that lie failed to re-
port, what effect do you think that would have upon that doctor?

Mr. WITAKER. rell, I think obviously, .Ir. Chairman, that would
be a strong incentive to report the income initially, which of course is
the way that the system ought to work.

The CHAIM AX. In other words, if a fellow thinks lie is going to
get caught the probabilities are that lie will go ahead and report it,
to begin with?

Mr. WITITKER. That's right.
The CHmAIUnA1N. If lie thinks lie might get away with it, lie is likely

to fail to report it.
Now, we undertook to obtain examples of doctors who had been paid

$25,000 or more from HEW and we finally obtained them.
*What did you do with that information when ve provided it to you?
Mr. VI1TAKR. These 11,000 returns were furnished to us last, year,

Mr. Chairman.
The CILAIim 3MAN. Yes.
Mr. lVirrKEn. 1r distributed those returns to our IRS centers,

and located all of them that we could. We were able to locate practi-
cally all of the returns. They were then scanned, analyzed and we
picked out of the total about 4,000 which the revenue agents in the
normal process felt justified detailed audit.

We already have preliminary results on something better than 3,000
of the 4,000 returns. These rliminary results of the audits included
those cases which we furnished you and which the chairman refer-
red to a moment ago.

As a matter of preliminary information it looks to us as though
about half of the 3,000 that we audited will come up with substantial
deficiencies.

'rhe CHAIRMANT. If they are going to make a lot. of money out of the
program, and charge higher prices, they at least, ought to pay us flie
taxes that are owed on that.

Now last November, after the committee acted to add a reporting re-
(qirement for medical payments to the statute, the Internal Revenue
Service issued a ruling requiring reports of the same sort of ,pay-
ments. This ruling was an important reason why the committee
amendment was deleted from the tax reform bill in conference with
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the House of Representatives. Was the ruling as broad in its coverage
as the Senate amendment?Mr. WmTAKERJ. No, Mr. Chairman, the ruling was not that broad.
One major difference is that we do not feel we have the statutory au-
tlrity to require reporting of unassigned payments. That ruling was
limited to assigned payments.

The CH AIRMAN. Is the suggestion that you make here today as broad
as that 1967 Senate committee amendment?

Mr. WiITitAtR. It, is substantially as broad. It varies in some rela-
tively minor respects, Mr. Chairman.

The CHAIR-M3AN. Now, in the transmittal letter t6 the chairman from
Commissioner Thrower transmitting a series of illustrations of abuses
by health care providers, the Commissioner mentions that these cases
are ones which have been referred to the Intelligence Division of the
Internal Revenue Service. Are there other cases which have not
been referred to the Intelligence Division for one reason or another
in which sizable amounts will be recovered because of data that was
suplied?

1%t . WIIITAKER. Yes, Mr. Chairman. The Intelligence Division han-
dles only those cases where there is tax fraud. All of the cases were ini-
tially reviewed by our regular audit process and those which weren't
referred to the Intelligence Division are being handled by revenue
agents as part of the normal audit.

The CHAIRMAN. The American Medical Association previously in-
dicated to this committee that it had no objection at all to routine re-
porting of payments for physicians' services. In essence then this
organization indicated that doctors should be treated just as other tax-
payers are treated in terms of himeome tax reporting. Has the Inter-
nal ]Revenue Service encountered any contrary position expressed by
or anized medicine?

Ert. WIITAKER. No, Mr. Chairman; the American Medical Associa-
tion has made no representations to us at all.

The CHAIRMAx. The AmericanI Mledical Association, so far as this
Senator can tell, from an ethical point of view on taxes, has been com-
pletely forthright. and honorable and sought to shield no one. In
fact, I believe some segments of the AMA have actually requested us
to provide them exam1)es or evidence of tax cheating, or. overcharging
as the case may be, so that they could take action.

Apparently the opposition" to information reporting is coming from
the insurance companies, is it not?

Mfr. WITAKER. I think that is correct, Mr. Chairman.
The CHAIRMAN. WoelI the cost to the insurance company for tool-

ing up to make information reports to the tax collectors apparently
was a significant factor that contributed to the defeat of the Senate
amendment in 1969.

IHave you investigated this matter, and if so, what comment can
you make?Mr. WVHITAKER. As I stated in my prepared testimony, Mr. Chair-
iman, we are concerned about the cost burden on the insurance industry.
Our proposal will, we believe, substantially lessen that cost.

The cost, as we understand it, is a direct factor of the number of
items handled, and our proposal reduces very materially the number
of items that the insurance industry will have to process in connec-
tion with the information reporting.
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We would also anticipate utilizing our regulatory authority to im-
plement the statutory provision as to reduce as far as possible in every
respect the cost burden on the industry.

The CHAIRMAN. I understand that following deletion of the pro-
posed 1969 amendment the Treasury engaged in a long study, in co-
operation with the insurance industry, of problems association with
the reporting requirement. Do I understand correctly that your re-
quest letter todayis based on this joint study I

Mr. WVHrrAKER. Yes, Mi. Chairman. Our recommendations for
modifications in the reporting of assigned claims are based substan-
tially on the joint study.

The CHAIRMAN. Can you tell us what the attitude of the insurance
companies might be with respect to the legislation you are recommend-
ingto the committee here today ?

Mr. WHITAKER. I think it is obvious that the insurance industry
will be very much opposed to it because of the cost burden they feel
would be imposed on them, However, the cost estimates with which
we are familiar were based on the amendment that was proposed by
the Finance Committee last year. We have not seen any cost estimate
based on our changed proposal but we do feel that there is every
reason to believe the cost burden will be substantially reduced.

The CHAIRMAN. If this is a vast area of tax cheating, then it seems
to me that the insurance companies should not permit themselves to
be put in the position of shielding doctors while those doctors engage
in wholesale cheating on taxes against the Government. I would hope
that we would have the cooperation of that great industry in working
out some method of collecting these taxes.

There is a large move today toward establishing professional cor-
porations for the practice of medicine. These corporations, for the
most part, are organized for the purpose of getting around the self-
employed retirement limitation under H.R. 10. How does your recom-
mendation for information returns apply to these corporations?

IMr. WNHITAKER. The requirements would apply where the profes-
sional corporation is the payee, and the beneficial owner of the income
)lust as do other corporations except for tax-exempt corporations.
There would be further reporting if the professional corporation were
a nominee or a conduit. The reporting requirement then is on the pro-
fessional association.

The CHAIRMAN. It is my understanding that since we reported in
1968 those doctors receiving more than $'25,000 in payments under
medicare the numbers of doctors receiving $25,000 or more, has nearly
doubled. [Ias that been in accord with your information?

Mr. W HrrAKER. Yes; I believe that is in accordance with our in-
formation, Mr. Chairman.

The CHAIRMAN. Well, thank you very much.
Senator Williams?
Senator WILLIAMS. First, Mr. Whitaker I want to thank you for

your testimony and state that as one member of the committee' that
I want the Treasury to have whatever information is necessary in
order to do its job.

But to get the record straight, are all the objections to this proposal
coming from insurance companies or did some of it come from
the Government agencies that were administering similar programs?
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In other words, what cooperation have you had in tile past from medi-
care and medicaid in connection with this reporting ?

Mr. WHiTAKER. In our experience, we. have fad reporting under
our 1969 ruling.

Senator WI.LUxAus. But prior to that-how long have you been
aware of this discrepancy in reportingI Did you know about it before
our committee began investigating this about a year ago?

Mr. WHITAKER. Yes; we knew that when the committee adopted
the amendment last year and we supported it.

Senator WILLIAWS. I know that, but is that the first time you knew
you were losing revenue as a result of nonreporting by these
professions?

Mr. Wu1TAKER. Well, I think all of our studies in recent years have
tended to indicate that there is a revenue problem, a voluntary com-
plince problem in this area.

Senator WILLAMS. That was my understanding. I know that when
our committee was going into it we received rather strong objections
from the HEW people administering both medicare and medicaid.
When we suggested they use social security numbers for payment of
the doctors, they said they hadn't thought of it before and then they
said that when they did think about it they thought it would be
troublesome. You are requiring that under this November 1969 ruling,
is that not correct?

Mr. WHiTAERm Yes; that is correct.
Senator VILLTAMS. Now, both medicaid and medicare must use the

social security number in reporting, is that correct?
Mr. WIrTArER. Yes, sir; they have to use it in reporting to us.
Senator WILLIAS. Why wasn't that requested sooner if you had

the authority to request it under existing law? As one member of the
committee, I thought we had required that. Why was the Government
itself lax in following rules that it laid down for everybody else? As I
understand it, the particular case No. 30 that the chairman referred to
involved medicaid and medicare payments which this committee called
to your attention and which would have been called to your attention
had they endorsed the requirement of using social security numbers, is
that true?

Mr. WHiTAKER. Yes; that is true, Senator Williams.
This is a matter which has been under study by the Internal Rev-

enue Service and the Treasury Department for a number of years.
It has had problems which all of us have recognized. Among other
matters, there have been questions in the past as to the extent of our
statutory authority.

1 think, perhaps more important, the ability to utilize the informa-
tion is in part a function of the development of data processing. A
number of years ago the burden would have been almost staggering
both on the Service and on the industry. Itowcve-' we believe-that we
have now arrived at a position where we can edectively utilize the
authority, and, therefore, we think it appropriate to do it now.

Senator WILLIAMS. The reason I mention this is because I think it
should be clear, that, whatever is necessary for you to get information
whether it involves insurance companies or not should be sup ,orted.
I supported similar proposals before and I was sorry we didn t work
out something in conference.
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But I don't think we should let the record stand that the insurance
companies are the largest culprits because the largest payers, the
largest group making payments to these doctors involving hundreds
of millions of dollars are the medico'4 and medicare programs, which
have refused to cooperate with the Iuternal Revenue Service and, as
I understand it, refused to furnish to the Internal Revenue Service
access to their books relating to the amount of money being paid to
Joe, Toni, Dick, or Harry. I think you got the information after we
got it from the Department and wve relayed it to your department.
You were unable to get it from the Social Security Administration
itself, is that correct?

Mr. WniTAIE. I aln not personally familiar with that aspect of
the problem. May I ask my staff about it?

Senator WILLIAMS. UVe were so advised at the time, and I thought
it was rather reprehensible. You find a situation where a Govern-
ment agency making such payments would refuse to cooperate on a
provision which we wore trying to apply on everybody else. I think
they should have set the example rather than dragged their feet as
they did. I understand Social Security didn't even have the
information.

Mr. WriITKERi. 1e, had full cooperation from the Social Security
last year when the matter came before the committee. Prior to that
time; I am not sure that the blame should be placed entirely on Social
Security. There have been l)roblems in working out both their system
and our system to accommodate the handling of the information, and
in getting the numbering straightened out. I think we have now ac-
coml)lished that.

Senator WiLmars. I won't get. into trying to settle whether it was
their fault or your fault in not getting the information, but the fact
was that this information was not available. I was the one who pro-
posed that if they didn't make it available to you forthwith we would
write it in the law and we would replace any Government official who
refused to cooperate with the Internal Revenue Service and I think
they decided they could cooperate. I was just surprised that Social
Security was giving these doctors numbers and had a staff just dream-
ing up Swiss bank account numbers or whatever, specifically so the
Internal Revenue Service couldn't identify the doctors. I thinIk it was
wrong for a Government agency to be doing that. I think that is where
the criticism belongs.

Are you getting the information today under this regulation on pay-
nients that are made by medicare and medicaid through the carriers?

Mr. n1IIT,%IEI. Yes, Senator Williams, we are getting that infor-
muation now.

,Senator WmLLIA11s. From all the carriers making medicare and
medicaid payments?

Mr. WIIlTKF.Ii. We postponed the reporting from the private car-
riers until 1971 because there were. some carriers who would have had
trouble working out their systems to pick up the payments for report-
ing purposes sooner than 1971.

Senator WILLIANS. Now, on the Government health insurance pro-
grais that are operating today, are they giving you a breakdown of
these payments comparable to'whet you would get if we passed this
law?
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Mr. WHITAKER. Yes, sir; in substance, the payimenlts that the ruling
applied to are only the assigned or the direct paymentss and the infor-
mation we are seeking under our law is exactly the same information
we aro getting under----

Senator 11 Ir 4IAMs. I am speaking of the information that will be
available to you if we enact the legislative proposal. Are yougetting
the information from the Government insurance prog rains, overn-
ment health insurance )rograms, today, that you would be getting if
we. enact your legislative proposals?

Mr. WHITAKERI. Yes, Senator Williams.
Senator Wim.amrus. You are getting all of it today, and all you are

asking is an extension of that same information to the private health
insurance plans, is that correct?

Mr. 'WiIIT,\KER. And we are asking that it. be extended to the unas-
signed payments as well as to the direct payments.

I should make it clear, Senator Williams, that medicare also makes
unassigned payments. Some part of medicare is a reimbursement to
the individual.

Senator IV1LLIA31s. That was my understanding.
IMr. IVIiTAICER. ANe do not get any information with respect to

unassigned payments at this time from medicare.
Senator W uILLIts3. And you need legislation to make medicare and

medicaid give you that infor~iat ion ?
Mr. WNIIiITAICErn. That is correct, we don't have the authority to ask

for that now, sir.
Senator )VILI,,,S. Well, this is a Government agency, why aren't

they doing it? Then we would have a good test, as to just what it costs
to do it.. Are they complaining that it, would cost. them too much, too?

Mr. WJiI1TKcR. As far as I know, Senator Williams, I don't ihink
the matter has been discussed in depth with the Social Security people.

Thero is a further problem beyond Social Security. Without statu-
tory authority I am not sure that even medicare could get the necessary
information ,rom the health care providers in order to make the infor-
mation useful to us.

Senator IVILLIAMs. I am not quarreling with your legislative pro-
posal. Don't misunderstand me, I think you need it, but the question
that comes to my mind is, Why do we need legislation to make a Gov-
ernment agency compl)3 withinformation returns that the Internal
Revenue Service needs? Certainly Government agencies should co-
operate with you.

But my question is, Are they doing it now, the Government health
insurance plan programs, and medicaid and medicare? To what extent
are you not getting information from those Government agencies ad-ministering health programs today, information that you would get
if we enacted your bill, and should we spell out particularly that it
would apply to the Government. itself as well as private inditstry?

Mr. W1iumTiKu. To answer the second question flist, if I may, Sena-
tor, I don't think it, needs any special legislation or special language
in the committee report.. It simply is a function of the legislativelprograin.

The problem, if I can go back to time unassigned cases, is simply that
wlen an ,isured brings-in i claim (ad this would be true with the

nssiged claims for medicare), the claim of the insured will have

47-530-70-pt. 2-30
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bills attached from a number of doctors. There is no statutory author-
ity to permit us to require that the insured obtain taxpayer identifica-
tion numbers from the doctor whose bill he has already paid and with
respect to which he is now asking for reimbursement. It is in that gap
that we need the authority to require the providers of health care serv-
ices to furnish the social security number, or the taxpayer identification
number, so that the information reporting will be useful to us.

Senator WILLIAMS. Yes. But the point I am. making is that the
medicare-medicaid program, which is entering into a contract with
tHies various carriers, can have it included as part of that contract
that they do report all of this information to y-ou, otherwise they get
another carrier. The Government won't work through it. That could
be done, could it not ?

Mr. WHITAKER. Well, that possibly could be done, but I think it
puts everybody, even separate government agencies, in the difficult
legal position of asking for information which the Internal Revenue
Code does not require the individuals to furnish.

Another aspect of th is i that if we focused only on the medicare and
medicaid payments, we would be singling out one part of the industry
for special treatment and for additional costs, and I am not sure that
that is an attitude that the Service should take.

Senator WILJIA31S. Well, that is the same argument the Social Secu-
rity gave us for not using social security numbers and reporting on
the doctors. They said nobody else wanted to do it and they didn't
want to do it. Later on, they changed their mind and did do it. That
particular argument does not impress me.

On page 6 you state:
For example, many clinics or associations of doctors may designate a single

individual to receive payments for services by each member of the group. The
reporting of large payments to such an agent or nominee without a requirement
of further reporting of his redistribution of the payments makes the information
less beneficial to the Internal Revenue Service.

Under the existing system, if the payment is made to Joe Doakes
who, we will say is getting payments of a hundred thousand dollars
and is dividing that up witl six or eight other doctors; if you use the
social security numbers when you make that payment, that dotor, who
receives the payment on behalf of all the others, would have to report
it under existing law. For example, he would have to report a hundred
thousand dollars income from such and such a source, and then claim
credit for a breakdown of the payments that he made to various Tom's,
Dick's, and Harry's. Is that not the law today I

Mr. WIIrrAKXE. I am not sure, Senator Williams, that the agent
would have to be required to report it as his full payment.

Senator WIILAms. If it were you or I and someone had paid you
a hundred thousand dollars, is that not supposed to appear on our
tax return as a hundred thousand dollars income?

Mr. WmTAKER. Not unless we received the income as our own in-
come. I don't believe that the law requires an individual to take in as
his own gross income that which he doesn't own.

Senator WIAMS. You mean that he can break it down on a piece
of paper and note beside and only report that portion of it which is
his, and ignore all the other. Is thiat wlhat you are telling us, because
that is not my understanding, and this wold apply to a lot of money
that is going-
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Mr. 'WITAKER. It would depend on the legal relationship. For
example, if the doctors were members of a partnership, the income
would be shown on a partnership income tax return.

Senator WIJIAMS. And the partnership then would file that tax
returnI

Mr. WHITAKER. Yes, sir.
Senator WILLIAMS. And report it to the various Tom's, Dick's, and

Harry's, wouldn't itI
Mr. WHITAKER. Yes.
Senator VILLIAMS. And he would report it by social security num-

ber, wouldn't he?
Mr. WITAKER. Yes, sir.
Senator WILLIA31S. Even under existing law?
Mr. WHITAKER. Yes. A partnership does have to file a regular part-

nership return.
Senator VILLIAMS. That is right, and how much has been paid out

to the respective partners, and they report the social security numbers
when they put thi-,e payments on the return, is that not correct?

Mr. WHITAKER. That is correct.
Senator VILLIAMS. So you do have that information under existing

law if you would use it?
Mr. VITAKER. That is right, if there is a partnership.
Senator WILTIAMS. All right. There is no partnership filed and you

receive payments as a single individual. Are you telling.me that if
there is no partnership agreement filed that a single individual can
collect the money which is due you and me, and only report his part
of it. There is no reporting necessary on the part that you and I would
get when we collect our two-thirds?

Mr. WITAKER. I believe there are circumstances particularly in
the medicare or medicaid programs, where it is either necessary or
desirable for one individual or one entity to be designated as the payee.
If that is simply a matter of convenience, and if that one entity doesn't
have any claim to the income, I don't think that we could require in all
circumstances that that income be reported on the tax return. We cer-
tainly would have no power under present law to require an informa-
tion return to be filed by that entity.

Senator WILLIAuS. Then an individual collects $30,000 from an
insurance company, from medicaid or medicare for doctors services.

There am two other associates with him. It is not a, partnership, not
a corporation, and each gets $10,000 apiece. All lie has to do is to re-
port his $10,000. He has got $30,000, showing up that he was paid
using his social security number under this existing ruling. You mean
there is no check back in order to find out where this discrepancy is.
Because here, medicaid will be reporting, by social security number,
the fact that they paid me $30,000. On my tax return you only see
$10,000 because that is all I got out of it and I don't tell you where
the other $20,000 went. You mean I don't have to tell you anything
about it?

Mr. WHITAKER. As a practical matter Senator Williams, if flint tax
return were audited and the agent had information of a $30,000 pay-
ment, the agent would certainly inquire, and, I am sum, would be en-
titled to get the information as to what has happened to it.

The insufficiency is that when the return was selected for audit
under this arrangement without the information that showed how
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the $.30,000 was broken down, (ie return might show a largodeficiency
which really wasn't justified, and it. might trigger a detailed audit,
which really was unnecessary.

That is one reason why 'we are asking for tie authority to haveanother information return which shows the distribution. It means
that our processing of tax returns can be made a much more efficient
process.

Senator VILLIAMS. Well, to put it another way, I don't. want to
pursue this much further, if there is any loophole here I certainly want
to close it, but we have to recognize it, in order to close it. I want to
know if a group of individuals makes an investment and they are
getting $30,000 a year dividends, and they make their investment by
a gentlemen's agreement all in one man's name, and this $30,000
dividend comes to you or me, then you are telling me all I would
have to put (town is $10,000 of dividends and I don't have to report
that 20 went to Tom and 10 went to Joe-

Mr. WI1iT\AKER. WNell.
Senator WmmXa.m's. There is no requirement under the law to report

that,?
Mr. WiIiT IKCE. Under many circumstances it would certainly be

necessary, if not desirable-
Senator WILIMS. ITlder the specific circumstances that I men-

tioned, under that, particular case would not the law require that I
report those two $10,000 payments in order to show why I wasn't;
pu tting in the full 30?

Mr. 11WInITAKER1. Well, let. me say this, Senator Williams. If that
individual reported the full $30,00b in his return, then he would ob-
viously show that, he had not retained it. But the difficulty-the gap
in our administrative handling of it-is that we would not have
an information return on the subsequent distribution. Consequently,
in order to track down the full payment, the amount that was re-
distributed, the agent would have to get in touch with that particular
taxpayer and find out what he did with it or would have to examine
his return. But, if we have an information return, we can associate
all of the information data with any return we are examining and
we could then bypass other steps 'in the process which are not
necessary.

Senator WILL M.s. I understand that, and I just want a straight
answer. Does the existing law require that if you have an investment,
aid it is yielding $30,O0 a year in interest or dividends, and all of
it is paid in my name, to me, but in turn I have a couple of partners;
under the law am I required to report all of it, or just report, that por-
tion which I received? You are required to report all of it, are you not?

M r. " IITAIFi. I am sorry, Senator.
Senator WuLLAM-S. I say I thought you were required to report all

of it. and then break it dovn and take your deductions as to how you
paid it. out. If you paid a certain amount to somebody you would file
a form showing what you Paid to them. If it is not necessary, I would
say you have a loophole here ?

Mr. AViHITARKFtz. If time income belonged to the individual, which
might well be the case in the circumstance you posed, then there
would be a requirement to report it. It probably would be a partner-
ship situation. In fact, even if there were no formal partnership
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agreement, there would be a requirement, for a partnership return,
since lpartneriip retus are required in any joint venture. That, I
believe, would be the analysis of the situation you posed.

Senator WILLIAMS. A partnership return is require(], as I under-
stand it even though there is no partnership formed if it is a jointventure $i

Mr. WIrIAKER. Yes, sir.
Senator WILLIAMS. hliei I will get back to the doctors again. It

is a joint ventu, is it not?
Air. WAIIITAKEH. Well, it may be a joint venture.
Senator WILLIAMS. And the money is all paid to one individual

as a joint venture, and there are some reporting requirements. What
I am trying to establish is, to what extent are you enforcing the law
that you have now. I am willing to give you the additional laws
that you may need but I don't want you to cover over the fact that
this has not been enforced heretofore and I don't. want to leave the
impression here that. the law has been lax; I think there has been a
laxity right here in Washington in some of this that is the point I
am getting at. I am sure I have used up too much olmy time.

The CHAIMIAN. Go ahead.
Mr. WHITAKER. In fairness, Senator Williams, this whole problem

of information reporting of health care payments is something which
the Service has been wrestling with for a good many years. I am
suv that tip to this time we have not exercised all of the authority
that we have under the law. Some of these problems are relatively
recent developnients-certainly the whole health care field is devel-
oping and has developed very rapidly, including medicare and medi-
caid. There are problems which need to be worked out, some of which
I believe we could work out administratively to improve the situation.

However, regardless of these administrative improvements, there
are gaps in the law which need to be filled to make a complete overall
System.

In the situation that concerns the Senator, I think in most instances
we would get tax returns which would show the information. But
we would not get them in the form of information reporting which
would give the Service the maximum utilization of the information
with a minimum of expenditure of time and money.

Senator WILLIAMS. Vell, I am going to conclude with this, I say
again I want you to get what information returns you can and I
don't. think that your d apartment has had the information that it
has needed in the past. But I think part of that has been the lack
of cooperation of other Government agencies as well as the lack of
cooperation of l)rivate industry. It would seem to me that we can
justify enactment of a legislative proposal, which, if necessary, I
will certainly support, but we can Justify it as it effects private in-
dustry to a much greater extent if we can show that the Government
itself has been living by the rules we are trying to lay down for
everybody else. It is this foot-dragging on the part of Oovernment
agencies that disturbs me.

Now this is ilot criticism of the Revenue Department because I know
that at the time we were collecting this earlier last year we found
a tremendous amount of opposition from the Social Security Agencyover their willingness to make available to the Internal Revenue
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Service the information which they reluctantly gathered for this
committee relating to these payments. They admitted-they never
have been using the social security numbers of these doctors so they
could identify them. They had no method of identifying these pay-
ments, and to me that was just an indefensible position for the De-
partments to have, I think that all Government agencies should set
the example for private industry and while we may need legislation
here today I think we should make it clear that we are trying to
clean the government's house as well as clean up some of the outside,
private industry.

Senator Cuirs. Mr. Whitaker this legislative recommendation
which you are making today would apply in case of insurance com-
panies to all of their insured people, not only those who come under
medicaid or medicare or some other Government program, is that
right?

Mr. WJIITAKE.R. That is correct, Senator.
Senator CURTIs. There are 2 or 300 operations of medicare where

there is no intermediary. They deal directly 'with the Government
for reimbursement.

Would you need any new law to require the parties in those situa-
tions to grive you all the available data that you might request.

Mr. mrArrAKvXR. We do not think that we need statutory authority
in that limited area, Senator Curtis.

Senator CuRTis. Including the unassigned?
'Mr. WITITAKER. NO, Senator Curtis; I do not think we have the

authority in the-unassigned area unless it is done by contract between
the Social Security Administration and the individual providers of
health care service.

Senator CURIrs. But there is no intermediary. There are about 2 or
300 situations where there is no insurance company designated as an
intormedip'.. to process claims. The Government processes its own
claims.

Now, in such a situation does the Government have authority to col-
lect data in reference to unassigned claimsI

Mr. WITrrAiER. Well, by definition, Senator Curtis, an unassigned
claim is an instance where it is not theprovider of health care services
which has contact with the payer but it is the patient who hasthe
contact with the payer. However, In the situation the Senator poses it
is the individual who is entitled to medicare or medicaid. If the pa-
tient were to file a claim there would be no direct contact, as I under-
stand it, between medicare and the doctor who provided the health
care service. In that situation we do not believe that under the Internal
Revenue Code we or the Social Security Administration have the
authority to reimire information reporting.

Senator CURTIS. You said earlier that you needed this authority
of a statute to get the data in reference to unassigned claims to
meet certain legal requirements. Would you elaborate on that a little
bit?

Mfr. WitITAKERt. Well, the only authority we wouldhave would be
to require reporting of payments aggregating $600 or more made in
the course of a trade or biisiness. There is a very serious question as
to whether, under the reporting requirements, we could require the
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average health care insurance company to report a payment which is
in reimbursement of an unassigned claim that the payee files.Even if we had that authority it really wouldn't do us any good
because all we would get on that sort of a. reporting basis in informa-tion, for example, that Metropolitan Life paid John Doe $150 inreimbursement of a health care claim. That is not the information weneed. What we need is where that $150 went, what claim it went to
pay.

We do not have the authority to require the patient to obtain fromhis doctor the information as to the bill, to submit it to the insurance
company and then to require the insurance company to give us thisinformation. The requisite information is not simply the payment tothe patient but it is the amount of the bill that the individual doctorsor health care providers filed with the payee to the patient, and that
the insurance company is now reimbursing the patient for having
paid.

Senator CURTIs. I want to take a hypothetical case where it is anindividual of such circumstances wheie no medicare or medicaid or
no Government programs are involved.

I think it is safe to assume that most medical bills add up to more
than the individual has insurance.

Let us assmno that a holder of an insurance policy has medical ex-penses and lie files a claim and lie is paid $1,500.by an insurance com-pany. The insurance company has a contract with the insured. They
don't have any contracts with any hospitals or doctors or any drugsuppliers. The insurance company decides that under his policy heis entitled to $1,500. He owes a bill to four doctors as well as the'hos-
pital and clinic and the like.

From his $1,500 he can't pay all four of them. He pays two of thedoctors and pays the hospital. If this becomes the law, will the in-
surance company be required to report data concerning the two doc-
tors who were not paid at all?

Mr. WHITAKER. Yes, Senator Curtis; our proposal has nothing to
do with actual payment to the doctors.

Senator Obniis. What is it for? What are you going to use this.information to check against our master file to make sure that eachindividual who has rendered services for which he was entitled to pay-
ment has filed a tax return.

Mr. WIiTAXER. In the circumstances you posed, it is entirely pos-sible that that doctor would have had no income for the year; butit is unlikely, and this will give us a check on the nonfilers.
What it will really do, Senator Curtis, is that with this type of in-formation reporting we will cut down on the number of who failedto file a tax return in this area to a bare minimum. The second thingwe will do with the information is to obtain the name of the doctors,even the doctors who in your example did not get paid. lWe will havethose names and we will have an aggregate figure over and abovethe minimum, representing the amounts billed by those doctors and

forwarded with claims to this particular insurance company for the
year.

When one of those doctors' tax returns in the normal order ofprocess gets audited, this information will assist the Revemne agentto conduct an audit of that tax return quickly, efficiently, and properly.
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In many instances the information will be sufficient to indicate to the
agent either that the tax return as a whole is adequate and proper and
in all likelihood has correctly reported income. Therefore, neither the
time of the agent not. the taxpayer will be taken ip.

In other instances this information will be sufficient for a trained
agent to realize that there is a very serious discrepancy in the report-
ing of income, and assign that return to an experienced field agent for
detailed audit.

Senator CURTIS. Well, now, Mr. Whitaker, in any other segment of
our economy, (o you require somebody to report data concerning an
amount that is never paid?

Mr. WHITAKER. So far as I know, Senator Curtis, we do not in any
other segment, but we know of no parallel for this particular situation.

Senator CURTIS. Now, up until this particular doctor is selected
at random for an audit, this whole thing will be handled by-machines,
won't it?

Mrt. WHITAKER. Well, we hope basically it. will be handled by tape,
to enable us to make the most effective use of it and, I think, minimize
the difficulties on the part of the insurance, company in reporting that
information.

Senator Curris. Now coming back to my hypothetical question
where an insurance company pays $1,500 to an insured and he owes
four doctors and tie hospital und lie pays the hospital and pays two
of the doctors. Whose responsibility is it to provide names of the four
doctors and their social security numi-ibers?

Mr'. WITAKER. The names 'f the doctors in the normal case will be
furnished as part of the data which supports the insured claim. That
data already goes to the insurance company for its present purposes
in order to determine how much of the claim; should be paid. husi, the
insurance company would have the names of the doctors and the
amounts. Th only thing missing in that normal circumstance is the
taxl)ayer identification number of the doctor which would have to be
put either on the bill or there would have to be a different mechanism
worked out, to get that information to the insurance company.

Senator CuRnTis. But who has to report it to the Internal Revenue
Service?

Mr. WVIIITAKER. Under our proposal, Senator?
Senator CURTIS. Yes.
Mr. WIrMAKER. The legal obligation would be on the insurance

company , to get the name. There would also be a legal obligation on
the provider of the health care services to furnish the information
and with those two legal obligations we feel that we will be able to
work out flexible ways in which the information can be obtained by
the insurance company with a minimum of difficulty. But without
the legal obligation, on the one part, to collect it, and, the other l)art,
to furnish it, we would have very serious difficulty in getting the
necessary inform at ion.

Let me comment on one other thing about your hypothetical, if I
may. Mr. Oppenheimer points out to me we are talking about an tin-
assigned claim. The unassigned claim is basically a claim for reim-
bursement, of expenses that the patient has paid. 'So it would only be
in very rare instances according to your hypothetical that. doctors
would not have been paid.
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Senator Cuirris. Vhy I The check is made to the insured.
Mr. WIIITAKER. But, generally speaking, at least this is my infor-

mation, the insurance company will pay, as a matter of reimbl'rsenmnt
to the patient, expenses that he has incurred, not expenses which he
anticipates.

Senator CurTis. Ile may have incurred the obligation but the in-
surance company does not assume responsibility under their contract
that the insured pay the doctor.

Mr. VIUTAKER. That, is quite true.
Senator Cunris. Isn't it also true that in this same identical illness

one or two of the doctors submitted a bill to the insured, lie attaches it
to his claim to the insurance compaiyy. Tliey send it in and they look
at all these bills from doctors and hospitals to ascertain whal their
liability is under the policy. It may be that Dr. A performed
services for which- there was no insurance, and Dr. B peiformedl !
services for which they were all insured. But the insured in filhig his
claim to show his entire sickness expense and in order to submit it to
the Company to see what they are going to do, does it that way. How
are you going to distinguish between A and B's bill attached to the
claim'n of the insured so far as tax collections are concerned?

Mr. WiiITAKER. Well, our proposal is geared to those claims which
a patient would submit with respect to which there is insurance.

If, in the circumstance you posed, an uninsured medical expense
were included in a statement, the insurance company under our pro-
posal would have the privilege of ignoring that for information re-
porting purposes. If it were included in a report it would do io harm.
So in essence, I think the insurance company could treat it or not
treat it for information or other purposes.

Senator Currnis. It. looks to me, Mr. Whitaker, what you are requir-
ing here is not reporting of payments made. It is reporting of, and I
notice you call it that in your statement, it is reporting of data that
might or might not have some validity in plrsumg someone for un-
paid taxes. It, could well put you oi the trail of transactions wherein
the doctor got no income at "all, never was paid. I don't, think it is
uncommon for people to have insurance and when they get their
insurance they don't have enough to pay everybody, or at least, to
pay everybody, in full.

I think it, is one thing to require individuals and businesses to report
payments that tley make. But to require another business, just because

it may happen to be large, to report on transactions where they make
no payments to the individuals involved, and have no legal Way of
finding out whether anybody else ever made the payments, that is
what disturbs me.

I have a few other questions about this.
Mr. WHIIITAKER. May I make a comment? III answer to your last

point., Senator Curtis. It. certainly would be posible to gear tip a s s-
tem where, in this circumstance, tile reporting would be limited to
those charges or bills which the insurance company data showed
actually were paid.

However, from the standpoint of minimizing the costs and burden
on the insurance company itself, I feel that it, is far easier not to require
the insurance company to look over each bill and pull out only the
amount paid. That is a proper function which I feel the Service call
handle it it has the basic information.
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Senator Curtis. You referred a place or two in your statement about
tle costs to the insurance companies. What will it cost ?

Mr. WurrARER. We don't have any data from the insurance com-
panies yet oil this particular proposal. The report by the joint task
force contains cost estimates submitted by the insurance industry butthese estimates were oil a somewhat different proposal. We feel wehave materially lessened the costs.

We do not really have a way of pinpointing the cost ourselves. Thatis something which is peculiarly in the control of the insurance
company.

Senator CGuTiS. Whatever is the cost it will ultimately increase thecost of health insurance for all insured people, won't it?
Mr. WHITAKER. That is certainly a possibility, Senator Curtis, that

is trite.
Mr. WTIIITAKER. This, in essence, is a cost of the collection of taxdollars and it is a matter of governmental policy and congressional

policy to determine who pays the cost. The costs have to be paid by
someone.

Senator CURTIS. I don't mean to quibble over words but I wouldlike to call your attention to a sentence on page 4 of your statementin the second paragraph, the last sentence. In there you are speaking
*of the defects in getting information. It says, "Chief among the de-fects, in our judgment, Is the absence of a reporting requirement for
unassigned payments for health care and services."

Wel, actually, there have been no payments to the doctors, so far
as the insurance company is concerned, isn't that correct?

Mr. W rrAKER. As I just pointed out, Senator, the insurance com-
pany does not monitor the actual payments to the doctor, thet. is true.Senator CurTs. It doesn't monitor it but you are asking for a law
that makes them report it. I

.r. W ITAxER. What we ate asking for is the amount which in thevast majority of cases will be paid by the insured or the insurancecompany, one or the other. While it may be true, in some instances,
that bills may not be paid, certainly, in the vast majority of cases the
doctors are paid for the services that they render.

Senator CURM. Did I understand your request would just deal
with those cases where an insurance company had information of em-
ployment by the doctor amounting to more than $600 a year?Mtr. WIITAKEI. No, Senator Curtis;' we propose to have the $600rule not a)jply at all. What we are proposing is that each bill that
comes in with an unassigned claim be looked at and we are initially
proposing that those bills under $100 be ignored for information re-porting. 1hen our proposal is fully effective, the insurance companywill throw out bills under $25.

Senator CURTIS. I wonder if we have a problem here worth the in-convenience and burden and increase in health care insurance costs
that is worth going after. Do you have any evidence of doctors failing
to report income which comes from insurance companies?

M r. WHITAKER. The best, way I can answer you Senator Curtis
is on the basis of our preliminary Surveys of 11,000 tax returns of
medical people that this Committee gave us last year.

Senator UURTIS. But that was all Government money, that was
medicaid and medicare.
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Mr. WHITAKER That is correct.
Senator Culris. There is no insurance company involved in those.
Mr. WnHITAKER. No; but we don't know that the doctors or the

health care providers who furnished those services are any different
from the vast majority.

Senator CUIITIS. But the point is I think, the Government call do
anything they want to insofar as other Government. agencies ite con-
corned, without any legislation.

Mr. WHIrrAKER. Well, m poit was simply this, Senator Curtis,
that that is an indication ihat there is some serious underreporting
generally. Other indications which the Service has had in the analyses
of tax returns and voluntary compliance have generally indicated that
the professionals are among the group who are guilty of underreport-
ing or of nonrepoiting and among that group are the doctors This is
simply general results of analyses of information.

Senator Curm. Well, certainly you get some information in from
the field, among the few doctors who are cheating on their income
tax, are they cheating on payments in cash that are made when indi-
viduals call at the office to pay their bill or do you have a problem of
cheating where the money originates with an insurance company?

Mr. WurrAKER. Well, again turning to these statistics, this analysis
of these 11,000 tax returns, the indication there is that there is both.
Certainly the medicare payments are not in the category of cash from
a patient who walks in the door, and I think there is every reason to
believe that the pattern which we found would be somewhat sylnpto-
matie of the entire group in the country.

Senator CURTIS. It is hard for me to believe medicare and medi-
caid people, so far as the Government is concerned, have any infor-
mation that Internal Revenue can't get without a statute.

Mr. WiiITAKER. But leaving aside, Senator Curtis-
Senator CuR'rs. They can get all yours, and that is supposed to be

confidential.
Mr. W IITAKER. There is a large gap between the private sector and

the public sector. The medicaid payments are somewhat, I believe, less
than half of the total health care costs of the country. Even assuming
that we get all the information we need with respect to medicaid and
medicare, that still leaves a large body of dollars that is not covered
by information reporting.

Senator Cuwrs. This Committee has certain oversight in connection
with our tax collection laws, and the 11,000 horror cases referred to
you were all medicaid and medicare, weren't they?

Mr. WHITAKLR. Yes, sir.
Senator CURTIS. We haven't referred any others in that category.

I am just disturbed, I realize you have a problem and I don't mean to
be critical of people as individuals, certainly not. All of us want to
see every tax payer pay every dime that he owes because any that he
escapes, somebody else has to pay it.

But by the same token, all taxpayers should be treated alike, and if
we are going to require some people to report una&signed claims where
the payment has not been made or maybe not at all made in that tax-
able year, I am wondering if it shouldn't be across the board.

This would be a new Oeparture for this committee to giv enforcing
tools applied to one segment of our economy only. I don't think we
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even do that, in collecting taxes against. gamblers. I think they have the
benefit of the same reporting laws, or lack thereof, as any3 other tax-
payers, and I have some very serious questions about requrig a relort
m order to trace data where there is no evidence that there has been
a payment made. That is all, Mr. Chairman.

TVhe (3IIAIIM.N. Senator Jordan.
Senator JoIi)AN,. No questions.
'flie CiiIiIm.,,x. Thank you very much, geintlemen, for your testi-

mony, hiee today. You are excuse(.
''fie miext witness will be Mr. Wilbur J. Schmidt, secretary, 1)epart-

meit of Health and Social Services, Madison, Wis., and chairman of
the National ('ouncil of State Public Welfare Administrators, in oe-
half of the American Public Vel fare Association.

We are pleased to have you, Mr. Schmidt, and you may proceed, sir.

STATEMENT OF WILBUR J. SCHMIDT, SECRETARY, DEPARTMENT
OF HEALTH AND SOCIAL SERVICES, MADISON, WIS., AND CHAIR-
MAN OF THE NATIONAL COUNCIL OF STATE PUBLIC WELFARE
ADMINISTRATORS, IN BEHALF OF AMERICAN PUBLIC WELFARE
ASSOCIATION

i11r. Sc'jimmn'. Thank you, Mr. Chairman and members of the
committee.

As was stated, my name is Wilbur J. Schmidt. My3, position is secre-
tary of the Wrisconsin State I)epartment of H1ealth and Social Services.
I had expected to be accompanied today by Mr. Bonin from your own
State of Louisiana, and MI. Swank fro;n the State of Illinois,'but their
presence was require(! in their home, States on account of important.
business nece 'sary in connection with these matters and, hence, it. was
left to me to l)re ent the testilnon3'.
'he CIAI.MAN.Q. I am sure they will bo well relresented by you, Mr.

Schmidt.
Mr. Scjiimmr. Thank you.
I am appearing, of course, on behalf of the American Public Wel-

fare Associatimn mi my capacity as chairman of the National Council
of State Public Welfar;e Administrators.

While there are many features to 1I.R. 17550 to which we could
appropriately address our attention, and many of which are very
desirable, things like the imp)rovenmient in social' security benefits and[
automatic adjustments and some other things, we wo'ild like to use
our time lere today to emphasize our concern over one section of that.
bill which is section 225 known as the establishment of incentives for
States to emph asize out pat ient ca re un der rned ica id progr ams.

We have to do this because we are, very frankly, gentIemen, alarmed
over what could be, the result if this werv to be omne law. 'tis i; the
section, as I aiii sure you are aware, that increases the Federal share
by 25 percent up to a total of 95 percent for outpatiient and clinic serv-
ices and for home health services. At the same tiue, it. would reduce
the Federal share by one-third for inpatient. services in a. general hos-
pital or tuberculosis institutional beyond 60 days of any calendar year,
and it would also reduce the Federal share by one-third for inpa tient
care in a skilled nursing home beyond 90 days. For inpatient care i
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Further, the Department of Health, Education, and Welfare states
on pages 127 and 128 of the June committee report on H.R. 16311, and
I quote froni that:

Health care problems for the new combined adult assistance program involve
greater necds for long-term medical and custodial care and rehabilitation serv-
ices-quite different in kind from the preventive and acute care of younger adults
andchildren.

.W1e believe, therefore, that these needs would not be adequately met
.if we were to entertain enactment of the provisions of section 25 of
this bill.

The States are moving, as they can, in the direction of intermediate
care facilities. But this is a slow process. They do not have full com-
mand over the provision of the services because they must rely in large
measure upon the development of these under private or nonprofit
auspices, and so as time is passing, while these kinds of facilities de-
velop, States are forced to depend upon their services through their
long-term care provisions of title XIX.

Now, what about the mentally ill, and the section in here which not
only reduces the Federal participation of care for those individuals
after the 90-day mark but says nothing at all will be shared by the
Federal Government after the next 275 da s.

For the mentally ill, the complexity an uncertainty of needed treat-

ment is reflected in the present State wvs and programs. The State
plan, under medicaid, has to show as well as see to it that assurance
is given for immediate readinittance to a mental hospital upon the
discovery that the patient is not being properly handled or his needs
arise after release which call for his or her readmission.

It happens that among these who are over the age of 65, in particular,
who are the ones in question here in the public mental hospital, that
their conditioning-they may not show physical dependence, it is not
subject to self-dependence necessarily at the end of the year's time and
yet, at the same time, it cannot be said that they are no longer to be
regarded in a patient status, although as far as this measure is con-
cerned this would, in fact, be the end result.

Now, there is a statement on this subject that comes from the Health,
Education, and Welfare Task Force on Medicaid, and I quote from
that:

We fully support the Department's commitment to modern concepts of care
for the mentally ill and the development and implementation of alternatives
to Inpatient care in mental inatitutjons, using title XIX funds where possible.
Maximum effort should be encouraged In planning for alternate care, guided by
the needs of the patient. In such a flexible approach to care, based on patients'
needs, arbitrary limitation on duration of care of patients in mental institutions
is inappropriate, and the task force recommends against Imposition of any
limitation.

So, we see, as we look through the whole matter that all that can
really happen if we approach a solution of the problem of costs
which, apparently, is underlying the introduction of this idea, through
the process provided in section 226, will simply mean that the costs
will be shifted to the States where the money is not available, and I
would fear, gentlemen, that most likely the result of that would be
that there would be a reduced level of care or level of benefits resulting
therefrom, as I have already information that, and I am sure you
have, too, to the effect that, some States had to reduce the levels of their
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title XIX programs in the last couple of years for the lack of the
State's share of the cost of this program.

I do not think we should overlook the fact that among the States
having the most comprehensive title XIX programs we are also
referring to States that are putting almost half of the total cost of
this program in and so, therefore, have a very substantial stake as
well as the Federal Government in the cost of continuing the title
XIX effort.

Now, there is another section of the bill that we would like to
support which deals with 00 percent reimbursement in order to en-
courage and bring about needed data processing systems.

There is no doubt that we have sporadic information available to
us as to what really is happening to the people as recipients or as
patients in this program, and what really is happening to the money.

There are many different kinds of data systems in the country deal-
ing with this problem. There is no uniformity to it. States lack capac-
ity in many instances to establish appropriate management systems
for that purpose and, therefore, I think in order to have a more com-
plete national overview, a better basis of planning and making
decisions which affect national priorities and national investments
that we certainly add a strong support to this provision.

Finally, in terms of my brief statement to you here this morning,
I think that in the long run we believe that some better mechanism
must be devised for financing and improving the delivery of the health
care services for low-income individuals and families. One of its ob-
jectives should be to relieve the States from the present burden of fi-
nancing, as I think we have reached a limit of that.

No constructive purpose would be served by setting up artificial
incentives now or in the future to reduce the utilization of high cost
long-tern care facilities when genuine alternatives are not available.

The result of such a move, in our opinion, would be either a further
increase in State costs or a reduction in needed services to people.

That completes the remarks I had in mind making, Mr. Chairman.
I would be very happy to try to answer any questions you may have.

(The prepared statement of Mr. Schmidt follows:)

STATEMENT OF WILBUR J. SOHMID? ON BEHALF OF THE AMERIOAN PUBLIO
WELFARE ASSOCIATION

Mr. Chairman and Members of the Committee. My name is Wilbur 3. Schmidt.
My position is Secretary of the Wisconsin State Department of Health and
Social Services. I appear before you today on behalf of the American Public
Welfare Association in my capacity as Chairman of the National Council of
State Public Welfare Administrators.

Our primary purpose in appearing before your committee today is to express
our serious concern with the proposal which is set forth in Section 225 of the
H.R. 17550, "Establishment of Incentives for States to Emphasize Outpatient
Care under Medicaid Programs." This section would increase the federal share
by twenty-five percent up to a total of ninety-five percent for outpatient and
clinic services and for home health services. At the same time it would reduce
the federal share by one-third for inpatient services in a general hospital or
tuberculosis institution beyond sixty days of any calendar year, and It would
also reduce the federal share by one-third for inpatient care in a skilled nursing
home beyond ninety days. F6r inpatient care in a hospital for mental disease,
the federal share would be reduced by one-third beyond ninety days, and allfederal participation would end after an additional two hundred and seventy-five
days.
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We want to make it clear that we support the purpose expressed by the
President of placing special emphasis on outpatient health services, but we
would sound a word of caution that the benefits from such a policy would not
result in any material easing off in the need for long-term care In the immediate
future. Underlying this proposal is the assumption that to reduce the federal
percentage In Institutional expenditures and to increase the federal share in
outpatient care and home health services would result in a shift toward more
appropriate and less costly care. We believe, however, that this assumption
is not supportable. Incentives to reduce expenditures can only be effective when
they apply to both parties-the provider, as well as the paying agency-and
when acceptable alternatives are available.

Utilization and long-term care
Admission and length of stay in hospitals and nursing homes are determined

by physicians, and the judgment that a patient can be cared for at home or in a
less costly facility can only be made on a case-by-case basis. On the other hand,
it is clear that there are already tremendous pressures on the state agencies
administering Medicaid to hold down the costs. A very substantial proportion
of all Medicaid recipients now live in states in which the state share of the
cost is equal to the federal share, and therefore it might be presumed that
the state incentive to reduce costs is equal to the federal incentive.

In the meantime, for a great many aged and other patients receiving long-
term care, the practical alternatives to inpatient hospital and skilled nursing
home care are limited. Moreover, the states are now in the situation of having
moved to establish the existing programs In good faith at the urging of the
federal government, and have entered into program and financial commitments
on that basis. In the light of the present fiscal circumstances prevailing in
most states, the reduction in the federal matching share would simply mean a
curtailment of needed services. The urgent need for these services cannot be
substantially reduced In the short term regardless of what incentives might
be built into the federal matching formula, and the states are not able to
pick up the added costs from their own resources.

The following comment in the recently published Report Of The IIEW Task
Force on Medlcaid And Related Programs (page 114), brings into focus one of
the dilemmas of the states in their efforts to reduce the utilization of long-term
care: "Importantly, the Task Force thought that although classifying patients
is sound, patients should not be summarily discharged from skilled nursing
homes or other health facilities if alternate facilities are not available. Keeping
a patient in a health facility when his needs for support services cannot be met
elsewhere does not represent misuse; it represents a default on the part of the
community to match services with needs. Investments in alternative services
are the only humane way to solve the problem."

The Department of Health, Education and Welfare states on pages 127-8 of
the June committee print of II.R. 16311: "Health care problems for the new
combined adult assistance program involve greater needs for long-term medical
and custodial care and rehabilitation services--quite different in kind from the
preventive and acute-care of younger adults and children." We believe that
these needs would not be adequately served under the provisions proposed
in section 225 of the bill now before your committee.

Rates and o8s
The states are already moving toward a greater utilization of Intermediate

care facilities when this type of care is Indicated, and when the resources are
available. We believe that the proposal to authorize the Secretary of ilAW* to
establish, when necessary, a differential between matchable rates for skilled
nursing homes and intermediate care facilities would be a rea sonable and
effective measure.

We are much more Impressed with those provisions of the bill which would
grant to the states greater discretions in determining the reasonableness of
hospital costs and which would require the states to relate institutional re-
imbursement more closely to the Comprehensive Health Planning system.
Care of the mentally ill

For the mentally Ill, the complexity and uncertainty of needed treatment
is reflected In present state laws and program plans. A state plan for Medicaid
must provide assurance of immediate readmittance to the Institution when
needed. In support of the new proposal, we are now told that necessary hospi-
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talization for the mental patient 05 years of age or older rarely continues beyond
one year, and that when these older patients are released from a mental hospital,
they usually do not have physical Illnesses requiring institutional care. These
assumptions are not supported by the experience of the States.

Again we note with Interest a passage from the above-mentioned Task Force
Report : "We fully support the Department's commitment to modern concepts of
care for the mentally III and the development and l mplementation of alternatives
to Inpatient care In mental institutions, using Title XIX funds where possible.
Maximum effort should be encouraged in planning for eltornate care, guided by
the needs of the patient. In such a flexible approach to etre, based omi patients'
needs, an arbitrary liniltation on duration of care of patients In mental institu-
tions is Inappropriate, and the Task Force recommends against imposition of
any limitation."
Prercntion and treatment

For these reasons, we must object to any action that would abruptly reduce
the federal financial participation Ih the costs of long-term care uder the
Medicaid program. At the sante time, we would express the hope that augmented
resources for prevention and treatment will be made readily available for the
enhancement of tile lives of those who could benefit from these services.
Need for EDP systems

As administrators of the state Medicald programs, we recognize the urgent
need for assisting states with the costs of desirtulng, developing, and Installing
mechanized claims processing an informational retrieval systems which would
assure a higher degree of accountability and control. While some states have
already made significant progress In this direction, we are confident that all
states could benefit from additional federal assistance, both financial and
technical.

We also favor those amendments which would tighten the Medicare program
where policy and practice have tended to set many precedents for Medicaid,
and believe that further efforts In this direction should continue.

CO. CLUSION

In the long rtun, ve behtve that some better mechanism must be devised for
financing and Inproving the delivery of health care services for low-income
Individuals and families. One of its objectives should be to relieve the states
of the Intolerable burdens of the )resent system. No constructive purse vQwouil
be served by setting lip artificial incentives, now or in tile future, to reduce the
utilization of high-cost long-term care facilities when genuine alternatives are
not available. The result of such a move would be either a further Increase
In state costs or a reduction In needed servIces.

The CImimmAN. Well, thank you.
Our big problem here, as I understand it, is that while some States

have been doing a satisfactory, job, there are other States whee the
program has been very wasteful and has not been properly admin-
istered. On the House side they thought, there should be somne tight-
ening il).

Let mic just read you from the Comptroller General's Report on the
Medicaid Program in California.

GAO's review revealed weaknesses in procedures and practices for approving
and paying for nursing home care and other Medicaid programs in California.
Also, no uniformity existed for making determinations onl the necessity for
nursing home care. On time basis of GAO's observations of approvals of nursing
home care as studied in three counties in California, they concluded that a high
percentage of patients in these three counties, 35 percent in one, 22 percent In
the other, and 20 lvrcent in the other were not in need of such care. GAO be-
Iieves that Medicaid recipients received nursing home care without adequate de-
termination that such care was warranted.

In addition, GAO found that in 22 of 260 cases examined, clahns were paid
for periods after a patient had died or had been discharged from the muirsing
hmome.
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It is kind of ridiculous to pay nursing home claims for services
Sul)l)ose(ly rendered to a patient when the patient, had died.

In 12 of 76 additional cases examined, nursing homes were receiving full
payments under both Medicare and Medicaid programs for the same days of
nulrsilng home care.

''hen, here is a situation in Maryland, and I quote:
Although the State agency had established criteria for control of admission of

patients to nursing homes and subsequent eligibility redeterminations, the State
agency aind local health delmrtments did not apply these criteria to patients
admitted to nursing holes. As a result, we estimate that the State agency re-
Imbursed nur.ing homes about $4.8 million for skilled services for recipients who
411d not require skilled nursing care and therefore were not eligible for Medicaid
benelits.

Further, despite information obtained In a survey conducted by the State
agency which showed 23 percent of all patients surveyed were receiving skilled
care when less than skilled care was required, the State agency had not initi-
ated corrective action. Also the State agency had not implenmented procedures to
assure that responsible State agency personnel or local health departments had
complied with existing procedures and controls.

How would yol feel about it if we amended section 225 so that; it
applies where States are not, doing a good job or are not, taking ade-
quate care to control expenses, and that. it, does not apply where they
are taking adequate steps to control expenses?

Mr. ScIumiIr. Mr. Ctlairmnali, I think that it, is quite proper for the
Federal Government to have a provision which can ive it strong
enough leverage to demand conformity to appropriate business prac-
tices here.

I do not know whether the way to do that is best, through separation
of those who do and those who do not by legislation. I think that there
may be ways to do this through the processes which are well-known to
the Federal Government through the audit, route and other kinds of
conformity leverages which they have.

I think that your effort to demand a higher level of efficiency in
administration, therefore, could be met by something like that which
may even be better and would not be part of section 225.

I think the thing that is wrong with 225 is that here we seek to
cure problems of management through the very essence of Federal-
State financial partnerships, and I think this is tile wrong way to ob-
tain management effectiveness.

The ( 1 [1AIRMN. Mly thought is that if a State call give us reason-
able assurance that patients in that nursing home after 90 days belong
there, the State should continue to get the money. But if they cannot
show us that, they should not continue to get (lie money. That is one
way that, we might try to solve it.

Anyway, I appreciate your concern; at the same time, I hope you
appreciate our problems.

Mr. Scii-mr. Yes.
The CHAn r3AN. Senator Curtis.
Seniator CURTIS. Is it your recommendation that section 225 just

be eliminated ?
.fr. ScitmiDT. That, is correct.
I would actually like one )art, of it, of course, but I cannot expect

to mave all the cream and everything. I would like to take the percent
increase of Federal participation in the out patient and then just
scratch (b) and (c) of that section. That wout



813

Senator CURTIS. If you had to take it all or leave it all?
Mr. Sc(n rnilr. If I ld to take it all or leave it all, if it is an all or

nothing thing, now I have to speak for myself, of course, because my
instruction from my body is t o back the elimination of (b) and (c) ani
oj)I. for the 25, but if I %vere to sit here and make my own commitment

on this I would say I would rather have nothing than to be caught
with this withdrawal of one-third of the money and the elimination of
the final after 275 (lays of participation in the mental hospital care.

Senator CURTIS. MIy State of Nebraska is not a wealthy State. 'e
have about 1.4 million people, and like every State, it is hard to get
enough taxes to go arouid.

On May 26, 1970, the Honorable Norbert Tiemann, Governor of
Nebraska, wired me, and I placed in the record of these hearings on
July 14 of this year,,a telegram which stated:

We estimate that the skilled nursing home section of the bill will cost tle
State of Nebraska an adhl!tionpl $1,5-)0,000 per year. The section limiting funds
for Institutions for mentally defective will cost $1 million per year at the Beatrice
State Home, and $500,000 per year for other mental Institutions. The savings
provisions I- the bill for more FetJeral funding for outpatient care will result
li only $45,000 per year savings in the State and county funds. Therefore, the
net cost of the provislonus of the bill will he $2,910,000 per year or $5,820,000 per
biennium. The argument that these changes will decrease the unwarranted
hospltalization is without merit.

Of course, that was the objective, but it is your opinion that it will
not. meet the objective.

Mr. Sclimin'r. Not immediately. I think there will be an improve-
ment in the situation in the long term. I honestly have to believe thal.
early attention to these health needs ought, to ha'e some effect or solu
influence on the later health of an individual. But this is not a (ividend
that is going to come the same day all the way around. It. is going to
take a long time to o.ettr. So I would have to agree with the Governor.

Senator Cviris. Is there any other way to bring it about ?
Mr. SC' MIn'r. I do not think so. We" have a lot of sick people out

there who-
Sellator CURTIS.-NO, no; I mean you talk about some savings way

down the road. 1Won't those come about anyway if we carry on the
prm~r~1u right ?

-i'. Scii-mr'. I think they will. I think that both levels of govern-
ment will get their dividenlds at the same timM when they do come

SYotut, not by force.
Sellator CURTIS. Not hv force of this.
Mr. Sc'uiAt1T. That is iight.
Senator Cun'ris. But. they will get it anyway.
Mr. Sc(nmyr. Right. 'This is a tyl )ical picture. It is millions and

millions, depending On the size of the State that it is going to be shifted,
anid it is going to hut in the end because the legislatures will not have
the money, and that will mean going around the medical assistance
program and looking for ways to cut.

Another thing I would hilie to say about this: I think you gentlemen
have a tremendous rwoixl in keeping faith with the commitments of
the Federal Government in the.e longstanding grant-in-aid programs
in this field. 1But here is olne of the fi-st, examples where there would
be a withdrawal by the Federal Gove'nment fin a commitment it
onlce made and upon which States have based the program planning
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and programm financing; that is to say, they are going to change the
percentage on a deal that, was l)rviously im~ade, and if this occurs it
forever is going to l)e dflcldt, until we heMl tile Wounds, to convince our
legislatures that the Federal Government's p)ercentages are real and
that they will stand behind them, and this could be a very disastrous
thing in some situations in trying to get. good, stable program plan-
ning at the State level.

Senator Cuirris. When the Congress declines to enact, a. program to
benefit individuals and States it may be a disappointment. But if it
removes one that is already establishedI it. creates very serious problems.

Mrt. Sc'l iumT. Correctt'

Senator Curris. And it may create, problems that will result ill a
political reaction that causes the next congress s to overrule the cutback
so tile robleill goes unsolved ; isn't that rigit?

MIr. Sci'mI1'r. This is mW opiniioi.
Senator (UtRTIs. That is'all, Mr. chairman .
The Clmi u. x. Well, look, here is a report made by the General

Accounting Ollice on an audit in Michigan.
'Ilhey evaluated 378 clients in a skilled nursing home. They (lid it

)y strict, interl)retation of who required skilled nursing care and who
(l1(1 not. Only 22 )ercent of those people required skilled nursing care ill
that nursing home. TIhen when they used a more liberal definition and
said it would include clients who required a large quantity of car in
a skilled nu-ing home, not l)eople who required skilled car6 but re-
quired large quantity of care of all unskilled iiature, they could conie
1l) with an estimate that 58 percent, just a little more thanl half, could
be jitstiied as being in the skilled nursing home on tile basis that they
required a large quantity of care, even though they did ]lot require
skilled c.le.

Now, that is costing Michigan money just like it is costing is money,
but, why should they be there at all. I meant the people wvho do not even
require a lot of care, they (1o not. require skilled care, and do not require
a lot of it of any kind, Nvhi'y should we have them there, paying Feleral
11d1(1 State nonev for them ?

lr. Sciifir. I think the answer probably is-and bear in mind,
Mf[r. Chairman, I would not have the close-iu insights to the Mic lhigan
thing-but I think it is probably like ill my own State, and that is
that until you get a plant whicl can be denied and described as an
intermediaie care facility, .the physician, who is the one who has to
state for continuing care ill a nursing home, this is a requirement
really in which lie does not have any choice and, therefore, (lops have
l)atieilts in these homes where you provi(le a quantity of care but not
skilled in tile. sense of an arounid-the-elock nurse to be in attendance,
and the reason this is difficult is that the public is not, buying and
erecting all these places, and all entrel.lelnem' Or tile neomroflit sponsor
has to make ul) his mind in which business he wants to erate, and if
you have to imagine that some individual call, at the same time, be a
skilled nursing home operator and an intermediate care facility pro-
vider, you get a situation that. is almost. impossible to deal with, and
so you do not get the investment, and it. is that-let. ine say further
thaln that, i f it is the quantity of care that is to be defined as the criterion
for not needing skilled nursing home care and, therefore, it. goes over
to the. intermediate care facility, the Federal Government, particil)a-
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tion in that, is the same fliatiially, and I do not. see tile force of tie
argument. that that. is unmanageable, wlIleu that is not actually goingto accommodate the Federal fiscal problem anyway, and I thinl, [here-
fore, tile States have to be left to their own'devices as to when they
can get, an establishment. of intermediate care which is adequate to
meet the need, and move away from what is called skilled nursing
home care in tihe meantime.

You can take the cases off from the skilled nursing home rolls and
have them in an intermediate care facility placement and come on1
with the same Federal financial parlicipalit'tO, so you just move from
one accounting rvcord over to another, and the patient may still be in
the same place.

You can go further than this. If it is pe sonal care that tile indi-
vidual needs, it is one who cannot be completley self-dependent, you
can even l)ut him oil cash assistance and draw'the Federal financial
participation and let him go buy room and board, in a sense. But we
(to not. like to see these kinds of forced choices because sometimes this
leaves the individual with less than the kind of care lie ought to have.

The CHM ,. Iere is the problem. We were told that medicaid
was supposed to cost. $238 million a year more than the Kerr-Mills
bill.

All right. Now, it is costing $3 billion a year. Next year it is esti-
mated to cost about $6 billion, $3 billion Federi'al,$3 billion State. What
on earth happened ?

Well, in the first, place, half these people were not supposed to be
getting this care to begin with according to many audit reports.

So the ITouse said, "NWell, we had better just cut tlis thing off il somle
way. Oir people over heve gay, if tile State is doing a good job of cost
control why shouldn't we c)iltinne to supply matching funds. Butwhere by striict definition only 22 percent, of patients belong in a skilled
home to'begin with, let us not. supply matching in those situations.

If you people can show us a better answer, I would like to see it.
I ant not looking for any more problems. I am looking for answers at
this stage of tile game.

We obviously have something which is exceeding costs by a fantastic
amount, and we feel as though we have been victimized. ''hese people
were not, supposed to be charging for care. for people who were dead.

'ere are peol)le who have been discharged and we air having to pay
for them as though they am receiving cae, we are being cheated left
and right and, of course, I gtuess the State is being cheated along with
tile Federal Govermnent. We want. some way to bring this program
under control and if you canslhow usa better w"ay to do it, Mr. Schmidt,
we would be glad to lhave your suggestions.

Mr. Scmitmr. Mr. Chairman, first of all, I would like to say we would
be favoring, and I think it. would be time wish of the committee, we
probably could make up a statement on this of what are regarded as
adequate management rules in order to see that, someone who is
deceased is not. paid. I mean, these ar errors of fact which we can
work at through administrative procedures, it. seems to tie. to l),otect.

I think we have to do that, in all areas of business, and I cerainly
lo)e we are not paying dead people in the State of Wisconsin in homes
that have burned down.
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I can only say tlhat l)ro..,1'ms ol)erItc' d by human beings for human
bills's Sometimes the!." things go throii'rh.

l!'i 'hetn you cone to the cost otherivise from that, we have had
people ill 1iirsing hoii'ies ill 'Viscoiill 1o1,r befOlv title XIX ever
came across, an1d which were paid for by the other methods which,
at the time, weir largely State methods. We have not seen that we
have just suddenly come on with a new crop. so to speak, just because
of title XIX. We have got wI'ell over 30,000 licensed mlnins',, home
beds in the State and about 13,000 of them are occupied by title XIX,
aud tile rest are being paid for in their own way.

So I think we have got a general inflationary effect in this. We have
got a utilization and placement procedure which, I think, other States
are following now as well, that calls for the coined judgment of the
)hvsician, the State nurse, and a social worker from the county wel-

fare agency before placement is made in a musing home and before a
choice is nade as to which one is able to do the job needed.

We have reviewed the patient's condition so lie is not left. there to
linger when, perhaps, some other plan is enacted. But we have to, at
the same time, face up to the fact that mursing home operators have
increased costs, higher wages. This was traditionally a low-1)ay in-
dustry in years past. and it has now taken its place, alo, with tier
industries, at a recognized wage levels at prevailing rates: it has to
face the conditions of inflation and supply, and then the final thingin the whole area. and the reason why the program has gone so much
beyond its expectation is we poured a lot of demand upon an already
stretched health 'service industry, and this forced prices up.

I was just as shocked as were the administrators here in Washin',rgton
when I had to appear before our legislature and tell them we were
short of the mark bv about 25 percent. too, and "We would just like to
have about, $9 or $10 million of your money because of that."

This does not go down very well.
Fortunately, this time around we are doilg okay on our estimate.

In fact., we are probably going to underrum a little bit, and that makes
us all feel like we found some kind of answers.

I think these are the ways to do it. We have a Federal order of a
75-percentile control mechanism on l)hsiians' fees, and we are not
letftin.r mutrsin'" homes increases fyo through unless it, can be shown they
come directly from cost accounting evidence, which means such things
as wages and sul)pl)ies.

We are not allowing increases in profits. So we are holding the line
oi them.
I think these are the ways to go at it. But I certainly (to not think

you can do it by reducing the Federal financial percentage.
The CilHAIVAAN. Well, if Von are doing a good job, I would think

there ought not to be any reduction.
Thank you very much,iMr. Schmidt.
Mr. Sc-ilmllr. Yes, sir; I appreciate the oppoi tUinity Mr. Chairman.
The C'iMl .t.mm . Thank you.
We will now hear our next. witness, who will be Mr. IHenri, 1-.(imael coor(liator of social legislation, in behalf of the Chamber of

Commerce of the United States.
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STATEMENT OF HENRY H. CHASE, CHAMBER OF COMMERCE OF
THE UNITED STATES; ACCOMPANIED BY WILLIAM P. McHENRY,
JR., ASSISTANT MANAGER, ECONOMIC SECURITY

Mr. CitAsE. Mr. Chairman, as you have already indicated, my
name is Ifenry Chase, and I am employed by the I hulble Oil & Refihl-
ing Co. in H ouston Tex.

The gentleman with me today is Mr1". William P. Mclenry, Jr., of
the national chamber's staff.

Since we will, of course, summarize our statement, we would like to
have it entered in the record in full, if you please, sir.

The national chamber, on whose behalf I am speaking today, rip-
preciates this opportunity to express its view oil I.R. 17550 t'o this
committee.

In brief, the chamber recommends that the Finance Committee ap-
prove the 5-percent benefit increase; reject the automatic benefit, esca-
lator; reject the automatic wage base escalator; maintain the .$7.800
wage base; finance 11.11. 17550 by increasing tax rates on emplors
and employees: increase the amount of exempt earnings; retain the
existing workmen's compensation offset provision; approve those
medicare proposals that will lower futu;'e costs.

Now, by the most. widely accepted test of benefit adequacy, the bene-
fit structure is satisfact ry today. This situation prevails largely
because Congress has acted to protect. beneficiaries against inflation,
and it, did so by increasing benefits more than the amount actually
needed to offset, price changes.

Enactment of the proposed 5-percent benefit increase would become,
in effect, an advance action by Congress to offset, an anticipated price
rise, and we support that, action.

The bill provides for automatic benefit. increases whenever the cost
of living rises by 3 percent. Advocates of this escalator contend the
Congress cannot be depended on to raise benefits as living costs rise.
They also say a benefit escalator will depoliticize social security.

Trhe Congress has held hearings on social security 15 times in the
last, 20 years. As a consequence, several benefit increases have been
enacted which more than offset. changes in the cost of living.

The CHAIRMAN . If I might just interrupt you at this point, it has
been my experience since I have been here, that. the easiest bill to pass
is a simple across-the-board increase of benefits to offset inflation that
has occurred since the last social security increase.

It is almost impossible for a Senator to exl)lain why lie did not vote-
for it.

Mr. CHA sE. It. is an awkward position to bo in, I am sure.
leferring back to this action that you gentlemen of the Congress

have taken in the past-and there is a table oil page 5 that outlines the
changes that have been made in benefits in relation to changes in the
cost of living. Between l)ecember 19.50 and January 1970, the, cost of
living rose by 51 percent, and Congress had increase benefits over that
period by 83 percent.

Table 1 shows only the rise in cash benefits vis-a-vis changes in price
levels.

'Thie table does not. indicate the value of the many other iianlges
made in the program. One of the most important of these, of course.
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was the enactment of medicare. I IIll estimates that the value of the
noncash medical e benefit is $38 a month.

When this value is added to the cash benefits it is evident that Con-
gress has simply doe much more than prevent aged beneficiaries from
incurring a real loss in benefits over this period.

Even more significant than the record of Congress since 1950, is its
performance since 1964, Since then Congress has raised benefits three
times. Apparently another increase will be approved this year.

Recent Congresses certainly cannot be fate( for failing to raise
benefits just, because the cost, of living has risen. 'liere is 11o reasonable
basis, we believe, for concluding tlmt future Congresses will be less
responsive.

Parenthetically, I would judge by your comment a moment ago,
Senator, that this is iiot all umreasoial)l view of ours to ant icipate that
future Congresses will be equally responsive to changes in the cost of
living.
It has been asserted that substituting mechiaical devices for the

judgment of Congress will remove the issue of the benefit increases,
those designed to offset tile impact of inflation, from politics. Tile
House debate on H.IR. 17550 clearly shows, however, that tie issue of
benefit adequacy will not be signiicantly ldepoliticized. Tie desirability
of even limted (lepoliticization is questionable.

In the last analysis, neither social security nor any other major gov-
ernmental program which affects practically everyone in this country
should be removed from l)oltics. To do so, sini~py would remove It
from any inlfluence or cont rol by the electorate.

Now, if the cost-of-living escalator is incorporated in the socialsecurity program , it will inevitably spread to Mher public Programs,

private pelesill l)la1s, and, conceivably, to the entire wage structure.
it is true that the Armed Forces and civil service retirement plans

use cost-of-living escalators but those plaits are comparable to private
pension plans with the Federal Government standing as the employer.

It is indeed noteworthy, however, that those specialized aild very
limited plans are cited to'support the contention that. it is appropriate
and desirable to adopt this same pattern ill social security.

What better evidence could be submitted to indicate thie almost cer-
taill Cosequences Of incorporating a cost-of-living escalator ill a pro
giam which has such broad effects as social security does. Indeed, in
some respects it is difficult, to visualize a more likely means of institu-
tionalizing inflation, barring, of course, a flat, mandate that tie total
wage structure ill this country be predicated oil a cost-of-living esca-
lator.
We urge this committee to reject the automatic benefit. escalator.
TIe proposed tax base escalator would authorize the Secretary of

1I1 EW to increase the amount. of wages subject to tax biennially. Thus,
the amount of social security taxes paid by many workers w would be
determined not by direct congressional action bit. by the Secretary
of H,W.

A tax base escalator and benefit, escalator, of course, are interrelated.
The tax base escalator is intended to finance the costs that flow from
the operation of the benefit escalator.

There is 11 assurance, however, that. the revem produced would be
adequate to finance that benefit commitment. Inflation could advance
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at a more rapid pace than taxable wages, ill which case tie benefit comn-
mitment could exceed the capacity of the tax base escalator to produce
the necessary revenue.

Conversely, if inflation did not proceed at pace with the rise in tax-
able wages, excess trust funds would result. In either case an ad hoc
congressional examination and adjustment of taxes would ie required
to correct the imbalance. Obviously, there is no substitute for directcongressional control over the social security tax structure.

Now, if the tax escalator is adopted, the added costs resulting from
an ol)eration of the automatic benefit escalator will not be share(by all
the workers and their employers. It will be paid for entirely by those

workers who earn more than $9,000 a year.
The chamber considers it undesirable and inequitable to finance bene-

fit increases solely through the increases in the taxable wage base.
The chamber is very concerned about shifting control over social

security taxes from Congress to a Cabinet officer. Much of the public
support for social security is based on the knowledge that Cong-ess
carefully weighs a proposed revision or increase in taxes that workers
and employers must pay, and if future tax increases are effected with-
out such congressional review, the confidence of both workers and em-
l)lo'ers in the program may be adversely affected.

whether or not taxpayers agree witlh the Congress in every case,
one thing is clear: I think greater reliance is placed on the considered
action of responsible men than upon results l)roduced by mechanical
contrivances. Accordingly, we urge you to reject the tax base escalator.

Now, the 5 percent benefit increase and the other costs in 1I.R. 17550
will be financed by raising the taxable wage base to $9,000 next year.
OASDI and Ied'icare tax rates higher than those projected in the
present law, would not become elective until 1980.

Under present law, the maximum present social security tax, that is
both OASDI and medical insurance, will rise to $406 next year, to
$441 in 1975, to $452 in 1980, and ultimately to $460, assuming no
change in the statute.

Under I1.11. 17550, the maximum tax would be $468 next year. Due
to the automatic tax base escalator, it is estimated to be $612 ill 1975,
$780 in 1980, just 10 years away, and eventually to $1,365.

The chamber recommends that the costs of this bill be financed by
increasing social security tax rates on as current a basis as practicable.

Mr. Chairman, in conelision, there are three points we would like
to emphasize. The 5-percent benefit increase should be enacted.

The $7,800 wage base should be retained.
But the National Chambeir is strongly opposed to the automatic

benefit and wage base escalators.
We sincerely urge this committee to reject those proposals.

Mr. Chairman, tiat concludes my statement, and I thank you.
(The )rel)are( statement, of Mr. 'Chase follows. Hearing continues

oil page 827.)

STATEMENT OF TIlE CIlAMHER OF COMMERCE OF TItE UNITED STATES BY
HENRY IT. CHASE

My name Is Henry I1. Chase. I am employed by the Humble Oil and Refilnlug
Company, Houston, Texas. For several years, I have served on the National
Chamber's Committees concerned w-itlh Social Security and Unemployment
Compensation matters.
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The gentlelal a on illy left is Wllla, P. Mclienry, Jr., .Asistant Mantager, Bco-
III)leiic Security, of tile National Chainber's staff.

Today, I am speaking on behalf of the National Ciamber, the world's largest
federation of business enterprises an( organizations. Its membership embraces
39,000 bIumdnes Cs enterprises, 3,800 trade an( professional associations, and local
and state chainbers of commerce, with anl underlying nmebership of approxi-
mately 5 million individuals and firms.

SUMMARY OF TIlE NATIONAl, Ch'AMnER'S POSITION

Tim National Chaiber aplpreciates this opportunity to express the views of
business on 11.11. 17550, at proposal that would make fundamental changes in
Social Security aind In Medicare. After careful review and evalumtlion of this bill,
the Chiniber recommends that the Finance Committee:

1. Approve the 5 per cent benefit increase:
2. Reject the automatic escalators related tn hmneiits and( tile retirement

test ;
3. Reject tile automatic wage base escalator;
4. Maintain the taxable wage base at its present level of ST800;
.5. Finance the 5 per cent benefit increase. and the remaining costs of

11.11. 17550, by Increasing tax rates on both workers and employers;
6. Increase the annual amount of "exempt" job earnings under tihe retire-

nient test from $1680 to $2000;
7. Maintain the disability "offset" provision which allows a beneficiary to

receive concurrent payments from Social Security and Workmen's Coin-
ipenation equal to 80 per cent of prior earnings;

. Approve those proposed changes in the Medicare program that are in-
tended to lower or restrain future costs.

ACROSS-THE-BOAR) BENEFIT INCREASE

For many years, tile National Chamber his supported time concept that Con-
gre.sz.; should periodically examine all aspect. of Social Security, including ben-
efit levels, to determine whether adjustments in tihe program are needed. It is
a)parent that, from time to time, changes in benefit amounts are required to
assure that the great majority of elderly beneficiaries are not compelled to seek
Old-Age Assistance for their ordinary expenses of living.

A guileline, enunciated by the House Ways and Means Committee, states:
"Tie protection .afforded by the program may be considered adequate onily

when benefits are high enough, when added to savings and assets normally ac-
cumulated, so most beneficiaries will not have to apply for public assistance for
the ordinary expenses of living."

Time first Commissioner of Social Security. l)r. Arthur J. Altmeyer, asserted
that the benefit structure, on tile whole, wmuild be satisfactory If the vast ima-
jority of beneficaries-at least 0 per cent-did not have to seek public, relief
to supl)lement their Social Security benefits.2 In other words, if no more than
10 per cent of the old-age beneficiaries were receiving Old-Age Assistance. the
benefit structure should be considered adequate to achieve time basic objective
of this social program. By this test, tihe benefit structure Is satisfactory today.
The proplrton of aged Social Secturity beneficiaries who also receive Old-Age
Assistance to supplement their benefits has fallen from 12.6 per cent in Septemmer
1950 to 7.4 per cent in February 1970'

In large part, this situation prevails because Congress has given regularly
recurring study to the Social Security program and has acted to protect bene-
fciaries against the effects of Inflation by increasing benefits more than the
amount actually needed to offset rising prices. Thus, the 5 per cent benefit In-
crease provided for in 11.11. 17550 is, it effect, an advance action by Congress
t, offset an anticipated rise fit tile cost of living.

I See, Social Security Amendments of 1951, House Report No. 1698, 83rd Cong., Second
Session, p. 2.

'See, he4rings, Social Security Act Amendments of 1909, Hlouse Ways and Means Com-
mittee. 81st Cong., Second Session, pp. 10S9 and 1220.

3See, U.S. Department of Ilealth Education and Welfare, Concurrent Receipt of Public
Assistance Money Payments and Old-Age, Surrl'ors, aid Disability Insurance Cash
Benefits by Persons 65 and Orer, NCSS Report G-2, Table 1, February, 1970.
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"Jlhi. of cotuirse, Is not the first time that congress s has taken advance action

on a bIenellt Increase. F'or example, In 19619 and in 1967, Congress anticipated
ecoiotiie conditions 1a110 approved Increase. sufficient, not only to nmalntain the
lrchasilng power of benefits, but also to provide a margin of safety against

srlubsequent price Increases. Such action Is desirable at this time also, and Is
crnistent with past ('oligresslonal practice. To assure that the benefit structure
continues to be prolprly maintained Itiring this period of rising prices so that
the burden of inflation does not fall with dtsproi-thor ate weight on retire(]
workers and other Social Seenrity beneficiaries, the Chamber recommends that
the prol)ose! 5 per cent benefit Increase be enacted.

TIEM AIUTOMATIC IIVNEFIT ESCALATOR

Section 103 of II.R. 17550 calls for the automatic adjustment of benefits. In
the future, benefits would be Increased whenever the cost of living, as nicasnred
by the Consumer Ilriee Itndex, rose by at least 3 pert cent. Under this arrange-
meat, the monthly average of the. ('onisuluer Price Index (Cl1lI for the third
calendar qutiarter of 1972 would be (olmared with the monthly average (f the
('14 for tihe third quarter of 1971. If, for example, the monthly average of prices
rose by 3 per cent or more between 1971 and 1972. then benefits would be in-
(Teased by a corresponding number of percentage liRInts. The first year benefits
colil bce increased under this provisloin is in 1973.
Tho bill does not include a provision to reduce benefits if the cost. of living

decreases In the future.
The advocates of an automatic benefit escalator contend that this proves o

i.s needed because:
It is uncertain that Congress will act to improe N-nelits when such

action is needed because of a rise in the cost of living;
A benellt escalator will "depolitleize" this aspect of tie Social Seeurity

prograin.

l'r'ratht1lifI Conqrc.s., onal Performance
congressgs has examined the need an( desirability of effecting changes In the

Social Security program 15 times during the past 20 years. Several across-the-
boar(l benefit Increases were inade during that. period ; these more than offset
the change in the cost of living. Table I, ott the following page, demonstrates this
point. Between )ecember 1950 and January 1970, the cost of living rose by
51 per cent, all(] Congress increased benefits by 83 per cent.

TABLE I.-INCREASE IN THE COST OF LIVING COMPARED WITH BENEFIT INCREASES APPROVED BY CONGRESS.
DECEMBER 1950-JANUARY 1970'

Average Average
Consumer monthly monthly Cumulative

prike pfke benelt. benefit
Index I Increase workers who increase

Month and year (1957-59=100) (percent) retired In 1950 (percent)

December 1950...-.-.-_-------------------- 87.1 -------------- -$49.50 --------
September 1952 --------------------------- 93.0 6.8 55.70 -12.5
September 1954 -------------------------- 93.5 7.3 60.70 22.6
January 1959 ----------------------------- 100.9 15.8 65.00 31.3
January 1965 ---------------------........ 108.1) 25.0 69.60 40.6
February 1968 ---------------------------- 118.6 36.2 78.70 59.0
January 1970 -------------------------- - 131.8 51.3 90.60 83.0

I Data on average monthly benells payable from 1950 to 1968 obtained from U.S. Department of HEW, Social Security
Bulletin Annual Statistical Supplement, 1968 table 13. p. 31. Data for 1970 obtained from House Ways and Means Com-
mittee, Socil Security Amendments of1969, Rept. 91-700.91st Cong. Ist sess. p. 16.

2 Data from Bureau of Labor Statistics.
Note: Since 1950. Congress has enacted 6 general benelt Increases: 12.5 percent under the 1952 amendments (effective

in September 1952)* 9 percent under the 1954 amendments (effective in September 1954); 7.1 percent under the 1958
amendments (effective In January 1959); 7.1 percent under the 1965 amendments (eff active In January 1965); 13.1 per-
cent under the 1967 amendments (effective In February 1968); and 15.1 percent under the 1969 amendments (effective
January 1970 but payable In April).

It should be noted that Table I relates only to the rise in benefit levels vis-a-vis
changes in the Congllniler Price Ilndex. It does not Indicate the value of the ritalny
other changes made it tlte Social Security prograri by Congres.s during [fiat
20-year Interval. Otne of the most Important changes, when rucastired by the
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ilooilar value to the elderly, was the enactment of Medleare. TPile IDepartment of
health, Education and Welfare has estimated that the value of the non-cash
benefits available under the Medicare program is about $38 per month. When
thi-s benefit value is added to cash benefits, as it certainly should be, It is evident
that Congress has done more than merely prevent aged beneficiaries from In-
curring any real loss in their aggregate benefit entitlement.

Perhaps even more significant than the action of Congress over tile last 20-year
period is its performance since 19064. In the last five years Congress has raised
benefits on three occasions. And, as these hearings Indic.,te, there is every reason
to expect ftlat another across-the-board increase will be approved this year.

Whatever may have been tie case in the comparatively distant past, recent
Congresses have been pronmlpt to act to assure that benefits are not watered down
as a consequence of the Inflation to which the entire nation has been subjected.
There is no valid basis for concluding that future Coingresses will be less
responsive to upward movement in the cost of living.
Ilclioving Soeial Security froin Politics

It hs, been asserted that substituting mechanical devices (i.e., benefit and
wage base escalators) for the considered judgment of Congress would remove
the i.ssue f benelit increases designed to offset. the effects of inflation from
lIoolitles. The atsertion gives rise to two questions:

1. Would such "depolitlcization" actually occur?
2. Would "depoliticization" be desirable?
The House debates on 11.I1. 17550 clearly indicated that the broad Issue of

benefit adequacy would not be "depolitlcized". Those who supported the escalator
provision stated flatly that time escalator would not, and should not, preclude
the need for further Congre,,.slonal review of benefit levels. At most, therefore,
the "delvoliticization" would be of a limited nature.

The desirability of even limited "depoliticization" Is subject to question. Would
it be in the best Interests of Socal Security beneficiaries and the taxpayers who
support the program? In a prograrn as significant as Social Security, It Is es-
sential that the judgment of Congress be brought Into play whenever changes
or revisions are contemplated. In the ilnal analysis, neither Social Security nor
any other major governmental program which affecis virtually the entire popu-
lace can be, or should be, removed from politicss", since to do so would remove
it from any Influence or control by the electorate.
Inflationary Potential

An automatic escalator could, and almost certainly woul, have wide ranii-
ficatlons. If this principle is established lit Social Security, It inevitably will
spread to other public prograins such as Public Assistance, Unemployment Conm-
pensation, Workmen's Compensation, state amnd local retirement systems; to
private pension and retirement programs; to negotiated wage agreements; and,
conceivably, to time entire wage structure.

Although It Is true that the Armed F'orces ndt(l Civil Service retirement plans
utilize cost of living escalators, those prograins are it time nature of private
pension plans with the federal government standing as the employer. Accord-
tigly, the use of escalators in those programs has not had the wide ramifications
that would fhaw from the Incorporation of that principle into Social Security.
It is noteworthy, however, that those two specialized and limited programs are
cited to support the contention that it Is reasonable and appropriate and desir-
able to follow the same pattern in Social Security. No better evidence could be
cited to indicate the almost certain consequence of Incorporating a benefit escala-
tor in a program which has the broad effects Social Security does. Indeed, it is
difficult to visualize a more rapid means of Institutionalizing Inflation-barring
a mandate that the total wage structure in this country be predicated oi a
cost of living escalator. (It Is Interesting to note that legisiaion now pending
in the House would tie the federal mnininnin wage to a cost of living escalator.)

We urge this Con-nlittee to reject an automatic benefit escalator for Social
Security bcau.e it is unnecessary and unsounl, and because It would have wide-
spread adverse effects on othergovern metal and private prograins.

TiHE AUTOMATIC WAGE BASE ESCALATOR

The Secretary of Health, Education and Welfare would be authorized to
increase the amnoumnt of wages taxed-and thus the amount of the Social Security
tax-e'ery two years. Those automatic Increases would be based on tihe Seer-
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tary's determination of the extent to which average taxable wages of workers
covered by Social Security have risen since 1971. Under this formula, tie esti-
mated taxable wage base would be $9.600 it 1973, $10,200 in 1975, $11,400 in 1977,
$12,000 in 1979, $13,200 in 1981-and, eventually, $21,000 by 993.

The automatic wage base escalator is unacceptable to the National Chamber.
Adoption of this proposal would mean that the amount of Social Security taxes
paid by some workers would be Increased, not as a consequence of direct Col-
gressional action, but by action of the Secretary of Health, Education an(
Wel fa re.

The wage base escalator Is Intended to finance those benefit costs that result
front the operation of the beinefit escalator; however, there is no assurance tlmt
the added revenue produced would be adequate to finance that benefit commit-
ment. It is possible. for example, that inflation may advance at a more rapil pace
than taxable wages. Thus, the benefit. promises could exceed the calacity of the
wag,- base escalator to produlce the required revenue. Conversely, if Inflation did
not proceed apace with the rise in taxable wages, an excessive trust fund balance
would result. In either case, an ad hoc Congressional examination and adjustment
of taxes would be required to correct the imbalance. Obviously, there is no substi-
tute for direct Congresslonal control over the Social Security tax structure.

If the wage base escalator were to be adopted, it would mean that the Added
costs resulting front the operation of the automatic benefit escalator would not
be shared by all workers and their employers. Rather, It. would e financed en-
tirely by loading the added tax burden on those workers who earn more than
$9000 a year. This would be the first time tit the history of Social Security that
Congress financed a benefit change entirely through a wage base increase. Ol
all previous occasions when Congress bas raised benefits, or made other program
changes, tihe added costs have been financed either by an Increase in tax rates
on all workers and their employers or by a combination tax rate and wage base
increase.
The National Chamber considers it undesirable and inequitable to finance such

benefit increases solely throtigh Increases inI the taxable wage base.
The Chamber Is very concerned about shifting control over Socal Security taxes

from the Congress to a Cabinet officer. Much of the public support for the Social
Security program is based on a belief that the Congress carefully considers pro-
posals to revise or increase tihe taxes that workers and employers must ray. If
future tax Increases are to be effected without Congressional review, the conti-
dence of both workers and employers in time program may be adversely affected.
Whether taxpayers agree III every instance with the changes made by Congress.
the fact remains that greater reliance is placed on the considered and careful
action of responsible men than upon results produced by mechanical contrivances.
We urge you to delete tihe wage base escalator from the bill.

FINANCING CASH! BENEFIT CIIANGES

II.R. 17X.0 would finance time 5 percent benefit increase and tihe other costs
iii the hill by raising the taxable wage base from $7800 to $9000 in 1971. In addl-
lion, tax rates higher than those projected under present law would beconte
effective in 19S0.

Table II compares Social Security and Medicare taxes under present law and
under 11I.R. 17550 for nn employee paying the maximum tax. Under present law, the
maximum tax Is scheduled to rise front $374 this year to $406 next year and,
eventually, to $460. On the other hand, under II.R. 17550, the maximum tax will
rise to $468 in 1971 and to much larger amounts In the future as a result of the
automatic wage base esca:ator. It is estimated that the maximum employee tax
will be $780 1in 19 0, $975 in 1985 and eventually $130-5.

When Congress raised the taxable wage base to $7S00 in 1968, It was $1.000
above tihe median earnings of regularly employed male workers. Today it is
estimated that the existing wage base is still $400 above the median earnings of
regularly employed male workers.

Median earnings of regularly employed male workers Is a reasonable yardstick
to use when considering whether or not a wage base change is necessary. This
guideline will insure that half of all regularly employed tuale workers have their
total earnings protected against. Job income loss. At the .ame time, this would
allow the other half of the workers, who have some earnings not taxed, to use
a greater proportion of their earnings to save or spend as they choose.

As Table III shows, 1972 would probably be the earliest thne for Congregs to
consider any change III the wage base for tax or benefit purposes. Any considera-
tion of a further Increase in the wage base should be referred until that time.
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TABLE II.-SOCIAL SECURITY AND MEDICARE TAXES-PRESENT LAW COMPARED WITH HOUSE
SOCIAL SECURITY BILL (H.R. 17550)

Tax rates I Taxable wage base Maximum employee tax2

Present law H.R. 17550
Year (percent) (percent) Present law H.R. 17550 Present law H.R. 17550

1970--- -------------- - 4.8 4.8 $1, 800 $1, 800 $374.40 $374.40
1971-72 ........-------- 5.2 5.2 7,800 9,O0 405.60 468.00
1973-74 ---------------- 5.65 5.2 .7.800 a 9,600 440.70 499.2-)
1975 -_---------------- 5.65 6.0 7,800 10,200 440.70 612.00
1975 -------- -------- 5.7 6.0 7,800 10,200 444.60 612.00
1977-- --------------- - 5.7 6.0 7,800 11,4013 444.60 684.00
1979_ ............... 5.7 6.0 7,800 12,000 444.60 720.00
1980. -- .-------------- 5.8 6.5 7,800 12. 000 452.40 780.00
1981 ------------------- 5.8 6.5 7,800 13, 200 452.40 858.00
1983...--.--------.. 5.8 6.5 7,800 14,400 452.40 936.00
195 ------------------- 5.8 6.5 7,800 15,000 452.40 975. CO
1987 ---- __.--------- 5.9 6.5 7,800 16,800 460.20 1,092.00
1989 ------------------ 5.9 6.5 7800 18,000 460.20 1 170.00
1991 ----------------- 5.9 6.5 7,800 19,200 460.20 1,248.00
1993 ................... 5.9 6.5 7,800 21,000 460.20 1,365.00

I Tax rates for both social security and medicare.
Employer mist match employee tax.
H.R. 17550 cails for initial increase in the taxable wage base from $7,800 to $9,000 In 1971. All subsequent increases,

beginning with 1973, will be made in accordance with a formula based on estimated increases in average taxable wages.
The Secretary of HEW, not the Congress, will determine low much to raise the taxable wage base, Figures for taxable
wage base from 1973 on, obtained from Office of the Actuary, Soci3t Security Administration.

TABLE IIl.--COMPARiSON OF SOCIAL SECURITY TAXABLE WAGE BASE WITH MEDIAN ANNUAL EARNINGS OF
REGULARLY EMPLOYED WORKERS 1960-751

Median annual earnings Median annual earnings
Taxable - Taxable

Ye-.r wage base Men Women Year wage base Men Women

1960...--------- 4,800 $4,837 $2,706 1968 ........... 7.800 $6,800 3,770
1961 --.--------- 4,800 4,950 2,776 196 ---------- 7.800 7.100 3,930
1962 ------------ 4,800 5,139 2,76 1910... ......... 7,800 7,400 4,10
1963 ------------ 4,800 5,298 2.956 1971 ------------ 9000 7,700 4,270
1964 ............ 4,800 5.629 3,063 1972.------------ 9,000 8,050 4,440
1965 ------------ 4,800 5,739 3,168 1973 ------------ 9.600 8.400 4,630
1966 ------------ 6,600 6,124 3,338 1974 ------------ 9,600 8 750 4,830
1967 ------------ 6,600 6,360 3,510 1975 ------------ 10,200 9:130 5,030

1 Data for 1960-68 obtained from U.S. Dep3itment of Health, Education and Welfare, Social Security Bulletin, Annual
Statistical Supplement, 1968, table S6, p. 52 "Regularly Employed Workers" refers to 4-quarter wage and salary workers
covered by Social Security.

I Growth In median annual earnings estimated from 1969 through 1975. Projected annual increase based on experience
from 1960 through 1968.

a H.R. 17550 calls for an initial increase in the taxable wage base from $1,800 to $9,000 effective in 1971. All subsequent
increases, beginning in 1973, will be made in accordance with estimated increases, as determined by the Secretary of
H.E.W., in average taxable wages of workers coered by Social Security.

We recommend that the Social Seculrity program be kept on a self-sup)portitig
basis by flinnaeig the 5 percent benefit increase, and the remaining costs con-
tailied lit the bill, by increasing Social Se(trity tax rates on as current a basis as
practicable. Because the benefit increases are broadly distributed, till covered
,voikers and their employers should bear a share of the added cost burden. Tills
result catl be achieved only by Increasing tax rates.

N 2I0DIl'1CATIONS IN THlE RETIREMENT TEST

Social Security benefits are Intended to provide a partial replacement of a work-
er's job income loss when he is compelled to withdraw from the labor market
because of age, total and permanent disability, or death. The so-called "retire-
ment test" is the basis for determining whether a beneficiary bas substantially
retired froin the labor force or Is contimting to support Iminself by working.

lrJer present law, a beneficiary can earn $10SO a year--140 a tlontll-anld
still receive all his benefits; these are called "exellmpt" earnings. For earnings
bet -een $1,080 all([ $2,880, one doll r l beneflls is withheld for every two dollars
of earnings. If a worker nitkes more than $2,880, one dollar in benellts is wlthhltld
for eavlt dollar of earnigs.
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11.1. 17.50 would make three changes in lresent law
1. 'ile annual amount of "exempt" earnings would ibe Inerteased from

$1."S4J to $2,000 effective in 1971.
2. For earnings hi excess of $2,000 per year, one dollar of benlts would be

withheld for every two dollars of earned income. ,
3. The annual amount of "exemnit' earnings would be automatically rai.-ed

in the future as average taxable wages ri..
Tle National Chamber supports the increase ill the annual a1out of "exenmpt"

earnings from $1,680 to $2,0(0 because this change would help encourage parttime
work among the relatively few elderly persons who are affected by this condition
of eligibility.
The Chamber recommends that for earnings in excess of $2,000 and lp to

$:j.200. benefits be reduced one dollar for each two dollars of earnings and, for
earnings in exces.; of $3,200, benefits be redtced by one dollar for each dollar of
ealrit'd Income. Thiis rceolnlendltion plarallels tihe present iirovio-ons in the law
and reflects the studied opinion of the Ways and Meanis Committee as expressed
lit tie bill it reported to the Floor of the Ilou-e. in support of the action we rec-
)mil'nd, the Finance committee'ss attention Is directed to a study made by the
Social Security Admuastration on the effects of the retirement test. This study
jImiiltd out that"

"Analysis of the effect of the retirement test on older people indicates that
90 percent of the lwople eligible for benefits are probably not affected by tile test
lecau.x they are 72 or older or are umiable or unwilling to work to any sabsta'ntlal
degree. Thus, any change in tihe test, including its elimination, would not help
at all the vast majority of pIople who are eligible for benefits; tile people who
would benefit from elimination or liberalization of the retirement test would
b-. those who continue working and earning relatively substantial Incomies."

Te chamber is opposed to the automatic upward adjustment of tile exemptt"
hearings alolunt. under the escaliltor provilions &et out in II.. 17550. Revision
of any element of the Social Security program should be made only after Congress
hlins evaluated the advisability of such change at the time tihe change Is being
(4 ImsI dered ald in tile light of the conditions that them exist.

WOIK MKN'S COMPENSATION

Existing law limits the altmount of disability benefits all Individual can receive
concurrently uder a Woorkmen's ('ompensatlon program and under the disability
benefit provisions of the Social SecurIty Act to S0 percent of the Individual's
prior average wage. IiR. 17551) would remove this limitation and all Individual
would be permitted to receive concurrent payments equal to 100 percent of Ills
prior average wage.

One of the main objectives sought by time government, by Worktem's (0mmpemmN,-
tion insurers, and by employers, whlen a person has incurred a permanent and
total disability, is rehabilitation of the worker. Once the need for fimedlate
medical care has been met. attention turns to efforts to rehabilitate the ili-
vilual in the hol' that l can and will again become self-reliant anli self.
sufficient. The disabled person imust be motivated to undertake tile often long
aml arduous task involved in rehabilitation. Experience shows that lit the absence
of motivation, little If any progress can be achieved.

Al economic incentive also alds in the process of rehabilitation according
to those who have had extensive experience Ilk this field. Workmen's Compensa-
tion insurers are fearful that a reduction In the "offset" may have an adverse
effect on work Incentives of disabled workers. To the extent that a worker re-
ceives comlbined benefits in excess of preinjury pay. an incentive towa rd rehabili-
tation Irs been withdrawn. As the Finance Committee pointed out In 19615.

. It Is desirable as a matter of sound principle to prevent tile payment of
exees sive combined benefits." I

Spokesmen for the Administration urged the Finance Committee oil July 14
not to "go along with tile House provision" because it is complicated and merits
further study. The Administration recommended that the Social Security Advi-
sory Couill study this issue.'
The National Chanl er recommends that the present provision of time law be

continuiled in effect.

'See. U.s. Department of Health, Education, and Welfare, "The Retirement Test under
Social Seerity." report on a study called for by the Congress In Public Law 00-248 (the
Social Securitv Amendments of 1007), January 0. 1069. P. i

%See. 5'oelr) ,Sceurtly Amendimrncts of 1965, Report 404, SOth Cong.. 1st Sess., p. 100.
8 See. Colloquy between Senator Tal mde and Robert 51. Ball. Commissioner, Social

Security Administration, hearings on H1.R. 17550.
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Til. HISINC COSTS OF MEDICARE

The latest cost estimates for Medicare (H1ospital Insurance) show that the
program is in serious flianclal difficulty. Information submitted to the Sub-
committee on Medicare and Medicald by the former Chief Actuary reveals that
benefit outgo will exceed "tax take" by a substantial margin. Without additional
financing, tie Hospital lu-siraniee Trust Fund will be exhausted in 1972."
The Senate Finance Commnittee, but more especially the Subcommittee on Medi-

care and Medicaid, are to be commended for undertaking time conprelmensive
investigation which has uncovered the serious deficlences in the operation and
administration of the present program. Many of time corrective actions InI tie
house bill reflect time work of the Subcommittee and its staff. Tie National
Chamber wholeheartedly concurs with the Finance Committee's objective of mak-
ing this program function on a more effective and economical basis.
Correcting the Deficit

II.11. 17559 proposes to solve time Immediate need for additional revenue for
time Medicare program by raising both tihe tax rate and the taxable wage base.The Medicare tax rate would be increased from 0.6 percent to 1.0 percent on
each employee and employer effective fit January 1071. The taxable wage base
voild be Increased from $7,800 to $9.000 next year also. Moreover, in the future,

additional tax money would be channeled into the Medicare program on a con-
thnming basis via automatic increases in the taxable wage base beginning In 1973.

Tihe first four years' experience with Medicare confirms oar earlier conviction
that it is virtually impossible to develop reliable long-range cost estimates for
a program that. pays for services. However. the facts show that the Medicare
(Hospital Insurance) program must have additional financing immediately if it
is going to meet its commitments. The National Chamber is opposed to any In-
crease in time taxable wage base. automatic or otherwise, to accomplish this
objective. Instead. we recommend that Congress raise Medicare tax rates to
provide an immediate solution to the revenue problem.

There are a mnber of proposals In the House bill which are intended to lower
or restrain time future costs of the Hospital Insurance and Supplementary Medi-
cal Insurance programs. Tie National Chamber will confine its comments to the
most significant provision..

Health Maintenance Organization Option
Under this proposal. Medicare beneficiaries who live in an area served l)y a

Ihealth Maintenance Organization would have the option of receiving their
service. under this arrangement rather than from individual hospitals and
doctors. Qualified organizations would receive a fixed rate of payment for each
beneficiary, determined it advance for each firm on an annual basis. The fixed
rate would be somewhat less than Medicare now pays for comparable treatment.
As we understand It. tihe payment Is to be no more than 05 percent of the esti-
mated amount that would be payable if such coverage services were furnished
outside the framework of a Health Maintenance Organization.
There is no evidence in tihe Ways and Means Committee report Indicating that

tihe Health Maitenance Organization option would result in lower program
costs. According to the Social Security Chief Actuary:

"No valid experience under tihe Medicare program is available for the purpose
of making any cost estimates of the effect of this provision. To time extent that
adequate actuarial analysis can be made in the future as to the actual operation
of these Health "Maintenance Organizations, there could be a significant reduction
it the long-run cost of time Medicare program. . . . Il the early years of opera-
tion. however, there muigth be sligthly Increased program costs, because tile reln-
tively few organizations of this type in existence are being reimbursed only
their actual costs. whereas under time provisions of your Commnitteo's bill, they
would. in the future. be reinibursed somewhat more than costs. . , s

Aoeordingly. it would li unsound to implement this featilro without studying
its implications more carefully. We recommend that the Itealth Maintenance

SThe .TSclal Security Chlf Actilar-. Mr. Robert .J. Mvers. submitted two cqt e.tl-mates to the Finarce Cimmittee. Under the first. which assumes a $7S00 taxable war,-base. the deficit lq $216 billion. The second estimate, which .assuie thit the tax have willi, rated from timro to lime to keep tip to the %roneral earning. level. shnwq n dfnfcit of
A9.4 billion. See. lHearings. Medicare and Mcdcaid, Senate Finance Committee. 91stC(ti.. 2nd Sess.. Part 1. p. 33.

s See. House Way's ann Means Committee, ,ocol .Scecurityl Amendments of 1.70, Report
91-1096, 91st Cong.. 2nd Sess.. p. 84.



827

Organization option be handled entirely on an experimental basis so that Congress
will not be "locked in" if experience demonstrates that this approach has no real
value.
Linitations of Physician Fcc Increases

Under this provision of tile Ways and Means Committee bill, allowable fees
recognized for Medicare payment would be limited either to presently recognized
charges-or to a new prevailing level set at the 75th percentile of customary
charges for a given service in an area during calendar year 1969. In the future,
relinbursible charges would move up in proportion to Increases in an economic
Index which would take into account rises in the cost of living and in the cost
of operating a physician's office.

According to the Social Security Chief Actuary, the limitations on prevailing
charge levels are estimated to reduce costs by about one to two percent In tie
first year, or by $20 to $40 million in fiscal year 1971.

The National Chamber endorses efforts to control program costs. However, it
would oppose as a form of prlce control any attempt to "fix" physician's fees.

Other Proposals
There are six other provisions in the Ways an1d Means Committee bill which

the National Chamber supports because they may result in cost savings to the
program or improve operating effectiveness. The National Chamber recommends
that the Finance Committee approve these provisions without change:

1. A limitation on the use of federal fumds for capital exl)enditures;
2. Experiments in prospective reimbursement;
3. Limits on proviler costs recognized as reasonable;
4. Termination of payments to suppliers who abuse the program
5. Government payment no higher than charges; an,
6. Institutional planning and budgeting.

CONCLUSION

In conclusion, we want to emphasize the following Iolnts:
The National Chamber reconmends that the 5 percent across-the-board

benefit increase be enacted.
We recommend that the $7,800 wage base be retained.
The National Chamber Is strongly opposed to the automatic benefit and

wage base escalators, and urges this Committee to reject those proposals.

The CAIAIRIrL,,. 'Th1ank you very much, sir, for your statement.I was going to recess for noon, but Mr. 'William R. Ihutton has to
take a plane this afternoon, and lie asked to be recognized briefly.

Is Mr. tlutton here?

STATEMENT OF WILLIAM .1. HUTTON, EXECUTIVE DIRECTOR, NA-
TIONAL COUNCIL OF HjENIOR CITIZENS; ACCOMPANIED BY
RUDOLPH T. DANSTEDT, ASSISTANT TO THE PRESIDENT

Mr. HuTroN. Thank you for your courtesy, Mr. Chairman. I do
have to make a plane to go to Chicago this afterooil.

I am appearing for the National Council of Senior Citizens , which
is a 21i/2-member organization. Since I will speak very briefly, I would
like to have included my full statement and the testimony of the
president of the national council, Nelson 11. Cruikshank, who' I know,
is well-knoown to you, sir, and other members of the committee. He is
called away to Japan to an international meeting, but had )repared
this testinmony in the expectation that he would be able to appear
personally.

The C R11 NMx. Ile is a very persuasive spokesman, and we will
certainly receive it.

Mr. Iurrox,. I would also like to say I am accompanied by Mr. Rudy
Danstedt, who is the assistant to the president of the natio;mal council.

47-530-70-pt. 2- 32
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.\Iv 4tafieiet. which I have aaCked to be introduced for tle record,
deals wit!h a matter of great eoncelrn to the Council of Senior Citizens.
This is the serious situation which has arisen concerning the licensing
of miI in,,, home a(ministrators set u1)) by the States in accordance
with section 1908 of the Social Secuity Act as enacted in tie 1967
amuenldilents.

Now, the intent of this section 1903 amen(hment was clearly to safe-
guard the health and safety and welfare of nearly 2 million patients
in nursing homes through the licenising of competent administrators.

These licensing Ioards are charged with all kinds of developing,
inposing. enforcenment of standards, and are further charged witi
applying a)pl)rOlriate tecimiques for determining whether any par-
titular administrator meets that standard.

But early this year, the National Coumil learned from various
States of our grouls ill the States that these licensing boards which
were being set u ) were being dominated by the mrsing home ad-
ministrators requiring licenses.

Sir, the details of this control of boards by a(hninistrators is de-
scribed in the coinmiuiications. which we have had with the I)epart-
nviti of Health, Education, and 'Welfal, and are included in my full
stat euent.

These reveal that right at the moment some 60 percent of the
l icensing boards of mirsing home administrators throughout the coun-
try are in the position of being dominated by the administrators them-
stoves, a,, ainst tile intent of Congress, and that if financial interests
of other members were take into account this would l)robably be much
lhieher.

We are, therefore, asking you, sir, your committee, to consider the
amenment of section 1908'so that one or more representatives of tile
public couhl be included, and that less than a majority of these boards
across the country shall be representatives of a single professional
or institutional category: that. less than a majority of such boards shall
have a financial interest, directt or indirect, in an'institution concerned
with the care of the chronically ill ; and that less than a majority of
such boards shall be a combination of owners and employees of
institutions concerned with the care of the chronically ill.

I am sure, sir, when the committee has considered this they will
feel that it. is vitally necessary to meet the intent of Congress and,
therefore. I wouhl like to submit this.

Thank you very much for your courtesy, sir, today.
(Tle statement referred to follows. Hearing continues on page 848.)

STATEMENT OF TilE NATIONAL COUNCILL OF SENIOR CITIZENS, WASHINGTON, D.C,,

WIIAM R. IIuTrox, EXECUTIVE I)IREcTOR

Mr. chairmann and( uibellers of the Senate FinanceCommitee:
My name is William It. Hutton and I am Executive directorr of the National

(mncil of Senior Citizens, wehic Includes more than two and a half million
(elrly people organized In senior citizens clubs throughout America.

The Presihent of the National Council of Senior Citizens Is Mr. Nelson Ii.
('ruikshank, a (istinguishe(l expert on social security, who Is well-known to
members of this committee as the former director of the Social Security Depart-
ment of the APFI-CIO.

Mr. ('ruikshank had looke( forward to the privilege of presenting this
testimony here today but when the hearing dates were finally announced we
found lie had a prior commitment to appear to present a paper before the Inter-
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national Senior Citizens Association Convention meeting in Japan. This asso
elation was designated recently as one of tile consultative organizations
recognized by the United Nations Economic and Social Council.

accompanying g tie today is Mr. Rudolph l)anstedt who Is Assistant to the
President of the National Council.

With the Chairman's permission I would like to submit for the record, in its
entirety, the statement which was to have been presented to the committee by
Mr. Crulkshauk, plus Its attachment.

If this Is acceptable to the Chair I would then like to direct my attention to a
particularly (lark area of the nation's health care-namely, the Increasingly
serious problem of care of the sick in America's nursing homes.

in particular, I wish to draw the attention of the Senate Finance Committee
to a serious situation which has arisen concerning the licensing boards for
nursing home administrators set by the States it accordance with Section
1998 of the Social Security Act as enacted in the 1967 amendments.

Thie intent of the Section 1908 amendment was clearly to safeguard the health
ail welfare of tile nearly two million patients 1in tile nation's nlursing homes
through the licensing of competent administrators. Tile licensing boards are
charged with developing, imposing and enforcing standards which must be
met by individuals in order to receive a license as a nursing home administrator.

The boards develop and apply appropriate teehniques for determining whether
an in(livihual ineets such standards and the boards conduct containing studies
and(i investigation of nursing homes and administrators to Ihprove tile stamlards
so that eventually, the nursing home administrator, after training and profes-
sional exanilmmtions, can become a licensed professional administrator.

Early this year, reports began to reach the National Council of Senior Citizens
that the State Licensing Boards, created in compliance with Section 1908, were
being domiated by the Nursing Home Administrators requiring licenses.

On April 14, 1970, 1 wrote to John 1). Twlname, Adminhistrator of the Social
and Rehabilitation Service of the Dept. of 11F0W, to protest against tile use of
Medicaid funds to pay for nursing care in establishments whose administrators
are licensed by agencies dominated by the administrators requiring licenses.

I reported that tie National Council of Senior Citizens wanted agencies licens-
Ing nursing home administrators to operate in the pubile Interest. We told SR8
we favor equal representation of nursing home administrators, other health
professionals concerned with the care of the chronically Ill, and the public.

SItS Administrator Twiname replied on May 8, 1970, that SItS shared our
concern and recognized the danger that regulatory boards composed exclusively
of members of tie group to be regulated, could well )erpetuate aluses the
nursing home licensure program was designed to eliminate. Ills letter said,
"There Is no doubt that both the letter and the slprlt of Section 1908 of the
Social Security Act reflect the Congressional intent to protect the nursing home
patient."

The National Advisory Council of Nursing lome Administration, set uit by
the 1967 law, recommended that State Boards not contain a majority of mnemnlers-
froim any one profession.

However, the truth is, time Social amid Rehabilitation Administrator who
served before Mr. Twinamlie ignored this advice. Oil January 29, 1970, this a(Mili-
istrator conceded lrr a letter to 'Mr. Walter Kyle, past president of time Iowa
Nursing Home Associatlon, that a shniple majority of members representing one
group on time Iowa State licensing Board would be acceptable, providig tile
remainder of the Board is reprtcentative of the other professions anidinstitutions.

Even though this letter was written to a private citizen i Iowa, it was widely
distributed as HEW policy. Unfortunately, to (late this letter has not been re-
pmdlated by the present SRS Administrator even though inm his rely to the
National Council on May 8, Ile has admitted that an "overwhelming majority"
of any one group couhl impair time effectiveness of tile board.

The National Council of Senior Citizens has continued to press time Social Anld(
lehabilitatlon Service for Informialon regarding the composition of State Li-
cems iig Rotrds.

I would like to introduce for the record a letter onl hIls subject I ave received
front Howard N. Newmn'an, Commissioner, Medical Services Administration. It
shows 21 States where Nursing Hlome Administrators have a dominant majority
of tile Licensing Boards. In 13 States where Nursing HIome Adinhistrators
are liMted ais less than a majority It is not known whether other macmbers of
the board have linanclal Interests in nursing homes.
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Iii addition, among boards having less than prescribed powers beyond homae
administrator licensing, there are eight States (Oregon, Utah, Florida. New
Jersey, Nebraska, Rhod(e Islan(l, Montana and Pennsylvania) where the control
of the licensing board is held by nursing home administrators.

Iloward Nevman's letter quotes one example--in Texas-where by law the
board has a simple majority of nursing home administrators (five of a total of
nine). Further imbahincing the board, however, the Governor appointed an
osteopatlh who also administered the nursing home as the "physician" oni the
board. ''hus the Texas board has, in fact, six nursing home administrators oil
a board of nine.
The National Council of Senior Citizens has received evidence of other states

where the composition of a board has been altered through the appointment
process or by virtue of the fact that other professional members have financial
interests in nursing homes.

In our view, more than 60% of the State Licensing Boards for Nursing Mionie
Administrators are being dominated by nursing loime adminstrators-merely
from a study of the professions making up the boards. If other professional mean-
bes were asked to reveal their financial connections with nursing hoines, how-
ever, the domination of the proprietary nursing home industry over the State
Bard would, we believe, be revealed as being much higher.

Consequently. the National Council of Senior Citizens urges the Senate Finance
Committee to amend Section 1908(b) of the Social Security Act to read as
follows:

(b) Licensing of nursing home a(lnluhstrators shall lbe carried out by the
agency of the State responsible for licensing under the healing arts licensing
act of the State, or, in the absence of such act or such an agency, a board
representative of the professions and institutions concerned with care of tile
chronically iII and infirm aged patients land of one or more rcprescn;tatircs
of the public] and established to carry out the purposes of this section. [Less
than a majority of such board shall be represcntalircs of a single professional
or institutional category; less than a majority of such board shall hare a
financial interest-direct or indirect-in an Instiltution concerned with care
of chronically ill and infirm, aged. patients; and less than a majority of
stch board shall be a combination of owners and cmployces of Institutions
concerned with care of the chronically Ill and Infirm aged patients.]

Brackets [I and Italics indicate new language.
Regarding the establishment of incentives for States to emphasize outpatient

care under Medicaid prograins, the Natlonal Council of Senior Citizens:
(ppovc. Section 225(a) which would establish the normn for length of care

upon tile institutional category of the facility providing the care rather than
upon tOe srcihlc diagnosis of the patient's illness alldl the condition of tile
patient.

Oppiomses Section 225(b) which wouhl establish reimbursement upon tile basis
of the institutional category of the facility provillng care rather than 1upol
the basis of the actual care anld services provided by the facility to the individual
patient.

l'rgcs that the provisions of Section 1902(a) (13) ()) of the Social Security
Act as allended by Section 229 of II.R. 17550, which presently apply only to
hospitals, should also be made applicable to Title XIX skilled nursing homes
alld Title XI Intermediate care facilities, that Is. that the State should be re-
quired to pay the reasonable cost-as determined by the State-of tile care
and services actually provided by the facility to the Individual patient.

NATIONAL COUNCIL OF SENIOR CITIZENS, INc.,
Washington, D.C., April l.;, 1970.

ilom. JohN D. TwiXAMnF.
Administrator, social and Rehabilitation- 14crrice, Department of Health, Educa-

tion and Welfare, Washington, D.C.
DEAR Mn. TwINAME: This is to ask that you disapprove State legislation for

licensing nursing homes receiving Medicaid funds if the legislation places control
of the licensing agelicy In the hands of the administrators subject to the
legislation.

A nmnber of States have enacted laws creating agencies for licensing nursing
home administrators under the requirement of Federal law that such agencies
be in existence and f nin toning on or before next July 1 or otherwise be denied
Federal funds under the Medicaid program.
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Reports reaching tie National Council of Senior Citizens indicate the agen-
ces thus being created are sometimes dominated by tie nursing home adminis-
trators requiring licensing.

I need not remind you of the mounting evidence of maladministration of
many nursing homes and the muitliplyilg reports of the exploitation of nursing
home patients for profit.

In saying this, our members do not disparage good nursing homes. We honor
adminilstrators and other staff members who care for their nursing home pa-
tients in the best tradition of the healing profession.

However, lax standards of nursing home care have been called by Dr. David
B. Rutstein, Professor of Medicine, Harvard Medical School, "the shame of
modern medicine."

Congressman David Pryor of Arkansas, who has worked as a volunteer inI
nursing homes inI Maryland, the District of Columbia and Virginia, reported
in a recent speech on time floor of the House of Representatives instances of
incredible neglect of patients in the establishments lie visited.

A large majority of private nursing homes are run for profit. Our organizatIlon
is not against. profit-mnaking but we are against exploitation of time chronically
iII, infirm or elderly, so somebody call make a profit.

Accordingly, we protest against use of Medicaid funds to pay for nursing care
in establishments whose administrators are licensed by agencies dominated by
the administrators requiring licensing. The administrator largely determines
the quality of care iII a nursing home establishment.

Surely, a necessary first step in providing proper standards of nursing care
Is to require that nursing home administrators be licensed by all agency that
Is beyond the influence of the proprietary nursing home Industry.

Accordingly, the National Council of Senior Citizens asks that public agencies
that license nursing home administrators be so constituted they can function in
tie public interest.

When the departmentt of Health, Education and Welfare set up tile National
Advisory Council oil Nursing Home Administration to recommend guidelines for
State participation In time Medicald program. the nine-member Council consisted
of three representatives of nursing homes, three representatives of related
professions concerned with the care of chronically III, infirm or aged and
three representatives of the public.

Likewise, when the I)epartment created its Task Force on Skilled Nursing
Home Care, the Task Force consisted of three representatives of nursing homes,
three representatives of related professions concerned with the care of time
chronically Ill, Infirm or aged and three representatives of the public.

The 2,500,000 member National Council of Senior Citizens wants agencies
licensing nursing home administrators to operate In the public interest. We
favor equal representation of nursing home administrators, other health profes-
sionals concerned with the care of the chronically Ill, Infirm or elderly and the
public on such agencies.

We urge you to disapprove State laws that place in the hands of nursing
home administrators control over the agencies that license these administrators
were Federal funds under the Medicald program are Involve(.

Sincerely, WV1LITAM R. Ilurrox',
Exci ire Director.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,

SOCIAL AND REHABILITATION SERVICE,
"lIashington, D.C., Mall 8, 1070.

Mr. WILLIAM R. HUTTrOx,
rcecitirc Director, National Council of 'enlor Citizens, Inc.,

li'ashington, D.C.
I)..AR Mn. Ilurroxv : This is in reply to your letter of April 14, 1970, expressing

your views on the composition of State boards established to administer the
nursing home administrator licensure programs.

We share your concern and recognize time danger that regulatory boards,
composed exclusively of members of tile group to be regulate(], could very well
perpetuate abuses tie mimsing home administrator licensure program was
designed to eliminate. There Is no doubt that both time letter and tile spirit of
Section 190 of the Social Security Act reflect the Congressional intent to
protect the nursing home patient.
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In general, we believe that In establishing standards for all emerging l)rofts-
sion, such as nursing home ahlainlstratlon, it is most desirable to have as
broad representatloi as possible ill the board membership. An overwhelming
majority of representatives from any one professional or institutional group
might tend to submerge tile board with many preco ceived concepts, some of
whI1h might already fe otioded toy research and(1 the rapid advances in the
Hldh of geriatrics and gerontology.

While (he l)epartment of Health, Education, and Welfare does not approve
or disapptrove State nursing home administrator Ileensure legislation, the pro-
grain as It is administered by the State board, must adhere to the provisions
of Section 1908 of the Social Security Act and the departmentt regulations as
Imblished it the Fcderal R'qi.tcr on lelbruary 28, 1970.

Sincerely yours,
.JojiN 1). TwINANW.

Administrator.

I)EPARTMFNT OF tIFAITI. EDUCATION, AND W'I'ARE,
SOCIAL AND RFAIiAllI CITATION SERVICE,

ll .riqfilnton. D.C., ,.eptcmbcr 10, 1970.
31r. WILLIAM R. hIUTTON,
E.rcentire Director, National Comcit of o'nior Citizens. Inc.
ll'ashington, D.C.

DEAll MR. IiuTro.N : Thank you for your letter of September 8, 1970 regarding
the composition of State boards established to administer prograhns of liensure
for nursing home administrators in compliance Iwith Section 1908 of the Social
Security Act. The compilation which I referred to in my letter of June 12 was
completed August 29, 1970.

Using information available up to that date, it appears that the boards Jn 21
of the existing 47 programs have a majority of nursing hionie administrators.

I would welcome a visit from you to discuss this subject i detail.
Sincerely yours,

JIO\WARD N. NEWMAN.
Comm is8loner.

Enclosure.

REPORT AN ANALYSIS OF TilM ('OMPOSITION OF STATIC: BOARDS OF ICENSURH ron

XuasING HoME ADMINISTRATORS

Of the 50 States and four territories (if tile United States. two States-
Alaska and Arizona-do not participate in the title XIX (Medicaid) program,
and two territorles-Guan and the Virgin Islands-have no nursing homes.
These four jurisdictions are therefore not obliged to have programs for licensing
nursing home administrators.

Of the 48 States and two territories (fiat .re required to have programs for
licensing nursing home administrators by July 1, 1970, three have not yet
enacted enabling laws. These are California, Massachusetts and Puerto RIlco.

Tht, there now exist 47 logram-s for licenshig nursing home administrators.
Thity-six of these programs include nursing home administrator licensing
(nha/1 ) boards having substantially the powers. duties and functions pre.'erilbed
by Section 1908(c) of the Social Security Act ; seven assign the lleensing of
nursing home administrators to a State department, all agency, or a hoald of
health; and four have nursing home administrator licensing boards which have
substantially less than tile )rescribed Iow4.rs, duties and functions. In these
four cases a department, all agency, or a board of health assumes major respon-
sibility or power of review.

The composition of two of the 36 "real" nursing home administrator licensing
boards is not spcifled In State law. Of tihe 31 "real" boards whose composition
is more or les clear in the statute, 21 have a majority of nursdng home admln-
itrators as members, and 13 have less than a majority of nursing home adminis-
trators. That is, of the 34 "real" boards wlose compoosition is statutorily
defined, 21 have a nmemershipl that reflects ii clear majority of nursing home
administrators. (Table I)



As Important as tile fae of domination by nuriAng hi4ni1 administrators is
the number of representatives of other lrofesslons. agencies or the 11Ihi1h. on
the boards. Of the 21 boards dominated by ursing home administrators, two
have only one other member, six have two other itimlbers, and six have three
other members. A total of 15 of the 21 boards having a majority of nursing hoie
administrators have three or fewer representatives of other professions, agencies
or the public. Nine hiuve two or one. (Table II)

It shoul be noted that It Is possible to alter the statutory composition of a
nursing home administrator licensing board through the appointment process.
There are a number of ways this can be done, but the case of Texas is
Illustrative.

Texas' law calls for a nine member board appointed by the Governor consisting
of two State officials (ex officio), one physllian, onle educator, and five nursing
home administrators. By law the board has a simple majority of nursing home
administrators (five of a total board of nine). Further imbalaticing tie board,
however, the Governor appointed an ostepath who also administers a nursing
home as the "physician" on the board. The Texas board thus has, in filet, six
nursing home administrators on a board of nine members, resulting in a 2-to-1
ratio of nursing home administrators to all other members.

This sometimes subtle altering of the composition of a board through th,
appintment process is not by any nlesus unique to Texas, although its extent
has not yet been fully determined.

In some cases State laws specify that a nursing home administrator be also
representative of another profession. New .Jersey's law, for example, specifies
that one of the nursing home administrators on the board I)e a physician, and
two of them be nurses. In this analysis we have considered the occupation of
"nursing home administrator" as the primary basis for classification, and have
noted other profesional qualifications or representation In footnotes. This has
been done for analytical purposes, but it Is possible to argue that tihe occulition
of "nursing home administrator" Is paramount for practical lxley-making
purposes as well.

TARLE I

Jurisdiction having no program for the licensure of nursing home administra-

tors:
1. Alaska No title XIX
2. Arizona No title XIX
3. Guam No nursing homes
4. Virgin Islands No nursing homes
5. Cali:'ornla No law
6. Massachusetts Xo law
7. Puerto Rico No law

Jurisdictions assignihg the licensing of nursing home administrators to a
State department, an agency, or a board of health:

1. Arkmas Board of Health. w/Advl~ory (ouucil
(AC).

2. D.C. ('ommis.-lon oi Liv(.ensure to l'ratUie
the Hlealing Art. with discretion to
appoint a itha/1 board aid A'.

3. IHawaii I)epartment of Health
4. Kansas lloird of health
5. Michigan department of licensi|ng and Registra-

tion, w/A('.
6. Oregon Board of health
7. Utah leiartment of Registration

.Jurisdictions having nursing hjone idm Istrator licensing with substantially
les.i than prescrilhpd powers, duties, and 1tulctlon. a State department. an
agency, or a board of health having major rer 1 'onsiblilty or powers of review:



834

I. Florida ---------------- Nursing Home Council, subject to review by State Board of 5 nha's of 9 members.
Health.

2. New Jersey ............ nha,/ board, but the State Board of Control appears tb have 7 nba's of 9 members.,
final authority and powers of review.3. Nebraska .............. Department ol fealth with 3 member board "for parpnse of
giving examinations".

4. Rhode Island --------- nha/l board, but major functions assigned to Department of 5 nha's of 5 members.
Health.

I New Jersey-i physician and 2 nurses who are also nursing home admlaistrators.

"Real" aaershiig holite administrator lileensing boards, (cOlll]iositfoil not swecifiel
i law :

1. Montana ------ _----- nha,, board ----------- 5 members appointed from a list of 9 names (including nha's
and rep's of university utits) submitted by MIH Association
(and 2 nonvoting members).

2. Pennsylvania --------- nha, I board, w/AC --------- Composition not specified, refers to nha/I board as "depart.
mental administrative unit in Department of State".

"Real" nursing house adiiistrator licenisig boards with le.s thans a majority
of nursing home administrators as member s as peeledd In the State law:

1. Delaware ............. Nursing home administretor'slt board----3 nursing home administrators of 7 members.
2. Indiana ------------------ do -------------------------------- 5 nursing home administrators oIt members
3. Kentucky ----------------- do -------------------------------- 4 nursing homeadministratorsof 9 members.
4. Louisiana ----------------- do -------------------------------- 4 nursing home administrators of 10 members.
5. Maine ------- __-------- do -------------------------------- 3 nursing home administratorsof 7 members.
6. Maryland ---------------- do ------------------------------ 4 nursing home administrators of 9 members.
7. Minnesota ------ _-------- do -------------------------------- 4 nursing home administrators of 9 members

and 2 nonvoting members.
8. Mississippi -------------- do -------------------------------- 3 nursing home administrators of 7 members,

and I nonvoting member.
9. Missouri ---------------- do -------------------------------- 4 nursing home administrators of 9 members.

10. New Hampshire ---------- do -------------------------------- Do.it. South Carolina -------- do------------------ do------ Do.
12. West Virginia -------- Nursing home board with AC ---------- 2 nursing home administratorsol 9 members.
13. Wisconsin ---------- Nursing home administrator's/I board --- 4 nursing home administrators of 9 members,

and I nonvoting remember.

"Real" nursing home administrator licensing boards with a majority of
nursing home administrators as members, as specified in the law

1. Alabama ----------- Nursing home administrator/I board with
AC.

2. Colorado ---------- Nursing home administrator/i board .....
3. Connecticut --------------..........- do ......................
4. Georgia -------------- do ...........................
5. Idaho -------------------- do ---------------------------------
6. Illinois ------------------ do ........ ........................
7. Io a _. . . . . ..--------------- do --------------------------------
8. Nevada ------------------- do ---------------..................
9. New Mexico ------------- do ..........................

10. New York ---------- Nurslig home admirstrators,1Iboard with
AC.

11. Nnrth Carolina ----------- do .................................

i?. North Dakota ------- Nursing home administrators board ....
13. Ohio ------------------- do ..-..........................-- _ -

14. Oklahom a --------------- do ---------------------------------
15. South Dakota ------------ do ---------------------------------
16. Tennessee ---------------- do ................................
17. Texas -_----------------- do ................................
18. Vermont ------------------ do --------------------------.......
19. Virgna ------------------ do -------------....................
20. Washlingtn ------------- do ---------------------------------
21. Wyoming ----------------- do ---------------------------------

5 nursing home administrators of 9 members
until July 1. 1975, then 7 of 11.

5 nursing home administrators of 9 members.
Do.

7 nursing home administrators of 13 members.
3 nursing home administrators of 5 members.
5 nursing home administralors of 7 members.
S nursing home administrators of 9 members.
3 nursing home Administrators of 5 members.
4 nursing home administrators of 5 members.
6 nursing home administrators of It members

3 nursing home administrators of 5 members.
(and I nonvoting member).

5 nursing home administrators of 9 members.
At least 4 nursig home administrators of 7

members.,
7 nursing home administrators of 9 members
4 nursing home administrators of S members.,
6 nursing home administrators of 9 members.
S nursing home administrators of 9 members.
6 nursing home administrators of 9 members.
4 nursing home administrators of 7 members.
6 nursing home administrators of 9 members.
3 nursing home administrators of 5 members.

I Ohio-the board as appointed has 5 nurslig home admihlitrators out of 7 members.
'South Dakota-I nurse who Is administrator or director of nurilig serri:as In a nursing hone (Appointed a nursing

home administrator with an R.N. degree).
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TABLE 11

Rank order of boards on which there are by law a majority of nursing home
administrators, by number of "others" on board:

States
1. 1 "other" 4 nha's of 5 members ---------------------------------- - ------------------ 2
2.2 "o members ---------------------------------------------------- ---------- 1

5 nha's of 7 members ------------------------- --------------------------------------- 1
3 nha's of 5 members ------_-------_------............---------------- ---------------------- 4

3. 3 "others", 6 nha's of 9 members -------------------------------------------------------------------- 4
4 nha's of 7 members ---------------------- --------------------------------- 2

4. 4 "others", 5 nba's of 9 members --------------------------------------------------------- ------------- 5
5. 5 "others", 6 nha'sof II members ------------------------------------------------------------------- !
6. 6 "others", 7 nha's of 13 members ------------------------------------------------------------------- 1

Total ------------------------------------------------------- --------------------------------------- 21

TABII III

Rank order of boards on which there are by law a majority of nursing home
administrators, by percentage of board which is nursing home administrators:

1. 80.0 percent ---------- 4 nh3's of 5 members ------------------------------------------------ 2 States.
2. 77.8 percent --------- 7 nha's of 9 members ------------------------------------------------ I State.
3. 71.4 percent --------- 5 nba's of 7 members ------------------------------------------------ I State.
4. 66.1 percent ------- 6 nha's of 9 members ----------------------------------- 4 States.
5. 60.0 percent --------- 3 nha's of 5 members ---------------------------------------------- 4 States.
6. 57.1 percent --------- 4 n's of 7 members ----------------------------------- 2 States.
7. 55.6 percent ---------- n a'sof 9 members ---------------------------------------------- 5 States.
8. 54.5 percent --------- 6 nha's of I1 members ----------------------------------------------- I State.
9. 53.8 percent --------- 7 nha's of 13 members ----------------------------------------------- I State.

Total -------------------------------------------------------------------------------- 21 States.

STATEMENT OF NELsoN 11. CRUIKSIKANK, PRESIDENT, NATIONAL COUNCIL OF SENIOR
CIrZENS (REPR:SENTED BY WILLIAM It. HuTTO.N, EXECUTIVE; DIRECTOR)

Mr. Chairman, Members of the Senate Finance Committee: I take special
pleasure in presenting testimony before you today in a new role. On many oc-
casions during past years, I have had the privilege of appearing before this
Committee as Director of the Social Security Department of the AFL-CIO.
Today, I present testimony as President of the National Council of Senior
Citizens, an organization which has 2,500 clubs and over two and one-half mil-
lion members.

After long years dedicated to the promotion of the interests of our working
)oplation, I am proud -to now have a1 Oi)l)ortunity to devote my efforts to tile

interests of our older citizens. These are mutual interests, especially with re-
speet to Social Security, and I have needed only to shift focus, not goals.

With your permission, I would like to provide Just two examples of recent
actions by the Nationul Council of Senior Citizens that Indicate a broad con-
cern and sense of responsibility going far beyond self-interest.

,On June 11-13 here in Washington, more than 1,500 delegates to our Ninth
Annual Convention formulated-out of their vast experience, wisdom and whole-
hearted conviction-a well-rounded package of resolutions on matters of urgent
national concern. I take pride in reporting that these delegates conducted them-
selves as responsible citizens first, as seniors secondarily.

As a consequence, many of the resolutions adopted were aimed at a better
society for all our people, not just for the elderly. Included, for example, were
resolutions for reordering our national Iriorities, for pollution control, an(d for
extension of the voting rights act to our younger citizens aged 18 to 21.

My other example relates to the position taken by the National Council oil time
specific question of the retirement test inl Social Security. As Members of the
Congress know all too well, this is the least understood and most criticized
feature of a program that has earned wide acceptance and support by the
Amerinti people. it would have been easy for the National Council to choose
the popular path of advocating eliinination of this test. Our members are active
and vigorous and many of them need whatever earnings rhey can get III order
to eke out inadequate Social Security benefits. But alter careful study, time
National Council endorses retention of a liberalized test because complete
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e'lininatlo would significanitly Increase the Social Security taxes pail by our

working population. The Council believes that increased taxes could better be
used to raise benefits for those unable to earn.

This position deonistrates the National ('ouncll's keen awareneis of the pres-
sures on the pay check of today's worker-his obligations to his own family
plus his costs for supporting the ohler population so that lie in turn will be
supported in his old age by that working population. Our inenibers take their
responsililities as grandparents seriously; they would unliesitatingly defer
to tile claimis of tile oncoming generations were our national resources so liI'ted
as to make a choice neces"ary. And lias mothers and father, they want a much
better tdd age for their children than they themselves now have. Their own de-
nJands are modest, far more modest than will be the expectations of future
generations of retirees. But they know too that economic gains made by older
people today are gains for fhe retirees of tomorrow.

I believe that much of the strength of America derives from this strong .ense
of family responsibility. And I believe that a strong Social Security system
strengthens, rather than weakens, family responsibility in its best sense. This
Ii the message that I attempted to convey in a working palmer entitled "Tile
Stake of 'Today's Workers in Retirement Security," which I prepared for the
Senate S.pecial committeete on Aging as part of its study of the "Economics of
Aging : Towtard a Full Share iii Abundance."

With respect to economic security and the modern family, I said:
And time time has long since gone when the grandparents min each family

lived with and were supported by the parents of that family. Support of one
generation by another is now provided, not within families, but between
one whole generation and another. Time generation now it the labor force
supports the generation of retirees s1) that it ji turn can be supported in re-
tirement by those then productive. This transfer of Incomes between genera-
tious is nowv achieved primarily through governmental and institutional
arrangements rather than within family units. Payroll deductions and
social insurance are simply the mechanisms by which all Industrial society
implements these transfers.

Il this working paper I stressed an important fact-frequently overlooked-

that "Sociul Sccurity is family sceurity," saying:
Too often we forget-or have never realized-that the payroll taxes we

pay for Social Security are providing not Just assurance of income i1 old
age but also current protection against loss of earnings through death or
disability.

I need not detail the facts set forth in this working laper-sonme of which
I shall use with specific reference to the bill now under consideration-facts
which Justified my conclusion:

Biohl new steps are long overdue, steps that would immediately enable
today's retirees to share in the abundance they helped to create and that
wvouhl assure to future retirees-today's workers-an income that Is ade-
quate in relation to their standard of living prior to retirement. Such as-
surance call be provided only through major improvements in our time-
tested Social Security system.

The Senate Finance Committee now has an opportunity to take the bold new
steps that not only wouhl Immediately provide real economic security for over
20 million people who are already old, but would strengthen the current pro-
tection of today's workers against disability or death and their future protee-
tion in old age. In commenting specifically on 1.1R. 17550 in relation to these
objectives, I shall first direct my testimony to tile cash benefit provisions.

SOCIAL SECURITY CASH BExEFITS

11.11. 17550 falls far short of the bold reform needed In order that our Social
Security system can be a truly viable method of assuring both present and
future retirees of a fair share in the economic abundance they have helped to
create.

Tile changes proposed by 11.R. 17550 are essentially of two types. There 1
what I consider the patchworkk" type: a five percent increase in benefits, a
widow's benefit equal to tile primary benefit, removal of the inequity in the
computation of early retirement benefits for men, and liberalization of the
rellrement test. With the reservation that the five percent Increases is inade-
quate even for purposes of "catching-up", there are badly needed improvements
which we support.
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II.R. 17550 also includes desirable Innovative features aimed at reform:
autonmatlc adjustment of benefits to recognize Increases in tihe cost of living;
automatic adjustment of tile wage base that is taxed and credited for future
benefits; and automatic upward adjustment in the amount belleficlartes may
earn without loss of benefits. We wholeheartedly endorse tile principle of
automatic adjustment but urge that such adjustment be pegged to a higher
bienefit level and a higher naxinum on the wage base.
The shortcomings of 11.1t. 17550 caln be briefly summarized. First and this Is of

tantamount importance to today's aged-it fails to Irovide the substantial
increase In benefit levels that should precede automatic adjustment. Second, by
not raising time wage base significantly, it fails to assure future retirees that
their benefits will be reasonably related to their previous earnings-failing, at
the same time, to provide more licorne to the system and to reduce the regres-
sivily of the tax. Finally, II.R. 17350 fails to take the bold step of using general
revenues as a mok-e equitable basis for sharing time costs of Social Security.

It is to these failings of 11.R. 17550 that's shall direct my testimony.
iht National Council of Senior Citizens urges that the Senate, building ullln

the many desirable features of 11.11. 17550, take this oplportunity to make the
other major improvements that are long overdue in a dynamic economy.

I would like to preface my slecifle comments by including at this poht cx-
(-trlts from the resolution In Social Security Cash Benefits, adopted unaniniously
at tie 1970 Convention of tile National Council of Senior Citizens. I ask that the
complete text of the resolution lie included in time record of this hearing.

This resolution, framed against a recognition of the progress. that had been
made since time Convention a year eariier-thie 15 percent Increase Il benefits and
the proposed improvements in the bill passed by the House-reads In part:

Whereas, despite this progress. an estimated 5-7 million S.cial Security
recilpients still remain i npoverished, a situation that call only be remiedied
by the Gilbert-Williamns bill with its proposals for substantially raising min-
imumn benefits and all across-the-board Increase of another 35% in Social
Security benefits, phasing in of an increase in the wage base up to $15,000,
and a contribution from the general revenues that would eventually provide
for one-third of the cost of the benefits; now, therefore, be It

Resolved. That this Ninth Convention of the National council l of Senior Cit-
izens IIERMIBY expresses Its appreciation to the Members of Congress for the
action taken Ili this 91st Congress with respect to Increased benefits and other
improvements itn Social Security ; be It

Rltsolvcd, This Convention considers the 15% Increase of January, 190.
an( proposed Increases as a (town payment on those benefits proposed In the
Gilbert-Williams bill and reaffirms Its support for the Gilbert-Williams bill
which provides for a further 35% increase in benefits by 1972 for present
and future retirees and utilization of general revenue funds to finance a
portion of the cost, thus avoiding undue burden on workers with low Incomes.

This Convention supports tile Inclusion of an automatic cost-of-living ad-
justment as a principle so long as it Is recognized as a matter of Imublic
policy that there also be adjustments in future benefits to recognize rising
productivity and standards of living."

The bent fit level
I will first address my comments to the benefit level proposed in I.R. 17,550

andl consequences of adopting the specific cost-of-living escalation provision the
bill proposes.
The level for today's aged.

Automatic adjustment would start Ili 1072 at today's level of benefits plus 5
I'rcent-and I need not point out that tile 5 percent is less than the annual rate
of increase in prices we have been experiencing. In simphlest terms, tile conse-
quence Is this: Just as many beneficiaries ivill rentain Just as poor as thcyi now are.
They are trapped by a guarantee of poverty. Their financial condition may get
worse-ideed, it Is likely to, as advanced agepand deteriorating health deplete
whatever resources they may have In addition to their benefits; it will not get
better. They are literally frozen into imverty.

Let's look at the level of income at which II.R. 17550 would freeze our elderly
benellcarles-and I use "freeze" advisedly because I take little comfort from
lhe statements by the Administration to the effect that one automatic adjust-

ment Is legislated, the Congress will be able to give full time and attention to
the question of benefit adequacy.
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According to the Social Security Administration's 1968 Survey of tile Aged.
44 percent of all people over 65 had income below the poverty level In 19067; for
another 11 percent, Incomes fell below the "near-poor" level. Even of tile couples
receiving Social Security benefits, more than one-fifth (22 percent) had total
incomes of less than $2,020 and would therefore have been classified as poor
on the basis of the 1967 income thresholds developed by the Social Security Ad-
ministration. Nearly three out of every five nonmarrIed beneficiaries had iIt-
comes below the poverty threshold of $1,600. In round numbers, tins amounts
to almost 61/ million elderly beneficiaries--an appalling total in a nation that
takes pride In Its Social Security system! Admittedly, benefits have been In-
creased since 1967, but these Increases have done little more than catch up with
price rises. Admittedly too, not all of these beneficiaries live itn poverty. Mlny-
especially the widows and other nonmarried beneficiaries-reside with adult
children. thereby escaping poverty albeit at the price of dependency. Dependency.
Desirable as such living arrangements may be, mnaximu muttial satisfaction
can be achieved only If free of economic necessity. Our older people have a right
to enough Income to enable them to live in dignity and financial Indeplendence.

Furthermore, new evidence shows that tine number of aged people living in
poverty actually -increased from 4.6 million iin 1968 to 4.8 million In 1969. And
there are Indications that the rise in poverty among the over-05 population now
reflects more aged men who are poor-possily because they had to claim reduced
Social Security benefits before reaching age 65; (lit the past the Increase has
been concentrated among aged women living alone and was attributed to their
desire for independence even if purchased at the price of poverty).

In urging that the Congres- now enact a meaningful increase I the level of
Social Security benefits, I would suggest that we reexamine the basic premise
upon which the Social Security Act was formulated more than a third of a
century ago when the nation was acutely suffering from a gigantic depression.
At that time, our economy had no place to go but up! Benefits were purposely
designed to provide only a bare subsistence of living because it was assumed
that beneficiaries of the future would have significantly more income than did
those already old. Except for people with greater than average needs and( lower
than average resources, the social Insurance, benefit would in due time eliminate
the need for public assistance.

H1ow does the present situation stack up against these expectations? National
economic growth has vastly outstepped our most optimistle hope.m But the aged
population's share in the nation's prosperity has lagged far behind.

The Scial 'Security benefit remains the major source of income for most re-
tirees Wuday. One-fourth of the aged couples on the Social Security rolls at the
end of 1967 and two-fifths of the nonmarried beneficiaries depended on Social
Security for almost their entire support-for all but $300 per person for time year.
And, significantly, there had been little Improvement in this respect since the
Incomes of aged beneflclaries were surveyed a decade earlier.

What does H.R. 17550 do to raise these benefits that are the lifeblood of our
aged citizens? The 5 percent Increase--in combination with other Improvements,
would raise the average benefit for retired workers to $.29 a month, for aged
couples to $218 and for aged widows to $123. The new mlinum for unreduced
benefits would be raised to tine munificlent aniount of $67.20, and this minhiumun
is all that many workers have been able to qualify for-as many as one-sixth of
all time retired workers on the rolls at the end of 1960 were receiving the nllnimumlr
or less.

Benefits for workers now coming on the rolls average somewhat higher than
these amounts. These present retirees are also more likely to have Income front
other sources-a private pension plan, for example, or Income front assets that
have not yet been exhausted, or from part-time employment after retirement.
llencfits lerel for future retirees

Any complacency about great Improvement in tile Income position of the elderly
for the immediate future Is quickly shattered by the following findings reported
in the working paper, "Tile Eonomles of Aging: Toward a Full Share in Abund-
ance," which launched the Senate Committee on Aging's study of the retirement
income crisis:

Projections to 1980 Indicate that about half the couples and more than
three-fourths of tile unmarried retirees will receive less than $3,000 in total
pension Income. And these projections use relatively liberal assumptions
with respect to Increases In private and public benefit levels.
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The same projection found that more than two-thirds of retired couples
could be expected to receive less than $3,000 in Social Security benefits in
1980.

Even under earlier projections, now known to le too oplimistic, only a
third to two-fifths of all aged persons were expected to have Income from
private group pensions by 1980.

The conclusion is inescapable. As I pointed out in the working paper which I
prepared for the Senate Committee on Aging:

It is for reasons like these that present inadequacies it retirement in-
conie-and the policies and trends that perpetuate thero-are of urgent and
direct concern to all workers and not just to our aged population.

Social Security, now the basic underpinning of retirement security, will
continue to be the major source of income for most older people and the level
of benefits will largely determine their share in economic abundance.

l'roposcd reform
We therefore urge the Congress to enact the mcanlngful Increase in benefit

levels originally proposed by Senator Williams and Congressman Gilbert along
with numerous cosponsors In their identical bills ($3100 and II.R. 14430) and
ielntroduced by Senator Williams as Amendment No. 756 to 11.11. 17750, the 1970
Social Security bill passed by the House.

Among the major reforms proposed are the following changes which would
raise the benefit level, now and for the future.

First, an imnedlate increase of 10 percent in monthly cash benefits, with a
further 20 percent increase effective January 1. 1972. This two-step increase
would raise the inininm benefit to $120 a month iii 1972. Second, thcrcafter,
automatic increases geared to Increases in living costs. Third, to assure that
workers retiring in the future will rctceive benefits more reasonably related to
their past earnings, and increase to $15,000 a year now-automateally adjusted
thercaftcr to rising wage levels-in the amount of earnings taxed and credited
for benefits, with benefits based on ten years of the 15 years of highest earnings.

We feel strongly-and so stated at our national convention-that adoption
of a cost-of-living escalator should be aeconplished by a clear statement of
public policy assuring that there will also be future adjustments in benefits to
recognize rising productivity and standards of living.

Rclalion of the benefit lerel to the relfrement test
I would like to make one final point about the benefit level. A more nearly

adequate benefit level would, in my opinion, be important in gaining public ac-
ceptance of the unpopular retirement test.

We all recognize, the need to improve the retirement test. and I conmend this
Administration for proposing the type of test Included in the llouse-passed bill.
As compared to previous proposals, the reformed test has the advantage of sim-
plicity and ease of understanding. It assures that no beneficiary loses by taking
part-time Jobs, at the same time that it conserves our Social Security funds
for the payment of benefits to persons unable to work.

With an Improved benefit level, many workers will 11o longer feel that
it is absolutely iece.ary to compete for Jobs in order to supplement inadequate
retirement benefits.

I am fully aware of the psychological advantages of continuing to engage i
worthwhile activity after retirement. But time value of this activity should not
be measured solely by its monetary return. I am a case at point: as President of
the National Council of Senior Cit iens, my services are inlpahl; by some sland-
ards, my services are therefore worthless-a judgment I refuse to accept.

I believe that after people have made their contribution to our market economy
through 40 or 50 years of hard work, they should be assured a retirement fit-
come that free,, them from the necessity of the pressures of the economy hitd
permits them to create other values-values related to their social usefulness.
With all improved benefit level, retired workers could-and I am sure, would-
turn their talents and wisdom to socially useful endeavors.

The Iruy/e Base
As the resAlution adopted at our annual convention indicates, an increase it

the wage hase is also an essential to reform of the Social Security system. Te
maximumi placed on the amount of earnings taxed anid credited for benefits
is of primary concern to workers who will retire in the future, rather than to
those already retired. Nevertheless, the National Concil of Senior Citizenis-
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i'Peau: its members are wholeheartedly committed to assuring future retirees of
a better future thall they ticmselves nowv enjoy-ha s a strong position on this
slibject.

The National council l therefore urge. that the Congress raise the maxtnuni
on the wage base to $15,000 before instituting tile automatic provisions that
would keep the system in step with rising earnings.

The llouse-passed provision that would raise the maxinium to $9,000 merely
maintains the velationshlip established in 1950. One out of every five covered
workers would still have amtal earnings for which they did not receive credit ;
about one-fifth of all earnings In covered employment would be untaxed. Today
a maximum of at least $15,000 is needed to restore the relationship of the original
Social Security Act, when fewer than 5 pKrcent of all four-quarter workers lhad
earnings above tile maximmn then it effect ($3,000).

Modernization of the system with respect to tihe wage base-and this Is indeed
inodernization, even though It goes farther back in tine to reinstate an earlier

relationship-is Important for two reason.. First, it strengthens the financing
of the system by producing more revenue and by reducing the regressivity of thite
tax. Second, it assures future retirees of benefits that are more reasonably re-
lated to Imst earnings and thus would necessitate a less drastic reduction in the
standard of living which they achieved as workers.
Use of general rercn tis

Again, the National Council of Senior Citizens goes back to the early history
of Social Security as a basis for recommending that the financing of the system
be reformed through the use of general revenues.

The President's Committee on Economic Security, which drafted the outlines
of the Social Security Act adopted by the Congress in 1935, recommended that
the system be supported out of general tax sources. The purpose of the proposed
contribution from general revenues was to make up the deficits resulting from
the payment of larger benefits to workers already close to retirement than could
lie financed through their own and their employers' contributions. As enacted in
1935. however, the Social Security system was completely self-supporting, rt-
qniring the building up of huge reserves during the early life of tihe programll. II
1943, the Congress-faced with the alternatives of repeatedly freezing the conm-
tribution rate or piling up a tremendous trust fund-authorized a contribution
out of general revenues in the event that the lower contribution rates were In-
sufficient to pay scheduled benefit. This provision remained in effect until 1950
when a new schedule of higher rates was adopted.

Thus, the Congress has recognized over the years that under some circum-
stances financing of part of the costs of the Social Security system out of genx-
eral tax revenues would lie desrable. The Congress has also actually provided
for use of government contributions to meet the specific costs of wage credits
for military service, hospital Insurance for the non-insured, matching funds for
the Part It premium, and costs of the age-72 special benefits. Nevertheless. work-
ers, through their contributions to tile system, have been helping to shoulder the
costs of paying full benefits to retirees who were already close to retirement age
when the system was first started or when coverage was extended to their em-
ployment.

We do not question the fact tit each generation of workers bears the burden
of supporting tile nonproductive population, whether older or younger. What we
question is the method of financing these costs.

As I said in the working paper prepared for the Senate Committee on Aging:
The costs of supporting our aged population are already large and will

have to be much larger to assure old people a full share of the Nation's
ceonomie abundance. Tie working population cannot escape these costs.
Workers of all ages, therefore, have a vital stake in making sure that the
financial burden is spread in the most eqnitable manner.

li testifying before this Committee, I need not belabor the question of the
regressivity of the Social Security tax-when considered just as a tax and with-
out regard to the offsetting effect of the benefit formula. I need only say (and
this Is from my long years of cherished affiliation with organized labor as well as
from my present association with concerned seniors) the time wil soon be reached
-if It is not already ihere-when it will be very difficult to levy a regressive tax
on law-pald workers at tle higher rates needed to finance the essential improve-
mnents In our Social Security system.

Tie National Council of Senior Citizens therefore urges the Congress to adopt
tie provision of the WViliams-Gilbert bill for financing a share of the costs of
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Social Security through general revenues. Tile splcilie provisions of this bill
have been carefully designed to assure, through a gradually rising percentage
of payroll taxes, that general revenues would assume one-third of the long-run
costs of this prograin. This Is the share attributable to what it) a private penslon
system would be called the "accrued liability", the cost of paying full benefits
to the generation for whom the social Insurance system would otherwise have
been too late and who would therefore have had to look for their support to pnb-
lie assistance financed by general revenues.

HEALTH CARP, AND 'MEDICAL COSTS

I would like to preface our specific comments on tile provisions of II.R. 175-54
that relate to Medicare and Medicaid by a few general observations about these
two important programs in relation to our nation's overall need for an improved
system of health care delivery, especially as this system relates to the aged.

Our nation's health care system badly needs organization and Improvement.
Whatever can be done to prove the system for one group lit the population
will improve the system for all others. Whatever can be (lone to contain costs
affects not only the taxes and premiums pahl for Medicare and Medicaid but
the aniounts pald out-of-pocket or for health Insurance by both young workers
and the retired.

Because we believe that the future of health care for the aged rests essentially
on the future of health care for the total lolulation, the National Council of
Senior Citizens endorses legislative proposals for a comprehensi-ve National
Health Program for all Americans, financed through the Social Security system
supplemented by general revenues. The resolution adopted at our 1970 Conven-
thon Is included for your record of this hearing.

Until our Nation adopts a progrant of health Insurance for all Americans,
the elderly population will continue to look to Medicare and Medicaid for
help in financing health costs that are close to triple those of younger persons
during a period when incomes are reduced to half or les&. It Is therefore
Imperative that these programs be strengthened and Improved, not weakened.
It Is also imperative that Instances of abuse or unsatisfactory performance
be viewed In proper perspective and dealt with In a way that avoids creating
the negative public Impression that would lipede Improvements lit tile
program.

The National Council recognizes that sky-rocketing medical costs, as well as
evidences of overcharging and abuses of these programs, call for effective cost
controls.

We therefore support the efforts by this Committee together with the House
Ways and Means Commuittee and the Administration to control costs and to fi-
prove the delivery of health services. Should these efforts to control costs be
fnsufficient-and If there is continuing evidence of lack of self-disclpline on tire
part of the medical profession and providers of services--the National Council
of Senior Citizens, as an organization and through Its membership, will con-
tinue to press for more effective measures.

But we strongly urge that whatever controls are adopted be carefully designed
so as not to limit the benefits or frnalize the patient.
Nur8ing homC8
To Illustrate this point, I need only cite our concern in relation to nursing

hoines and long-term care. That this is an overwhelming concern of older people
Is clear from tire attention devoted at our recent national convention. Three
major resolutions were adopted on the specific subjects of "Safety in Nursinrg
Homes," "Intermediate Care Facilities," and "Exploitation and Abuse of the
Elderly Sick." (With your permission, I submit these Resolutions for the
record.)

We appreciate the Importance of changes In the Medicare and Medleald pro-
grans that would encourage the use of less expensive forns of medical care
aid that would assure that patients do not remain too long In Institutional set-
tings. All too Often, however, alternative forms of health care are not available,
especially for our oldest people who lack homes In which health services could
be provided, At present, health care Is fragmented. We have not been sufficienlly
iniovated In developing new approaches that provide coordinated care at the
level appropriate to the patient's needs.

'lie only real solution to this problem Is to assure that there are genuine
alternative arrangements suited to the needs of the patient. The problem is



842

compoundedl, not solved, it restrictions lit tile Medicare and Medicald programs
place heavier burdens on those who call least afford to bear the burden of these
costs.

I turn now to comments relating to Medicare.

M1ed icarc
Members of the National Council of Senior Citizens feel particularly ilentlfled

with Medicare since they served in the front line trenches during tile long battle
to achieve health insurance for the aged. Our organization views with pride the
significant role it played in the enactment of a program of immeasurable value
in relieving older people of part of the crushing burden of medical costs.

We view with pride too our efforts to fulfill the )romise of Medicare. Through
the project Medicare Alert, we sought out. and enrolled thousands of older people
who might otherwise not have known of the valuable protection to which they
were entitled. And in the ensuing years. our members have acted Individually
as responsible citizens, careful not to abuse tile protection offered by the l)rograin
because they realize full well the value of its benefits.

Because time National Council takes pride in Medicare, we offer today sug-
gestions for spedfic improvements. These recommendations were given high
priority at. the National Council's Ninth Amual Convention oi June 11-13. With
your permission I would like to introduce for the record the full resolution
adopted by the more than 1,500 delegates at this Convention and to share with
you our objectives.
Health maintenance organizations

With specific reference to II.R. 17550, we view the proposal for a health main-
tenance organization option as a sigitillcant contribution to proved organiza-
tion and delivery of health services, achieving comprehensive and coordinated

b care for the patient and at the saic time efficiency and economy III tile use of
time natim's health resources. Some of our members were among tile pioneers
in the development of prelaid group practice plans. They welcome the oppor-
tunity for broader development of such plans so that more of our seniors can
share in the benefits to be derived from this method of organizing health care.

To encourage the development of I111O's and to encourage beneficiaries to
enroll III such organizations, the legislative proposal should be revised to pro-
vide greater incentives than are now proposed. Specifically, the proposal now
requires that lBIO's provide health services equal in quality and scol to those
of the Medicare program but at. not more than 95 percent of comparable Medi-
care costs in the community. We strongly urge that l13IO's be reimbursed at
the full amount of the 95 percent of comparable Medicare costs, with appropriate
assurances that. the Income fi excess of costs will be used to provided incentives
for beneficiaries to enroll in this option. These incentives would include items
not covered by 3Medc-are, for example, deductibles and coinsorance, eye exam-
miat ions and physical examinations.

There are other amendments to the proposal that are neled to achieve tile
fullest development and exl)ansion of health maintenance organizations capable
of efficiettly delivering high quality care at economical cost. On such amend-
ments, both technical and( substantive. tle National Council would defer to the
recommendations of representatives of these health maintenance organizations.

('hlropraelle services
I.R. 1755 contains a provision that would require n study of chiro)ractic

services provided by State Medicaid programs lit those States that authorize
sh servicess , for use in determiing whether chiropractic services should be
covered by Medicare. The National Council of Senior Citizens, while unequivo-
(.ally oliosed to including chiropractic as a reimbursable service under the pro-
grain, is, of course, nt opposed to tils study. We urge, however, that, the study
Iay specific attention to tle Imlortant question of whether the use of chiropractic
services results in not ushig-or in lOstlloning-medtcal services when medically
indicated.

Ohjcelircs relating to Medicare
To maximize the availability of health services to tile elderly, tile National

Council of Senior Citizens call for removal from Medicare of all the financial
barriers and coverage gaps that continue to either liimit or deny a(lequate health
protection to the elderly. The spec(ille improveinets ill Medicare which we con-
sider of highest priority are contained In the identical bills introduced by Senator
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Williams of New Jersey and Congressman Gilbert of New York. These bills would
extend coverage to out-of-hospital drugs, provide Medicare coverage, for dis-
abled beneficiaries, and-by combining Part A and Part B-relieve individuals
living on small fixed incomes of the burden of paying ever-rising premiums for
Part 13 protection (prenilums that have risen nearly 80 percent in less than four
years). We believe strongly that Medicare benefits, like cash benefits of Social
Security, should be financed during a person's working life and be paid during
the non-working years as a matter of earned right
Medcafid

The National Council of Senior Citizens views with alarm the proposed amend-
ments that would downgrade Medicaid: first, by repealing the requirement in
present law that States must have comprehensive Medicaid programs by 1977,
and second, by reducing federal matching for long-term institutional care.

In our view, the first of these amendments says, in effect, that Medicaid Is
expendable-that the mere promise of the Administration to develop a proposal
for a Family Health Insurance Plan by February, 1971, is sufficient excuse for
phasing out, instead of improving the existing program of medical assistance. Yet
the proposed health insurance program will relate only to families with children
on PAP! It offers no hope to the millions in the adult categories who are receiv-
ing cash assistance because of age, blindness, or other disability, or to millions
of older people who may be medically needy. It will do nothing for older women
who are widowed and become dependent in their late fifties or early sixties.
It will do nothing for workers who are eased out of the labor force long
before age 65 and have to claim reduced Social Security benefits. These older
people who are under age 65, and thus ineligible for Medicare, will continue
to be completely dependent upon Medicaid for medical expenses that are
beyond their financial reach.
lven for those 05 and older, who are fortunate enough to have the protection

of Medicare, a strong and improved program of Medicaid is essential. Medicare
covers less than half the total costs of medical care for the aged population,
leaving this group with medical bills that average higher than the average
bill of the younger person. And Medicare covers a much smaller proportion of
the medical bill for those aged who have heavy costs for drugs and the chronic
conditions that plague older people or who need long-term care in nursing homes
where all too many of the aged spend their last months-or years.

For all of these older people, an improved and exmnded program of Medicaid
Is essential, at least until this nation has comprehensive health protection for
people of all ages.

The second amendment that gives us cause for grave concern would increase
the federal sharing in costs for outpatient and home health services-a most
commendable change if it achieves the objective of expanding home health care
that is now unavailable In many parts of the country. But at the same time, it
would reduce the federal sharing in long-term care, the very essence of the health
care needs of the aged and a need that the Medicare program does not now
pretend to cover. Specifically, this proposal would cut by one-third the share
of federal matching fund. going to a general or TB hospital after 60 days of
inpatient care and to a mental hospital after 90 days. It would cut the federal
matching funds by one-third after a patient has spent 90 days in a nursing home
with further cuts with longer stays of the patient-this despite the fact that
more than two-thirds of all nursing home patients are found to require more
than 90 days of care.
This amendment has been explained in terms of a "reordering of priorities," an
emphasis on less expensive outpatient care. Yet the vast majority of Medicaid
patients who are In nursing homes and mental institutions have no home of their
own and no family with whom they can live. The cutback in the federal obliga-
tion that was assured with the enactment of Medicaid--an obligation that rec-
ognized the inability of the states to carry this burden-would inevitably result
in a sharp reduction in the availability and quality of care of patients in nursing
homes and other long-term facilities. And the elderly would be especially hard-
hit.

Why-when priorities are "reordered"-why must it always be the aged popu-
lation that drops to a lower level?

One final comment on Medicaid.
Secretary Richardson, in his July 14, statement to this Committee, said:

The "sudden death" loss of Medicaid benefits when Income reaches a speci-
fled level-the so-called "notch" problem-is an unacceptable defect In the
current structure of Medicaid.

47-530-70-pt. 2-33
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The National Council has been all too aware of this "unacceptable defect" and
urges Immediate corrective action. I introduce for the record a report by one
of our Senior Aides, detailing three cases of impoverished Social Security re-
cipients whose Medicaid benefits were withdrawn because of the badly-needed 15
percent increase in their cash Social Security benefits.

Also included for the record is our Convention's resolution on Medicaid.

IN CONCLUSION

Reform of the Social Security system is long overdue.
When enacted 35 years ago, our Social Security program was a bold and for-

ward-looking step for a nation in the grips of a gigantic depression. But most
of the steps to improve the program over the years have been far from bold.
These steps-and the proposed 5 percent increase in benefits is the most recent
of a long list of examples-have been aimed primarily at alleviating the all too
obvious hardship of a retired population struggling to keep up with the rising cost
of living.

Past actions have not attempted to tap the nation's rising productivity or to
bring benefits into line with our rising standard of living. They have instead
perpetuated the depression philosophy which gave birth to our Social Security
program.

As a result, the retirement Income crisis in this nation has deepened, as amply
demonstrated by the Senate Committee on Aging in the reports on the Economics
of Aging published during the last year and a half. And we now have further
evidence, In that the number of aged living in poverty actually increased
between 1968 and 19069. Poverty in any form is a national disgrace, but it seems
particularly disgraceful when the tool for eliminating much of this poverty
among the aged--a time-tested Social Security system-is readily at hand.

Over the years, opponents of basic reform of the Social Security system have
argued that low income of the aged is a transitional problem, more appropriately
handled through public assistance than social insurance. Again, the Senate
Committee on Aging has documented that this is not a transitional problem-
that given present trends, inadequate income will still be a problem plaguing
future generations of aged people.

The National Council of Senior Citizens therefore urges this Committee to
report out legislation that, through basic reform of the benefit structure and
financing of the system, would immediately enable today's retirees to share in
the economic abundance they helped to create and at the same time would assure
to future retirees-today's workers-an Income adequate in relation to their
standard of living prior to retirement.

ATTACHMENTT A]

NATIONAL COUNCIL OF SENIOR CITIZENs-lOT0 CONVENTION RESOLUTIONS RELATING

To SOCIAL CASH BENEFITS, 'MEDICARE AND "MEDICAID

SOCIAL SECURITY CASn BENEFITS

Whereas, since the Eighth Convention of the National Council of Senior Citi-
zens, Social Security benefits have been increased 16%, with a proposal that has
passed the House to provide another 5% by January 1, 1971 and

Whereas, the House has voted to raise benefits to widows to 100% and liberal-
ized the earnings test to $2,000 annual earnings before reductions would be intro-
duced, with $1 in benefits withheld for each $2-of earnings in the range of $2,000
up to $3,200,

Whereas, despite this progress, an estimated 5-7 million Social Security
recipients still remain impoverished, a situation that can only be remedied by
the Gilbert-Williams bill with its proposals for substantially raising minimum
benefits and an across-the-board increase of another 35% In Social Security
benefits, phasing in of an increase In the wage base up to $15,000, and a con-
tribution from the general revenues that would eventually provide for one-third
of the cost of the benefits,

Whereas, the National Council of Senior Citizens deplores the delay in enact-
ment of a 15 per cent increase in retirement benefits for railroad employees to
match the 15 per cent Social Security increase voted by Congress last year;
now, therefore, be it

Resolved, That this Ninth Convention of the National Council of Senior Citi-
zens hereby expresses its appreciation to the Members of Congress for the action
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taken in this 91st Congress with respect to increased benefits and other improve-
meats in Social Security; be it further

Resolved, This Convention considers the 15% Increase of January, 1070, and
proposed increases as a down payment on those benefits proposed in the
Gilbert-Williams bill and reaffirms its support for the Gilbert-Williams bill which
provides for a further 35% increase in benefits by 1972 for present and future
retirees and utilization of general revenue funds to finance a portion of the
cost, thus avoiding undue burden on workers with low incomes.

This Convention supports the inclusion of an automatic cost-of-living adjust-
ment as a principle so long as it is recognized as a matter of public policy that
there shall also be adjustments in future benefits to recognize rising productivity
and standards of living.

Be it resolved, That the National Council's 2,500,000 membership urges Con-
gress to speed action on the pending 15 per cent railroad pension increase and
requests early action to assure parity for railroad employees as and when the
Senate acts on the House-approved bill to grant an additional 5 per cent increase
in Social Security benefits; be it further

Resolved, That those working under the Railroad Retirement Act, those re-
ceiving veterans' pensions, and recipients of Public Assistance shall not be
subjected to a reduction in such benefits as the result of the increase in Social
Security benefits.

HEALTH CARE FOR ALL AMERICANS

Whereas, Medicare with its deductibles and co-insurance and other features
pays less than half (46%) of all the health care costs of the elderly,

Whereas, Medicare makes no provision for out-of-hospital prescription drug.,,
eye care, hearing aids, and medically necessary prosthetic applicances, and places
sharp limits on hospitalization and nursing home care,

Whereas, health services in the United States, when measured by health Indices
such as infant mortality, maternal mortality and life expectancy rates are
surpassed in at least 15 other countries,

Whereas, in the most advanced industrial country it the world, with a
scientific capacity to land a man on the moon, the present fragmented, costly,
inefficient and inadequate health care arrangements, can only be characterized
as antiquated,

Whereas, many of the chronic ailments and crippling conditions of later
life are the result in part of the lack of comprehensive and adequate health
services in earlier years; now therefore, be it

Resolved, That this chaotic and expensive state of affairs in health care
be replaced by a Federally sponsored, comprehensive national program of health
care for all Americans, as represented in H.R. 15779, introduced by Congress-
woman Martha Griffiths of Michigan, and as represented by the efforts of the
Committee for National Health Insurance under the leadership of the late United
Automobile Workers President Walter P. Reuther; be it further

Resolved, That I.R. 15779, which will absorb Medicare, into the National
Health program, eliminates deductibles and co-insurance, the monthly premium
for Medicare Part B (doctor's insurance), provides out-of-hospital prescription
drugs, eye care and hearing aids, and removes limits on hospitalization and
nursing home care, be hereby endorsed and supported by this Ninth Convention
of the National Council of Senior Citizens; be it further

Resolved, That this Convention register its support for the financing of this
health care program through the Social Security system, supplemented by general
revenues.

RESOLUTIONS ON NURSING HOME CARE-SAFETY IN NURSING HOMES

Because of the terrible loss of life which results when fires occur in insti-
tutions where patients are confined without ability to ambulate, be it

Resolved, That the National Coulcil of Senior Citizens call on the Federal Gov-
ernment tO institute the following minimum fire safety standards:

(1) Medicare's conditions of participation in Extended Care Facilities and
Medicaid's standards for skilled nursing homes muvt be revised to include com-
pliance with the Life Safety Code of the National Fire Protection Association.

(2) The U.S..D)partment of Commerce should promptly implement the Flam-
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able Fabrics Act and should replace its recommended "pill test" as it relates
to carpet and rugs with the UL723 tunnel test.

(3) Carpeting manufacturers should be ordered to label their products in
such a manner as would inform the public of their flammable properties under
this tunnel test and should sell only Class A or Class B carpet to nursing homes,
hospitals, and schools.

(4) Tihe U.S. Congress must also insist on licensed institutions prohibiting
all smoking except in specified areas In hospitals and nursing homes where pa-
tients are confined without the ability to ambulate.

INTERMEDIATE CARE FACILITIES

Whereas, the provision of services to ailing elderly persons it intermediate
care facilities was a major accomplishment of the Social Security Amendments
of 1967; and

Whereas, this program was designed to meet a need not covered by Medicare,
the Federal program of health insurance for the elderly, nor Medicaid, the
Federal-State program of health care for tile needy; and

Whereas, many hospitalized individuals reach a condition unlikely to bene -
fit from further hospitalization or care in a skilled nursing home but still re-
quiring services not available in their own homes ; and

Whereas, Medicare now makes no provisions for this contingency and there
Is little Indication the program will be adequately developed under Medicaid;
now, therefore, be it

Resolved, That Congress make intermediate care facilities eligible for rei-
burseinent under Medicare including transfer agreements with hospitals and
extended care facilities on a basis of reasonable cost of the care provided; and
be it further

Resolved. That the National Council of Senior Citizens Join with Congressman
David Pryor (D., Ark.) in protesting the recent action of the Secretary of Health,
Education and Welfare In eliminating all Federal requirements governing Inter-
mediate care and intermediate care facilities tinder Medicaid (Federal Register
June 10, 1970). Be It further

Resolved, That removal of any and all Federal requirements governing inter-
mediate care and intermediate care facilities tinder Medicaid endangers the
program by making It possible as a money saving device for States to substitute
intermediate care for patients in need of skilled nursing care: and be it further

Resolved, That the National Council of Senior Citizens insist upon time Depart-
ment of Health, Education and Welfare recalling its action of June 10, 1970,
and proceeding instead with development of anl intermediate care program as
the law requires.

FI'X111.O1TATION AND ABUSE OF. THlE EMDERLY SICK

Whereas, tile National Council of Senior Citizens Is deeply committed to as-

suring that tie highest standard of care shall be afforded the one million of ourfellow, seniors who are lit nursing homes, financed under tihe Medicare, Medicaid,

and other programs,
Whereas, there is mounting and deeplyy distressing evidence that In too many

nursing homes, elderly people are neglected, treated with indignity, receiving
minimal, if any, health care,

Whereas, the many State and Federal agencies, including the Department of
Health, Education, an( Welfare, and State Hlealth and Welfare departnents,
have failed to secure the appropriations required, or to exercise the aggressive
leadership required to enforce standards of safety, health, and general welfare
of reshlents, with the result that too many elderly persons have been neglected,
and the payments for their care misused,

Whereas, as a result in part of the failure of governmental authorities to en-
force standard,-*, commercial operators, looking for quick returns on their invest-
ments, have Invaded the nursing home field by establishing what amounts to
chains of motels insufficiently concerned with the health and welfare of the rest-
dents in their charge, and have succeeded in converting nursing home programs
into housing programs instead of health programs, and have Imposed upon elderly
people who are sick a "buyer must beware" philosophy : be it
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Ilcsolcd, The National Council of Senior Citizens hereby salutes Congressman
1)avid Pryor of Arkansas, who, by working as a volunteer in the Washington area
nursing homes, exposed the extent to which many older people are dehumanized
in many nursing homes in the "thirsty quest for big profits," and further, the
lack of leadership and cooperation of the government bodies with respect to pro-
tecting the sick elderly.

Resolrcd, That the National Council of Senior Citizens endorses the resolution
Introduced by Congressman Pryor, calling for the establishment of a select com-
mittee on nursing homes and homes for the aged, charged with studying a wile
range of Federal programs concerned with nursing care, viz. HIMV, through
Medicaid, Medicare, and the Public Health Services, the Mortgage Insurance
Program of the Housing and Urban Development Agency, the Loan Program of
the Small Business Administration, and tlim! responsibilities of the Securitles mid
exchange Commission for the Supervision of corporations Issuing stock for nurs-
ing home operations; be It further

Resolved, That a substantial Increase in direct grants and loans be made to
non-profit and governmentally operated nursing homes, ivith a five-year goal of
provilding 50% of the hom-es under non-profit suspices; be It further

Resolved, That substantial funds be provided for alternative methods of car--
foster homes, sheltered low-cost supervised housing, and day care centers,

Resolved, That the National Council of Senior Citizens, through its affiliated
clubs, develop a program of citizen review teams In which responsibility for pe-
riodic inslpetion and visiting of nursing homes in the clubs' areas would be
'ested.

31EDCARE

Whereas, the National Council of Senior Citizens views with pride and satis-
faction the significant role it played in the enactment of Medicure,

Whereas, a series of financial barriers, co-Insurance. deductibles, premliun
payments for Medicare Part 13 (Doctor insurance--scheduled on July 1st to go
from $4.00 a month to $5.30), and non-coverage of out-of-hospital drugs, con-'
tinue to limit and deny adequate health protection to the elderly,

Whereas, escalating costs and evidence of overcharging and abuses of the
program cell for effective cost controls and penalties that do not, however, limit
the services or penalize the patient,

Whereas, the option provided under the House-passed Social Security bill, 11R.
17750, would enable Medicare recipients to participate In prepayment health
plans which provide both preventive as well as maintenance health care services
at lower cost than the present disorganized health system ; now, therefore, lie it

Resolved, That this Convention holds that the co-Insurance and deductible fea-
tures of Medicare and the monthly payment for Part It must be elininated; and
that the added cost be met by contributions from general revenues, and further,
this Convention supports the elimination of the three-year enrollment period
for Part B of Medicare and Congressional action to limit physicians' charges to a
reasonable amount ; be It further

Resolved, That the cost of prescription drugs, eye care, eyeglasses, dental care,
dentures, hearing aids, and routine foot care be included in Medicare, and that
hospital coverage be extended to 305 days; be it further

Resolved, That the N'ational Council support and promote the enrollment of
seniors in pre-payment health care plans and the further and substantial devel-
opment of such plans; be It further

Resolved, That all persons receiving Social Security benefits be Included under
the Medicare program.

3MFDICATD

Whereas, Medicaid was designed to serve the millions of Americans, particu-
larly those under 05 whose Income was so low they could not afford the costs ofmenldical care,Whereas, the orighnl legislation obligated all States to develop a program of

comprehensive services by 1075-later extended to 1977, and now completely
abolished in the pending Social Security lill, H.R. 17550, on the argument that
costs were sky-rocketing and the program was being exploited by practitioners-
a product In part of inadequate medical surveillance.
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Whereas, various restrictions are being placed on Medicaid, including granting
the States the right to impose deductible, thus still further cutting back on the
intent of the original legislation; now, therefore, be it
Resolved, That this Convention reaffirm its support of Medicaid as an essential

program to meet the costs of health care of persons with low income, and urge
that tile provision -requiring States to develop a comprehensive program not be
stricken; be it further
Resolved, That until a program of National Health Insurance is established

and adequately financed, the Medicaid program Is essential to the well being-of
millions of Americans living on the borderline of income adequacy; be it further
Resolved, That the Federal Government establish firmer controls over medical

charges and utilization to stop exploitation of the program.

[ATTACI[MENT I

TuREE CASE REPORTS ON "SUDDEN DEATII"-Loss OF MEDICAID BENEFITS WH1EN

SOCIAL SECURITY BENEFITS WERE INCREASED

(Reported by David Caple, Senior Aide, Project Involve, Milwaukee, Wis.)

I am writing to call your attention to the plight of tile elderly citizens who have
received the 15% increase in their monthly benefits. To introduce myself, I am
a Senior Aide with Project Involve, doing "Following Work." It Is my duty to
answer complaints and try to remedy them. Since receiving this increase in
income, these people are having their Title 19 cards cancelled. The maximum
Income a person can have is $133.00 per month to obtain a Title 19 card. I guess
you are aware of tills, and these are the people whose income was Just below
that figure. and now, their income is above that figure. So you can see, tile in-
crease isn't helping them at all. -

Allow me to cite some of the cases I have encountered recently. Mrs. X who
lives in a public housing pays $40.00 per month for rent. She is practically (leaf.
Has to use a hearing aid which she is paying for at tile present time. Sie uses
12 batteries per month at a cost of $5.52. Her hands are drawn into fists from
Arthritis, she has to buy various medicines for that. Slie also has swollen legs.
I don't know the cause. The W.M.A.P. cancelled her card but I put these facts
before them and they renewed it.

Mrs. Y also lived In public housing paying $40.00 per month. She had a stroke
recently and also a heart condition. I was carrying her to her doctor at intervals
for a foot ailment. She was using about five different kinds of prescription medi-
ine which she said she had to have daily. Because of the Social Security increase

they cancelled her Title 19 card and she was wondering how she could continue
with her medicine as it was quite expensive. I had an appointment to carry her
to tier doctor Monday July 27. I called her repeatedly that morning but got no
answer, later I went to the apartment manager and told her the situation. She
accompanied me to the client's apartment and we discovered the cause--she was
dead.

Mrs. Z Is a wheel-chair patient, not able to walk or stand. A victim of Multiple
Sclerosis. Sle has an Income of $153.80. since the increase. She pays $95.00 per
month for rent. has to pay a neighbor $15.00 per month to do chores for her. beside
a utility bill about $15.00 and numerous medical bills. Her ca'-d was cancelled.

They call me for an answer. I am not able to furnish one. I go to the medical
center, tell them tile facts. Show them my data sheets. They tell me to bring
in enonh medical bills to cover the surplus income. That I cannot do, since
their bills were being paid with their Title 19 card.

Sir, It is quite an ordeal when I have to go to these people and tell them that I
can't helm them. I have put these cases before you in the best manner I am capa-
ble of. and these are just a few. I hope something can be done.

The CHAIRMAw. Thank You very much for a very good statement.
That concludes, then, this morning's hearing. The committee. Will

stand in recess until 2:30, at which time we will commence with Mr.
Paul Ienkel.

(Whereupon, at 12:40 mm., the committee recessed, to reconvene
at 2:30 p.m., this same day.)
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AVITMENOON SESSION

The C1A1RMAN,. The next witness will be Mr. Paul P. Ilenkel,
chairman of the social security committee of the Council of State
Chambers of Commerce.

STATEMENT OF PAUL P. HENKEL, CHAIRMAN, SOCIAL SECURITY
COMMITTEE, COUNCIL OF STATE CHAMBERS OF COMMERCE; AC-
COMPANIED BY WILLIAM R. BROWN, ASSOCIATE RESEARCH
DIRECTOR OF THE COUNCIL

Mr. IENVHEL. Good afternoon, Mr. Chairman. Thank you for the
opportunity to appear at this hearing to present our views.

For purposes of the record, I am Paul Henkel, manager of payroll
taxes of the Union Carbide Corp. I am appearing as chairman of
the social security committee of the Council of State Chambers of
Commerce.

With me is Mr. William R. Brown, the associate research director
of the council.

Mr. Chairman, we request that our lengthy prepared statement with
respect to H.R. 17550 be accepted for the public record.

The CHAIRMAN. That will be done.
Mr. HINKE,. e have outlined in our prepared statement our con-

tinning and underlying concerns about social security. We believe this
committee is well aware of those concerns because we have stated them
many times.

Currently, we are indicating our support for a 5-percent across-the-
board increase, not because we feel that Congress has lagged in raising
benefits, but because we feel that the increase anticipates potential
increases in the cost of living for our current social security
beneficiaries.

We would point out that we had supported a 10-percent increase
in benefits as recently as November 1969. But the fact that Congress
enacted a 15-percent increase at the beginning of the year is not going
to be used by uts to oppose this 5-percent increase.

We have indicated in our statement our support for a liberalized
retirement earnings test. We do not support, however, the House-
passed version of this liberalization. We believe that there should be
a 50-cent reduction in social security benefits for each dollar of an-
nual earnings between $2,000 and $ ,200, and a dollar-for-dollar re-
duction in benefits for each dollar of annual earnings in excess of
$3,200. This would be similar to the pattern of past changes that have
occurred in connection with this particular provision.

We oppose section 114(a) of H.R. 17550 which would raise the ceil-
ing on combined workmen's compensation insurance and social secu-
rity benefits. This section could permit a disabled person to receive
more in tax-free benefits than his prior after-tax earnings. Our pre-
pared statement includes an appendix and several examples displaying
these results.

We note that the Social Security Administration, itself, has some
reservations about this provision.

11"e object to the proposed $9,000 taxable wage base because we
believe it is not needed even to finance a 5-percent benefit increase.
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11e think that the old age insurance program has been overfunded
since 1966, and will continue to be overun-led. Yet., the $9,000 taxable
wage base will cause the Old Age Insurance Trust Fund to increase
$6.2 billion by 1974, and then the 1975 scheduled tax rate increase will
cause the fund to increase by $10.4 billion in 1 year.

hat concerns us is the Iong-range estimate that even with a $9,000
fixed taxable wage base the old age insurance trust fund balance in the
year 2025 could decline from an amount of $240 billion to a zro
balance in the year 2035. We interpret this to mean that, even with a
slight. modification which is projected and proposed now, there would
be an annual requirement of $24 billion over a 10-year period which
would have to come from either Federal general revenues or additional
payroll taxes over and above those that are already required.

but. if the Congress, nevertheless, decides that additional tax revenue
is needed at this time, we strongly urge consideration of alternatives,
higher tax rates or taxable wage base of $8,400, rather than $9,000,
alternatives which apparently have been disregard en.

alehave, with theaid of actuaries, co utedthattheequivalent i
the social security (ax increases under tie proposed $9,000 taxable
wage base could buy a pi ate annuity which would be $20.88 a month
more than the. increased monthly social security benefits, this for a
youngster who is aged 26 in 1970 and who wouhd have had maximum
taxable earnings.

Because of this, we raise the question whether Congress cani be
assured of the continued popularity of the social security program
among the young people. We suggest that, it, might be well to recon-
sider whether it is appropriate to continually mandate the seques-
tration of a greater amount of the otherwise disposable income of
the present young in future generations.

I'e object, most, strenuously to the enactment, of the automatic escala-
tors in the taxable wage base, in the benefits and retirenient. earnings
test.. We feel these proposals eliminate from consideration general eco-
nomnic conditions at, any given time in the future. We think the pro-
posals will have inflationary effects.

We are appalled by the now published estimates of how the taxable
wage base will rise to $22,000 in 1992. We have included in our table
III of our 1rel)ared statement, which indicates that, there niay not be
any, or little, correlation between the automatic escalator of the tax-
able wage base and the automatic escalator for the benefits. We think
this could lead to a serious dislocation in the financing of the program
and could require more, not less, attention from the Congress.

We have included tables IV and V and chart III in our prepared
statement which portray how an inordinate amount of the future
social security tax burden could be shifted from middle and higher
income social security taxpayers. We object to this because the auto-
matic escalation seems to foreclose further consideration of the future
of tax rate increases.

We have shown on table VI in our prepared statement the stag-
gering increases in tax costs which could occur if automatic escala-
tion is enacted.

Under maximum annual tax figures, Nye have compared these costs
both under the present law, under a fixed $9,000 taxable wage base,
and under an escalating wage base, which is in line with the official
est imates.
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The highlights of the table show thiat, first, under the pilsent law,a person aged 64, in 1970, will have paid $3,800 in taxes for his benefitcoverage. But those who are under age 16, n 1970, could pay as much
as $20,000 in social security tax for their benefit coverage.

Second, if the $9,000 taxable wage base is enacted and remainsfixed, those under ago 16, in 1970, could pay almost $26,000 instead
of $20,000 il tax. There would be a 27-percent increase in tax for a
12-percent increase in benefits.

Third, under the escalating wage base a 1-year-old in 1970 couldpay $62,500 in ttrx over his entire career. This is $42,300 more or 208percent more, than he would pay under the present law.
erV have been vitally concerned that the relationship between" thesocial security benefit formula and the tax costs shows a diminishingreturn on the investment as the individual's career taxable earnings

increase. This condition could accelerate under automatic escalation
if the benefits are raised 3 percent a year and if the taxable wage baseis increased by 5.2 percent a year, as past history has demonstrated.

In table VIII of our l)repared statement, we have related the maxi-mum social security tax costs to potential lifetime primary insuranceamount benefits. For the tax costs we have used an accumulation of
77 percent of the combined employer-employee OASDI tax on thetheory that the remaining 23 percent apl)les to survivor and de-
pendency benefits.

We thnk that the data shows that today's younger workers and thoseyet to join the labor force are disadvantaged in comparison to today'sretirees. The younger ones can be certain that, under automatic esca-lation their social security tax could triple. But we question whetheror not they can be assured that their return in benefits will be in-
creased commensurately.

We have mentioned in our prel)pared statement that employers aregreatly disturbed about the prospective tripling of the elip over socialsecurity tax costs which would occur under automative escalation.These tax costs will only make it more difficult, to do business in the
future, and l)robably will be reflected in future price levels.

We have pointed out, too, that the employer's social security tax hasbecome the largest, single element and the most expensive element ofthe average eml)loyer's fringe benefit costs. In the last, 10 years thiselement has increased 200 percent or four times faster than the increase
in average wages.

In_ the same period, the average employer's l)rivate pension plancost has increased only 61 percent as compared to 200 percent. This isthe reason for the already existing apprehension among employers
that an .excessively liberal social security program can lead tob theelimination of )rivate pension plans. WeV believe the automatic esca-
lation in both taxes and benefits would apply too broadly.

We suggest that there be continual period review by the Congressof the social security program. This has been an actuality since 1905.
We suggest, that priority be given to the matter of increasing benefitsperiodically, and that less rfttention be given to the 1)roblems of expand-
inig coverage and providing new classes of beneficiaries and liberalizing
eligibility conditions.

Finally, we urge the Congress to be mindful of the unavoidable
thrust aid impact of some form of universal health insurance pro-
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grain. It is our judgment that, each passing year brings us nearer to
the adoption of some program which, in all probability will utilize
the payroll tax mechanism in whole or in part.

Preliminary estimates indicate that such universal health insurance
coverage would be a staggering additional load to place upon the pay-
roll tax, whether or not it is passedI on to the consumer in the forn
of higher prices.

The current, the highest preliminary estimate is $50 billion a year.
In closing, we ask this committee to enact the 5-percent benefit in-

crease and to liberalize the retirement earnings test, which we have
suggested, and to change the financing of the social security program,
but, only to the extent it is absolutely necessary.

W urge most strenuously that you reject' the proposed automatic
escalators.

Thank you, sir.
(The prepared statement of Mr. Henkel follows. Hearing con-

tinues on page 876.)
STATEMENT OF PAUL P. HENKEL ON BEHALF OF MEMBER STATE CHAMBERS OF TIlE

COUNCIL OF STATE CHAMBERS OF COMMERCE

SUMMARY

1. Recognize the need to increase Social Security benefits to compensate for
the Increased cost-of-living, but oppose the automatic cost-of-living escalator.
There Is no substitute for periodic Congressional review of benefits and fi-
nancing, at the same time taking all pertinent factors into consideration, not just
those that may be in an automatic formula.

2. Support periodic review and adjustment of retirement test In light of chang-
lng economic conditions, but oppose automatic adjustment of the exempt earn-
ings level. Support the Ways and Means Committee proposal to Increase the
annual amount of exempt earnings an Individual may earn and still get full
benefits from $1680 to $2000, but oppose the amendment added on the House
floor which would further exempt earnings beyond $2000.

3. Support periodic Congressional review of financing. Tax rates and the wage
base need to be considered together In light of current and short term benefit
costs, not just In relation to changes In wage levels, and higher benefit costs
should be met primarily by raising tax rates rather than the tax base; therefore,
we strongly oppose the proposed automatic Increase In the taxable wage base.
If Congress does not enact the proposed automatic cost-of-living Increase proposal,
there is no need for the automatic tax base increase proposal.

4. Oppose change In Workmen's Compensation offset which would permit com-
bined compensation and social security disability benefits to exceed 100% of
average current earnings before disability Instead of the present 80%. This
would result In benefits greater than former take-home pay and eliminate the
monetary incentive for rehabilitation and employment.

STATEMENT

Mr. Chairman and Members of the Senate Finance Committee: My name Is
Paul Ienkel and I am Manager of Payroll Taxes for Union Carbide Corporation.
I am Chairman of the Social Security Committee of the Council of Prate Cham-
bers of Commerce and I am appearing on behalf of the member State Chambers
of Commerce of the Council which are listed at the end of this statement as
having endorsed our statement. Accompanying me Is Mr. William R. Brown,
Associate Research Director of the Council.

We appear before the Senate Finance Committee to reiterate the views of the
Council of State Chambers of Commerce on current social security proposals.
These views were stated at the House Ways and Means Committee hearings
last November on H.R. 14081. We are pleased to lend support to a few of the
proposals in II.R. 17650 which supplants H.R. 14081.

Our continuing underlying concerns in the matter of social security are several-
fold. We seek sound financing without excessive current taxation. We seek to
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have our citizens, particularly the young people, understand the staggering costs
of the program that can occur within two or three generations because of seem-
ingly modest benefit increases enacted currently. We seek to reverse the growing
disregard of actuarial principles in favor of considerations of need, expediency
and political motivation in expanding the social security program. We seek a
halt in the continual shift of the social security tax burden to middle income
groups and to the structuring of the benefit formula to the greater advantage of
the group earning less than the maximum taxable wage.

We seek to eliminate the ever present and mounting danger that the social
security program will be transformed from a program providing a minimum floor
of protection into a program that will ulthnately dominate, control and even
eliminate private industrial retirement programs. This can occur through exces-
sive expansion in benefits and tax costs of the social security program.

Our concern has been given new emphasis by the published views of the recently
resigned Chief Actuary of the Social Security Administration, Mr. Robert J.
Myers. It seems that we have had grounds to be apprehensive concerning the
motivation of the planners in the Department of Health, Education, and Welfare.

SUPPORT FOR A 5 PERCENT BENEFIT INCRFASI IN 1971

Last November, we supported the 10% increase fi benefits proposed in 11.11.
14081. That bill also contained many of the proposals that are now included in
the present II.R. 17550. Congress enacted a 15% increase in benefits as part of
the Tax Reform Act of 1969. Now. on the basis of the recent acceleration in the
Consumer Price Index, I.R. 17550 proposes a further 5% increase in benefits
effective January 1, 1071. We do not oppose this increase-in fact we support it.

In doing so, we would point out this would be the third across-the-board in-
crease since February 1908 and the eighth such increase since 1950. Attached as
Table I and Chart I are an outline and a chart respectively of changes in tile
primary insurance amount. We think they show two things-first, that the Con-
gress may have lagged in raising benefits only during the period 1958 to 1965;
and second; that the benefit formula continues to discriminate against the higher
income social security retiree. Table II demonstrates that with the proposed
change in the benefit formula the primary insurance amount will be 85% of the
first $110 of the average monthly wage but will be only 37.8% of an average
monthly wage of $750. We think this aspect should receive more attention and
correction.

Whenever the Congress considers a social security benefit increase, there are
constant and strident allegations raised that the current beneficiaries are in dire
circumstances. We concede that our current beneficiaries are particularly vulner-
able and consequently apprehensive concerning the erosion of their real Income
because ()f spiraling costs and prices. But we disagree with these allegations and
believe they have been over-accentuated and over-dramatized for political rea-
sons. A more objective perspective is needed.

In relating increases the 1957-1959 Consumer Price Index (CPI) to the trend
of the maximum and average monthly primary insurance amount up to the end
of 1969 (before the 15% increase effective in January 1970), it will be found that:

(In percent]

Increase in
maximum Average

CPI monthly PIA monthly PIA

1940 to 1970 ...................................... . +166 +301 +34019so to 19?0 ............... ... ........ . ..-...... .. + +M 12+.i-+25 +126
1960 to 1970 ...................................... +26 +" +31965 to 1970 ................................. .... +18 +34 +18

It Is significant to note, too, that Chairman Wilbur Mills of the House Ways
and Means Committe has pointed out that in the past the social security benefits
have been raised by Congressional action much more than if a 3% automatic
escalator In benefits had been in effect.'

1 Page 11 4669- -Congressional Record May 21, 1070.
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In light of past performance, we do not think the Congress has been remiss
in raising benefits. As a corollary to thi.s, we disagree most emphatically with
the contention that an automatic escalator in benefits is justified because of
alleged lack of Congressional action. Our objections to the automatic escalator
in benefits are set forth later In our statement.

SUPPORT FOR A LIBERALIZED RETIREMENT EARNINGS TEST

We indicated inI our testimony on II.R. 14081 before the House Ways and
Means Committee that we would support an increase of exempt retirement
earnings from $16S0 to $1800 per year, an extension of the present reduction
of $1.00 in benefits for each $2.00 of earnings up to $3000 instead of $2880, and
a contlnuation of tile $1.00 reduction in benefits for each $1.00 of earnings in
excess of $3000. This would be consistent with the past history and pattern
of changes in this offset provision.

We support, now, Section 106(a) of the version of II.R. 17550 reported by the
House Ways and Means Committee. That section provided an Increase in tile
50% reduction of benefits for earnings between $2000 and $3200 and a continu-
ation of the 100% reduction for earnings in excess of $8200.

We object to the application of an automatic escalator to the retirement earn-
ings test. Our reasons therefor are Included later in our statement.

OPPOSITION TO INCREASE OF WIDOWS' AND DEPENDENT WIDOWERS' BENEFITS

Under the present law, a widow receives 82%,4% of the benefit amount her
husband would have received if lie began receiving benefits at or after age 65.
The 821/2% was increased from 75% in 1061. Section 103 of I.R. 17550 proposes
to Increase the percentage to 100%.

The point was made both in Ways and Means Committee Report No. 91-1090
and in the statement of IlIlAV Secretary Richardson presented to this Committee
on July 14, 1970, that widows have less regular income than most other bene-
ficiaries and, in general, are financially worse off. While this point may be valid,
we question whether It is appropriate in relation to a wage-related insurance
program. A further point is made that a widow should not be expected to live
on less than her husband would have been paid if he had lived.

We submit in reply to these two points that the Congress has since the In-
ceptilon of the social security program maintained tile concept that a retired
couple should receive 150% of a primary insurance amount. This concept stemmed
from a popular objective in private Insurance annuities and pensions where
tile survivor generally receives 50% of the prior combined benefit (or 75% of the
primary benefit). Alternatives and variations are of course permitted in joint
and survivor benefits under private annuities, but they are often more expensive
and require greater premiums. This is, of course, overlooked or minimized by
social security planners.

Tie current proposal Is expensive-it has a first year cost of $700 million
benefiting 3.3 million widows and dependent widowers-it has an estimated
level cost of 24/100ths percent of taxable payrolls and it Is twice the amount of
the 12/100ths percent actuarial imbalance of the OASI system.2 It would increase
the estimated level cost of widows' and widowers' benefits frc.m 1.3% to 1.54% of
taxable payrolls-an 18% increase in such costs.' We age, therefore, that the
Committee reject the proposal to increase widows' and dependent widowers'benefits.

OPPOSITION TO AGE 62 CLOSINO DATE FOR MEN

Section 104 of II.R, 17550 proposes to change the closing (late in the primary
Insurance amount (PTA) computation to the year In which a man attains age
62. Currently, the closing date for a mal is the year in which lie attains age
65. However, the closing date for a woman already Is the year in which she
attains age 62. This latter provision was made In the 1060 amendments to the So-
cial Security Act, and was recently held as constitutional and not discriminatory
against men.' Regardless of the reasoning underlying the 1960 enactment,
or the judicial decision, or the proposed Constitutional Amendment concerning
discrimination on the basis of sex, we have never agreed with the principle that

'Page 78, House Report No. 91-1096.
'fPae 79. House Report No. 91-1096.

O0 ,ar Oruenwald v. John NA. Gardner, 309 F2d 501
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there should be an earlier closing date for women. We think it was wrong, and
we think the current proposal Is also wrong. Consequently, we oppose it.

We would point out a curious situation. Last year when the House Ways
and Means Committee held public hearings on 11.1t. 14081 (the predecessor bill
of 11.11. 17550), the Social Security Administration estimated that the "age 02
male closing date" provision would affect 5 million current beneficiaries and 100
thousand new beneficiaries with a first year annualized cost of $392 million.
Now, less than a year later, it Is estimated " that tile provision would affect 10.2
million current beneficiaries and 60 thousand new beneficiaries with a first year
annualized cost of $925 million. We think this half a billion dollar difference war-
rants further Investigation.

OPPOSITION TO ChANGE IN WVORKMEN'S COMPENSATION OFFSET AGAINST SOCIAL

SECURITY

We urge this Committee to delete Section 114(a) of 11.11. 17550 which would
amend paragraph (5) of Section 2249(a) of the Social Security Act. The latter
section presently provides that social security disability benefits will be reduced
only by the amount by which the combined workmen's compensation and social
security benefits exceed 80% of workers' average current earnings before disabil-
ity. The proposal would increase the percentage from 80% to 100%.

Historically, we have taken the position that an employable individual should
receive tax-free benefits from one or more public programs which should be lower
than his prior after-tax earnings on which such benefits are based. We reason
that there must be an incentive to be gainfully employed. (Tills is one of tile
major trusts of the proposed laimily Assistance Plan.) We believe this is a rea-
sonable view. We believe, too, that the llresent.law partially coincides with this
view. Eighty percent of average current earnings is a fair estimate of after-tax
earnings-considering Federal income and social security tax deductions only.
Tax-free benefits for not working equal to prior after-tax earnings provide no In-
centive for gainful employment. To raise the percentage to 100% as is contem-
plated, could give a disabled worker a 25% premium-a 25% increase over his
former take-home pay. This is even less of an Incentive for him to seek rehabili-
tation, retraining, and reemployment.

We cannot subscribe to reasons advanced in the Ways and Means Committee
report In support of this change:

(1) The argument that workmen's compensation is, in part, compensation for
pain and loss of function is contrary to the underlying theories and concepts of
workmen's compensation. Tile common law concept of compensating for pain is
not and never was a part of workmen's compnesation as a social insurance pro-
grain. Therefore, it is not proper to use this as argument in favor of tax-free bene-
fits exceeding after-tax wages.

(2) The point that "a worker's total disability will usually give rise to sub-
stantial expenses in addition to the family's continuing regular expenditures"
overlooks the fact that virtually all states now pay all medical expenses as well
as related transportation costs for medical treatment. Also the full cost of re-
habilitation programs is assumed in many jurisdictions.

(3) In evaluating the impact on a family's standard of living, the fact that the
disabled worker is relieved of many of the expenses normally incident to work-
lug, such as transportation, meals, clothing, union assessments, etc., should be
considered. Also, there are other benefits for tie totally and permanently dis-
abled, private hospitalization and medical insurance, income tax medical deduc-
tions, private disability insurance, industry disability benefit plans and rehabili-
tation services, all of which can and do mitigate financial hardships.

We have attached an eight-page Appendix A which is a series of examples
developed by James S. Stickles, a Workmen's Compensation Specialist for the
American Mutual Insurance Alliance. The examples demonstrate how the pro-
posed Section 114(a) of 11.11. 17550 would provide tax-free benefits for disability
In excess of after-tax earnings before disability.

We would point out the reservations of Social Security Commissioner Robert
M. Ball expressed to this Committee on last July 14 about increasing the limit of
combined workmen's compensation and social security disability benefits. We do
not concur fully with his position, however, that this matter should be studied
by the Social Security Advisory Council. We believe the present 80% linit
should be retained.

s Page 10, Iouse, Report 01-1096.
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OI'1OSITION TO A $9,000 TAXABLE WAGE BASE--ALTERNATIVELY, SUPPORT FOR TAX RATE
INCREASES

On the basis of current Information we fail to see, and current official data
ftills to demonstrate, why a further 5% increase in benefits proposed in H.R.
17550 requires a $9000 taxable wage base at this time. The official data available
in November 19069 Indicated that tie 10% benefit increase would not require addi-
tional financing. This confirmed our belief that tim system has been over financed
since 1966. We still suspect that this situation may exist.

We would olint out that House Report 91-109 Indicates that H.R. 17550
would produce a greater allocation of contribution income to the Hospital In-
surance Trust Fund (In order to cure its underfinanced status) and, in addition
would produce through 1974 a cumulative excess of $0.2 billion in the Old Age
Insurance Trust Fund.

Furthermore, in 1975 and the years immediately following, when the old age
insurance tax rate jumps from 4.2 to 5%, the Old Age Insurance Trust Fund
balance will jump by $10.4 billion in one year.

House Report 91-1090 also indicates the following growth In the combined
Old Age Insurance and Disability Trust Funds: '

[In billions of dollars

Taxes Benefits Fund balances

1980 -----------------------------------.................... 57.6 49.3 83.4
1990 ------------------------------------------------------ 65.0 65.1 165.6
2000 --------------------------------------------------- - 98.6 126.2 28.9
2040 ----------------------------------------------- ---- - 113.2 146.9 46.6

Despite the huge balances in the trust funds in the year 2025, the Old Age
Insurance Trust Fund will be exhausted by the year 2035 (10 years later)
because of the current small actuarial imbalance (a minus .12% in the level
premium costs of the program). We interpret this to require a $240 billion charge
against Federal general revenues or additional payroll taxes during that remote
10 year period. This is $24 billion a year!

We ask you to bear in mind that these actuarial projections are based on
the $9000 taxable wage base and schedule of tax rates as approved by the
House Ways and Means Committee in May of this year. They were also based
on the use of favorably adjusted factors-higher interest rates, higher male
and female labor force participation, etc.' These factors are highly speculative
and conjectural. The projections are cogent, relevant, and highly persuasive to
the conclusion that the future of the system is amsured. But we do not share
this assurance or optimism that the system will be as popular and as beneficial
to each successive generation as it is to the present old and mature generations.

We reiterate our longstanding position that the social security tax rates should
be raised before the taxable wage base Is raised. We believe that everyone, in-
cluding low Income groups, should bear some of the increase in tax costs that
provide higher benefits. We do not share the alarm of some who argue that
the social security tax is regressive-we feel this argument simply is offered
as A basis for imposing increased taxes on middle Income groups who in the
final analysis get proportionately lower benefits than do the low Income groups.

There Is no published information and we suggest that this Committee Inves-
tigate what the situation would be If the 1071 tax rate were to be raised above
5.2%, or If the taxable wage base were to be raised to $8400 Instead of $9000, or
If the taxable wage base were to be raised to $8400 and the tax rates were to be
Increased above 4.8% but less than 5.2%. We are being asked to accede to the
current proposals on the basis of incomplete information furnished by HEW.
We do not think that HEW or the Administration has "made its case" that the
$9000 taxable wage base Is unavoidable and mutually exclusive of other alter-
natives. To be fashionable-we protest. We have had a $7800 taxable wage
base for two years. What's wrong with having a $8400 taxable wage

*Pages 79-80. House Report 91-1090.
Page 82, lIou~e Report 91-1096.

8 Page 77, House Report 91-1098.
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base for at least two years (1071-1072) whether or not coupled with a tax rate
increase? Whatever happened to the $600 incremental increase In the wage base
we used to have during the fifties? We think It is appropriate for Congress to
sample the opinion of the middle income and higher income groups as to whether
they think the prospective social security tax increases are commensurate with
the prospective social security benefit increases.

TIlE EQUIVALENT IN INCREASED SOCIAL SECURITY TAXES COULD BUY A BLTER PRIVATE

ANNUITY

As we did in connection with the 1967 Social Security Act Amendments, we
have again made a comparison, with the aid of private Insurance actuaries,
of the value of the increased cost to an individual of Increased social security
benefits or an equivalent private retirement annuity.

We assumed an employee age 26 in 1967 paid the maximum tax during his
career until he became eligible for the maximum monthly benefit (PIA) at age
65 as of January 1, 2000. We doubled the accumulated increase in taxes caused by
the proposed $9000 taxable wage base in 1971. The doubling represents the corn-
bined employer-employee tax. We accumulated 72% of this doubled amount-the
difference, 28%, being considered by IIEW to be attributable to survivorship
and disability protection.

We found that the increased tax would accumulate to $4383.94. This will pro-
vide an increased social security benefit in the year 2006 of $32.30 per month;
and a lifetime amount over a 15-year life expectancy of $5814.00. The same
$4383.94 would provide an equivalent private lifetime annuity of $53.18 per
month ($20.88 per month more than social security) and a lifetime amount over
a 15 year life expectancy of $9501.60.

We know that HEW disputes our approach and makes similar comparisons
on the basis of accumulated employee taxes only. We think our approach is more
realistic and is equally, if not more, justified for the reason that an employee
looks upon the employer-paid social security tax as a purchase of a fringe bene-
fit for himself, not for someone else.

Whether or not our approach is accepted, we think it is time for this Com-
inittee and the Congress to assess the attitudes of the young workers-not the
academicians, technicians and non-working students--concerning the future tax
burden they will be forced to assume. After all, this Congress will be sequestering
a greater amount of their otherwise disposable future income without their
consent or approval. We suspect that social security taxation is becoming exceed-
ingly unpopular among the young workers.

TIE CASE AGAINST AUTOMATIC ESCALATION INl SOCIAL SECURITY TAXABLE WAGE
BASE, BENEFIrS, AND RETIREMENT EARNINS OFFSET

We strongly object to the proposals in H.R. 17550 to introduce automatic
escalators for the taxable wage base, the benefit schedule and the retirement
earnings test. We disagree with the allegation that the proposals would depoliti-
clze the matter of benefit increases. (We already have stated our preference
for continual Congressional review.)

The effect of adopting new and additional factors of cost-of-living indices ond
expansion of wage and coverage will necessarily complicate the actuarial tech-
niques and conceivably could alter the long-term results. We do not think these
factors are necessary or desirable.

The proposals would eliminate from consideration the underlying coverage,
demographic, and economic factors necessary to determine the actual soundness
of the program. They would also eliminate from consideration the general eco-
nomic climate of the nation as well as the overall burden on our taxpayers.

We do not think it possible to design an automatic formula to meet our objec-
tions or avoid the pitfalls mentioned above. We feel that there is no substitute
for periodic Congressional review of benefits and financing at the saine thne.
The inflationary effect of auntonatio escalators

The proposal to enact automatic escalators for both benefits and taxable
wages could have an inflationary effect on the whole of our economy. The esca-
lator for wages could produce substantial excess social security tax revenue
which would be used for more Government spending. That spending, with its
multiplier of two or three, could expand bank reserves and credit. The greater
amount of money in circulation could increase the demand for goods and services
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and provide an upward thrust oil prices. The escalator for kn'netlt could hav
a similar effect. on demand and prices.

Some would argue that any excessive taxation would have an anti-inflationary
effect In that it would reduce disposable income. But this would not hold true
because the Government would return the excess to the private sector for fur-
ther spending. The argument that, tie disposable income of social security tax-
payers should be reduced call hardly ind popular support.

Although social security beneficiaries do require special attention for protec-
tion against inflation, the adoption of an automatic benefit escalator could weaken
their concern for and their will to support anti-inflationary policies. Similar
protection could be sought by everybody else in the productive segment of our
economy. The automatic benefit escalator in the social security program could
ie precedlent-setting for adoption In private industrial pension plans. These are
di sadvantageous consequences.

The rclocili of inrcascs in. the taxable icage basc--rclabllit of c.etimatcs
The proposal to automatically increase the taxable wage base relates a

$9000 base In 1971 to the ratio of first calendar quarter taxable payrolls In odd-
numbred years to 1971. Ostensibly, this seems reasonable.

The Social Security Administration has estimated how the taxable wage base
could Increase to $22,000 in 1993. (See Pige 92 of House Report 01-1096) They
are reflected oni the graph displayed in Chart II-they are virtually a straight-
line projection. The Social Security Administration apparently work", will) other
andi different estimates. For example, it advised the Council of State Clamubers
of Commerce on July 17, 1970, that the taxable wage base could be different:

H. Rept. 91-1096 SSA estimate,
luty 17, 1970

1973--------------------------------------------------------------- $10,200 6
1975 -------------------.-------------------------------------------------- 10,800
1977 ---------------------------------------------------------------------- 12,000 11.400
1979 ----------------------------------------------------------------------- 13,200 12, 000

The assumptions underlying the projected increases in earnings in House
Report 91-1096 were not stated. The July 17, 1970, estimates were based on the
following assumed increases In earnings: 5.0% In 1972, 4.6% li 1073, 4.3% In
1074, 4.1% in 1975, and 4.0% thereafter. A question can be raised as to which
set of estimates Is the most appropriate? A further question can be raised as to
why It Is valid to assume that the annual Increase in earnings after 1976 can be
held to 4% per year if the current Inflationary forces cannot be controlled.

There is set forth li Table III the past trend of the average quarterly social
security taxable wage for the first calendar quarter of odd-numbered years
since 1955. This is similar to the factor which would be used biennially with
the proposed $9000 taxable wage base to Increase that base in the future. The
past trend has been related to the past changes In the maximum annual taxable
wage base. The past trend also has been related to a "1957-1959" Index of 100
comparable to the current Consumer Price Index on which the proposed 3%
automatic escalator in social security benefits is based.

The wage factor (the biennial percentage increase) increased an average of
5.2% per year-or 10.4% biennially-since 1955. When related to a 1957-1959
Index-the basis of automatic benefit increases-the wage factor Increased an
average of 5.8% per year or 11.6% biennially. Comparing 1969 to 1967 when the
taxable wage base increased from $6600 to $7800, the wage factor Increased
12.7% on a biennial basis I

With $9000 as a starting base, a wage factor of merely a 6.6% biennial
increase would be necessary to raise the base $600. Yet, past history Indicates the
biennial increase wage factor averaged between 10.4% andi 11.6% for a decade
and a decade and a half, respectively. Seemingly this insures a $1200 taxable
wage base Increase every two years. A closer examination of Table III will indi-
cate that successive Increases In the maximum taxable wage base provided a
"built-in" or "self-breeding" Increase In the factor proposed in II.R. 17550.

The upward spiral in the future taxable ' wage base seems assured also by the
fact that the proposal provides for a plateau but no downward trend.

As startling as the Social Security Administration estimates are, they con-
ceivably could be understated !
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The lack of coordlnalion between escalators in benefits and the taxable icage basic
can produce serious financial dislocation

Proponents of automatic escalation have argued that it would eliminate the
need for Congressional review and attention. It is submitted that the social
security program will not operate automatically because of the dissimilar
nature and inevitably dissimilar operation of the "Indicators." It is further
submitted that the reverse situation-nmore attention by Congress-is more
probable. We believe that the data in Table II demonstrates that under auto-
matie escalation there Is no correlation between the taxable wage and benefit
escalators. Table 11 also demonstrates that there is the likelihood that. the
taxable wage escalator will rise faster than the benefit escalator. Benefits might
have to be increased faster in times of inflation or might have to be held
level, or even cut back, if the benefit escalator functions in disproportionate
velocity to the function of the taxable wage base escalator. Similarly, the latter
escalator might have to be curtailed to prevent embarrassingly excess tax reve-
nue or speeded up to cover current benefit costs. In any event, time long-es-
tablished custom of determining "actuarial soundness" and "actuarial balance
or imbalance" could be seriously impaired.

It should be noted that the Ways and Means Committee version of 11.11.
17550 was based on estimates for a $9000 base and contained no data on
actuarial costs based on escalating benefits and wage base. We suggest the pro-
posed automatic escalators will jeopardize the financial soundness of the sys-
tell. We suggest further that this matter requires inquiry in depth.

The enormity of the problems caused by the automatic escalators in the
remote future can be gauged by a rough illustration. Under II.R. 17550, in
1971 the 5.2% tax rate and the $9000 taxable wage base will generate a mnaxi-
mum annual employee tax of $468 tax revenues are expected to be $47.7 bil-
lioni; and benefits are expected to be $44.3 billion. Excess tax collections would
amount to 3.4 billion.' In 1933, the 6.5% tax rate and a possible $22,000 taxable
wage base could generate a maximum annual employee tax of $1,430-3.05 times
time maximum tax in 1971. All other things being equal, the 1993 tax revenue
could be $145.5 billion. Also in 1993, the operation of the 3% per year automatic
benefit escalator, exclusive of the growth in number of beneficiaries, could in-
crease annual benefits by 96% to W$S.8 billion. Excess tax collections in 1993
could be $58.7 billion. It is not claimed that the foregoing is a probable result;
but on the other halnd, who can claim that it is not a possible result?
The shift of the future social security tax costs to middle and hlmthcr income

groups
The bulk of future social security tax costs will be shifted to the middle and

higher Income groups if the automatic taxable wage escalator is adopted. Its
adoption can easily foreclose the possibility of equitable upward tax rate revision
in the future. The argument will be made that MR. 17550 does in fact Increase
tlvm social security tax rates for everybody-and so it does. But see Tables III
and V for the extreme variations in the results of the escalation In taxable wages
at various earnings levels.

Table IV displays the tax rates, taxable wage base, and the maximum annual
employee social seu.urity tax under the present law-as they would be under
I11. 17550 with a fixed $9,000 wage base and also with the proposed escalating
wage base. Particular attention is directed to the annual increase in the maximum
tax tinder the proposed escalating wage base: $62 li 1971; $207 il 1975; $406 in
1980; $640 itt 1985; $788 in 1090; $970 in 1993. Has anyone asked all employee
how he feels about this?

Table V displays the prospective annual increase il the annual employee social
security tax for those earning less than the present maximum taxable wage of
$7,800-speclfleally, at $3,000, $5,000, and $7,000 annual earnings. Under II.R.
17650 the greater increase in the annual tax for these wage levels will occur in
and after 1087. It will be: $18 at the $3,000 earnings level; $30 at the $5,000
earnings level ; $42 at the $7,000 earnings level.

A visual result of the data in Tables iV and V Is displayed In graph form In
Chart 1II. The graph emphasizes In dramatic fashion that the planners and
supporters of automatic escalation may have been carried away by the idea that
automatic wage escalators could solve the financing aspect of social security
without considering the Impact of the proposal on the taxpayers and their pocket-
books I There are those who would not be disturbed about, or who would eagerly

' Table II1, page 80; Table IV, page 81; and Table E, page 92, House Report 91-1096.
47-530-70--pt. 2-34
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support, the automatic wage escalator on the ground that it is an effective
substitute to progressive tax rates as is found in income taxation. They will
contend that the principle is equitable and is in keeping with "ability to pay."
We contend here that those who will pay the tax should have some say in the
matter. The unfortunate aspect, however, is that the commitment will fasten
on today's children and unborn generations!
The Prospective Cumulative Effect of H.R. 17550 Taxation is Staggering

Table VI displays the accumulated maximum annual employee social security
tax that will be paid, from 1937 or the year in which age 21 is attained if later,
through age 64. Te accumulated tax, for OASDI and HI purposes, has been
calculated for persons aged 1 to 04 (in five-year Intervals) under the present
law and also as proposed under II.R. 17550. In the latter Instance, the calcula-
tions have been made with a fixed $9000 taxable wage base, and with the pro-
posed escalating wage base progressing to $22,000 in 1993.

Tie postponed and little-recognized impact of the cumulative taxes on today's
young people is made apparent in Table VJ. Under the present law, persons
aged 64 in 1970 will have paid $3,766 social security tax for their benefit cover-
age but those under age 16 in 1970 will have to pay more than $20,000 tax for
their benefit coverage. Even if under 11.1R. 17650 the taxable wage base remained
constant at $9000, those tinder age 10 in 1970 would have to pay almost $26,-
000 tax for their benefit coverage--specifically 27% more.

Table VI indicates the extent of the staggering Increase in tax costs which
will occur if the automatic escalation in the taxable wage base is enacted. The
increase will rise as the age in 1970 decreases. Although a person age 64 In
1970 still will have paid only $3766 in tax, a baby one year old in 1970 can ex-
pect to pay $62,530 In tax if he earns the maximum earnings during his assumed
career!

A summary of the increase in accumulated tax under an automatic escalating
wage base proposed In II.R. 17550 as compared to the present law Is as follows:

ACCUMULATED MAXIMUM EMPLOYEE SOCIAL SECURITY TAX

H.R. 17550 Increase(escalating
Age in 1970 Current law base) l Dollars Percent

50........................... .... ....... 9,819 13,98 19 41.8
40 -------- - - - - - - - --.............................. 14,091 26,145 12,054 85.5
30 ................................................. 17,838 39,590 21,752 121.9
20 ..................................... 19,964 51,415 31,451 157.5
10 ........................ "..-..................... 20,202 59,332 39 130 193.7
1 .............................................. . 20,241 62,530 42,289 208.9

This needs no further explanation save for the reminder that the above tax
costs are matched by equal employer social security tax costs. It would seem
that those who believe that the employer social security tax is not passed along
to the consumer and Is not borne by the employer, but rather is borne by the
employee, cannot in logic support the enactment of the automatic escalating
wage base. The proposal should give some concern, too, to those who believe that
the entire cost of Social Security is passed along to the consuming public.

It is submitted that automatic escalating wage base could drive private In-
dustrial contributory retirement plans out of existence.
The dinilslhing return on the Investment in social security

Table VII attached displays the nronthly maximum male primary insurance
amount (PIA) under the present lav and under H.R. 17550 if the proposed
$9000 taxable wage base were to remain constant and if the automatic escalator
it taxable wages and benefits were to te enacted.

The data show that the proposed benefit formula based on a fixed $9000 tax-
able wage base will produce a maximum PIA of $283 per month in the year
2010-but only for those under age 20 in 190. Although H.R. 17550 provides a
5% increase for current beneficiaries, the proposed benefit formula with a fixed
$9000 taxable wage base, in contrast to the present benefit schedule, will pro-
vide a 12%-1. o Increase in benefits for future beneficiaries. This Is not an
unreasonable prospect.
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The data also show that. under the assumed increase In the automatic exca-
lating taxable wage base, the maximum monthly PIA could be $234 in 1075;
$266 in 1080; and $283 in 1985; exclusive of the operation of the 3% automatic
escalator in benefits.

The data further show what could happen to the maximum monthly PIA under
the escalating taxable wage base and

(1) if the proposed benefit table in Section 215(a) of the Social Security
Act were to be increased 3% per year after 1071; or

(2) if the maximum monthly PIA were to be raised periodically after
1985 to retain the 38% maximum PIA-average monthly wage ratio as the
maximum taxable wage base would be increased through the operation of
the proposed automatic escalator."

The column on Table VII depicting the future trend in the maximum monthly
PIA under an assumed 3% increase in benefits per year (which could be an
extreme assumption) shows that it could be $704 instead of $283 by the year
2010, and $1,005 by the year 2034. (In the remote year of 2034, a one-year old
baby in 1970 would retire at age 05; and after having earned the maximum
yearly earnings of $22,000 from 1993 on, would receive $1,005 per month as his
PIA. This would be a 54.5% replacement of prior monthly earnings ($1833).

The column on Table VII depicting the future trend in the maximum monthly
PIA shows a more moderate result if time Congress were to revise periodically
the formula underlying the benefit schedule in Section 215(a) of the Social
Security Act. The maximum monthly PIA, if adjusted periodically to maintain
the present 38% replacement of prior earnings, would prOgress to $697 by the
year 2034. This, and any other result, could be achieved by continual Congres-
sional action without the necessity of having an automatic and inflexible
escalator in benefits.

It will be argued that the automatic escalator in benefits is appropriate be-
cause of the very reason that it could produce a greater replacement of prior
earnings--a desirable goal. It will also be argued that the benefit escalator
would force benefits to keep pace with anticipated rising price levels and rising
wages. The goal is indisputable--the proposed mechanism is not. It contended
that such a proposed commitment on benefits mandated by the current Congress
and to the fulfilled by taxes on future generations is grossly in appropriate. The
first time a future Congress is forced to consider applying limits on or cutting
back prospective benefit levels-and this is not inconceivable-public confi-
dence in tihe social security system will be shattered.

Table VIII displays an attempt to relate the social security tax cost to
lifetime PIA benefits. For this purpose, the accumulated employee OASDI tax,
exclusive of the HI tax, has been doubled to include the employer tax cost, and
then 77% of the doubled amount has been considered to be allocable to the
purchase of a lifetime PIA annuity. The lifetime benefits have been computed
on the basis of life expectancy of 15 years at age 65. (Unque.qtionably, life ex-
pectancy will improve in the remainder of this century and in the next century;
so to an indeterminable extent, the lifetime benefits in the distance future will
be understated.) To develop extreme results, the future progress of the PIA
under the assumed 3% yearly benefit increase, as shown on Table VII, has been
used.

There are certain conclusions that can be drawn from the data on Table VIII,
howsoever imperfect the assumptions and projections used:

(1) The lifetime cost of maximum social security to the individual and his
employer could double by the year 2000 and triple by the year 2030 if the auto-
mattc wage base escalator is enacted.

(2) The increase in lifetime dollar tax costs, apart from potential benefits,
is alarming even if considered in light of rising wage and cost-of-living levels.

t0 See the following tab!e:

Maximum Maximum average
PIA monthly earnings

Present law ............................................. . $250.70 $50 (equals 38.5 percent)
Proposed ................................................ . 283.00 $750 (equals 37.7 percent).
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(3) Even under the present law, tie present younger workers are digadvan-
taged in relation to the older workers (age 50-64) :

(a) A person age 64 in 1970 could get $35,000 in benefits for $5,500.
(b) A person age 25 In 1970 could get $45,000 in benefits for $25,600.
(c) A person age one in 1970 could get $45,000 in benefits for $26,400.
(d) Today's one-year old will have paid 4.8 times more tax costs of to-

day's 64-year old while his benefits will be only 1.3 times greater.
(4) Automatic escalation in wages and benefits under II.R. 17550 will still

favor the present older workers.
(a) Under automatic wage escalation, the lifetime dollar tax costs of

today's one-year ol person couhl be almost 15 times greater than that of
today's 61-year old person.

(b) Un(ler automatic benefit escalation, the lifetime benefit, exclusive
of improved life expectancy, of today's one-year old person could be only
4.6 times greater than that of today's 64-year old person ($180.900--$38,00).

The foregoing has been concerned solely with maximum tax costs and maxi-
mum benefits. It does not apply to workers who earn less than the maximum
earnings. For these workers, the tax costs are smaller and the benefits are
greater because of the operation of the benefit formula, rind because the ultimate
maximum PTA, when raised by Congress, is not obtainable until many years
after the change.

The PTA benefit formula relates the benefit to a percentage of various seg-
ments of the career average monthly earnings (AME) determined at retire-
mient. historically, the benefit formula has produced a greater wage replace-
ment for low income workers than it has for time higher Income workers. For
the latter, it becomes less of a bargain with each pass-ing decade.

Inercased employer social security tax costs-Effect on profits and prices
It Is fair to state that the business community Is stunned by the magnitude

of the social security tax increases that could occur under the automatic es-
calating wage base proposal. In theory, the initial proposal seemed Innocuous
but when estimate( l)rojections of the future tax costs became public knowl-
edge--and this occurred only after the House Ways and Means Committee re-
ported 11.11. 17550 with a fixed $9000 taxable wage base--tme reaction was one
of sheer disbelief.

Coming as it does during a period of a mild recession, where there exists
prior restraints, contract credit, and a serious cost-price squeeze, there Is rea-
son for dismay over the fact that the House of Representative.4 voted for auto-
matic escalators despite their absence in 11.11. 17550 when that bill was reported
from the House Ways and Means Committee.

We can only conclude that it appears to be the Intention of a large segment of
Congress (1) to fasten a greater tax burden on high wage Industries, thus pe-
nalizing attempts to compensate employees fairly; (2) to disregard the Inflation-
ary effect of mandated escalation of social security taxes and benefits; and (3)
to disregard the probability that this tax cost will result in reduced earnings
for many employers. Reduced earnings are not an Inducement for business ex-
pansion and the creation of Jobs,

Some somber statistics supporting our concern about the growth of social se-
curity tax costs were contained In a recent survey on employee benefit plan
costs conducted by the Chamber of Commerce of the United States. These sta-
tistics show:

Percentage
1959 1969 increase

Average weekly wages ---------------------------------------- $95.48 $141.44 +48
Emlo!yer-paid fringe benefits ....................................... 21.17 39.46 +81

Including:
Social security tax ----------------------------................ 2. 15 6.44 +200
Private pensions .............................................. 3.83 5.88 +61
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In the last ten years the employer's social security tax cost, on the average:
(1) has become the largest and most expensive single element of an employer's

total benefit plan costs;
(2) has shown the greatest percentage Increase of all fringe benefits;
(3) has Increased 4 times faster than wages;
(4) has surpassed the employer private pension plan costs.

An cffectlc alternate to automatio escalation in social security
The most effective argument advanced by the proponents of automatic esca-

lators Is that the Congress has lagged i the past iln raising benefits. This may
have been true during the period 1959-1964, but It most certainly has not been
true since 1965. Benefits have been Increased 35% i three separate actions since
1965.

An effective alternative to automatic escalators would be a foimal resolution
or declaration of policy by the Congress to reexamine the social security benefit
and tax structure regularly as the cost of living increases. In actuality, this
has been the practice of Congress since 1005. Additionally, for tile past three
decades Congress has been concerned both with the matter of increasing benefits
and with the matters of expanding coverage, liberalizing eligibility and reducing
disqualification provisions anitd proving new classes of beneficiaries. Conceiv-
ably the system can be strained if this continues. It seems appropriate that
priority be given to the matter of increasing benefits periodically and to the
extent deemed necessary and that less attention be given to these other matters.

We contend that no one has the prescience or clairvoyance to be able to look
ahead 50 and 60 years into the future ind be able to say with certainty that
there will be rising wages, prices and cost-of-living. No one can say that the
automatic escalators will result in a financially sound social security system,
supported by favorable public opinion, equitable to all classes of beneficiaries,
and adequate in relation to the then existing economy. We contend it is fool-
hardy to accept the presumptuous premise--the untried theory-that a simple
but yet automatic and flexible formula can operate satisfactorily in a society
as complex as ours is and will be. The premise of automatic escalators ignores
the external and internal pressures on our economic and political institutions.

It light of the present dally challenes to our institutions, we ask the Congress
to ponder three questions:

What wouhl be the result if, as an increasingly alarming number of our
citizens believe, Individual proprietorships and corporations should be taxed
out of existence or nationalized? Where would the employer share of social
security revenue come from ? What would be the result if an Increasingly alarming
number of our youngsters "drop-out" of our economic society or refrain from
seeking high-paying jobs and wages and thus avoid paying the higher social
.ecurlty taxes necessary to pay the social security benefits to the low Income
groups?

TIlE PROBLEM OF UNIVERSAL HEALTH CARE COVERAGE

W\e urge this Committee in determining the future course of Social Security
taxation and benefits, also to bear i mind the unavoidable thrust and Impact
of some form of universal health insurance program. It Is our judgment that
each passing year will bring us nearer to the adoption of some program which
in all probability will utilize the payroll tax mechanism In whole or in part.
Already most of the proposals would employ this mechanism.

I'reliminary estimates Indicate that universal health care coverage can cost
as much as $50 billion annually, depending upon the scope of the proposals. This
can be a staggering additional load to place on the payroll tax whether or not
It is passed on to the consumer in the form of higher prices.
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The following State Chambers of Commerce have endorsed this statement:
Alabama State Chamber of Commerce
Colorado Association of Commerce & Industry
Connecticut State Chamber of Commerce, Inc.
Delaware State Chamber of Commerce, Inc.
Georgia Chamber of Commerce
Idaho State Chamber of Commerce
Indiana State Chamber of Commerce
Kansas State Chamber of Commerce
Kentucky Chamber of Commerce
Maine State Chamber of Commerce
Michigan State Chamber of Commerce
Minnesota Association of Commerce & Industry
Montana Chamber of Commerce
New Jersey State Chamber of Commerce
Empire State Chamber of Commerce
Ohio Chamber of Commerce
Pennsylvania Chamber of Commerce
South Carolina State Chamber of Commerce
Greater South Dakota Association
East Texas Chamber of Commerce
South Texas Chamber of Commerce
West Texas Chamber of Commerce
Lower Rio Grande Valley -Chamber of Commerce
Virginia State Chamber of Commerce
West Virginia Chamber of Commerce
Wisconsin State Chamlber of Commerce
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APPENDix A
I. Criteria used in examples:

(1) All examples are based on benefits receivable under the New York
Workmen's Compensation Law. Benefits are based on 66% of a
workers' average weekly wage with $85 maximum.

(2) The best 5 year average wages of an employee for purposes of es-
tablishing his disability rate is an estimated figure as these are
not actual cases.

(3) The disability rate is estimated using the Social Security Handbook
as a guide.

(4) All figures are rounded off to the nearest dollar, and are approximate
benefits due.

II. In the examples, (case numbers I thru 0) the five year average wage figure
used (Roman Numeral II In each example) Is an example based on an
analysis of the actual wage Increases that have occurred between 19W
wnd 1969 as shown In the "Table of Wages" Appendix A, Page 2.

TABLE OF WAGES

(gross Earnings of Monsupervisory Workers by Industry)

December of year- 5-year
1969 1968 1967 1966 1965 average

Plumbing, heating, air conditioning:
Grossaverageweeklyearnings ................ $210.84 $192.06 $175.83 $165.36 $156.78 ......
Annual .................................... 10.964 9,987 9,143 8,599 8,153 9369

Masonry stonewcrker, plastering:
Weely .................................... 176.47 148.80 142.23 140.22 135.76 ..........
Annual ................................... 9,176 7,738 7,427 7.291 7,060 7,738

Finance, Insurar,ce, real estate:
Weekly ----------------- -....... 109.89 104.99 99.16 93.62 90.88 ..........
Annual----------------------------5,714 5, 459 5,156 4, 868 4,726 5,185

Retail trade:
Weekly .............................. 79 79 76. 47 72.22 69.6S 67.71 ..........
Annual .............................. 4,149 3, 976 3,755 3,622 3,521 3,805

Source: "Employment and Earnings," U.S. Department of Labor, table C-2.

case No. 1
Employee statistics-Single:

I. Employee's average wages for workmen's compensation compu-
tation :

Year ----------------------------------------- $5,200
Month ------------------------------------------- 433
Week ------------------------------------------- 100

I. Employee's best 5-year average on which social security benefits
are based:

Year ------------------------------------------ 4,800
Month ------------------------------------------- 400

IIl. Workmen's compensation rate (month) --------------------- 290
Social security rate (month) ----------------------------- 177

IV. Gross amount earned by employee prior to accident ------------ 433

Less approximate deductions:
1. Federal income tax 12.5 percent ---------------------- 59
2. FIOA 5 percent ----------------------------------- 22

Total deductions -------------------------------- 81

Employee take home pay -------------------------------- 352
V. Employee limited to 80 percent of II or ----------------- 320

Payments as follows workmen's compensation 290 social se-
curity --------------------------------------------- 30

Under 100-percent limit-employee would receive -------------- 400
Payments as follows workmen's compensation 290 social se-

curity --------------------------------------------- 110
VI. Amount of additional dollars employee would receive per month

while at home rather than at work under 100-percent limit
(V minus IV) --------------------------------------- 48
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Case No. 2

Employee statistics-Married with 1 child:
I. Employee's average wages for workmen's compensation compu-

tation:
Year
Month
Week ----------------------------------------

1I. Employee's best 5-year average on which social security benefits
are based:

Year
Month __

III. Workmen's compensation rate (month)
Social security rate (month) .....

IV. Gross amount earned by employee prior to accident

Less approximate deductions:
1. Federal income tax 8 percent
2. FICA 5 percent

Total

Employee take home pay
V. Employee limited to 80 percent of II or

Payments as follows workmen's compensation 290 social se-
curity

Under 100-percent limit--employee would receive --------------
Payments as follows workmen's compensation 290 social se-

curity
V[. Amount of additional dollars employee would receive per month

while at home rather than at work under 100-percent limit----

Case No. 3
Employee Statistics-Single:

I. Employee's average wages for workmen's compensation
computation:

Year --------------------------------------- $0,
Month
Week.

II. Employee's best 5-year average on which social security
benefits are based:

Year ---------------------------------------- 0
Month

III. Workmen's compensation rate (month) -------------------
Social security rate (month)---------------- ---

IV. Gross amount earned by employee prior to accident --------

Less approximate deductions:
1, Federal income tax 15 percent.................
2. F*CA 5 percent

$5, 200
433
100

4, 800
400
290
354
433

35

22

57

376
320

30
400

110

24

660.00
550.00
127. 00

000.00
500,00
368.00
205.00
550.00

82.50
27.50

Total deduction --- --------------------------- 110.00

Employee take home pay
V. Employee limited to 80 percent of II or

Payments as follows workmen's compensation 308 social
security -..................................

Under 100 percent limit-employee would receive ----------
Payments as follows workmen's compensation 368 social
security

VI. Amount of additional dollars employee would receive per
month while at home rather than at work under 100
percent limit-.................................

440. 00
400. 00

32.00
500.00

132.00

60.00
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Case No. 5
Employee statistics-Married with 1 child:

I. Employee's average wages for workmen's compensation com-
putation:

Year -------------------------------------------- $6, 660.00
Month --------------------------------------------- 550.00
Week ---------------------------------------------- 127.00

II. Employee's best 5-year average on which social security
benefits are based:

Year --------------------------------------------- 0,000.00
Month --------------------------------------------- 5.00

III. Workmen's compensation rnte (month) ------------------ 368. 00
Social security rate (month ----------------------------- 408. 00

IV. Gross amount earned by employee prior to accident -------- 550. 00

Less approximate deductions:
1. Federal income tax 91/2 percent -------------------- 52. 25
2. PICA 5 percent ------------------------------------ 27.50

Total deductions --------------------------------- 79. 75

Employee take home pay --------------------------------- 470. 00
V. Employee limited to 80 percent of II or ------------------- 400. 00

Payments as follows workmen's compensation 368 social
security --------------------------------------- ------- 32.00

Under 100 percent-employee would receive -------------- 500. 00
Payments as follows workmen's compensation 368 social
security ------------- 132.00VI. Amount of additional dollars employee would receive per
month while at home rather than at work under 100 percent

limit ------------------------------------------------- 30.00

Case No. 5Employee statistics--Single :
I. Employee's average wages for workmen's compensation compu-

tation:
Year ----------------------------------------- $10,800
Month --------------------------------------- 9
Week -------------------------------------------- 207

I. Employee's best 5-year average on which social security bene-
fits are based:

Year ------------------------------------------- 9, 600
Month ---------------------------------------

III. Workmen's compensation rate (month) ---------------------- 290
Social security rate (month) ------------------------------- 250

IV. Gross amount earned by employee prior to accident ---------- 900
Less approximate deductions:

1. Federal Income tax 20 percent__ -------------------- 180
2. PICA 5 percent ----------------------------------- 45

Total deductions -------------------------------- 225

Employee take home pay ------------------------------- 675
V. Employee limited to 80 percent of II or (00 but would receive__ 50

Payments as follows workmen's compensation 200 social se-
curity --------------------------------------------- 250

Under 100 percent limit, employee would receive ------------- 540
Payrtents as follows workmen's compensation 290 social se-

curity --------------------------------------------- 250
VI. Amount of additional dollars employee would receive per month

while at home rather than at work under 100 percent limits
increase would have no effect ............
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Case No. 6

Employee statistics-Married with 1 child:
1. Employee's average wages for workmen's compensation coml)u-

tation :
Year __ $10, 800
Month - 900
Week 207

II. Employee's best 5-year average on which social security bene-
fits are based:

Year ------------------------------------------------ 9,600
Month ------------------------------------------------ 800

III. Workmen's compensation rate (month) ----------------------- 290
Social security rate (month) -------------------------------- 500

IV. Gross amount earned by employee prior to accident ----------- 900
Less approximate deductions:

1. Federal Income tax 13 percent ------------------------- 117
2. FICA 5 percent -------------------------------------- 45

Total deductions ----------------------------------- 162

Employee take home pay ----------------------------------- 778
V. Employee limited to 80 percent of II or ----------------------- 640

Payments as follows workmen's compensation 290 social se-
curity -------------------------------------------------- 350

Under 100 percent limit, employee would receive -------------- 790
Payments as follows workmen's compensation 290 social se-

curity -------------------------------------------------- 500
VI. Amount of additional dollars employee would receive per month

while at home rather than at work under 100 percent limit-- 22

Table I.-Social Securily Monthly P.I.A. Benefit Formula

1939 Act-Effective 1/1/40; 40% of 1st $50 of average monthly wage (.AMW)
+10% of the next $200 of AMW+1% for each year beginning in 1937; Mn.
-0; Max.-$60.

1950 Act-Effective 9/1/50; 50% of 1st $100 of AMW+15% of next $200 of
AMW; ' Min.-$20; Max.-$80.

1952 Act-Effective 9/1/52; 55% of 1st $100 of AMW+15% of next $200 of
AMW; Mln.-$25; Max.-$85.

1954 Act-Effective 9/1/54; 55% of 1st $110 of AMW+20% of next $240 of
AMW; Mln.-$30; Max.-$103.50, 1/1/56; $108.50, 7/1/56; Lowest 4 years
omitted.

1956 Act-Lowest 5 years omidted.
1958 Act-Effective 1/1/59; 58.85% of 1st $110 of AMW+21.4% of next $290

of AMW; Min.-$.33; Max.-$1hl
1901 Act-Effective 8/1/61; Min.-$40.
1965 Act-Effective 1/1/05; 62.07% of 1st $110 of AMW+22.9% of next $290

of AMW+21.4% of next $150 of AMW; Min.-$44; Max.-$168.
1967 Act-Effective 2/1/68; 71.16% of 1st $110 of AMW+25.88% of next $290

of AMW+24.18% of next $150 of AMW+28.43% of next $100 of AMW; Min.-
$55; Max.-$21&

1969 Act-Effeetive 1/1/70; 81.83% of 1st $110 of AMW+29.76% of next $20
of AMW+27.81% of next $150 of AMW+32.69% of next $100; Min.-$GI;
Max.-$25070.'

1970 proposal-Effective 1/1/71; 85.92% of 1st $110 of AMW+31.25% of next
$290 of AMW+29.20% of next $150 of AMW+34.32% of next $100 of AMW
+20.00% of next $100; Min.-$67.20; Max.-$283.'

New formula based on years of coverage after 1050.
'This maximum Is attainable only In the year 2000.
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TABLE II.-SOCIAL SECURITY MONTHLY BENEFITS, AS ADJUSTED SINCE 1939

Components of average 1971
monthly wage 1939 1950 1952 1954 1958 1965 1968 1970 (proposed)

too$50 ......... ......... $20.00 $25.00 $27.50 $27.50 $ 9.43 $31.49 $35.5 $40.92 $42.96
T50to$t00 ...................... 5.00 25.00 27.50 21.50 29.42 31.48 35.58 40.91 42.96

100 110 ................. 1,00 1.50 1.50 5.50 5.89 6 30 1.12 8.18 8.59
110 to 1250:.................... 14.00 21.00 21.00 28.00 29.96 32.06 3 .23 41.66 43.75

$250to$3oD ............................. 7.50 7.50 10.00 10.70 11.45 12.94 14.8 15.63
$300to350 ............................................. 10.00 10.70 11.45 12.94 14.88 15.62
$J5oto$400 ..................................................... 10.10 11.45 12.94 14.88 15.62
$400 to$550 ...................................................... 32.10 36.27 41.72 43.80
$550to 50.................................................. 28.43 32.69 32$650to $150..........................................................20.00::::'
Minimum ........................ 0 20.00 25.00 30.00 33.00 44.00"55.00'64.00 67.20
Maximum(rounded) ...............f 40.00 80.00 85.00 108.50 126.80 167.78 218.03 250.70 283.25

1............................... 127.00 168.00 218.00 ........ 283.00

First$110 ....................... 26.00 51.50 60.50 60.50 64.74 69.27 78.28 90.01 94.51
Next$290 ....................... 14.00 28.50 28.50 48.00 62.06 66.41 75.05 86.30 90.62
Next $150 ................................................................ 32.10 36.27 41.71 43.80
Next $100 ........................................................................ 28.43 32.69 34.32
Next $100 ........................................................................................ 20.00

Total ...................... 40.00 80.00 85.00 108.50 126.80 167a78 218.03 250.71 283.25

PIA AS A PERCENT OF AVERAGE MONTHLY WAGE

10 ........................... 23.4 46.4 54.5 55.0 58.3 62.4 70.5 81.1 85.1
50 ........................... 16.0 29.0 31.0 35.4 37.9 40.5 45.8 52.7 55.3

$ .................................... 26.7 28.3 32.8 35.1 37.6 42.5 48.9 51.3
$350 ................................................... 31.0 33.2 35.4 40.0 46.1 48.4

0 .......................................................... 31.7 33.9 38.3 44.1 46.3
.................................................................. 30.5 34.5 39.6 41.6

$650 ............................................................................ 33.5 38.6 40.5
$150 ........................................................................................... . 37.8

TABLE Il.-AVERAGE QUARTERLY SOCIAL SECURITY TAXABLE WAGES FOR 1ST CALENDAR QUARTER,

I st quarter Maximum
average annual Biennial percentage Increase
taxable taxable

Year wage w3ge Over 1955 1957-59=100

1955 ....... .$815 $200....................
1957 .................................. 89 4,200 1 0 ..........
1959 .......................... 952 4. 16 168
1961............. .......... ..... 11011 4.8 24.0 10.0
1963 ......... . .......... ........... 1, 06 4,800 33.3 18.2
1965 .................... .................... ,154 4,800 41.6 25.5
1961 ............................................... 1,291 6 600 58.4 40.5
1969 ............................................ 1,455 7:800 78.5 58.3

'Table Q-3 Juni 1970 Social Security Bulletin.
'1969 over 1967, +12.7 percent.
Note: Average annual Increase: 15 years, 5.2 percent; 10 years, 5.8 percent
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TABLE IV.-COMPARISON OF MAXIMUM ANNUAL EMPLOYEE SOCIAL SfCURITY TAX

Proposed-H.R. 17550 ,

Present law Fixed base Ese.alating base

OASDHI OASDHI OASOHI Increase:
Tax rate Tax rate Tax rate Escalation

over
Year Base (percent) Tax Base (percent) Tax Base (percent) Tax present

1971......$7,80 5.2 $405.60 $9,00 5.2 $468.00 $9,000 5.2 $468.00 $62. 40
1972 ........ 7,800 5.2 405.60 9,000 5.2 468.00 9, 000 5.2 468.00 62.40
1973 ......... 7,800 5.65 440.70 9,000 5.2 468.00 10,200 5.2 530.40 89.70
1974 ....... 7,800 5.65 440.70 9,000 5.2 468.00 10,200 5.2 539.40 89.70
1975 ...... 7,800 5.65 440.70 9,000 6.0 540.00 10,800 6.0 648.00 207.30
1976 ....... 7.800 5.70 444.60 9,000 6.0 540.00 10 800 6.0 648.00 203.40
1977 ...... .7,800 5.70 444.60 9,000 6.0 540.00 12.000 6.0 720.00 275.40
1978 ......... 7,800 5.70 444.60 9,000 6.0 540.00 12,000 6.0 720.00 275.40
1979 ......... 7,800 5.70 444.60 9,000 6.0 540.00 13 200 6.0 792.00 347.40
1980 ....... 7,800 5.80 45240 9,000 6.5 585.00 13,200 6.5 858.00 405.60
1981 ......... 7,800 5.80 452.40 9,000 6.5 55.00 14,400 6.5 936.00 483.60
1982 ......... 7,800 5.80 452.40 9,000 6.5 585.00 14,400 6.5 936.00 483.60
1983 ......... 7,800 5.80 452.40 9,000 6.5 585.00 15,600 6.5 1,014.00 561.60
1984 ......... 7,800 5.80 452.40 3,000 6.5 585.00 15.600 6.5 1,014.00 561.60
1985 ....... 7,800 5.80 452.40 9,000 6.5 585.00 16,800 6.5 1,092.00 639.601986........800 5.80 452.40 9,000 6.5 585.00 16,800 6.5 1,092.00 639.60197 ......... 7.800 5.90 450.20 9,000 6.5 585.00 18,000 6.5 1,170.00 709.80
1988 ......... 7,$00 5.90 460.20 9.000 6.5 585.00 18,000 6.5 1,170.00 709.80
1989 ......... 7,800 5.90 460.20 9,000 6.5 585.00 19.200 6.5 1,248.00 787.80
1990 ........ 7,800 5.90 460.20 9,000 6.5 585.00 19,200 6.5 1,248.00 787.80
1991 ........ 7.800 5.90 460.20 9,000 6.5 585.00 20400 6.5 1,326.00 65.80
1992 ......... 7,800 5.90 460.20 9,000 6.5 585.00 20'400 6.5 1,326.00 865.90

1993 ........ 7,800 5.90 460.20 9,000 6.5 585.00 22.00 6.5 1,430.00 90o.80

TABLE V.-ANNUAL EMPLOYEE SOCIAL SECURITY TAX

$3,000 wage $5,000 wage $7,000 wage

H.R. H.R. H.R.
Year Present 17550 Increase Present 17550 Increase Present 17550 Increase

1971 ............ $.o $156.........$260.00 $260.. .$364.00 $4.......
1973........... 19.50 156 $-13.50 22.50 260 $22. 5.50 364 $-31.50
1975 ............ 19 50 180 +9.50 282.50 300 +17.50 395.50 420 +34.50
1976 .......... 1100 190 +9.00 285.00 300 +15.00 39. 00 420 +21.00
1980 ............ 174.00 195 +21.00 290.00 325 +35.00 406.00 455 +49.00
1987 ............ 177.00 195 +18.00 295.00 325 +30.00 413.00 455 +42.00

TABLE VI.-ACCUMULATED MAXIMUM EMPLOYEE SOCIAL SECURITY TAX FROM 1937, OR AGE 21 IF LATER, THROUGH
AGE 64

H.R. 17550 proposed tax ratesWill
retire Current Fixed $9000 Esc.lating

Age in 1970 In- law wage 6ase wage base I

&1 ......................................... 1971 $3,766 $3,766 $3,766
60 .................................... 1975 5,488 5,638 5,762
55 ......................... ......... . 1980 7, 677 8,338 9,230
50 .... ................................. 1985 9,819 11.143 13,928
45 .................................... 1990 11955 13,918 19,550
40 .................................... 1995 14,091 16,678 26,145
35 ........................................ 2000 16,074 19,285 32:977
30 .................................... 2W S2005 17,838 21,673 39,590
25 ......................................... 2010 19,323 23. 782 45,924
20 ......................................... 2015 19,964 25,047 51,415
15 ..................................... 2020 20,132 25,560 55,920
10 .................................... 202 20, 202 25,740 59,332
5 ..................................... 2030 20,241 25,740 61,490
1 .......................................... 2034 20,249 25,740 62,530

3Per table II.
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TABLE VII.-MONTIHLY MAXIMUM MALE PRIMARY INSURANCE AMOUNT (PIA)

H.R. 17550 escalaUng wage
base Maximum PIA

maintained at
3 percent 38 percent

yearly benefit of average
Fixed $9,000 No escalation Increase after monthly

Will retire in Age in 1900 Currentl-aw wage base In benefits 19711 1 earnings

1911 ------------------- 64 $194 $210 $210 $210 ..............
1915 ------------------- 60 204 229 234 262 ...
1980 ................... 55 214 246 266 '338 ..........
1985 ------------------- 50 218 255 283 4402 $293
1990 ------------------- 45 223 262 --------------- 462 336
1995 ------------------- 40 227 266 --------------- 523 381
2000 ------------------- 35 238 276 --------------- 582 457
2005 ------------------- 30 248 282 .............. 6643 527
2010 -------------------- 25 251 283 .............. 704 585
2015 ------------------- 20 .......................................... 764 632
2020 --------------------- -- --15 ------------------------------------ 6824 667
2025 ----------........ 10 .......................................... $84 688
2030 ------------------- 5 .......................................... '945 4697
2034 -------------------- - I ------------------------------------- 1,005 '691

1 Without further change in benefit scheduled In sec. 215(a), Social Security Act.
8 112 percent.
3 127 percent.
'142 percent,
'PIA of $402 In 1985 increased 3 percent per year.
* Maximum average monthly earnings ($1,833) reached In 2029-based on maximum yearly taxable earningsol $22,000

on and after 1993.



TABLE Vill.-TOTAL OASDI TAX COST

Age in 1970

64 .........................
55--------------------
50 .................
50 .... ....................
45---------
40
30 ........................

02.................
51 ........................
01.. .. ... .... ..

1 ....................

Accumulated maximum employeeOASDI tax (excluding HI tax)'Will
retire
in- Present H.R. 17550

1971
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
20Z5
2030
2034

$3, 569
5, 067
7.017
8,847

10,647
12,432
14, 064
15,477
16,611
17,098
17,160
17,160
17,160
17.160

$3,569
5,182
8,132
1 Z028
16.762
22,317
28,049
33,283
38,796
43,383
47,280
50,204
52,030
52,910

154 percent of accumulation (representing 77 per- Lifetime benefit (PIAX180),
cent of combined employee-employer OASDI tax) H.R. 17550

Present H.R. 17550,

$5,496
7, 03

10,806
13,624
16,396
19,145
21,658
23,834
25, 580
26,331
26,426
26,426
26,426
26,426

$5,496
7,980

12,523
18, 523
25, 813
34.368
43,195
51,256
59,746
65,810
72,811
77,314
80, 542
81,481

No Escalating
Present escalation benefits

$34,920
36,720
38,520
39, 240
40,140
40,860
42,840
44,640
45,180
45,180
45,180
45,180
45,180
45,180

$38, OCO
42,120
47,880
50,940
50,940
50,940
50,940
50,940
50,940
50, 940
50,940
50,940
50,940
50,940

$47,160
60,840
72,36C
83,160
94,140
104.760
115,744
126,720
137, 520
148,320
159, i20
170,100
180,900

Lifetime benefit-cost ratio, H.R,17550

Present Escalating

6.4to I ......... 7.1to 1.
4.7toI ............ 5.9 to I.
3.5 to I ............ 4.9 to 1.
2.9 to 1 ........... _3.9 to 1.
Z4 to I ............ 3.2 t9 1.
2.1to I ............ 2.7 to 1.
2.0 to -............ 2.4 to 1.
1.9to I ............ 2.3 to 1.
1.8to I ...... .- 2.1to 1.1.7 to I ............ 2.1 to 1.1.7to I ............ l.to l.
1.7to ............ 2.1to 1.

L7tol ............ ?- to 1.
1.7to I ............ 22to I.

IOn escalating wage basis only.2Benefits escalating 3 percent per year after 198 (per VI).
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Senator WIrjLm-Ts. Thank you very much.
The committee will stand ini recess teolirarily. There is a vote in

the Senate, and the chairman will be back in just a minute.
Mr. IIExnEi,. Thank you.
Am I excused, sir?
Senator W,1IIAA S. Yes. That completes your statement; does it?
Mr. HENIEI,. Yes.
Senator W1,TIk3S. All right. Your full statement has been placed

in the record an(l you will be excuse(.
Mr. I IExKE,. Thank you.
(Short recess.)
The CHAIR3RAN. The next. witness will be Mr. AMondani, director of

research, Connecticut Education Association, on behalf of the National
Education Association.

Is Mr. Mondani her?

STATEMENT OF THOMAS P. MONDANI, NATIONAL EDUCATION
ASSOCIATION; ACCOMPANIED BY W. JACK TENNANT, CW'RDI-
NATOR, OFFICE OF TEACHER RETIREMENT; AND DAVID
H. FOERSTER, OFFICE OF GOVERNMENT RELATIONS AND
CITIZENSHIP

Mr. MoixAxi. Mr. Chairman, I am Thomas P. Mondani, director of
research for the Connecticut Education Association, an affiliate of
the 1.1 million member National Education Association.

WVith ine today are Mr. W. Jack Tennant, coordinator of the Office
of Teacher Retirement.; and Mr. David H. Foerster, senior professional
associate in the NEA's Office of Government Relations and Citizenship,

W e are here today to speak for the NEA in behalf of H.R. 17550,
the Social Security Amendments of 1970 which, if enacted, will have
a significant impact on the educational system in the States.

Ale are testifying on the basis of a resolution passed by National
Education Associatlon which reads in part, and I quote:

The association will seek Federal laws to effect cost-of-living Increases In the
National Retirement Benefit, and urges Its affiliates to seek such benefits from
State legislatures aid State Teacher Ifetirement Systems; and the association
supports the principle of eligibility of teachers for part A of medicare and seeks
legislation to effect it.

We strongly support I-.R. 17550 and the increases in cash bene-
fits, broadening coverage under medicare programs, and improve-
ments in medicare, medicaid, and maternal and child health care
programs.

Mr. Chairman, hundreds of thousands of teachers and other school
employees now face retirement without benefit of medicare coverage.
Wo estimate this comes to close to 700,000 instructional staff in '4
States and Puerto Rico, and it is to this that we would like to call
your attention.

Our estimates (to include certain people and exclude married women
whom we assume would be married to other than a teacher, so we have
tried to correct these down, but we do find a significant number of
people who are not covered because of a decision, perhaps made years
ago, not to participate in social security.
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We are not asking really for a Flederal fringe benefit. The act passed
in the House contains a provision where the individual may pay $2'
a month or whatever the Secretary determines to be the actual cost. of
the system.

Utilizifig this option, the teacher, when he retires upon reaching
age 65, can gain the benefits of the medicare plan A. We realize they
also must pay for plan B, and many of our teachers do this.

In many instances, Mr. Chairman, hospitalization, which all aged
people will experience, might quickly remove them from being a free
individual and 1 utthem possibly on the welfare rolls.

We all know hospital costs are rising, and those teachers who retire
without the benefits of medicare are unable to purchase an insurance.
program which would provide nearly the same benefits as medicare,

I have Personal knowledge of a woman who retired, who was a
teacher in the State of Connecticut, and who, fortunately, reached
age 65 before the cutoff period, and she has been in and out of the
hospitals over the past 3-year period, and had it not been for medicare,
the poor woman probably just would not have survived.

A large number of our teachers retiring each year now face no
coverage because of their age.

We would like to point out part of the statement. made by Chairman
Mills which states:

But some older people who reach age 05 after 1907 cannot qualify under the
transitional provision, and the provision itself will phase out as of 1974, as per-
sons attaining age 65 in those years must be insured for cash benefits under one
of the two programs in order to be eligible for hospital insurance protection.

It is these people that we seek to gain coverage for, Mr. Chairman.
Our prepared statement has evidence and charts showing the mil-

ber of people and types of coverage in which they come.
We would like to thank the committee for the opportunity to pre.

sent our views and to urge you to pass, through your committee, H.R.
17550 and, particularly, that section which, permits these people to
purchase the social security medicare portion.

(The prepared statement of Mr. Mondani follows. Hearing con-
tinues on page 883.)
STATEMENT OF TiHOMAS P. MONDANY, DIRECTOR OF RESEARCH, CONNEcTICUT EI)UCA-

TION ASSOCIATION, ON BEHAI OF TIlE 'ATIONAL EDUCATION ASSOCIATION

Mr. Chairman and Members of the Committee: I ain Thomas P. Mondani, direc.
tor of research for the Connecticut Education Association, an affiliate of the 1.1
million member National Fueation Association. With me today Is David I.
Foerster, senior professional associate in the NlNA's office of Governnnt Rela-
tions aind Citizenship. We are here today to speak for NIEA In behalf of 11.R.
17550 the Social Security Amendments of 1970, which, if enacted, will have a
signilicant impact on the educational system in the states.

The NNA strongly supports MR. 17550, which provides urgently necled in-
creases in cash benefits, broaden,; coverage inder the Medicare program, and
Improves the operating effectivenes, of the Medicare, 'Medicaiid, and Maternal
and Child health program. Each of these improvements touches education aq It
nffects society generally, but the )resent bill offers Important assistance to retire.
lng educators who participate In Social Security and Medicare and new hone to
thoqe whodo not. Our specific comments on this legislation are dleecte(l to the
)roilosed lbroadenlng of coverage for Part A of Medicare.

Mr. Chairman, Iudreil Of thollsand of teacher. and other school emjoyeies
now face retirement without benefit of Medicare coverage. Attachment #1, at
the end of this statement, shows the pattern of S.ocial Security coverage In state
retirement systems to which teachers Lelong. Other public employees are covered
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in sonie of these systems. On tie hasis of available facts, we estimate that af-t
proximately 700,000 instructional staff in Its states and PLverto Rico are not
covered. In an additIonal 14 states, an undermined number of teachers and other
public school employees are not covered, due to divisional or local option ar-
rangements. For example, tie Texas State Teachers Association estimatesbthat
under the state's local option system, approximately 75,000 teachers are not
covered by Social Security in their school employment.

Tlie number of persons listed Ii this statement Is not, of course, the number of
persons actually Involved. Those teachers who are married women and whose
husbands are covered by Social Security would not be covered by the provisions
of 11R 17550. On the average in the U.S. as a whole, 68% of the women teachers
are married. These persons, unless they are married to other teachers or public
employees not covered by Social Security, would he eligible for Medicare as
spouses. The largest number of potential annuitants will be those individuals
who are not covered personally or indirectly by Social Security, through no
fault of their own. They have devoted their lives to the education of the chil-
dren of this country-and now in their retirement years face the high costs of
hospitalization without the opportunity available to other retirees whose lives
have been spent in more profitable careers.

Mr. Chairman, I wish to make it perfectly clear that we are not here today
seeking a federal 'fringe benefit' for teachers. Virtually all teachers are con-
tributing toa retirement system, whether Social Security is Included or not. The
plight of retired teachers not covered by Medicare is Illustrated by Attachmient
#3. whichcompares the average retirement benleflts for teachers in 14 states
and Puerto Rico in 19 with the cost of a 30-day hospital stay In their states in
1969. In view of the traditionally low salaries in the teaching profession, it Is
unlikely that many retirants are prepared to meet hospital expenses without
Medicare or equivalent hospital insurance protection. It was thigh kind of situa-
tion that prompted the House Ways and Means Committee to preface its Report
on the Social Security Amendments of 1965 with the following observations:

"Today, few older people are free of the fear that costly illness will exhaust
their savings. Ii many Instances the one or more episodes of hospitallzatIon which
virtually all aged people will experience can quickly dissipate whatever savings
they have been able to accumulate for their later years. The frequent medical
attention required by older people suffering from chronic Illness can also be a
serious drain on their financial resources.

"A large and growing proportion of the elderly applying for public assistance
have bad to do so only because they cannot afford needed health care. Frequently
the assistance for which they must apply is very limited in scope and Inadequate
to meet tiicir needs....

"Since your committee believes that Government action should not be limited
to measures that assist the aged only after they have become needy, your com-
mittee recommends more adequate and feasible health insurance protection
under two separate but complementary programs which would contribute to kard
making economic security in old age more realistic, a more nearly attainable goal
for most Americans ..."

The two-part Medicare program-hospital insurance and supplementary med-
ical insurance benefits-Is now available to most Americans. But because of the
administrative linkage to the Social Security system, it is not now possible to
make the hospital insurance protection available to all Amncricans. Therefore we
welcome the provision, in Sec. 20a of 11R 175.50, establishing eligibility for Part
A benefits for those currently excluded. As explained by Chairman Mills of the
House Ways and Means Committee during floor debate on HR 17550; 1

MEDICARE FOR T1UE UNINSURED

Another group to which we gave special attention is that group of individuals
reaching age 05 who are not eligible for part A benefits. Under the bill, people
reaching age 05 who are ineligible for hospital Insurance benefits under medicare
would be able to enroll, on a voluntary basis, for hospital insurance coverage
under the ,anm conditions under which people can enroll under the supple-
muentary medical part of medicare. Enrollment for supplementary medical insur.
ance is also required. Those who enroll would pay the full cost of the protec-

1 89th Congress, First Session: House Report NO 91.5 p. 20.
S Congresslono Record, Vol. 110, No. 82. May 21, 1076, p. 11465QL
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tion-427 a month at the beginning of the program, rising as hospital costs
rise. States and other organizations, through agreements with the Secretary,
would be permitted to purchase such protection on a group basis for their
retired-or active--employees age 05 or over, Including groups of teachers who
havq never been covered under the program.

Present law provides hospital Insurance protection under a "special transi-
tional provision" for people--with the exclusion of certain groups.--who are not
qualified for cash benefits under the social security or railroad retirement pro-
gram and who attained age 65 before 1968. But some older people who reach age
65 after 1967 cannot qualify under the transitional provision, and tile provision
itself will phase out as of 1074, as persons attaining age 65 In those years must
be insured for cash benefits under one of the two programs in order to be
eligible for hospital Insurance protection.

It has become very difficult for many In the uninsured group to obtain private
hospital insurance comparable to coverage under medicare. Since tie passage
of the medicare lawv, private insurance companies have generally changed their
hospital Insurance plans available to people age 65 and over to make their
coverage complementary to medicare. While there Is generally some type of
losl)it-ql Insurance available to persons age 65 and over, most of that which Is
offered Is In the form of specified cash payment Insurance for limited periods of
hospitallzation. Few private health Insurance companies offer their regular
hospital expense plans to the aged and very little Is comparable in protection
to that afforded unler the medicare program.

Mr. Chairman, Sec. 202 of ILI. 17550 is similar to legislation introduced In
the Congress and which was passed by the Senate In the Social Security Amend-
muents of 1967. Unfortunately, the House of Representatives failed to act on this
subject and the provision was dropped In conference. We are hopeful that this
distinguished Committee will again see fit to report favorably legislation to
achieve the goal of adequate hospital protection for the elderly.

On behalf of the 'National Education Assoclation, I want to thank you, Mr.
Chairman, and Members of this Committee, fop the opportunity to present the
views of our niembership on this legislation.

ATTACHMENT I

MNmbership in
State retirement

systems for
teachers as of

State June 30, 1969 1 Social security coverage Description of employees not covered

Alabama .........
Alaska ...........

Arizona ----------
Arkansas ........
California ......

Colorado .........

Connecticut ......

Delaware .........
Florida ...........

, Georgia ..........

48.000 All teachers ............ Hone.
3,670 None .................. Full-time teachers, school nurses, principals, super.

visors and superintendents in the public schools; the
commissioner of education and professional super.
visors within the department of education; and full-
time resident professional and administrative staff
of the university designated for membership by the
board of regents of the university.

'62435 All teachers --------.... None.
24,305 .. do ----------------- DO.

340,281 None (except for certain All public school teachers and other certified employees
employees of the San in the public schools of the State; certain employees
Francisco retirement in junior colleges; and superintendents and staff.
system).

s!3.898 None .................. All school district employees, Including city of Denver
which has its own local retirement system.

41,192 ----- d) --... Teachers, principals, supervisors, and superintendents,
some members employed by the State board of
education, the commission for higher education, or
any State institution requiring a teacher to hold a
certificate.236,000 All teachers .---------- None.

90,000 By recent law combining At present all 90,000 members are not covered.
the public employees
and teachers system,
teachers now In service
have the optiort to be
covered; ail newv
teachrj are au!o-
matkal'y averted
under the new provi.
sion.

65,000 On a local optin basis;
145 or 195 school
districts have social
security coverage.
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ATTACHMENT I--Contnued

Membership in
State retirement

systems for
teachers as of

State June 30, 1969 A Social security coverage Description of employees not covered

Hawaii ...........

Idaho ............
Illinois ...........

Indiana ..........
lo'a ............
Kansas ..........
Kentucky ........

Louisiana ........

Maine ...........

Maryland ........
Massachusetts ....

Michigan .........
Minnesota ........

Mississippi .......
Missouri .........

Montaa .........

Nebraska ........
Nevada ..........

New Hampshire...
New Jersey .......
New Mexico ......

New York ........

North Carolina....
North Dakota.....

1960.3 79,284 All teachers --------- _-
47,237 None ..................

None.
Full-time teachers, supervisors, principals, superin-

tendents, and other certificated employees of the
public schools (except in St. Louis and Kansas City,
which have local retirement systems covering pubic
school employees), most State college and State
teachers college employees, full-time certificated per-
sonnel In the State education department, and
certificated members of the retirement system staff.

12, 000 Local option basis; 90
percent of the school
districts are covered,

16,758 All teachers ............ None.
221,595 None .................. All public employees, all public school empolyees, and

the poli Al subdivisions whose positions normally
require 1,200 or more hours of service a year.

27,0895,00
21,000

174,377

147,353
9,000

All teachers .............-do ................. None.
Local option basis. Some

teachers not covered.
Divisional basis. Some

teachers not covered.
All teachers .............
Local option basis. Ap-

proximately 83 percent
of the teachers are
covered.

36,445 On a divisional basis;
some school employees
not covered.

19,796 All teachers ............. None.
120,000 None ----------------- All teachers in the elementary and secondary schools of

the State, including the city of Chicago; teachers
employed in State institutions; and certified em-
ployees of the State education department

57,000 Alliteachers ---------- N"..
,105,000 __do ---------------- DO.

45,402 . _do ................. Do.
35,000 Only teachersin 5State Full-time regular or special teachers, principals super-

col'eges, visors, superintendents, assistant superintendents
attendarce officers and other full-time members oR
the teaching or professional staff in public elementary
or secondary schools for whom certification is
required; instructional and administrative staffs of
5 State colleges and State and area vocational schools;
the superintendent of public Instruction and certain
State education department staff.

45,855 Noce ........... . Instructional staff, administrators, supervisors, librar-
ians, clerical workers of the public schools (except
in New Orleans Parish, which has its own retirement
system), deans and teachers In State-supported col-
leges, members of the State department of education,
directors and teachers in State-supported vocational-
technical schools, and the secretary and staff of the
Louisiana State Teachers' Association and the
Louisiana High School Athletic Association.

a 42, 519 None .................. All State employees, all teachers and the employees
of political subdivisions covered by the State em-
ployees retirement system.

53,273 Allteachers ---------- Hone.
58, 100 None .................. Professional school staff employees who perform service

not less than half time as teachers, school 0sycholo-
gists, counselors, occupational guidance and place-
ment counselors; principals, supervisors or super-
intendents in any public school (except in Boston
which has its own local retirement system), and
supervisors and teachers of adult civic education.

180,000 All teachers ........... one.
50, 152 Social security adopted Examples of members notcovered: Certifiated members

for teachers in State of the Minneapolis public school system and office
colleges in 1957, Social employees of the local teachers' retirement system,
security for other and certificated members of the professional staff
members adopted on of St. Paul public schools; and some employees in
divisional basis In State teachers' retirement system.
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ATTACHMENT I--Continued

Membership in
State retirement

systems for
teachers as of

State June 30, 1969 1 Social seurity coverage Description of employees not covered

Ohio ............. 153,408 None .................. Teachers and other professional school employees
regularly employed In the State, and faculty members
at State universities, community colleges, joint
vocational and technical schools, and municipal
universities; educational employees of the State
department of education; and teacher employed iM
State institutions.

Oklahorra ........ 38,180 Local-option basis. Ap-
proximately 92 percent
of members are
covered.

Oregon .......... - 69,951 All teachers --------- N None.
Pennsylvania.... 210,918 Utilized divisknal

method, own cover-
age; some teachers
not covered.

Rhode Island ..... 3 9,249 Teachers In State schools
are covered; local
option basis utilized in
public school systems.

South Carolina.... 130, 109 Al/teachers ............ Do.
South Dakota.. 10, 000 ...-. do ................. Do.
Tennessee ....... 42,000 90 percent of teachers

covered.
Texas .......... 257, 203 All employees of seniorcolleges and universi-

ties are covered. Local
option basis in local
public school systems
and junior colleges;
many teachers not
covered.

Utah ------------- a 40,993 All teachers ------------ Do.
Vermont --------- 6, 707 Local cpti,,n basis; some

teachers not covered.
Virginia .......... 118,000 Allteachers ............ Do.
Washington ...... 43,325 All public school teachers

covered. Colleges and
universities have sepa-
rate retirement systems.

West Virginia ..... 36,711 All teachers ............ Do.
Wisconsin ........ 59,000 Divisnal basis. Some

teachers not covered.
Wyoming ......... 114.000 All teachers .............
Puerto Rico ...... 24,950 None .................. All teachers in active service and those holding position

on the retirement board; administrative personnel in
the department of education or in municipalities

(except the University of Puerto Rico, teachers
employed by the Puerto Rico Education Association;
and members of the Le islative Assembly of Puerto
Rico holding a valid teaching license.

I National Education Association, Research Division; "1969 Teacher Retirement System Summaries," Washington, D.C.:
the association, 1969.

$Statewide public employees retirement system to which teachers belong.
I Estimated.
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AVERAGE OF FULL-TIME EMPLOYEES OF STATE AND LOCAL GOVERNMENTS

Total number of Employees with
full-time public old age and Percent of full-

State employees survivor coverage time employees

Alabama ............................................. 113,396 99,618 87.89
Alaska ---------------------------------------------- 12,344 9,036 73.2
Arizona --------------------------------------------- 63,218 57, 88 91.6
Arkansas--------------------------------------- 62,511 46,392 74.2
California ------------------------------------------- 735 424 296,783 40.4
Colorado -------------------------------------------- 85 071 21,33 25.1
Connecticut ----------------------------------------- 97, 62 49,124 50.3
Delaware ............................................. 37.128 3,189 8.5
strict .............................................. 20,265 15,250 75.3
Florida ............................................... 233,845 126,171 54.0
Geogia --------------------------------------------- 155,724 109,586 70.4
Hawaii ----------------------------------------- 31,023 25364 81.8
Idaho --------------------------------............... 25,703 20.364 79.2
Illinois ............................................... 366,513 64,550 17.6
Indiana ............................................ 168,044 142,197 84.6
Iowa ................................................ 99,363 89, 545 9o.1
Kansas .............................................. 88 410 70,453 79.7
Kentucky ------------------------------------------- 99,967 60,241 60.3
Louisiana ------------------------------------------- 138,787 47,214 34.0
Maine ---------------------------------------------- 33,060 8,263 25.0
Maryland ------------------------------------------ 137.960 10$42 73.1
Massachusetts -------------------------------------- 197,257 13,906 7.0
Michigan-....-------------------------------------- 301,000 262,820 87.3
Minnesota -------------------------------------- 128,432 63.967 49.8
Mississippi ........................................... 77245 63,392 82.1
Missor. ................... 151,862 97,970 64.5
Montana ------------------------------------------ 26,90 23, 500 87.3
Nebraska ............................................ 57 114 43,095 75.5
Nevada -------------------------------------------- 20052 595 3.0
New Hampshire -------------------------------------- 21, 851 17,217 78.8
New Jersey ------------------------------------------ 218,122 170,049 78.0
New Mexico ----------------------------------------- 40619 34 202 84.2
New York -------------------------------------- 779661 689.820 96.6
North Carolina ....................................... - 155 602 131,754 84.7
North Dakota ---------------------------------------- 23 757 20,688 87. 1
Ohio ................................................. 324,721 5,233 1.6
Oklahoma ............................................ 92,531 77 251 83.5
Oregon .............................................. 78,510 69 676 88.7
Pennsylvania ......................................... 350,062 793,115 83.7
Rhode Island ......................................... 30,274 17,403 57.5
South Carolina ........................................ 79,570 71,824 90.3
South Dakota- -.................................... 7.0 675 83.8
Tennessee ........................................... 140,804 1696 65.1
Texas ................................................ 372,406 190,228 51.1
Utah ................................................. 38,044 33,398 878
Vermont ............................................. 14,348 11,095 77.3
Virginia .............................................. 148,993 132.680 89.1
Washington ........................................... 126,339 106,767 83.7
West Virginia ..................................... 62,359 n 531 87. 5
Wisconsin ........................................ 146, 509 1 .016 88.1
Wyoming ............................................. 15,667 14,560 87.4

United States ................................... 7,055,000 4,417,000 62.6

Source: U.S. Department of Commerce Bureau of the Census. Ctmpendium of Public Employment, vol.3, No.2, 1967.
ashinglon, D.C., Government Printing Office, 1969, table 17, p. 109.



TEACHER RETIREMENT SYSTEM DATA AND HOSPITAL COSTS, 1969

Median per
Active members average retire- Average hospi- Hospitalexpen-

In the retire- Total number ment benefit tal expenses ses tor a 30-day
State meant system of retirants for all retirants I per day I stay I

Alaska ..................... 3,670 181 13,144 $114.30 $3,429.00
California .................. 340,281 37,661 NA 82.3 2,478. 90
Colorado ................... 35, 898 2,6 I,'8m8 74.98 2,249.40
Connecticut ................. 41,192 4. 3,777 62.24 1, 867.20
Florida ..................... 90, 000 7,372 3,100 70.98 2,108.40
Illinois ..................... 120,000 17,151 2,402 61.15 1,834.50
Kentucky .................. 35, 000 5,922 2,336 53.81 1,616.10
Louisiana ................. 45.55 3,7 56.78 1,703.40Maine. ..................... 42 5191 45.50 ,365.00
Massachusetts .............. 58,100 9,960 3,701 64.79 1,942.80
Missouri................... 47 237 5,229 NA 59.70 1,791.00
Nevada.................... 21: 192 NA 82.26 2,467.80
Ohio ....................... 2 4,99 3,240 42 1,692.60
Rhode Island ............... . 9249 1,487 NA 62.97 1,889.10
Puerto Rico ................. 24,950 3,955 1,850 56.56 1,696.80

I The range In benefits is due to the variation in formulas among the States and the personal employment history of each
retirant.

IFrom American Hospital Association, Research Services, Chicago, Ill. Expenses shown reflect costs to institutions, notcharges to patients.
Computed from average daily expenses as shown.

The CH.AIR3M A. Thank you very much, sir.
Wo also include the tables that you had submitted hero for the

record. I think that they are tables which very we]) document your
case.

Mr. MoNDANI. Thank you, sir.
The CH1IAIR3FMAN. Many thanks.
Our next witness will be Mr. Jol Doyle Elliott, secretary of the

Townsend Foundation.
We are pleased to have you, Mr. Elliott.

STATEMENT OF JOHN DOYLE ELLIOTT, SECRETARY, TOWNSEND
FOUNDATION

Mr. ELLI0T". 'Mr. Chairman, I am Mr. Jolm Doyle Elliott, secretary
of the Townsend Foundation, founded by Dr. Francis E. Townsend
quite a while ago, not exactly a come lately interest in social security
le islation.ein summary the first and most salient thing, we feel, is to keep

track of just what has happened to the key group in social security
legislation, the elderly retired.

n testimony, as I havo submitted to the committee, from the Cen-
sus Bureau's annual surveys on consumer income, we find that since the
end of World War II, starting with 1047 and coming up through 1969,
the position of the retirel people in the country has, if anything,
slightly declined, not improved.

fast year the average elderly man over 65 bad an income of $2,828.
The average hini between 50 and 64, right behind him in life, had an
hicoe of $t,451 higher than that. This, inferiority of income is the
heart of the wholeproblem.

Wie feel very ly in our proposed legislation and attitudes and
suggestions regarding social security amendments, they are basel upon
the proposition that this gap, this inferiority of income, this loss of

I
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%-ainniand of the license to live, money income, is the essence of the
whole problem.

Now, nothing has actually been aecompl1shed by all of our legisla-
tion, by all of our policies, public and private, group and individual
investment and savings, in this most prosperous period, since World
War II of our history, right here; nothing has been accomplished
against this.

The ratio between income of these people back in 1947, the inferior-
ity factor was about 145 percent that of their income, and by 1969 it
was 157 percent.. There is actually an income decline; and w.hen we
throw into the picture some of 'the special things that have been
achieved by some groups in a command position, like certain elements
of labor, certain positions of people in lfe, public and private, to
command retirement income of a prosperous or(lerI it simp)ly means
that for time greater bulk of the population the decline has been more
sotious in face of the fact that not even a holding of the original line
has been achieved.

1Ye, of course, do approve the adoption of any improvements as
fa: as they go, such as the presently proposed House-l)assed amend-
ments on the ground, and simply on the ground that to go ahead for
.te next year or two without timeni would be heaping a very serious
injury on top of the original tragedy.

In that sense, of course, we endorse them, but we do not hold them
to be any answer, just another ripple in the passing of time, just a
repetition of the same failing policy.

Ydo not know how to put it in a few words, but I think I could leave
it this way on that, count: what we have been doing and are continuing
to (to in action, in policy, in attitude, in viewpoint, is to mismanage
the abundance over which we have gained control and command, mis-
managing it under the rules, under the views, of scarcity.

It won't. work, it has not worked, and we do wish seriously to
admonish that what we need is an end of contrasts, an end of discrim-
inations, and I do not know just where we could start if we do not start
with this area of the poverty problem in the social security beneficiary
area.

There is no sound reason why people living in the retirement years
of life, why the standard of those lives and timose years should be be-
neath, at least seriously beneath, the going standard of the rest of the
population. It is not to take a nickel out of our national economy or
country or its overall life in any week or month or year; it is simply
an adj ustment process.

Therefore, we suggest. legislation which is presently embodied in
ThR. 1205 to institute a universal contract in the country which Would
do for all the people substantially what, for example the United
Auto Workers' program does for thie 30-year man. In principle of oc-
cupation, not necessarily being in one Job like the 30-year automobile
man all his life, but in 'reality they are all 80-year people, we need a
universal contract which will do this job now: Theoreticaily, old age
and survivors and disability insurance, and so forth, might, by a,
certain analogy, approach that contract. but, it would certainly iieed
an awfully lot, of fundamental major overhauling to reach or approach
that, standard.
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Therefore, we suggest, thmt the payroll taxes, and so forth, are not
the means of doing it, and in my testimony I outline that, but I (to
suggest that very seriously we recognize that ground has not been
gained at all, bit fundamentally lost under the policies, programs,
views that have been followed. The ground has actually been lost.

There is little sense in talking about ratios between old living
standards and wage standards and price standards, cost-of-living
standards, unless referred to the original impoverished standard of
failure and misfortune economically that lies at the root of this whole
problem.

Without taking into account a purpose of remedying that in a major
degree, at least, there is not much sense in making the other compari-
sons. On the whole question, as of 2 years ago, the Special Committee
on Aging finally concluded, after several years of hearings and study
all around the country, that income lack is the major problem of
Americans living in retirement. That remains unchanged, Mr. Chair-
man, and we respectfully submit the bill and tie proposals and this
testimony embodying and defining a universal national contract de-
signed and capable of ending that inferiority, H.R. 1205.

In the name of the movement, now over 35 years' old, originally
conceiving this viewpoint to start with, I want to thank you very much
for the privilege of parenting my testimony in these few moments.

(The prepared statement of Mr. Elliott follows. Hearing continues
on page 891.)

TESTIMONY OF JOHN DOYLE HLLUOTT, SECRETARY, TOWNSEN9 FOUNDATION,

EcOXf.MIO CONSULTANT AND NATIONAL PENsION LOBBYIST

SUM MARY

Mr. Chairman, I am John Doyle Elliott, Sec. of Townsend Foundation, founded
by the late Dr. Francis I4. Townsend, 5500 Quincy St., Hyattsville, Md., 20784.
Since World War II, each Congress has had more broadly to amend the Social
Security Act. Now, Congress is amending It in successive sessions I After 35 years
of it.

It's gratifying, in the last ItWo years, that at long last both House and White
House have reversed views and adopted our 35-year-old critique of evil, mis-
named "welfare"-and the Senate Committee on Aging has marked ifcome-lack
"more than ever" the "major problem" of retired Americans, saying only a
federal plan can meet it. On each count, now, they thus honor our original key
positions and principles.

Now, I call up Census Bureau's yearly surveys on money-income distribution,
showing the income-position of tha aged steadily declining--not improving-
despite all our public and private works, programs and policies. A total, unan-
swerable failure.

With the enclosed complete copy of H.R. 1205 (with explaining articles)
embodying up-to-date application of the Townsend Plan's principles to the prob-
lems of social security and poverty-I present the thesis that It's past high time
Congress (and everybody else) turn to a great, national pension for ALl., Ameri-
cans equally and alike, providing PROSPRROUS instead of impoverishing re-
tirement. Stop mismanaging abundance under the mean, obsolete rules of
scarcity.

II.R. 1205 Is specifically designed to Implement this thesis, including the finan-
cial mechanism to support it. All alternatives, fully exhausted, have worse than
failed-even failed to prevent the problem's worsening. Authentic PACT despite
all earnings, investments and public and private programs-AlTff COMBIND!

The people and our country's economy and prestige have suffered and lost
mightily from this worsening instead of solving problem. In the last three
decades, no other Investment-economically, socially, or politically-would have
benefited the people and profited the country so vastly as this great pension.
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Murtier. I contend, the longer we go without It, the mightier become both the
loss and tile NEED for the profit which can be gained from no other source, or
fietion.

A system making social security a li-Ing fact of life in our land wit not take
money out of our economy, or out of the overall lives of honest people, business.
or interests-in fact, quite the contrary. BUT, IT WILT, SOLVEP PROBLB31f
OF THlE ORE ATEST IMPORT-problems not otherivise to be solred-problcms
which must be solved If we are to achieve the faith, harmony and unity neces-
sary for the world-inspiring society we ought, by every right, to be.

My testimony also presents steps to amend present Soc. See. tq help prompt
transition to the system we ought to have. Most Important, It.R. 1205 provides
the specific financial mechanism-financlal technology-to Implement this match-
less contribution towards perfected human prosperity, equality and freedom-
,OrYJAL JUSTIE-the essential demonstration to all Mankind of the incom.
parable ability and beneficence of our American Way honestly applied.

As a few industries have contracts providhig decent retirement for those
who've spent their lives with them-I hold It's more than high time we Instituted
such a contract for ALL our people, in ALT, occupations, ALL the time. II.R.
1205 Is that contract.

Shall the great mechanisms of science serve man-or man serve the machines?
Mr. Chairnin: Our Country, born In a new vision of Just freedom and equal

rights for all men, Inspired world-wide faith and hope In honest hearts. Despite
our matchless achievements, the vision's fogged, fulfillment of our promise to
(led and Mankind faltering by default here in ourown national house. I propose
through perfected Social Security the ways and means to unfog the vision and
resurrect the promise--by fulfillment here In our own land, renewing Mankind's
faith and courage by our success.

It's preposterous to expect success against our pyramiding problems and ob-
ligations unless dominant confronL 1 tions In our land are replaced by the faith
and harmony only full social Justice enthroned as unanswerable reality can ever
make Possible.

Otherwise, greed, waste and corruption. the real INFLATORS, will Increasingly
decay our material and spiritual resources-ordaining doom. Our skyrocketing
producing power must promptly be fully employed, even strained Ii support of
honest prosperity, justice, freedom, health and wisdom-not INFLA TING greed,
waste and the damning corruption they breed.

Census Bureau's yearly surveys on money-income distribution show Social
Security and misnamed "Welfare" monstrously falling to support that necessity.
To wit, the FACTS:

MEDIAN INCOME

Men Women
Inferi- Inferi-

Over 65 55 to 64 ority (1) Over 65 55 to 64 oity (I)

1947 ........... $956 $2,344 $1,388 145 $551 $962 $411 75
1968----... 2,652 6,717 4,065 153 1,311 2,576 1,265 96
1969 ........... 2,8 7.279 4,451 157 1,397 2,791 1,394 100

Note: Add this fact: Persons over 65 increased In numbers 3.5 times faster than persons 25 through 64, In those same
years.

There is the problem-niCasurcd-growing constantly greater-not being over-
come. Steadily deepening financial depression for that ever greater part of our
adult population-to whose membership all are desirably destined-the elderly.
Money-income, the very license to live, Is excuselessly denied Americans In retire-
iment. While the final reward in life excuselessly remains financial failure and
dependency, so long will our other work* and glories stand vain and mocked by
history's mark of sin.

All our works, policies and programs, public and private combined, have faiieo
to prevent the financial plight of the aged from torseninl-never mlid better-
ment. The median income for men over 65, from 1947 to 1069, rose 19OO-while
their Inferiority to men 65 to 64 rose 221%. For women the fIgures are 1549 and
239%. The inferiority of the elderly to still younger adults is even s,,ore marked.

Over two years ago, the Special Senate Committee on Aging ninmed lncome-
lack "more than ever" the "major problem" of the old, saying only a federal
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plan can meet It. A fill endorsement of this Movement's 35-year-old position.
Last year the Senate passed a $100 minimum Soc. See. benefit; killed In Con-
ference. As yet, neither House nor White House has lifted a finger. Pray the
Senate requires a very meaningful raise.

The elderly's financial iisfortune is duplicated for the disabled, for families
bereaved of natural breadwinners and for those mentally and physically com-
petent who are unemployable because the changes of history and progress render
their skills unworthy of hire. They are unjustly misfortuned by misnnagement
of the very progress which so wondrously benefits most of us-and so richly
promises a posterity.

Last year's 159 Soc. Sec. benefit raise and the contemplated 5% wIll make but
a passing ripple, like their predecessors. Proposed national standards for Welfare
hint commendable awakening-30 years late! It's ironic that every delinquently
inean penny of such overdue "Improvements" Is avidly precious to the huigered
victims of our feeble policies. No decent heart can deny them the pittance, now.

But, In no sense can they contribute to the full Justice on which depend the
faith and harmony we must have. For that they are less competent than were
the original enactments and their long list of amendments to them, In their times.

The plan we nced exists. To discern It, you need only examine what the differ-
encev would be IF, somehow, we'd never encountered the problem. No elderly, no
disabled, no bereaved families would be in poverty. Those whose skills tech-
nology's changes make unworthy of hire would be protected-pending their acquir-
ing needed abilities.

It's self-evident--had we never encountered the problem, that happy pros-
perous state for the people and the country would be "costing" dollar for dollar
exactly what an honest plan to wipe out the evil would cost. "Cost" is relevant
only in the sense of measuring the value of 1ie benefit AND of the loss from
the evil. "Cost" Is Irrelevant In the sense of burden, or los"; but, It's fully relevant
measuring a highly profitable, prospering lm estment for every honest, humanl
Interest.

That difference between how things are and how they ought to be and wouhl
be if we'd never met with time problem-that difference meticulously defims,
measures and spells out what's necessary to fill the yap-to change the shaking
society around us to the happy, unchallengeable America which should exist by
every good reason.

No project, no Investment can so mightily profit us and all mankind so much
as filling that gap. The priceless prize of peace unanswerably requires It.

One thing can wipe out that gap-a great, national pension sufficient to bar
poverty even for those caught with no other resource-as the equal, inherent
right of every American in retirement, or encountering any of the other mis-
fortunes noted above. The injustice which only Just Soc. See. benefits can wipe
out is authentically measured by the Census Bureau data above. Today, thar
pension would have to be over $300 a month. The measure of the shaking, cvil
problem we harbor.

The great pension Is the one thing which could have made the difference in
the past. It's the ONE TIlING which ever can. Without it, the inferiority of the old
and others will remain and grow-the forebodings of the Riot Commission come
to pass. Without It we can spend trillions to rebuild rotted cities-only to populate
them with paiupered legions, making future slums out-horrorlng the most night-
marish imaginings.

Mr. Chairman, I anxiously adjure we must have a drastically reformed, free-
dom and equality reflecting definition of the so-called poverty-line. Medicare recog-
nizes you can't relate treatment to wige-records-you can't give somebody hall an
appendectomy! Poverty exists unless a person can reasonably finance fully
healthful diet, respectable clothing and housing, full medical and health Insur-
ance and care (including preventive needs)-and normal participation In recrea-
tional, social, cultural and public life and affairs. A whole, not part treattment
on these counts, too!

Lacking thi8 wintinu participation in up-to-date prosperity-the minimman
requrenments of freedom and equality are financially precluded-and all other
works in rain.

The great pension must I;e a floor of prosperity below which we won't allow
human living because of financial lack-with earnings deducted so the benefit
exhausts close to the up-to-date average. We mustn't hang people under a
poverty-ceiling (as proposed) to which earnings barely raise them from a benefit-
base deep in poverty, leaving them In its mire. We must prevent people getting
down to actual poverty.
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I condemn poverty-perpetuating proposals-like $1,600 a year, per family of
four, $1.10 a day per person-to taper off after they've $1,000 additional, up to
a poverty-ceiling of $3,500-$2.50 a (lay per person. It costs its $2.50 a day to
board our cat chile airay frton honie. Cat-and-dog pensions for American peo-
pie-sickening brutality misnanied welfare" and Social Security, too. Thirty
years obsolete!

In contrast, the Federal Minimum Wage is $1.00 an hour, about $275 a month
on a 40-hour week. Up-dated, it's over $300 a month-to keep an individual fit
to work--over $3,600 a year, in Congress' own conscience. The lease for which
we can conscientiously use the time, life of another for our benefit, or profit,
according to Congrcss' oi-n conscience. What justice reduces it 75% on retirement?

Per capita income, average "cost" per human life, cradle to grave, is con-
parable. How can we condone less for retired and disable adults? I've heard no
answers.

Wrong are bills to raise the payroll tax-base up even to $15,000 (top benefits
over $500 a month). So to obligate the public purse to match retirement contri-
butions for the prosperous is excuseless. All the old objections falsely raised
against living benefits for the misfortuned apply fully to this public aid to the
well-to-do. We have the problem because of the misfortuned-not because of
prospering people!

Use of "0 rr --61 Revorue" would be equally wrong-in lieu of exorbitant pay.
roll taxes. To tax progressively for general government cost is fair (the' in
practice betrayed). So to finance benefits Is to heap progression on progrcssion-
defenseless.

By the great pension Ill IT.R. 1205, under flat-rate contributions by all, the
poor will pay the least, but benefit the most. The prosperous will pay the most
with the benefits meaning progressively less to them. A progressive benefit to
the poor.

The great, national pension I advocate, fully defined and provided by H.R. 1205,
is not a Government-spending-It is a people-spending program! It is a universal
contract financially involving all our people, all occupations, all business and
industry and all contracts and transactions all the tlnie-to provide for all the
people alike just about what the auto industry contract does for the 30-year
man there.

This will take no money out of our economy, or out of the overall lives of
honest people, honest business, or honest interests. It will benefit all, over and
above its direct beneficiaries, by the greater prosperity which will prevail-and
by the relief from the costly problems resulting frmn so.tal Injustice, now. It
will end the dividing discriminations Inherent in misnamined welfare and Social
Security, now.

Without this achievement, we can never enthrone as unanswerable reality
the full faith and harmony necessary for fulfilling our country's promise to
Mankind.

NOTB that Administrative costs will be nothing, because we are already more
than paying them now for the feeble, unjust, complicated system we have. In truth
we are paying for a 1970 Cadillac-but we're getting a Model-T ride for our
money!

Co,trasts.-Dscrimnination is an evil thing. As the Supreme Court said,
.. Inherently un-Constitutional." Just get old, or disabled and its real mean-

i'g's critclly ta ught.
Last year's 15% Soc. See. raise, plus the contemplated 5%, compound to 22%

over not less than two years. In terms of an 8-hour (lay, a 40-hour week, it's
about 13 cents an hour raise-with no overtime, no extras.

In contrast, we've seen teamsters settling for $1.25 an hour (not 13 cents I),
over 3 years N.Y. printers about $1.40 an hour-Chleago truckers $1.85. Con-
trast!

low can Congress and the Nation stomach such savage discrimination?
Everybody/ with the power to grab--economically able to blackmail the public-

seemns grabbing grand pensions. Everybody who, in truth. Is best able to provide
for themselves. Walter Reather left the UAW's primed to require $500 monthly
pensions for 30-year auto workers. Whatever they actually get will make mis-
named Soc. Sec. look prehistoric-and other unions capable of the pressure will
follow. Contrasts!

We recently reat' of a railroad's top executive, outsted as the road faces
1bankrupltcy in history's most prosperous time and place--we read of his $114,000
a year pension. Then. we read it's a mimlstake-he'.. oily-only-good for $50,000 !
Ills salary's only been about $225,000 (plus a lot of extras), so lie couldn't provide
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for his own retirement, $50,000. in terms of an S-hour day etc., comes to about
$192 a day, $24 an hour-alongside $6 a day, 1/32d as much, for the average Soc.
Sec. retiree.

Which could reasonably finance his own retirement-and which is the big
grabber of something for nothing?

What about professional footbalters-asking for pensions up to $100,000? In
public life, too, the big pensions go to the most prosperous.

Those most properly able to finance their own retirement-who've the best
means for saving, investments etc. are greedily exerting economic pressure on
their country for exorbitant pensions. The great majority of Americans, espe-
cially average people and outstandingly the misfortuned, are getting crusts anIl
crumbs. Wio IS on relief????

This is self-evident-and if not ended will doom faith and harmony in our
society. The grand pensions, seized by the powerful, are not out of their wage.i.
They are in addition-out of the public pocket via prices, ria taxes, graft and
corraption-for those with no excuse at all for being on relief. And that's what
It Is.Every argument, urged so falsely for over 35 years against decent, living pen-

sions for Americans generally and most fully for the it isfortuned--every ole
applies unanswerably to these undeservel gifts from the public purse to lhe
well-to-do. Lord!

Living pensions, reflating the deflated lives of the misfortuned-keeping up
to date the lives of Americans generally-these are not inflationary. The ex-
travagant undeserved, needless gifts to the rich, these are highly inflationary!
For example.

Mr. Chairman, to have faith, harmony and unity replace the confrontations
smashing our society today, without that great pension, Is starkly unthinkable.
Dishone.t mnigmanagenment of our abundance by the obsolete, tyrannous rules of
scarity must stop. Greed has no further claim on such excuseless benefit! Other-
wise, all our achievements stand shamed by failure to serve God's Will and jus-
tice to Mankind.

In truth, the mightier our achievements and progress, the less excu.se-and
the worse every reason-for tolerating avoidable injustice and human woe. Pov-
erty and it's deflation-greed, corruption and their inflation-they must go. The
great pension Is the sine qua non of their demise.

What must be done is vigorous transition to the great pension for the ol and
other unemployables, which will wipe out eril discrimination by equal, honestly
sufficient Soc. See. for all, equally and alike.

tIR. 1205 provides direct transition from our present system to the great,
national pension, swiftly. There is an indirect approach to the same goal, which
Is the very least conscientiously to do now for discontinuing the evils sapping
our strength.

Vest In every person equally an assumed "wage in covered employment" suf-
ficient for a retirement benefit of $175 a month. With this one program for all,
alike, welfare and public assistance--except in very rare, extreme cases-and
Soc. See. benefits to most adult dependents will cease. Periodically advance this
minimum benefit until it bars poverty even for those caught with no other
resource.

Adjust benefits in step with per capita income reflecting changes not just in
living costs, but all monetary changes, annually.

Suspend earnings limitations until benefits, regardless of other assets, bar
poverty.

Make retirement age 60. Cover technologically and educationally disabled over
18.

Finance transition not by payroll tax hikes, or piling up general revenue tax-
rates. Use the gross receipts tax defined and provided in I.R. 1205. Free State
and local governments from welfare and public assistance costs and evils.

Remove medicare limitations, including deductibles and premiums. Include
chiropractic physicians. Cover all Soc. Sec. beneficiaries, as well as the aged.

Provide retirement and disability bonds, aplpreclating with per capita IIn-Olme,
for all wanting to amplify retirement finance without traditona investment
risks.

ThIs Is not just a plait. It's the plait. Without the very things It both defines
and provides, tine most fundamental frustrations and injuring Injustices causing
our country's divisions will real| in force, rampanlt and mounting. Without it,
trillions will be spent to rebuild rotted cities---and to pack populations into vast
suburbs until they become equally vast cities themselves-so spend trillflos only
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to inhabit them with paupered legions, ordaining future slums out-horroriug any
nightmare. However titled, any step to correct any of these most basic wrongs
will have to be part of this specific plan-since, indeed, it has been define,| and
recorded.

Truth is we must have prosperous-not paupered-retirement equally provided
for all in the same way. So, too, for the other areas, both permanent and cor-
rectible, of disability and unemployability. It's time for real answers to problems.

Time's run out, Mr. Chairman, for tolerating things wrong-for callously
gradual, too often fictitious, ground-losing "steps in right directions". The great,
massive strike of swift, decisive, achieving action loonis as the total necessity.
I very respectfully admonish this plan's to that end the primary cssential-sine
qua non.

To what end save cities-or work any great wonders-unless we save the hu-
manity for whose freedom and betterment all things economic exist?
Ve will successfully conquer no physical pollutions while we tolerate perpetua-

tion of the moral pollutions of injustice-tolerate the exploiting greed, corruption
and the crime they breed which have perpetrated, created our physical pollution.

It many well be that Mankind cannot reform its character-but, it had better
very soon control and remedy its conduct-whlich we can do, by contract, law
enforced. The fundamentals of that contract, law, are defined and provided In
IR. 1205; and implementation, transition presented In this testimony.

Progress ad abundance are mismanaged when they bring hurt to anybody-
and if they fail to provide bettered, not problem-plagued economic and social life
for all.

Without the great pension, these truths and our country's promise to Mankind
can't be honored and fulfilled.

INCOME-INFERIORITY OF THE AGED

MEDIAN INCOMES

MEN WOMEN

Inferiority as Inferiority as
percent of percent of

Infen- Income of those Inferi- Income of those
Over 65 55 to 64 ority over 65 Over 65 55 1o 64 oity over 65

1947 .......... 956 2,344 1,388 145 551 962 411 75
1948 .......... 998 2,412 1,414 142 589 857 268 46
1949 ---------- 1.016 2,366 1,350 133 516 1,000 484 94
1950 .......... 986 2,494 1 508 153 531 918 387 73
1951 ........ ,008 2,840 1:832 182 53 968 432 81
1952 ..........- . 24 3, 009 1,762 141 654 1,175 521 80
1953 .......... 1,150 3,271 2,121 184 659 1.170 511 78
1954 ..........- 1,268 3,195 1.927 152 694 1,195 501 72
1955 ........... ,37 3,440 2,103 157 700 , 257 557 80
1956 ........... 1,421 3,567 2,146 151 738 1,364 626 85
1957 ........... 1,421 3,681 2,260 158 741 1,342 601 81
1958 ........... 1,488 3,968 2,480 167 776 1.326 550 71
1959 .......... 1576 4,190 2.614 166 797 1,431 634 80
1960 ........... I1,98 4,289 2,591 153 821 1,415 594 72
1961 ........... 1,758 4,597 2, 839 161 854 1.480 626 73
1962 ........... 1910 4, 800 2,890 151 920 1,649 749 81
1963 ---------- 1,993 4.901 2,903 146 920 1,774 854 93
1964 ........... 2,037 4,941 2,904 143 952 1.910 958 101
1965 ........... 2,1 5250 3,134 148 984 2.019 1,035 105
196 ........... 2,162 5,750 3,58 166 1.085 2,214 1,129 104
1967 ........... 2,304 6,122 3.818 166 1,123 2,352 1,229 109
1968 ........... 2,652 6,717 4.065 153 1,311 2,576 1.265 96
1969 ........... 2,82 7,279 4,451 157 1,397 2,791 1,394 100

Note: Add this fact: Persons over 65 increased in numbers at a rate 3,5 times that of persons aged 25 through 64.

There are the facts. Remember tire above reports money-Income from all
sources-all.

Source: Census Bureau, Current Population 'Reports, 1947-1969, Series P-60,
No. 5, Table 15; 6-12; 7-17; 9-18; 11-3; 14-3; 16-3; 19-3; 23-3; 27-18; 30-18;
33-24; 35-23; 37-23; 39-25; 41-18; 43-20; 44-; 50-2; 52-0; 60-3; 63-6; and
70-0.

The income status of the elderly has not improved-netting, if anything, a
slight loss. But, that's not all of it A few in certain groups, like auto workers,
for example, won themselves better pensions. But, since the aged, as a whole



891

didn't gain, the good gains of these scattered groups ocans the rest gnerllly lost,
all the morel Keep that truth ili mind.

In that light study the above "Inferiority' Coluni and you'll see how all the
programs and policies, public and private combined, have failed the aged-and
how only our Bill call provide them the very license to live, money-income. Only
our 11111.

It is very far past high time we had prosperous retirement-a "contract" for
all the people, all the tine-just as validly as contracts In the auto' and other
industries exist for sonie special few. II.R. 1205 is that contract, universally
covering all, all the time, in every occupation and in every business.

The burden of proof should now rest on those who'd still insist on foolishly
trying to make the demonstrably unworkable old system work-and you'll find
ercry rcasou they'll gire will be a bad one! There isn't and there nerer has been
any good reason. for living standards in retirement being lilpoverished, or in ally
way inferior to the earlier periods of adult life.

The ChAnIr\xx. Thank you very much, sir. Your entire statement
ias been placed in the record andl will be printed, as well as you)
verbal presentation.

Mr '. ELLIo'rr. Thank you, sir.
The CAImR-3M4. The next witness we will call will be Mr. Alan F.

Charles, National Legal Progran on health Problems of the Poor.

STATEMENT OF EDWARD BERLIN, WASHINGTON COUNSEL,
NATIONAL LEGAL PROGRAM ON HEALTH PROBLEMS OF THE
POOR

Mr. BERTLIN. Mr. Chairman, unfortunately, Mr. Charles could not be
here today, and he asked me to be here in his place, if it meets with your
approval:

M y name is Edward Berlin, and I am a member of the law finn of
Berlin, Roisinen & Kessler, the 1Washington representative, Washing-
ton Counsel, of the National Legal Program on Health Problems of the
Poor. II

I recognize the time limitations that you are operating under, Mr.
Chairman, and if it would be agreeable'with you we would prefer to
submit the entire prepared statement for the record and very briefly
sunmmarize the more salient points made within that testimony.

I should also like to submit, at least. for the committee's files, a Law
Review article which has recently been prepared by Mr. Silver, who is
the director of the National Legal Program on Hlealth Problems of the
Poor and which is soon to be published in Law and Contemporary
Problemss'

Mr. Chairman, I know I need not dwell on the fact that the delivery
of medical services, particularly in-hospital services, is inioreasingl,'
coming under attack from all quarters.

One of the questions before this committee is how are the existing
problems to be addressed. oWe are convinced that there is one area. in
which reformationis essential, and that is in the regtlatory sphere.

In essence, the quality of care in the Nation'slhospitals is currently
regulated in one of two ways:

First, at the State level :-nder licensing acts which do little more
than impose standards g ,,erning the construction and operation of
hospitals. They rarely are concerned with matters that deal with
quality of service.

'The article was made a part of the official fles of the committee.
47-530-70--pt. 2-36
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TIhe second means by which hospitals are reglulalte(! is pill-lflnt, to
stan(lards established ). acereditational bodies. Of these bodies, one,the Joint Commission 'oil Accreditation of Hospitals, has national
recognition and its scope is wide indeed. It is a l)rivate body, as you
know Mr. Chairman, composed of representatives from six organized
segments of American medicine the American Medical Association,
the American Hospital Association, the American College of Physi-
cians, the American College of Surgeons, the American Association
of homes for tie Aging, and the American Nursing Association.

'[lhe CA.JIMNir.\. If I might just, ask you to suspend, I am going to
try to answer that. rollcall vote that is'going on now, I will be back
ms sool as I call vote.

(Short recess.)
Senator AN.DERsoN (presiding). Nfr. Berlin, continue with your

statement, go right ahead.Mr'. BEInrI. Mr. Chairman, tile joint comnmissioil inspects hospitals
on a voluntary basis and grants accreditation based upon compliance
with standards of hospital a(lequacy which it has established. Un-
fortunately, the standards are far from being completely satisfactory.

Unfortunately, too, the Joint Commission on Accreditation proce-

(lires have become pro forma.
,no difficulties of Joint, Commission Accreditation are accentuated

when recognition is given to the fact that its actions automatically
lead to certification under medicare. This must end. The joint coin-
mission is a private body responsive to the needs of its members and
not necessarily representative of the intemsts of the hospital patient.

Although tie joint commission thus may fail to be accountable
to the. public, its standards have been imposed as ceilings for hospitals
participating in mvicare. These are not minimum standards nor even
suggested inaximumn standards, but maximum mandatory ceilings.

The voting members of the joint commission could decide to ignore
the interests of the l)ublic, and yet the Secretary would be powerless
to do anything about it.

For these reasons, tile Health Insurance Benefits Advisory Council
has strongly urged that medicare certification standards no longer be
controlled by the joint, commission but rather by the Government.

It has recommended, and we strongly endorse its suggestion, that
the Secretary be given the authority 6o establish health and safety
standards fr hospitals, leaving with him the authority, in the case
of any national accrediting body which has standards and certification
procedures equal to or higher than those which he may establish, to
find that such accreditation provides reasonable assurance that the
conditions of participation are met.

In any event, a further amendment to section 1805 is essential.
At most., aI)proval by the Joint Commission on Accreditation should

constitute ol y prima facie evidence of compliance with the conditions
of participation, and further, the Secretary should be authorized to
require that tile conditions of participation" be met even by hospitals
whlch already are accredited by the Joint Commision. "

Let ne ma'ke one final suggestion. Ther- is a definite need for some
sort. of mechanism by which patient and staff complaints can be con-
sidered. Recent requests by hospital staff members for hearings in
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which they could present evidence under section 1007 of the regula-
tions pron ylgatedlb)1 the ecretar, evidence directed at establishing
that tie hospital hail deficiencies "of such a character as to seriously
limit the capacity of the institution to render adequate care or which
place health or safety of individuals in jeopardy," have been denied
both by, State agencies and by HEWV on the ground that accreditation
by the Joint Commission precluded application of section 1007 of the
regulations.

No other provision in the statute or regulations allows for a hearing.
This should be remedied by making explicit, provision in the statute
for a mechanism by which evidence may be submitted to the Secretary
by consumers and hospital staff regarding either certification or de-
certification. Where appropriate information is furnished to the Secre-
tary lie should be required to invoke the section 1007 procedure s.

The provisions should require that the Secretary make explicit find-
ings on the evidence presented to him, should applY regardless of Joint
Commission Accreditation, and should make such accreditation only
prima face evidence of compliance with the condition of l)articipatioin.

Mr. Chairman, theremainder 6f or prepared statement is addressed,
to the suggestion that sect ion 1903 (e) be repea led.

We strongly urge the retention of that section. As you know, Mr.
Chairman, it represents a clear congressional declaration of the right
of all citizens to comprehensive health care and services. To be sure,
that declaration is far from being realized, and many will argue, no
doubt, that its repeal would have ittle effect. We beg to differ.

To rescind that declaration to any extent would be to break faith
with an unfortunmately large semnent of the American population.

We urge you to maintain their faith in the dedication of the Con-
gress to see to it that every American enjoys an appropriate level of
medical care.

Thank you, Mr. Chairman.
(The prepared statement follows. Hearing continues on page 903.)

STATEMENT OF BY LAURENS 11. SILVER, DIv!xrrOx, NATIONAl, LEOAL PROGRAM O.N

HEALTH PROBLEMS OF TIE POOR

Ii

TILE ROLE OF JCAI[ IN HOSPITAL MEDICARE CERTIFICATION MUST BE REASSESSED IN
LIOIT OF IIBIAC RECOMMENDATIONS

Many of those among the nation's elderly and poor who require hospital care
are treated In our public hospitals. Although regulatory bodies presumably en-
sure the maintenance of minimal professional standards In these Institutions,
the quality of care they In fact provide is almost universally acknowledged
to border on the abysmal. That the regulatory agencies have thus failed in their
task Is obvious. That the Congress of the United States, by amending existing
legislation, can set about rectifying that failure is what I Intend to demonstrate
today.

Tie quality of care In the nation's hospitals Is currently regulated In two
ways:

First, at the state level, licensing acts establish agencies responsible for set-
ting and enforcing standards to be met by hospitals operating within the state.
These state regulations have largely failed to treat the area of "quality of
(-are" with any degree of adequacy, and have not, moreover, been enforcetl
with much vigor.

Tito second means by which hospitals are regulated Is pursuant to standards
established by accreditational bodies. Of these bodies, one--the Joint Commls-
sh0n on Accrelitation of Hlospiltals (JCAll)-has national recognition and ex-
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tensive application. The J(AII is presently a private body composed of repre-
sentatives from six organized segments of American medicine: the American
Medical Association, the Amerlcan Hospital Association, tile American College
of Physicians, the American College of Surgeons, the American Association of
Iomes for the Aging, and the American Nursing Home Association. It Inspects
hospitals on a voluntary basis and grants accreditation based on compliance
with "standards" of hospital adequacy which It has established. Unfortunately,
these standards are far from being completely satisfactory. The very latest
standard, approved In April, 1970 and due to become effective January 1, 1971,
fall to prescribe requirements for out-patlent services, fall to consider the ade-
quacy of tile hospi,.l staff to meet the patient load, do not articulate a clear
responsibility on the part of the hospital to serve its community effectively,
do not consider the rights of tie patient with regard to such problems as subjec-
tion to experimentation and participation in clinical teaching programs, and
Ignore the question of quality of care "output" (i.e., the substantive findings of
patient care). Further, the standards do not specify what constitutes substantial
compliance with the standards for the purpose of accreditation.

There Is a third means by which American ho spitals are (or, more precisely,
might be) regulated, and that Is through federal review. At present, however,
this route Is almost wholly ignored. The role which might be played by the federal
government has gone by default to a private body, the JCAIJ, with the unhappy
results of which we are all aware. In 1005, when the federal Medicare program
was adopted, Congress chose to look to JCAII accreditation as the primary means
of certifying a hospital as a proviler under Medicare. Section 1801(e) of the
Social Security Act of 1965. 42 U.S.C. § 139x(e), sets forth certain minimal re-
quirements to be met by hospitals seeking reinibursement for services rendered
to Medicare beneficiaries. It also empowers the Secretary of Health, Education
and Welfare (IIEW) to establish "such other requirements as ihe] finds neces-
sary in the interest of the health and safety of individuals ... furnished serv-
ices in the Institution," but these "may not be higher than comparable require-
ments prescribed for the accreditation of hospitals by the (JOAII)." The statute
thus adopts the inadequate standards promulgated by a private agency, con-
trolled by physicians and hospital administrators, as the. upper liit which the
Secretary can demand. In this way, the federal government has been effectively
prohibited from upgrading through the Medicare program the quality of care
provided in the nation's hospitals. Once a hospital is accreditel by the JCAH. no
independent inspection or evaluation is even ordered by the government; JCAIt
accreditation Is tantamount to statutory approval of the hospital for reimburse-
ment as a Medicare provider. (42 U.S.C. § 1395bb.)

Unfortunately, the JCAII accreditation methods are to a large degree ineffective
and have led to a tendency toward pro formal reaceredItation. This Is demon-
strated by the fact that in 1968, of 130 state and local governmental hospitals
registered with the American Hospital Association, 128 were accredited. Included
among the latter were D.C. General Hospital, Boston City Hospital. and such
other problem-ridden institutions as Cook County Hospital In Chicago and New-
ark City Hospital. All but the last have come under public scrutiny in recent
months regarding (he deterioration of patient care and staffing. The fact that
such institutions are accredited despite obvious and admitted deficiencies attests
to the Inadequacy of the standards applied by the JOAH and the ineffectiveness
of the accreditation program In maintaining hospital quality.

Of course, not all hospitals wishing to participate in Medicare are JOAU
accredited. Those without accreditation must be Inspected to determine their
compliance with federal "Conditions of Participation", issued by the Secretary
of HEW. The results of these Inspections (carried out in most states, under
current HEW practice, by the state hospital licensing agency rather than by
federal Inspectors) are similarly Ineffective, if their goal is to monitor hospital
quality. "Substantial compliance" with the federal conditions in suffiient for
certification (20 C.P.R. §§ 405.1002, 403.1005), while hospitals failing to meet
even this broad test can yet qualify under a special "access" certification cate.
gory (20 C.F.R. § 405.1010) or be reimbursed by HEW for emergency E'ervlees
although unable to be certified in any category (20 O.F.l. §405.1011). Recent
data Indicate that as of June 30, 1970, there were 1,704 hospitals having deflclen.
cies but certified as providers, while another 411 were given special "access"
certification. Thus 25% of the 0,799 certified hospitals are not fully In compliance
with the federal conditions of participation.
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The reliance of Medicare certification upon JOATI accreditation, by which
accreditation automatically leads to certification as a Medicare provider, must
end. JOAH is a private accrediting body responsive to the needs of Its members
and In no way represents the interests of the hospital patient. Although the
JOAII thus fails to be accountable to the public, its standards have been Imposed
as ceilings for hospitals participating In Medicare. These are not minimum
standards, nor even suggested maximum standards, but mandatory ceilings:
requirements established by the Secretary of IIEW "may not be higher than
comparable requirements" prescribed by JCAII. This makes no sense whatso-
ever: in setting accreditation standards, the voting members of JCAhI--doctors
and hospltals-may decide to ignore or slight the interests of the public ill favor
of their own Interests, and yet the Secretary is powerless to make any changes
in favor of the public and to require higher standards as a condition for rein-
bursement under Medicare.

For these reasons, the health Insurance Benefits Advisory Council has strongly
ur-ged that Medicare certification standards no longer be controlled by the JCAII,
and that policy both on setting and enforcement of minimum quality standards
be set by the Government. (Health Insurance Advisory Council, Annual Rieport
on Medicare, 1966-1967, p. 9.) Time Council recommends amendment of the law
to remove the limitations on the Secretary's authority to establish health and
safety standards for hospitals, presently found in Section 1865, so that:

(1) The Secretary would have the authority to establish health and -safety
standards for hospitals commensurate with his authority to establish such
standards for other providers of services and for independence laboratories,
and

(2) The Secretary may, in the case of any national accrediting body with
standards for other providers of services and for independent laboratories,
lished by the Secretary for a class of providers or Independent laboratories,
find that such accreditation provides reasonable assurance that the condi-
lions of participation are met. (Recommendation 3.)

A further amendment to Section 1W5 is essential. As I have already noted,
the Secretary of hEW is granted authority by that section to establish "neces-
,ary" requirements for hospitals, and he has iti fact issued detailed regulations
pursuant to that authority as "Conditions of Participation for Hospitals," 20
C.P.R. § 405.1001 ct scq. These conditions at present are applicable, however,
only to hospitals which are not jCAII-accredited. (You will recall that once a
hospital has JOAH accreditation, the federal government requires nothing more
of it.) The present law permits such abuses as automatic certification of a hos-
pital accredited at some time in the past and not due for another JUAtl Inspec-
tion until some time in the future. The statute should be amended to provide
that JOAII accreditation shall constitute only prima face evidence of compliance
with the Conditions of Participation, and to authorize the Secretary to require
that the Conditions of Participation be met even by hospitals which are already
accredited by the JOAI.

The statute should also be clarified in another respect. Its present language can
be interpreted to permit the Secretary to issue standards in areas not covered
by-the JOAHI (i.e., non-"comnparable" standards). The Secretary has not chosen
to interpret it in this way. Revision of this language to make clear the Secretary's
authority and to extend It to accredited hospitals, as well. is required. As a re-
suilt of these changes, the Secretary would be guided to some extent by the JCAII
standards, but lie would also be free to develop his own.

A final suggestion for legislative change involves the need for some sort of
niechanismn by which patient and staff complaints can be considered. Recent re-
quests by hospital staff members for hearings in which they could present evidence
under Section 1007 of the Regulation (20 C.F.R. § 405.1007), to prove that the
hospital had defiiencies "of such a character as to seriously limit the capacity
of the Institution to render adequate care or which i)lace health or safety df
In(lividuals in Jeopardy," have been denied both by state agencies and by IIEW
on the ground that .JCAII accreditation precluded application of Section 1007. No
other provision in the statute or regulations allows such a "hearing". This should
be remedied by making explicit provision In time statute for:

(1) a mechanism by which evidence nmy be submitted to the Secretary by
consumers and hospital staff regarding either certification, or decertificatfon
by the Secretary under § 1007; and

(2) a mechanism providing for a proceeding under § 1007 upon receipt of
a(lequately documented consumer and/or staff complaints.
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These provisions would require the Secretary to make explicit findings on th6
evidence presented to him, would ipply regardless of JCAJi accreditation, and
would make such accrxlitation only prina face evidence of compliance with tile
Conditions of Participation.

These amendments to the current Medicare program can thus mean Improve-
ment in the quality of care provided in the nation's hospitals, not only for the
elderly, not only for the poor, but ultimately for all of us.

II

WE URGE THAT SECTION 1903(0), MANDATING COMPREHENSIVE SERVICE TO
MEDICAID RECIPIENTS, NOT BE REPEATED

Section 228 of the Social Security Amendments of 1970, proposed by 11.11.
17550, would repeal Section 1003(e) of the Social Security Act, 42 U.S.C. § 1300b
(e). The National Iegal Program on Health Problems of the Poor views this
amendment with great concern and would like to express its strong opposition to
the proposed repeal of § 1003 (e).

The purpose of Title XIX of the Social Security Act was, in the words of the
Act,

"... to furnish (1) medical assistance on behalf of families with dependent
children and of aged, blind, or permanently and totally disabled individuals,
whose Income and resources are insufficient to meet the costs of necessary medi-
cal services, . . ." 42 U.S.C. 5 1396.

Congress left no doubt about its goal of providing oomprehensire services to
substantially all of the icedy through Title XIX nor about. the seriousness with
which it Viewed that goal.

Congress provided that,
"The Secretary shall not make payments . . . to any State unless the State

makes a satisfactory showing that it is making efforts in the direction of broad-
ening the scope of the care and services made available under the plan and in
the direction of liberalizing the eligibility requirements for medical assistance
with a view toward furnishing by July 1, 1975, comprehcnsh'e care and servIce.
to substantially all individuals who meet the plan's eligibility standards with
respect to income and resources, including services to enable such individuals
to attain or retain independence or self-care." 42 U.S.C. § 1396b (e).

Even with the extension from 1976 to 1977 at which time all State Medicaid
programs must provide comprehensive medical care to substantially all needy,
Congress has continued to support the original goal of the 1965 legislation. The
proposed amendment, elimination of Section 1003(e) in Its entirety, Is a rejection
of that goal, and would, in the opinion of the National Iegal Program, vitiate
the most important medical care program for the poor in the United States.

Why Medicaid? Why should the Federal and State governments support a
comprehensive health service program for the needy? The basic premise upon
which the Medicaid program was enacted was that health car-' for all Americans
Is a basic right and not a privilege. Medicaid became an indirect medical service
program for the needy because the needy had no other way in which to secure
the right of health care, and the poor suffered--and continue to suffer-from
more morbidity and mortality than the non-poor. But to what extent are the
poor beset with health problems?

It is well known the number of chronic disease conditions and the annual ex.
perience of days per person of restricted activity, bel disability and time lost
from work are markedly greater for persons with low family incomes than
individuals with average or high family incomes.'

Sixteen poverty areas were Identified in 1061-1063 in New York City on the
basis of low income and frequency of social problems. Table I shows several
of the health problems of these neighborhoods compared to the rest of tile city:
a sixty per cent excess of infants who died in poor versus non-poor areas; women
who received postponed or no prenatal care during pregnancy and women who
died during childbirth experienced more than twice the expected city rates;
infectious syphilis was three times as great in poor areas: and low-birth weight
babies in poor areas were 1.6 times as frequent as in the remainder of the city.
When it is realized that fewer older individuals reside in poor communities than
other areas, the percentage excess of crude death rates (such as tuberculosis,
diabetes and pneumonia) tends to wilen not diminish.

Bergner, L. and Yerby, A. S. "Low Income and Barriers to use of Health Services"
New Eng. J. Med. 278: 541-546, 16OS.
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TABLE I.-NEW YORK CITY, HEALTH OR SOCIAL PROBLEMS IN POVERTY AREAS, 1961-631

Percentage
excess of

poverty
16 poverty areas over

Problem Total areas Rest of city other areas

Maternal mortality per t0,0 live births ............... 7.3 11.$ 5.0 136
Infant death rate per 1,000 live births ................. 26.2 34.8 21.8 60
Percentage of mothers driving late or no prenatal care. 22.3 38.4 14.0 174
Percentageolie born Infants weighing 2,500gm or less.. 9.7 12.7 8.2 55
Pe-centage of births out-o.wedlock ................... 10.5 20.3 5.3 283
Cases of infectious syphilis per00000 population ...... 95.6 206.7 51.8 299
Crude death rate per t00,OO0popuation:

Tuberculosis--------------------------------..9.3 15.3 6.9 121
Diabetes .................................... 226 34 22.3 5
Pneumonia and Influenza ........................ 44.5 53.5 41.0 30
Home accidents -------------------------------- 12.3 13.7 11.8 16

I Data from statistcal division, Department of Health, city of New York.

Immunization is a most important preventive measure in tije abatement of
connunicable disease. Again in New York City, in 104, studies revealed extreme
differences in terms of family income between Immunization status of children
one to four years of age (see Table 2).

TABLE 2.-FULL IMMUNIZATION OF CHILDREN I TO 4 YEARS OF AGE ACCORDING TO FAMILY INCOME AND TYPE
OF IMMUNIZATION (14EW YORK. 1964),

Percentage fully Immunized

Diphtheria,
pertussis, and

Family income tetanus Poliomyelitis Smallpox

W Upto $1,999-------------------------------------------- 5$0.7 23.9 44.8
000 to $ 31,999 .............................................. 64.5 40.1 69.1

$ 000 to ,999- ......................................... 77.7 55.4 5.1
00 to 7 .......*....*- ---------------------------- -82.5 63.1 81.8

80,O or more .......-------------------------- 90.6 66.0 92.6

SAdapted Ifrom: Immunization status of New York City population under 30 years of age, 1964 (New York City Depart-ment of Health).

It Is important to note that the New York experience is not unique. In surveys
undertaken by the National Center for Health Statistics, U.B. Public Ilealth
Service, it has been clearly documented that health stataus varies inversely with
family Income throughout this nation. For example, for persons under 65 years
of age in families earning less than $3,000 the rate of visual impairments was
36.8 per 1,000; the rate dropped considerably to 11.3 in families earning $10,000
or more.' The rate of hearing impairments for persons in the sub-$3,000 income
bracket was 90.0 per 1,000, while the rate in the $10,000 and over income cate-
gory was 32.4 per 1,000 -about a three fold Increase. With family income less
than $3,000 tie prevalence of speech defects Is 10.6 per 1,000, and that rate drops
to 4.8 per 1,000 when family income Increases to $10,000 and over.' Even after
standardizing for age, hearing impairments were twice as prevalent iII the
sub-$2,000 income group than in the $7,000 income bracket. In the 65 years and
over category, the rate was 50% higher for the low intoane group.

The incidence of inany forms of cancer, taken together, varies inversely with
Income. In a study comparing the sex, age, and race specific incidence rates of
21 types of cancer with income class, it was found that most types varied in.
versely with income class, several showed no relationship, and only one type--
breast cancer-varied directly.3 In the same study It was found that the pro-

*National 21enter for Health Statistics, U.S. Dept. hI.E.W., Public Ifealth Service,
"Medical Car-, lHealth Status, and Family Income, U.S.". Series 10, No. 9 (Government
Printing Ofice, Washington, D.C.) May 1004, p. 2.S Ibid., p. 34.

Ibid., p. 88.
S Dorn 11 1, and Cutler, S. J. "Storbidity From Cancer in the United States," Public

Health Aervice Publication NO. 590, U.S. Dept. l1.8i.W. (Government Printing Office,
Washington, D.C.) 1959, pp. 01-100.

-i,
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portion of reported and diagnosed eases wille still at the localized (and more
treatable) stages varies directly with Income; that is, poorer Individuals were
more likely to have their cases diagniosed at later, more serious stages.

As noted above, the likelihood that those who have a chronic condition
assMiated with an inability to carry on a major activity varies inversely with
Income. The age-adjusted rate for persons limited in carrying on a major
activity due to a chronic illness was 10.7% in the group earning less than
$3,000 and 4.1% of those earning $10,000 or more. The respective proportions
in the same Income categories unable to carry on a major activity (i.e., work,
school, household tasks) in any way were 3.0% and 1.3%.' Other sources docu-
ment the higher incidences of premalfurity among lower income classes. In one
study the prematurity rate in a hospital was 15% amoirg indigent patients and
7.5% among private patients."

In another study, 2,521 premature deliveries were observed in three hospitals
over a three year period. The age-specific incidence of prematurity varied accord-
lg to four socioeconomic classes, with the rate for the highest class under 20
years of age being 8.5 cases per 1,000 live births anl the corresponding rate
for the lowest class being 21.1."

Infant mortality and fetal mortality rates follow similar patterns. In 1964,
the U.S. Infant mortality rate for whites was 21.0 per 1,000 live births, while it
was 41.1 for nonwhites." The differential for fetal death rate was 13.0 deaths
ler 1,000 live births for whites and 27.5 for nonwhites, respectively. Since so
inany Negroes are poor and so many poor are Negro, we are really discussing
the same problenl under different headings.

Clearly then, the poor in this nation are affected by health problems more
severely than are the non-poor. But what Impact does disease have on tile poorfailily's income ?

It has been demonstrated that, aside front their -sources of payment, low
income families bear the greatest Impact of heavy medical expenses, as measured
by the Inlcdence of catastrophic health expenditures among families classified
boy size and income. In a survey reported in a May, 1970 article " (if Publio
Jicalth Reports, the official publication of the U.S. Public Health Service, it
wais indicated that more than 50% of families of 4 earning between $f',000 and

03.00 per annum incurred catastrophic health expenditures-that is, expendi-
tures exceeding 15 percent of annual ificome less $50 per family member; for
families of 4 earning between $5,000 and $6,000, the figure was less than 25
percent. Thus the poor are not only more frequently ill than others, but when
sick must withstand a greater financial burden than others, regardless of their
source of income. For those individuals able to bear the burden of lnedical
expenses, many are, In the words of Doctor Alonzo Yerby, "forced to barter
their dignity for medical services." " The existence of a comprehensive Medicaid
program for substantially all the needy will eliminate this Intolerable situation.

While Title XIX has resulted il Improved medical care for many, it has
also had another effect. Because of the existence of Medicaid, municipal and
charity hospitals have not expanded to accommodate the health needs of a
growing population as they would have in its absence; charitable organizations
which previously supported institutions providing free medical and related
services have committed their funds elsewhere; and numerous recipients have
not made alternative arrangements for medical care In lieu of reliance on
Medicaid. There are, however, alternatives that Medicaid programs might em-
ploy to insure economic efficiency and program effectiveness. It Is the position
of the National Legal Program on Health Problems of the Poor that If such
alternatives were utilized better methods of delivering personal health services
could be obtained Insuring both appropriate cost control and consumer accept-

SDorn . F. and Cutler, S. J., Ibid., pp. 116-117.
'National Center for Health S.:atistlcs, U.S. Dept. Ii.E.W., Public Itealth Service,

series 10. No. 45. "Limliations of Activities and Morbidity De to Chronic Conditions, U.S.,
July 1O005-June 1960." (Government Printing Office. Washington. D.C.) May 1968, p. 0.

" Griswold, D. M. and Cavanagh, D., "I'remiturity-Tbe EpIdemlologic Profile of lligh-
Ri.k Mother," American J. of Obstetrics and Gynecology 06: 87"8-882, November 1966.

9Donnelly, J. F., et al., "M t1ternal, Fetal, and Environmental Factors In Prematurity,"
American J. of Obstetrics and Gynecology 88: 018-928. April 1004.

10 hunt, . P. an(l Huyek. . H., "Mortality of White and Nonwhite Infants in Major
U.S. Cities," health, Education and Welfare Indicators, Dept. II.E.W., January 1066,

1 Tucker. M. A., "Effect of Heavy Medical Expenditures on Low income Families,"
Public Hfealth Reports 85: 419-425, 1070.

2Terb. . A. S., "The Disadvantaged and Health Care," Amer. J. of Public Health 5:
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ability. Thus, If such alternatives were implemented, it would not be necessary
even In the face of spiraling costs in the open medical market place to retreat
from the goal of comprehensive health services for substantially all the poor.

Since the latter part of the 1930's several organized practice arrangements
have emerged that have demonstrated the capacity to control medical care
costs, provide effective services, and render high quality care. What types of
organized practice arrangements are they?

1. Prepaid Group Practice Programt where medical personnel are located in
one site and where there is a use of common resources such as laboratory and
x-ray equipment and clerical staff. Group practice projects either provide for
directly or arrange for In-p,tieit hospital services as well as rendering
ambulatory care.

2. The Foundation for Medical Core Plans, best represented by the San Joaquin
Foundation in California. Foundations provide direct peer review of costs and
quality of services rendered by participating Foundation physicians, the vast
majority of whom practice In Individual office. Foundations can contract directly
with insurance carriers to perform line peer review or can assume part of the
carrier function of collecting the prepaid premiums as well as reviewing the
price and quality of services rendered by participating physicians. Most Foutt-
dations, at the present time, onry have administrative control over physician
services and not hospital care, extended care facility services, home health
services and pharmaceutical services.

& The Physieians Association of Clackamas Coanty (PATO). Fashioned shii-
larly to the Foundation for Medical Care Plans, the Physicians Association Is a
non-profit physician sponsored prepaid medical service plan. The physicians as-
sume the underwriting risks rather than other insuring organizations such as
commercial health insurance carriers or Blue Cross-Blue Shield. The vast
majority of plans offered by PACO provide for inpatient, outpatient, and physi-
cian services.

4. Neighborhood Health Centers which are group practice operations located
in the community providing, in addition to basic medical care, a variety of healthrelated services. In some instances, in-hospital care Is also provided either directly
or Indirectly by contract.

In the above cited organized practice arrangements, five characterlstics emerge
representing programmatic aspects which can be objectives for Title XIX pro-,
grams. Several of these characteristics are common to all five programs.

1. Two basic services are offered or provided by private or public contract:
ambulatory and hospital care that are administratively integrated. These com-
prehensive services are provided in such a fashion as to emphasize utilization
of ambulatory care and de-emphasize the use of In-hospital activities.

2. Defined population: Individuals are enrolled on a prospective basis by
place of residence, employment, relationship to an insurance carrier or by means
of a number of other factors.

3. Prepayment: The cost of the health services is arranged over a specified
period of time between the consumer or his agent and the provider organization.

4. Integrated management which does the following:
a. Negotiates what services are to be covered (insurance companies call

this "the benefit package") and Its cost between the provider and potential
enrollees or their agents.

b, Designs and executes policies of management that either affect or has
the potential to affect time activities of the provider. Management policies
can vary it content; they can be rather stringent, even to the point of
determining what options the physician Is allowed in treating various disease
states, to rather loose policies which fix charges for medical services. But
in all cases there are management policies which are recognized as such
and are agreed upon prior to participation by the provider, be that provider
an individlal or Institution.

5. Peer and utilization review: Provides within the framework of the organi-
zation peer and utilization review of the cost and quality of services. Peer arind
utilization review occurs on a regular basis and form part of the back-drop for
establishing and executing medical policy.

But what do these characteristics lead to? What, if anything, indicates that
these "loose" or "tight" systems are more effective, more efficient, than the
ordinary mechanism by which medical care is rendered in this country today.

1. Utilization of Ambulatory Care in Prepaid Group Practices. In a recent
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stufly " Ol Age Assistance (OAA) recipients who used a prepaid group practice
prograin (IIIP1) were compared to other OAA recipients using the traditional,
fee-for-service welfare system. Among other parameters, ambulatory care utiliza-
tion rates of these two similar groups were studied.

It was found that for the IIIP/OAA group, the percentage of non-users
decreased from 37% to 30%o' during the study year. The non-IHP/OAA
non-user group remained the same at 45%.

Although 4'2% of the non-IIIP/OAA group received services in their honies
and 58% went to the medical office, only 19Vo of the IIiP/OAA group were
sen in'te home; 81% of their visits were in the physician's office.

Aggregate figures are even more striking. Of the IIIP/OAA group, those
who didn't receive any services whatsoever, prior to enrollment, averaged
at the end of the year 3.1 visits. Those who began the program by using
more than 10 visits per annumn, were averaging 9.1 visits at the end of the
year. The experience of the non-HIP/OAA was quite different. At the end
of the study year, non-users were engaging with the physician 1.3 times.
Frequent users (more than 10 contracts per year) increased their usage to
14.7 times per annum. Displayed against the experience of the non-IIIP/OAA
group, the low utilizer OAA recipients in HIP appear to have increased their
usage pattern beyond the non-IIJP/OAA users and the high utilizer OAA
recipients decreased their utilization characteristics, both In terms of their
past experience and the experience of the non-HIP group.

2. Utilization of Ambulatory Carc in Neighborhood Health Centers (A,1I6).
In the most recent experience of the OEO health programs, ambulatory utiliza-
tion averaged at 4-5 visits per enrolled person per annum. A recent in-depth study
of six SItC's confirms this experience." Research" It dealing with prepaid
group practice, of which the NIJO can be an example (although method of capi-
tation [annual budget] and characteristics of plan membership [poor and near-
poor] are quite different thar the privately offered preptild group practices),
found no significant utilization abuse of the services offered In a prepaid group
practice setting.

3. Utilizatior of Hospital Care In Prepaid roup Practices. Perhaps more than
any other dimension, it Is in the area of hospital utilization where differences
between the several modes of organization can be noted. DonabedIan,3 In an
excellent review of the literature dealing with prepaid group practices, sum-
marized seven studies dealing with hospital utilization.

Donabedian and others have found the utilization of In-patient hospital serv-
ices decreased by at least thirty per cent in prepaid group practice programs.
The tremendous savings of such a reduction are obvious immediately in terms
of national expenditures for health care. In a recent report 1' the Kaiser Founda-
tion Health Plan (a prepaid group) practice) hospital experience was displayed
against the overall California hospital experience.

It would appear that there is less use of hospital beds for Kaiser enrollees
than other Californians, even after adjustments for age are made. Again, the
sizable reductions appear to be due to lower admission rates.

Kaiser, Kaiser,
northern southern

Item California California California

1. Hospital days per 1,000 .................................... 532 520 891
Age adjusted ............................................ 612 ............ 891

2. Average length of stay -------------------------------- 6.6 6.0 6.5

12 Shapiro. S. ; Williams. J. J. ; Yerby. A, S. : Densen. P. M. , nnd Rosner, If., "Patterns
of Medleal Use by the Indig(-nt Aged Under Two Systems of Medical Care", AJPH 57:
75-784-. M7.

I' Cos 8 ,tsdy ofi Sfx ASlrcted Nctghborhood 'I'rlth Center,, O.f0O. dnpublilshed datn.
Is Anderson. 0. W. fnd Sheatsley, P. B., Comp. Medical hsiurarre: A ,tudy of Costs,

U/e and Attitude# Under Two Plans, Research Series No. 0, (N.Y. : Health Info. Foun-
dation. 1959).

tdFamilfy Mceial Care Under Three Types of Hl th Insarance, School of Pnblic
Ifealth and Administrative 'Medicine, Coluimbia. University, (N..: Foundation on ]Fm-
plovee Hfealth, 'Medical Care and Welfare. Inc.. 1082).

1~ Conmrnlttee for the Special ReAearch Project In the HIP of Greater X.1'. Health and
Medical Care in N.Y.O. (Cambridge: Harvard Universitv Press, 1057).109

Is Donabeinn. A.. "An Evalt ton of Prepaid Grouip P~ractice," lnqtifry, N'7. Sept. .109
"tReport of the National Advisory Commission on Health Manpoweer, 1Vol. I, Nvm

ber 1967.

I
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But what causes lower admission and/or ave -ge length of stay rates that
lower so dramatically patient day rates in organized systems of care? Some
would argue that it is a lessening of the quality of care, postponement of serv-
ices to a later point in time. According to the report of the National Advisory
Commission on Hfealth Manpower,*' this did not appear to be the case. Tile major
cause for reduction rests with the marginal reasons for hospitalizing patients-
elective surgery, admissions -due to upper respika tory Infections, and hospitali-
zation for diagnostic procedures that could be handled on an ambulatory basis.
Perrottft reviewed the experience of the Federal employees who participated

in the Federal Employees Health Benefit Program. He discovered that rates for
surgical procedures consistently have beert lower for those who opt into an or-
ganized system than those who do not, even though there appear to be no med-
ical/surgical differences between patients In group practices and non-group prac-
tices.

Rate of group Rate of nongroupProcedures practice practice

All procedures ............................................. . .0.42
Choiecystectomy .............................................. -- .; .........' .73
female surgery ......................................................... .. 51Appendectomy .......---------------------------------------. 50Tonsillectomy and/or adeno.dectomy--------------------------------------.23 1

4. Utilization of Hospital Services in a Neighborhood Health Conter. (N11O).
Three studies have been done that have looked at this aspect. Two have been
published; the third is In press. The first study," published In the Nelo England
Jour al of Medicine, analyzed the effect the operation of a Neighborhood Hefilth
Center had on the uses of in-patient hospital services in the city of Boston.
Although the study can be criticized on two accounts (that of small sample size
and difficulty in tracking patients referred from the NIIC to all available hos-
pitals), the direction that the organized primary health care program had on
hospital utilization is important. Essentially what was found was that the de-
mand for hospital services was reduced dramatically over a three year period.

The second study " dealt with a defined population using hospitals in only one
system-the Kaiser Foundation Medical Care Plan In Portlai.t. Oregon. The un-
der-65 annualized hospital utilization rate for the OEO population was 472
days per 1,000 persons compared with 415 days per 1,000 for the general health
plan membership. After an age and sex adjustment for the OEe group was made,
the bed-days were approximately 620, which is considerably less than the ex-
perience of welfare recipients nationally. One must keep in mind the larger
percentage of women in the child bearing ages in the OEO population which
probably Increased the use of hospital obstetrical services, thus contributing
to the 620 bed days. The third study," yet unpublished, is the experience of the
Mile Square Health Center in Chicago, Illinois. Through the organized system of
primary (ambulatory) care in a Nile in the city of Chicago, the utilization of
the hospital was decreased by somie 30%.

5. Summary of the Ff]cct of Organizcd Practice Arrangcncnts on the Utiliza-
tion of Ambulatory and Hospital Services.

a. There appears to be no abuse, either in ternis of over or under utiliza-
tion, of ambulatory services in the organized practice arrangements.

b. There Is, however, a redistribution of the demand for ambulatory serv-
ices: low utilizers tend to increase their demand characteristics; high uti-
lizers tend to decrease their usage.

9 Ibid., pp. 222-224.f1 Perro t, 0. S. and Chase. I. C., "The Federal Employees Hfealth Benefits Program:
Sixth Term Coverage and Utilization," Grourp Halth and Wclfore News, Special Supple-
ment. (October 106,).

" Bellin, S. S.; Gelger, I. J.; and Gibson, C. D., "Impact of Ambulatory-lealth-Care
services on the Demand for Hospital Beds," NEtJA, Vol. 280, No. 15, Apr. 10, 19069. pp.

809-,412.
h "Colonbo, T. J.; Saward, E. W.: and GreenlIck, X. R.. "The Integration of an OF.OHealth Program Into a Prepaid Comprehensive Group Practice Plan", A-JPI. Vol. 59, No. 4,April 169,. Additional Information supplied by Mr. Colombo on May 8, 1970.
g Personal conversation with Mr. Gerald Sparer, Chief, Office of Program, Planning, and

Evaluation, OEO, Office of IHealth Affairs.

I
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c. There appears to be a significant reduction in the use of hospital beds
in organized systems which in the afore cited studies ranged around 30%.

Costs of providing health care are, of course, a major concern of the National
Legal Program, as well as of Government.

1. Cost of (fare it, Group Practices. Donabedlan I has combined several studies
dealing with tile costs of providing health services In a variety of systems. It
can be gleaned from his study that costs are less across the board for services
offered In a prepaid group practice than the fee-for-service, solo practice ar-
rangement. In sonic instances the service package for organized systems pro-
vides more service benefits than the competitor; never are the organized sys-
tern's service benefits fewer.

2. Cost of Care in Foundation for Medical Care Systems. Recently, a stud$-
was published that described the costs of rendering services to a Title XIX
eligible population through a Foundation for Medlcal Care Program In Callfor-
ida (San Joaquin Foundation). The State of California had arranged prepay-
ment for ambulatory physician services for three categories of Title XIX
eligibles. The experience of the Foundation was tlheri compared to the experi-
ence of a similar population (of both recipients and providers) and inI a connty
in southern California somewhat Identical to Sp.n Joaquin but without a
Foun(iation activity.

AVERAGE COSTS PER PATIENT: ALL PHYSICIAN NS, PARTNERSHIPS, AND GROUPS

Percent
San Joaquin Ventura County difference

Total ----------------------------------------------- $31.77 $40.05 26.1
Individual physicians -------------------------------------- 34.67 38.78 11.9
In area ------------------------------------------------ 33.85 37.77 11.6
Out-of-area ------------------------------------------------ 46.13 46.88 1.6
Partnership and group -------------------------------------- 25.99 51.25 97.2
Inarea --------------------------------------------------- 25.54 ...............................
Out-of-area ---------------- --------------------------- 37.65 ...............................

The costs for rendering services through tihe structure of a Foundation wa.
considerably less (26.1% less to be exact) than fee-for-services, solo medical
practice. However, if total costs are compared, time story is quite different.
Although medical services were less in San Joaquin (ostensibly because of the
operation of the Foundation) than in the comlmrlson county, when prescription
drugs and services. private hospital care, home health agency sc-vices and nurs-
ing home activities were Included, the cost profiles .omnewhat chaliged. For all
services, San Joaquin averaged $147.94 per person as opposed to Ventura Coanty
which averaged $143.36 per person. This still does not, however. mitigate the
apparent savings Incurred when ambulatory services are provided within the
context of an organized, self-regulated system.

3. Costs of Services Offcred in the Nci.qhborhood Health Center. One difficulty
that constantly besets an economic analysis of tile NIIC's is how to break (town
costs. Physician and other niedical personnel salaries. cost and a mortization of
facilities, and medical supplies expenses can all be included inI tile expenses of
delivering medical services. But what of the training programs and other sup-
port services such as out-reach and community organizations so imnlportaht to tile
Health Center? Where are they placed In tile budget? Factoring out just the
components that are responsible for delivering medical care and all the support
functions that are necessary to that end. It appears that an ave, age Inedical visit
(physician, nurse, facility. equipment. medical supplies. drugs, laboratory, and
X-ray) Is approximately $20 to $25 per visit." This Is not unreasonable when
compared to the costs of producing personal l:ealth services In the open market
place.

It is not the intent of the National Legal Program on Health Problems of
the Poor to identify only one way in which health care services can be organized
to generate personal health care. We believe, as many do, that there are many
alternatives that must be tested and supported. But that there are viable alt,,r-
natives Is a relevant point to make. And the active implementation of those

r- Donabedian, op. cit.
Oartslde, P. B. and Procter, D. M., "Medicaid Services in California Under Different

Organization Modes, Physician Participation In the San Joaquin Prepayment Project,"
*,,chool o iPublto iHalth UCLA, Report So. 1, January 1070.

Personal conversation with "Mr. Gerald Sparer, O.MO.
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options will foster an environment in which it will not be necessary to preclude
many of the poor from participation In Medicaid or eliminate certain health
services because of skyrocketing costs. It is our position that costs can be con.
trolled through organized practice arrangeibent, and that should be the salient
concern of Congress, not tL'e elimination of the primary goal and thrust of
Title XIX.

It may be that those who drt.fted II.R. 17550, noting that the application of
Section 1903(c) has been suspended, concluded that It served no purpose and
therefore decided to delete it from thq Act. As attorneys working in the area of
health problems of the poor, we ,ui "sure you that the presence of the Section
in the Act, together with the preseit II.E.W. regulations, has served a very
Important purpose. We therefore urge Congress not to repeal Section 1903(e).

The CHI I A4 N. Thank you very much.
The next witness will be Mrs. Elizabeth Boggs, chairman of the Gov-

ernmental Affairs Committee, National Association for Retarded
Children.

Is Mrs. Boggs here?
(No response.)
The CHAIRMx\. Then we will call the next witness, Mr. flarry Wil-

lianis, chairman of the American Insurance Association and chairman
of the board and president of the Hartford Insurance Group.

STATEMENT OF HARRY V. WILLIAMS, CHAIRMAN, AMERICAN
INSURANCE ASSOCIATION; ACCOMPANIED BY DeROY THOMAS,
STAFF, HARTFORD INSURANCE GROUP; AND ANDREW KALMY.
KOW, COUNSEL, AMERICAN INSURANCE ASSOCIATION

Mr. IWVm~ITAs. Mr. Chairman, my name is 1-arrsy V. Williams. I am
chairman of the board and president of the I-Iartford Insurance Group,
and chairman of the American Insurance Association, on behalf of
which I have the privilege of appearing before you today.

I have with me two associates, Mr. DeRoy Thomas of the Thartford
staff, and Mr. Andrew Kalmykow of the Aiherican Insurance Associa-
t ion sta fT.

The American Insurance Association is a national nonprofit organi-
zation composed of 106 stock insurance coml)anies writing all lines of
casualty Iad property insurance, including workmen's compensation
throughout the United States.

It is my purpose to deal with only one important aspect of h.R.
17550. That is, the adverse impact it will have upon our workmen's
compensation system and upon injumd employees and their del)end.
ents who are protected by that system as well as their employers and
insurance carriers.

Our member companies are vitally concerned with the satisfactory
operation of the compensation system. They feel it is important that
social security and workmen's compensation be coordinated so that the
proper development of each system be not impeded. They and many
others are firmly convinced that the overlap of social security and
workmen's compensation must be kept to a minimum if irreparable
damage to the latter is to be avoided.

We believe thet a substantial advance towards this objective was
made when, as a result of the recommendations of this committee in
1965, the extent of the overlap was limited-section 224, Social Secu-
rity Act, section 424, United States Code Annotated. Under this pro-vision, social security disability benefits when added to workmen's

visin, scia secritydis
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compensation may not exceed 80 percent. of an employee's avera qe cur-
rent earnings before (lisa)ility. This placed a limitation oil tle un-
desirable duplication of such benefits which had existed since 1958.

This committee then stated:
The committee Ias taken note of the concern that has been expressed by many

witnesses in the hearings about the payment of disability benefits concurrently
with benefits payable under State workmen's compensation programs . . . Al-
though there is some dispute as to the number of workers who receive benefits
under these two programs and whether these payments are excessive, the coin-
mittee believes that it is desirable as a matter of sound principle to prevent the
payment of excessive combined benefits. (Social security amendments if 1965,
report of the Committee of Finance, U.S. Senate to accompany II.R. 6675, 89th
Cong., First ess., calendar No. 3S9, Rept. 404, part I, p. 100.)

Tihe current bill, section 114. would destroy this limitation and
i)ermit. combined benefits ulp to 100 percent of average current earnings.

Since income and social security" taxes would not have to be laid,
and other expenses of employment would not have to be incurred, an
emllployee receiving these combined benefits would have a higher net
income than lie did when working. 1'his would remove any incentive
for rehabilitation.

Relabilitation is a socially beneficial keystone in both workmen's
com ensation and OASDI, as well as in all )Irivately funded employee
welfare programs. Motivation is extremely important for successful
rehabilitation and economic incentives are significant in creating such
motivation. Appended to this statement are Feveral typical examples
of cases where rehabilitation was impeded b3 lack offinancial incen-
tives.

More iml)ortantly, however, adoption of this proposal would result
in a freeze of workmen's compensation benefits at current levels.
Workmen's compensation is a medical care and par-tial wage loss re-
placement. l)rograin. If social security disability benefits supl)lement
workmnen's compensation up to 100 percent of wages, the State's in-
centive to increase compensation benefits is eliminated.

Benefits would tend to remain static niot onfly with respect to the
type of injuries for which social security disability benefits are pre-
sently being made, but. also to other disabilities to which the Social
Secur-ity Act is likely to be extended either through legislation or
broadened interpretation. This will adversely affect the many perman-
ently injured ein)loyees who are not entitled to social security benefits
but. must rely on workmien's compensation alone.

Even the present 80 percent. provision has had a chilling effect. on
compensation benefit increases. For example, prior to tile enactment
of social security disability benefit legislation in 1956, maximum
weekly compensation for permanent total disability was usually the
same as that. )ayable uder the State act, for temporary total dis-
ability. Since then, 11 States have provided lower benefits tor l)ermaii-
ent. total disability. That. is the type of disability where payment of
both social security disability benefits and worknen's compensation is
most likely to occur. Yet not all injured employees are entitled to belie-
fits from bot.h sources.

These States and the dates when the changes in benefits were enacted
are as follows:

Alaska, 1959; California, 1959; Illinois, 1965; Iowa, 1959; Missouri,.
1959; Montana. 1969; New York, 1968; Ohio, 1967; Oklahoma, 1957:
Oregon, 1959; Rhode Island, 1959 but difference re-stored 1959.
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The adverse effect on eml)loyees is illustrated by the situation in
New York. Il that State this year temporary disability benefits were
increased to $95 a week, but persons suffering permanent disability,
either total or partial, had their increase limited to $80 a week. Most
of these individuals are not entitled to social security disability bene-
fits. They lost $1 a week as a result of even the current SUl)l)lenventary
provisions of the Social Security Act..

According to figures of the Social Security Administration as of the
end of AprIl 1970, there was 19,481 disable workers affected by the
workmen s compensation offset provision. In New York alone for the
year 1966, the latest available data, 49,968 employees suffered peruia-
nent partial disability and 173 suffered permanent total disability.
Compensated cases closed 1966, New York Workmen's Compensation
Board, Bulletin 21, research and statistics table 3, page 22.

Thus, in that State alone, far more employees have already been
penalize(d by the existing provision of the Social Security At. thanwoul be benefited countrywide by the prol)osed SUp)l)letnentary bene-

fit. A relatively small beiflft for the few would have serious adverse
financial effect on the many.

It is most unlikely that any increase for permanent disability would
have been enacted in New 'York this year if combined social security
and workmen's compensation, as proposed in the bill, could have
equaled 100 percent of wage. Maximum weekly compensation beie-
fits for temporary disability have increased more than the 31 percent
countrywide since 1965 vlien the l)resent l)rovision coordinating social
security disability benefits and i orkmen's compensation was enacted.

This exceeds the increase in the cost of living for that period. The
countrywide maximum average for temporary disability is now more
than $t0.50 a week and amounts to more than 68 percent of take-home
pay. This trend might be reversed if the proposed amendment is
a(opted. Tables indicatmg compensatiomn benefits for both temporary
disability and permalmint d isability in relation to wages and take-home
pay are attached.

It is to be noted that in all compensation cases, medical l)aymeaits are
provided, usually unlimited in time and amount. Thus, the injured
employee does not have to bear the cost of medical care for his injuries.
He is in a much better financial position than other disabled individ-
nals not covered by workmen's compensation.

The disabled en'ployee and his family who is entitled to work-
men.'s compensation as well as social security disability benefits re-
ceives far more than those entitled only to social security benefits.
Thus, one cannot properly regard the offset provision as a reduction
in social security benefits, as some have, contended, but rather social
security should be regarded as a suppement to workmen's compensa-
tion. Under existing l)rovision allowing combined benefits up to 80
percent of wages, they are already receiving far more than other social
security disability beneficiaries.

rcferably, of course, social security should not duplicate or supple-
ment workmeen's compensation. When social security disability benefits
wee thirst adopted in 1956, there was no duplication. Workmen's com-
pensation was deducted from the disability benefit. This provision was
unexpectedly repealed in 1958, without adequate opportunity to be
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heard and apparently without realization of tim adverse effects of the
change.

Duplicate benefits considerably in excess of wages were frequently
made. Some States tried to reduce compensation benefits or provide
lower benefits for long-term injuries where duplication was likely.
These adverse effects on compensation benefit levels and on rehabilita-
tion became evident and the Congress, upon the recommendation of
this committee, we believe wisely, in 1965 enacted the existing provi-
sion. This in itself was a compromise for many contended that the full
offset provision which was originally in the law should be reenacted.
The current 80-percent provision was adopted as a compromise and is
roughly equivalent to the economic loss in most cases.

Section 114 of 1.R. 17550 would virtually repeal this provision and
cause a return to the unsatisfactory conditions which existed before
1965.

11Te all share great sympathy for the plight of a. disabled person, but
we believe that the advocates'of change in the present provisions co-
ordinating workmen's compensation and social security do not realize
the adverse effects of their proposal on injured workmen. We are
pleased to note that the Social Security Administration, upon ques-
tioning by a member of this committee at an earlier hearing, expressed
opposition to enactment of section 114. We respectfully urge you to
support that position.

(Appendices to the above statement follow. Hearing continues on
p. 912.)
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APPENDIX A

Maximum work-
men's compen-

Taxes (Federal sation tempo-
Average weekly income and rary total disa. Percentage ol

State wageI FICA)' Take-home pay bility benefit take-home pay

Alabama.--............ - -14.4 198. 2957
Alaska ..................... 79. 1 71
Arizona .................... 130.29 17.05 113.24 152.50 135
Arkansas .................. 94.34 9.53 84.81 49.00 58
Calitornia .................. 136.36 18.15 18. 21 87.50 74
Colorado ................... 116.40 14.19 102. 21 59.50 58
Connecticut ................ 128.26 16.2$ 112. 00 80.00 71
Delaware ................... 112.11 13.18 98.93 75.00 76
District of Columbia --------- 119.69 14.35 105.34 70.00 66
Florida ................... 106.4 12.23 94.$1 56.o 59
Georgia .................... 102.85 11.24 91.1 50.00 55
Hawaii ..................... 136 55 18. 15 118.40 112.50 95
Idaho -------------------- 121.63 15.14 106.49 99.00 93
Illinois .................... _ 129.02 16.29 112.?3 91.00 81
Indiana ............ ------- 117.34 14.23 103.11 $7.00 55
Iowa ..................... _ 114.22 13.28 100.94 61.00 60
Kansas .................... 115.15 14.13 101.02 56.00 55
Kentucky .................. 108.35 12. 30 96.05 52.00 54
Louisiana ------------------ 116.20 14.18 102.02 49.00
Maine ..................... 101.99 11.20 90.79 73.00
Marylan2 .................. 14.18 102.10 481.50 so
Massachusets ---------- _--- - 1- -4 15.22 108.12 88.00 81
Michigan ................... 137.55 18.20 119.35 104.00 87
Minnesota ------------------ 118. 51 14.29 104.22 70.00 67
M issippi ............ 93.23 9.08 84.15 40.00 48
Mssour ................... 115.47 14.14 101.33 63.50 63
Montana ................... 129.78 16.33 113.45 '65.00 57
Nebraska .................. 111.27 13.14 98.13 55.00 56
Nevada I ------------------- 131.25 17.12 114.53 79.96 70
New Hampshire ............. 109.80 12.31 97.43 67.00 69
NewJersey ----------------- 117.12 14.22 102.90 91.00 88
New Mexko ................ 116.79 14.21 102.58 48. 00 47
New York .................. 120.92 15.10 105.82 95.00 90
North Carolina .............. 99. 05 10.$5 88.50 50.00 56
North Dakota a ........... --- 106.43 12.21 94.22 94.00 100
Ohio ..................... 137.40 18.20 119.20 63.00 53
Oklahoma .................. 106.18 12.20 93.98 49.00 52
Oregon .................... 131.62 17.12 114.50 80.00 70
Pennsylvania ............... 120.51 15.08 105.43 60.00 57
Rhode Island- -- ----------- 114.80 13.31 101.49 82.00 81
South Carolina -------------- 97.13 10.06 87.07 50.00 57
South Dakota ......--------- 105.52 12.16 93.36 50. 0 54
Tennessee ................. 100. 61 11,13 89.48 47.0 53
Texas ---------------------- 113.34 13.24 100.10 49.00 49
Utah ....................... 113.41 13.25 100.22 65.00 65
Vermont .......... -------- 111.38 13.15 98.23 61.00 62
Virginia .................... 104.62 11.32 93.30 00 66
Washington I ------------- 135.50 18.10 117.40 R 23
West Virginia I .............. 131.00 17.09 113.91 65.50
Wisconsin .................. 120.06 15.06 105.00 79.00 75
Wyoming I ----------------- 165.70 12.17 93.53 63.46 68

Average .............. 118.10 14.27 103.83 70.75 68

I National Council on Compensation Insurance, Dec. 31, 1969, wage data.
2 4 exemptions.
s As of Sept. 1, 1970.
'First 42 days at $55, then $81.50 for duration.
a During first 26 weeks, then $60.
* U.S. Department of Labor, Bureau of Labor Statistics, August 1910.

47-520 -70-14t. 2-371
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APPENDIX B

Maximum
workmen's

compensation
Taxes, Federal permanent

Average income and Take-home total disability Percentage of
State weekly wage I FiCA I pay benelit take-home pay

Alabama ---------------- $98.29 $10.52 $81.77 $50.00 57
Alaska ..................... 214.24 34.98 179.26 s82.55 46
Arizona .................... 130.29 17.05 113.24 152.50 135
Arkansas ------------------- 94.34 9.53 84.81 49.00 58
California ------------------ 136.36 18.15 118.21 52.50 44
Colorado ------------------- 11,6.40 14.19 102.21 59.50 58
Connecticut _-------------- 128.26 16.26 112.00 80.00 71
Delaware ------------------- 112.11 13.18 98.93 75.00 76
District of Columbia -------- 119.69 14.35 105.34 70.00 66
Florida --------------------- 106.84 12.23 94.61 56.00 59
Georgia -------------------- 102.85 11.24 91.61 50.00 55
Hawaii --------------------- 136.55 18.15 118.40 112.50 95
Idaho --------------.. ----- 121.63 15.14 106.49 99.00 93
Illinois --------------------- 129.02 16.29 112.73 71.00 60
Indiana -------------------- 117.34 14.23 103.11 57.00 55
Iowa ---------------------- 114.22 13.28 100. 94 56.00 55
Kansas -------------------- 115.15 14.13 101.02 56.00 tj
Kentucky ---------------- 108.35 12.30 96. 05 52.00 54
Louisiana -.---------------- 116.20 14.18 102.02 49.00 48
Maine --------------------- 101.99 11.20 90.79 73.00 80
Maryland ------------------ 116.28 14.18 102.10 85. O83
Massachusetts -------------- 123.34 15.22 108.12 88.00 81
Michigan ------------------- 137.55 18. 20 119.35 104.00 87
Minnesota ------------------ 118.51 14.29 104.22 70.00 67
Mississippi ---------------- - 93.23 9.08 84.15 40.00 48
Missouri ------------------- 1 15.47 14.14 101.33 58.00 57
Montana ------------------- 129.78 16.33 113.45 '65. 00 57
Nebraska ------------------ 111.27 13.14 98.13 55.00 56
Nevada I .--------------- 131.65 17.12 114.53 66.46 58
New Hampshire ------------- 109.80 12.37 97.43 67.00 69
New Jersey ----------------- 117.12 14.22 102.90 91.00 88
New Mexico ---------------- 1 16.79 14.21 102.58 48.00 47
New York ------------------ 120.92 15.10 105.82 80.00 76
North Carolina .............. 99. 05 10. 55 88.50 50.00 56
North Dakota I -------------- 106.43 12.21 94.22 94. 00 100
Ohio & -------------------- 137.40 18.20 119.20 56.00 53
Oklahoma ------------------ 106.18 12 20 93.98 43.00 46
Oregon- ------------------ 131.62 17.12 114.50 62.50 55
Pennsylvania --------------- 120.51 15.08 10. 43 60. 00 57
Rhode Island --------------- 114.80 13.31 101.49 82. 00 81
South Carolina ------------- 97.13 10.06 87.07 50.00 57
South Dakota --------------- 105.52 12.16 93.36 50.00 54
Tennessee ----------------- 1 00.61 11.13 89.48 47.00 53
Texas ---------------------- 113.34 13.24 100.10 49.00 49
Utah ----------------------- 113.47 13.25 100. 22 65.00 65
Vermont ------------------- 1 11.38 13.15 98.23 61.00 62
Virginia -_---------------- 104.62 11.32 93.30 62. 0 66
Wasington ---------------- 135.50 18.10 117.40 81.23 69
West Virginia I -------------- 131.00 17.09 113.91 65.50 58
Wisconsin ------------------ 120.06 15.06 105.00 79.00 75
Wyoming S ----------------- 105.70 12.17 93.53 63.46 69

Average -------------- 118.10 14.27 103.83 67.46 65

6 National Council on Compensation Insurance, Dec. 31, 1969, wage data.
24 exemptions.
'Aso1SepL1 1970.
4 During first Y6 weeks, then $60.
a U.S. Department of Labor, Bureau of Labor Statistics, Aug. 1970.



APPENDIX C.-WORKMEN'S COMPENSATION, BENEFITS FOR TOTAL DISABILITY

Maximum percent Maximum weekly

Temporary Permanent Temporary PermanentState
Maximum period

Temporary Permanent

Maximum total

Temporary Permanent

Alabama...
Alaka ......................

Arkansas - --------.......-------------
California ---------. . . . . . . . . .Colorado .......................................

Connecticut -------------- -------
Delaware
District of Columbia..............................
Florida --------------Georgia ............ :.......:::: ..........
Hawaii
Idaho ........... .. . . .. ... .. . .Illinois ............ .. ... .. .. ... .. ... .. ..

Indiana ...... . . . . . . . . . . .
Iowa----- -
a ................----------

Kentucky .........................................
Louisiana__ -------------------------
Maine ................ . . . . . . . . . .
Maryland ............ ---------------------Massachstts ....... ....
Minneota ......................................
Mississippi ............

Missouri
Montana

Nebrds ,t .........................................
Nevada .....
New Hampshire -----------............
New Jersey-- - -- -- ---- -- -- --New Mexico ........................
New York
North Carolina ........
North Dakota .......
Ohio .................-.--...................

--------------------Oklahoma ................................
Oregon ----_ -------------------..Pennsylvania ............. ........................
PuertoRico ............................
Rhode islandSouth. Ca olina ------------------- --------...........

65 65
65 65
65 65
65 65
65 465
66W6 665-i
663. 66%
66% 66%
66, 66%
60 60
60 60
66W
60 60
80 80
60 60
66h 66%
60 -60

65 65
66% 66%
66,zs 66%
66% 66%
66;4 66M
66h 66%
66% 66%
66h 66h
66.4 66,

66% 66%
(27)

a' 5 3155
6616'
90 90
66% 66;

66%6

$50.00
127. 00

22150.00
49.00
87.50
59.50

580. 00
75.00
70.00

$56.00
50.00

112. 50
99.00
9L O0
57.00

1061.00
56.00

12 52.00
49.00

13 73.00
111 81. 50

0 70. 00
17 '104. 00

70.00
40.00
63.50

2165.00

55.00
79.96

20 67. 00
2 91.00
=9 48. 00

95.00
50.00

'it 94. 00
3363.00

49.00
80.00
60.00
45.00

37 82.00
50.00

$50.00 300 weeks ........... 550 weeks .............. $15, 000 $20.00082.55 During disability ------ Life .................... 17,000 Cl)
2 150. 00 433 weeks: ................. do2 ..........

49.00 450 weeks ...................................... 19, 5 1 ..........
52.50 240 weeks ................... do. ......................
59.50 Disability --------------- Disability ------ _ - 18,624 18,624

380.00 .--- do ............... do .............................................
75.00 ....do ...............-do ........................................
70.00 -do------ ------- do............ .. 24,000 (')
56.00 350 weeks -----............. do ........ 19,600 ()
50.00 400 weeks .............. 400 weeks ------------- 18,000 18, 000

112.50 Disability ............... Disability ----------- 35,100 (10)
99.00 .. ,..do' ............. ..-. do* -------- ------ (I7 (71.00- ..... d----------o - ----------------- - 25,200 ,25.200
57.00 500 weeks ............. 500 weeks 0 -------- 25,000 25,00010 56. 00 300 weeks- .--- _--------- do. .............................
56.00 415 weeks .......... 415 weeks .............. 23,240 23,240

12 52.00 425 weeks ............. 425 weeks .............. 19, 975 19,975
49.00 300 weeks.......... 500 weeks ............................

13 73.00 -- "' ........... " -- - - - - - - -.... - - - - - - - - --........... . .
.00 4 years_ ----------.. _ Disability.. ....... ..... 11,44 45,000

10 70. 00 Disability-----------------------do ------ ..... 16, 000 (1)1 104.00 __do ----- --....... 800 weeks....... .....................
70.00 350 weeks ............ Disability... . . 24,500 (1)
40.00 450 weeks-- -........ 450 weeks............ 15,000 1 15,000
58.00 " weeks............... 400 we ..............

21 65.00 300 weeks ----------- 500 weeks (time may 18,000 30,000
be extended).

55.00 __do ................ Life 2 -------------- 16,500 ..........
66.46 100 months...---------- Disability ............... , 29, 250 ...........

26 67.00 Disability ------------.. .do. ..........................
2791. 00 300 weeks --------- 450weeks..: ..... ......
",48.00 SOO weeks ----------- 5= wv,, ------------- 24,000 24,000

80.00 Disability .......... Ufe- ..--------- ------------------ (2s)
50.00 400 weeks .............. 400 weeks-3o -....-.-..-.. 18,000 30 18,000

21 94.00 Disability ------------ Disability ........................... .............
4 56.00 __do --------------- Life --------------.... 10,751 ........... (3?)43.00 300 weeks ----------- 500 weeks ..........-- 14,700 22,500

62.50 Disability ------------- Disability ............... (5) (1)
60.00 ..... do ...............do...... ........................
28.85 312weeks ............. do ............ --------------- :-------_ :_
82. 00 Disability .................... do ................ 32, 500 3 32.500
50.00 -_do ---------------- 500 weeks ------------- 12,500 12.500

State



APPENDIX C.-WORKMEN'S COMPENSATION, BENEFITS FOR TOTAL DISABILITY--Continued

Maximum percent

Temporary PermanentState

Maximum weekly
Temporary Permanent

Maximum period

Temporary Permanent

Maximum total
Temporary Permanent

S ou th D ak ota . . . ..... ... .... .. ..... . . . . . . . . . . . . . . . . . . .
Tennessee ...................................
Texas ..........................................
Utah .............................................
Vermont -------------.............................
Virginia ...................................
Washington ..........................................
West Virginia ....................................
Wisconsin ........................................
Wyoming ........................................
Longshoremen's Act. .........................

6 5
60 GO
60 60

416631 466%
60 60

70 704
66%.........--
6656 66%

A ve rage .. ... .......... ....... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

50.0047.00
49.00
65.00

41 61.00
62.00
81.23
65.50
79.00
63.46

4 70.00

50.00 ...................... te------------------------. -- 78.000
47.00 300 weeks ............. 550 weeks" .......................... 18,800
49.00 401 weeks .............. 401 weeks ..........................................
65.00 ..................... Life, .................. 20,280 20.280

4161.00 330 weeks .............. 330 weeks. ....................... 20, o0
62 00 500 weeks .............. 500 weeks ............. $31,200 31,200
81.23 Disability .............. Disability................ ..................
65.50 208 weeks .............. Uife ................... . 11232 .... ......

79.00 Disability .......... Disability"3 .........................................
63.46 ............................................ 17,500

p70.00 Disability .............. Disability .............. 24,000 (')

66.74 .............. ..... ..... .. .... ...... ............. .............. ........... .70.16

I No limit.
2 Different for O.0.
3 Plus $2.50 per each dependent
' Reduced to 40 percent after 240 weeks.
' 60 percent of average Industrial wage.
6Plus $5,000 maximum for rehabilitation.
rBenefits reduced after 400 weeks; $51 + $8 per each child, maximum C.
8 Thereafter pension 15 percent of benefits paid.
2 Additional payments from 2d injury fund.
"0 As of July 1. 1970-based on 50 percent of State average weekly wage.
1155 percent of e percent.

f Of State ave re weekly wage. rh .
uAs of June 1. 970. Added benefits during rehabiliaon.
1 $55 for first 42 days.
*As of Jan. 1, 1970.
* Plus $6 for each dependent not to exceed wage (3 dependents).
" $75 plus $6 for each dependent up to 5, maximum $104. May be extended.
Is Maximum of 104 weeks compensation during retaining.
It Whichever one is less plus $10 weekly rehabilitation 52 weeks.
20 50 percent after 300 weeks plus $10 rehabilitation 40 weeks.
2L Includes allowance for 5 dependents, plus $30 weekly maximum during rehabilitation maxi-

mum payable for 1st 26 weeks.
=MAfte 300 weeks maximum weekly of $41 or 45 percent; compensation plus maintenance

payable durinZ rehabilitation.
2190 percent of 35 per month.
2490 percent of 320 per month.
2Pius $50 monthly for attendant, if needed. Maximum weekly 65 percent of State average weekly

wage, plus 15 percent per dependent, maximum 90 percent amount specified.

26 Maintenance during rehabilitation.
2 ?As per wage schedule. Period extended during rehabilitation. Annually ?, of average industrial

wage after Jan. 1. 1970.
21 Extra compensation during rehabilitation not to exceed $1,000.
,a Extra compensation during rehabilitation $30 weekly.
V For life in case of brain or spinal Injury.
K1 55 percent of State average weekly wage on July I annually. plus $5 each child; maximum not to

exceed net wage after taxes. 1970 average wage equals $106.
© Plus $25 weekly for 72 weeks rehabilitation.
3 During first 12 weeks.
a Plus $4025 for 52 weeks of scheduled Injury rehabilitation.
i Added benefits during rehabilitation.
36 Not to exceed 60 percent of average State wage or $70, plus $6 for each dependent
r 2 children.
3' After 300weeks, $15 maximum weekly.
nReduced tb $15 after 400 weeks.
40 Includes $3.60 for each dependent child, maximum of 4; after 260 weeks from special fund.

Plus $890 during rehabilitation.
' Includes $350 for each dependent child. Maximum not to exceed 50 percent of average annual

State wage, July 1, 1970.
4 Maximum not to exceed 50 percent of State average weekly wage. Plus $1.200 during rehabili.

tation.
a Plus expenses during 40 weeks rehabilitation.
" Plus $7.50 for each child. Maximum $10,000.
45 Plus $25 weekly during rehabilitation.
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APPENDIX D

TYPICAL CASES

(Rehabilitation Impeded by Lack of Financial Incentive During Period of Yull
Duplication of Workmen's Compensation and Social Security Disability
Benefits Prior to 1965)

CASE ONE

This case resulted from an injury to a 36 year old claimant in July 1962.
This chlniant suffered multiple fractures but eventually became ambulatory
but had enough residual disability to preclude him from preforming his former
occupation of carpentry. The case was reported to us in May of 1064 and again
was earmarked for a permanent and total disability situation with a lifetime
exposure. We had a very difficult time in even communicating with this claimant.
Ile was receiving $70 per week in compensation indemnity, $254 per month In
Social Security Disability Benefits and $20 per month in V.A. Disability providing
a tax free income of $577. Ills pre-accident gross was $474 per month and Ile
had car expenses in commuting an hour to work. This man and lls family lived
in a rural area, had two cars, a color television set, a modest but nicely
furnished home, and a swimming pool in the backyard. I know that the color
television set, the swimming pool, and one of the cars were purchased following
his compensable accident. While interviewing this man one day and attempting
to Interest him In a rehabilitation program, I explained that his compensation
benefits and Social Security Disability Benefits-would not keep pace with
inflation and his cost of living. This was at a time when President Johnson was
recommending a 12% increase in Social Security Disability Benefits. This
claimant has a below average I.Q., had completed eight years of schooling but we
later determined by testing that his competency level was 4.5 years of education.
At the interview the claimant said to me, "Mr. -, did your employer give
you a 12% raise this year?"

To further show the role that the disability benefits were playing in this
case, I will add that we were able, finally, to enter the claimant into a rehabilita.
tion program and he was retrained and is now working for an income much
greater than before he was originally hurt. In other words, even with the limited
education, this man was capable and had adequate mechanical ability to perform
on the open labor market. The pivotal point was when we determined that over
the previous four years this man had expended $5,000 for his wife's health care
and we were able to explain that If he were employed he would have a health
insurance program which would pay the majority of such expenses. It was
this argument alone that persuaded this man to enter a rehabilitation program.
Otherwise, he was quite content to sit around the house, the local firehouse, or the
local tavern and pass the time of day.

CASE TWO

A laborer, age 36, in May 1961, while climbing out of a tank, was struck on the
lower back. After following a course of conservative treatment, he was operated
upon In January 1962, for removal of a ruptured L-4-5 intervertebral disc and a
spinal fusion was performed. Medical opinion indicated a good recovery, the
spinal fusion solid, but the employee continued to complain of pain.

In cooperation with the Florida Industrial Commission, this employee was
referred to the Curtis Ilixon Ilehabilitation Center of the Tampa General
hospital for vocational evaluation in April 1963. lie exhibited a negativistic
attitude throughout the entire 3 weeks evaluation and the Center's report
concluded, "It seems unlikely that - will bp Interested in finding employ-
ment as long as lie is receiving the sizable income which he has monthly. lie
does not appear motivated for future employment and constantly emphasizes
the amount of discomfort he is in."

The employee's wages at the time of the accident were $80.00 per week nmind
since the accident, lie has been receiving Florida compensation benefits phis1
Social Security benefits which total $100.66 tax free.

CASE THREE

"On December 27, 1960, the clainmant, then 55 years of age, suffered ai Indus-
trial injury which resulted ini it partial amputation of his foot. Ile was fitted
with a prosthetic appliance. In December 1962, the claimant was found to be uing

A
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the prosthesis but a few hours a day and was still carried by the insurer as
totally disabled.

At the instigation of tie rehabilitation specialist of the insurer, the claimant's
attending surgeon was interviewed in respect of the desirability of this man's
submitting to a couple rehabilitation evaluation with the objective of his
submitting to rehabilitation service. The attending surgeon concurred in the
view that such an evaluation was desirable. Claimant, now age 58, expressed
no desire to submit to rehabilitation. In the rehabilitation interview lie pointed
out that if he went back to work his social security at 62 would be based on
earnings between now and then, which would probably be small because of an
antleilpated residual partial disability even after rehabilitation, and is social
security benefit would accordingly be much less than hits present $118 per month.
The claimant's words fi respect of submitting to rehabilitation service were, "I
would be cutting my own throat even if I could te rehabilitated at all."

This man's average weekly wage at the time of injury was $5. Today his
combined workmen's compensation benefits and social security benefits amount
to $72.23 per week tax free. The jurisdiction is Massachusetts."

CASE FOUR

A 58 year ol laborer, earning $72 per week, incurred a .fracture of the left
lower leg at the knee when lie fell from a truck in July 1956. Ile was totally
disabled for several years, but has now recovered sufficiently to return to selected
employment. Efforts at. physical and vocational rehabilitation were frustrated
by the employee's lack of Initiativeamid antagonistic attitude. It-was disclosed
that lie applied for Social Security benefits. The case was referred to the Massa-
chusetts Relabilitation Commission, but they felt that with poor motivation,
lack of education, and no incentive, lie would not adapt readily to further re-
habilitation. The combination of Compensation and Social Security benefits will
undoubtedly excessd his former salary, making return to employment for eco-
nomic reasons unnecessary.

The citrm.m.ux. I think it would ]tell) strengllihei your position, if
indeed it, needs any strengthening, if i w1lould ask that, there l)e in-
cluded right, after your statement the last. of page 77 and the earlier
part of )age 78, w"'here this matter was discussedd between Senator
Talmadge and Mr. Bali, where the administration supports youlr post-
tion with regard to this amendment. I have instructed our staff to be
sure that we are fully apprised of his problem before we pass on this
ill executive session.

'lnherc is alpparently a great (teal ill what yoi have to say, and we
will work it, out ill executive session.

AMr. 111m ~i~t.i. Thank you very much.
Are there any other questions? If not, let. me thank you.
The Cu.,it.ltrx. I do not think it requires any moire questions. I

think you l made a good case. If I were you I would quit. while I am
\\'lll l

Mr. Wn ,V' .tS. That. is always a good thing.
'he CImJjtxr.%-. Senitor Anderson, do you have any questions?
Mr'. WIliA'mmS. 1 1111 sorry, Sill.
Senator A-.m:isox. 1)os the American Insurance Association cover

all compensations carriers?
Mr. Vlto tS. No. The American Insurance Association is an as-

sociation of 106 stock insurance carriers. However, I )elieve that. there
have been imsitions exl)ressed, am I not right, for other members. of the
rout ials and other stock insurance carriers.

Afr. K11AL31KOW. I believe they are scheduled, Mr. Chairman, to ap-
pear somewhat later ill the week, and I believe they will more or less,
on this 1)articular part, express a similar viewpoint.
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MNr. WILLIAMS. We do represent many of the largest writers of
compensation in the United States, sir.

Senator ANDE-iSON. And if you (1o not,, sonhe others will cover it?Mr. WILLIAMS. They ill take care of their own position inl due
course, Senator.

Incidentally, I am also vice president of the HIA, which ig theHealth Insurance Association, and I believe they will support this
position in the latter part of the week.

The C~i II 1IAN. 'r mnk you very much, gentlemen.
Now, next is Mrs. Elizabeth Boggs. Is she here?
(No response.)
rhe CmmirAN". If not I will next call Mr. Armand Stalnaker,

president of the General American Life Insurance Co., St. Louis, onbehalf of the Americain Life Convention, and Life Insurance Associa-tion of America.

STATEMENT OF ARMAND 0. STALNAKER, PRESIDENT, GENERAL
AMERICAN LIFE INSURANCE CO., OF ST. LOUIS

Mr. STALN.AKER. For the record, my name is Armand C. Stalnaker.I am president of the General American Life Insurance Co., of St.
Louis.

I appear today on behalf of the American Life Convention, the LifeInsurance Association o f America, and the Life Insurers Conference.
These three associations have an aggregate membership of 407 lifeinsurance companies accounting for 93 percent of the life insurancein force in the United States. These companies also hold 99 percent oftime reserves of insured pension l)lans in the United States. We appre-
ciate this opportunity to express our views on H.R. 17550.

Since tie social security system first, began, Congress has not seemedto intend that it be the only means for providing retirement security
for Americans. Rather, social security has been designed to provide
individuals with basic income protection in their retirement..

It, is important that the social security system not be structured
or exl)anded so as to inpede the ability of individuals and their em-ployers to provide additional retiremelt income through private sav-
ings media.

For the economy as a whole, maintenance of a strong private retire-
ment income system is also important as a source of investment capital.

The socil security system, quite properly, does not generate capitalbut simply redistributes most of the tax revenue received.
Withhm this frame of reference, I would like now to discuss three ofthe -mjor provisions of ILR. 11650. My formal statement, covers these

provisions in more detail and also comments on certain other provi-sions of the bill.
II.R. 17550 would increase benefits by 5-percent across the board inJanuary 1971. We recognize that this increase will reasonably r6 pre-sentthe increase in the cost of living since January 1970, the effective

dnte of the 15-percent increase enacted last year.
It should be noted, however, that the 15-percent increase came at tmethe when the Consumeir Price Index had risen only 10.8 percent overits level in February 1968, the (ate of the prior increase.

196%thedateof he -ase
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Ve would frthei note that the combined cost, of the 15-percent and
the 5-per cent increases, when added to tie cost of the other proposed
benefit liberalizations as well as increased medicare costs, will exert
Serious pressures on the, financing mechanism. Most certainly, the in-
crease should not exceed 5 percent at this time.

.We do not favor the automatic adjustment provisions applicable to
benefit levels, the taxable wage base, and tle retirement test. We believe
that: the extent and timing of changes in either benefits or taxes are of
such importance that prior review by Congress is necessary in order to
tailor the changes to fit the economic situation prevailing t that time.

We are confident that Congress will, as part of its periodic reviews
of the social security system, continue to make necessary adjustments
to reflect cost-of-livilgincreases.

Also, we believe the automatic adjustment- provisions would be in-
terpreted by many as an explicit acknowledgment of the inevitability
of continued inflation.

H.R. 17550 would increase the earnings base, that is, the base on
which the social security benefits and taxes are computed, from the
present level of $7,800 to a level of $9,000 effective January 1, 1971.
We believe thii increase would be premature.

11e believe the average earnings of regularly employed male work-
ers represent an appropriate dividing line between the area in which
the Government should have responsibilitV; to provide basic retirenent
benefits, and the area in which the individual and his employer should
have responsibility to provide retirement security through private
media.

Under our estimates, the average earnings of regularly employed
male workers will not reach the $9,000 wage base contained ill I.R.
17550 until 1974 or 1975. An increase to $9,000 ex January 1, 1971,
would bring the earni ngs base to a level substantially in excess of the
estimated average earnings at that time.

Moreover, using an increase in the earnings base as a mechanism for
financing across-the-board benefit increases is an inefficient process.
This is so because part of the additional revenue which is raised will
be drained off into 'providing benefits on the newly included higher
earnings for those with above-average incomes.

Until the level of average earnings justifies an increase in the tax-
able base, increases in social security benefits should be financed
through any favorable actuarial balance in the present program, and
beyond that the social security tax rates should be adjusted to provide
the necessary funds.

Adherence to these principles will insure that the social wuc'itv
system remains self-supporting while at the same time financing i's
benefit increases efficiently and retaining its designed relationslil) to
private ret irement media."

Again, let me express appreciation for this opportunity to present
the views of our three associations.

Thank you.
(The prepared statement of Mr. Stalnaker follows. Hearing con-

tinues on page 918.)



915

STATEMENT OF TIE A MERICAN LIFE CONVENTION, LIFE INSURANCE ASSOCIATION OF
AMERICA, AND LIFt: INSURERS CONFERENCE, PRESENTED BY ARMAND C. STAL-

NAKER

My name Is Armand C. Stalnaker. I am President of the General American
Life Insurance Company of St. Louis.

I appear today on behalf of the American Life Convention, the Life Insurance
Association of America and the Life Insurers Conference. These three associa-
tions have an aggregate membership of 407 life insurance companies accounting
for 93 percent of the life Insurance in force in the United States. These companies
also hold 99 percent of the reserves of Insured pension plans In the United States.
We appreciate this opportunity to express our views on 11.11. 17550.

SOCIAL SECURITY'S ROLE

It has been the clear policy of Congress since the Inception of the Social
Security system that it is not intended to be the sole means for providing retire-
ment security for American workers and their families. Rather, Social Security
has properly been designed to be a vehicle for providing individuals with basic
economic protection In their retirement. Individuals have been able to obtain
retirement income above this level by using various private savings media,
including Insurance company products.

Private plans offer flexible arrangements which can be designed to fit an iudi-
vidual's particular needs. The necessIty for providing nearly universal coverage
does not permit tht Social Security system to offer this flexibility. Another dif-
ference between Social Security and the private ::.4em is that the latter offers
products with benefits fully geared to tIme level of contributions. Thus. an Indi-
vidual In. the private market is able to determine for lmnself-o, the basis
of his own spending priorite.4--the level of retirement income lie desire. and
to provide accordingly. Individual choice of this nature is an integral parl of a
free economy. Consistent with this framework, it Is important that the Sooial
Security system not be structured or expanded so as to impede the ability of in-
dividuals to provide income for their retirement through private savings mIedia
over the Social Security floor of protection.

Maintenance of a strong private retirement income system is alo Important
for the economy as a whole. It is generally agreed that, if our economy and pro-
doectivity are to grow in the years ahead, there mu.t be an increasing supply
of new investment capital. Savings through life Insurance and pension funds
and other private savings media make a major contribution to this supply of
capital. If Social Security benefits are expanded at the expenses of private pen-
sion fund and savings, there will be a reduction tn the generation of capital,
since, in contrast to private savings, time Social Security system, quite properly,
does not generate capital but redistributes each year most of the tax revenue
received.

We believe Congress should review from tine to time not only the benefit
levels under the Social Security system but also the other aspects of the system
to determine whether It is properly carrying out its role. Proposals to Increase
Social Security benefits must be considered, however, not only in terms of
broad social need but also In terms of their cost and the pro)per relationship
between public and private programs. While necessary changes and improve-
ments should be made, we cannot stress enough the fact that undue expansion of
the Social Security system would have a far-reaching impact on voluntary pri-
vate mechanisms and, in turn, on our economy as a whole.

Vithin this frame of reference, I would now like to discuss the major pro-
visions of H.R. 17550 and certain other proposals which have been made to
amend the Social Security system.

ACROSS-TI E-BOARD INCREASE

II.R. 17550 would increase benefits by 5 percent across the board in January
1971. We recognize that this increase will reasonably represent the increase In
the cost of living since January 1970, the effective date of the 15 percent increase
enacted last year. We would note, however, that the 15 percent increase came
at a time when the consuimer l)rico index had risen only 10.8 percent over its
level in February 19068, the date of the last prior Increase, so that there Is some
question as to the necessity for the 5 percent Increase. We would furtlier note
that the combined cost of the 15 percent and the 5 perci-nt increases, when added

47-5.O---70-pt. 2-38
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to the cost of the other l)roposed benefit liberalizations, as well as increased
Medicare costs, will exert serious pressure on the financing mechanisli. Most
certainly, the increase should not exceed 5 percent at this time.

AUTOMAT IC ADJUSTMENTS FOR FUTURE CHANGES IN TIE COST OF LIVING AND AVERAGE
WAOE LEVELS

11.11. 175;10 includes provisions for automatic adjustment of benefits and the
taxable earnings base to reflect future changes in the cost of living and average
wage levels, These provisions were not included in the bill reported by the
llouse Committee on Ways and Means but were added on the House floor.

We (to not favor automatic adjustment provisions. Social $ecurity benefits and
taxes are a very important part of the economy. Both the system and its financ-
ing have become Increasingly complex as additional types of benefits have been
added. We believe that tile extent and timing of changes in either benefits or
taxes are of such importance that prior review by Congress is necessary in order
to tailor the changes to fit the economic situation prevailing at the time.

Additionally, inclusion of automatic adjustments In the Social Security Sys-
tem would be interpreted by many as an explicit acknowledgement of the inevi-
tability of continued inflation. Any such belief on the part of the American
public would be highly undesirable in that it would add to the dangerous psy-
chology of inflation which already prevails in our economy.

We are confident that Congress will, as part of its periodic reviews of the Social
Security system, continue to make necessary adjustments to reflect cost-of-living
increase.. These periodic reviews--ond adjustments, if necessary-will help to
keel) the Issue of inflation, and its effect on our older citizens, before Congress
and the American public.

INCREASE IN EARNINGS BASE

rn. 17550 would increase the earnings base-that lq, the base on which the
Social Security taxes as well as benefits are computed-from the present level of
$7,8)0 to a level of $9,000, effective January 1, 1071. We believe this increase
would be iremature.

Iet me be more specific:
We believe that the average earnings of regdarly employed male workers rcp-

resent an appropriate dividing line between the area in which the government
should have responsibility to provide basic retirement benefits and the area in
which the individual and his employer should have responsibility to provide
retirement security through private media. In our opinion, the Social Security
system clearly reaches beyond its role of providing basic economic protection
when it provides benefits based on above-average earnings, as would be done
under 11.11. 17550. Likewise, when the system raises revenues through taxes at
these above-average earnings levels, it drains off financial resources which the
Individual and his employer might otherwise put into private savings. In each
situation, the freedom of individual choice is eroded.

Under our estimates, the average earnings of regularly employed male workers
will not reach the $9,000 wage base contained In H.R. 17550 until 1974 or 1975.
Thus. this Increase to $9,000--to be effective on January 1, 1971-would bring
the earnings base to a level substantially in excess of the estimated average
earnings at that time. This increase would entitle workers with above-average
earnings to additional Social Security benefits based on their earnings included
in the newly covered wage band. Likewise, It would require younger workers at
these earnings levels to pay additional Social Security taxes In an amount faT in
excess of the cost of the new benefits they will receive. In both these respects,
the proposed earnings base increase would seriously imlede the ability of--and
underntino the incentive for-the affected individuals tand their employers to
provide for retirement Income thimough the mnry types of private mtdla
available.

Moreover, using an Increase in the earnings base as a mechanism for financing
across-the-board benefit increases, or otherwise carrying out tile provisions of
il1. 17550, Is an inefficient process. This results from the fact that part of the

additional revenue which is raised will be drained off Into providing benefits on
earnings above the level presently appropriate for Social Security. Thus, o1y a
portion of the increased revenues will he available for meeting the cost of the
benefit Increases and other changes which are the primary objective of H..
17550.
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These same problems would arise in any instance in which the taxable earnings,
base is increased above average wage levels as a means for financing benefits un-
related to the retirement needs of the workers who would pay the increased
taxes. Thus, for example, if. the wage base were to be increased to finance
increases in the minimum benefits undir the Social Security retirement program,
the by-product would be an increase in Social Security benefits-and taxes-for
workers with above-average earnings. This, in turn, would leave only a part of
the revenues available for the intended purpose. Moreover, by imposing taxes
and providing benefits on above-average earnings, the Social Security system
would be pre-empting an area properly left to the private retirement system.

At this point, although the Issue is not raised directly by 11.11. 17550, I would
like to inrke a few additional comments with respect to the minimum benefit
aspect of Social Security in view of past efforts to raise these benefits sig-
nificantly. Even aside from the question of the method of financing such benefits,
we believe that it Is undesirable to provide minimum benefits under the Social
Security retirement program which significantly exceed the benefits otherwise
payable under the present benefit computation formula. This conclusion is based
on the view that Social Security was intended to be, and should remain, a wage-
related system, and is an improper vehicle for attempting to cure the problems :
of poverty. More specifically-

(A) The fact that there is a relationship under the Social Security retire-
ment program between tie amount of wages (and thus taxes) paid with
respect to an employee and tile aniount of his benefits provides a rational
framework for determining the level of taxes and benefits. The Inclusion
of large minimum benefits under this program-which Are far out of pro-
portion to the wages on which payroll taxes were paid on behalf of the
recipients-would seriously undermine this highly desirable aspect of the
Social Security system.

(B) A fiat increase in the min;mun benefit would accrue to the benefit
of many people who are clearly not in a poverty status. These include in-
dividuals who have worked only a minimum period under Social Security,
but have spent a large part of their working career with the federal govern-
ment or a state or local government or else in some other business or
profession that was not always covered by Social Security, but which pro-
vides its own retirement system. Thus, an increase in the minimum bene-
fit represents a very expensive and inefficient means for trying to alleviate
poverty in the elderly age group. Moreover, we do not think It would be pos-
sible to structure a minimum benefit formula within the framework of the
Social Security retirement system that woul not have this aspect of in-
efficiency in it.

(0) Finally, we think the problems of the elderly poor should be con-
sidered, and resolved, as part of an overall revision of the wefare system
as it applies to all age groups within our society and not solely In the con-
text of revisions to the Social Security retirement provisions.

To return to time issues raised by I.. 17550, we believe that until the level
of average earnings justifies an increase In the earnings base, increases in Social
Security benefits should be financed through any favollable actuarial balance
in the present program, and beyond that the Social Security tax schedule should
be drawn upon as a source of fund. Adherence to these principles will insure
that tile Social Security system remains in a self-sulpporting posture while at
the same time financing its benefit increases in an efficient manner and In a man-
tier that is consistent with its role In relation to private retirement media.
These, we think, are extremely important objectives which should be followed
by the Social Security system.

LIBERALIZATION OF THE RE'JIREMENT TEST

We support the provisions in 1.R. 175.50 for increasing the amount an indivild-
ual may earn without a reduction in Social Security benefits and for revising
the formula for reducing Social Security benefits when earnings exceed the ex-
emuption level. We believe that these changes are not inconsistent with a sound
retirement test. On the other hand, we oppose any provision for automatically
raising the exemption level to reflect future Increases in wage levels, We take
this position-for basically the same reasons we oppose automatic adjustments In
the benefit levels and the earnings base.

I
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DISABILITY BENEFITS AND WORKMEN'S COMPENSATION

We nulerstand that the American Insurance Association, the American Mutual
Insurance Alliance and l)opsibly others will present testimony in opposition to
that provision of II.R. 17550 which would increase the ceiling on combined dis-
ability and Workmen's Compensation benefits from 80 percent to 100 percent of
average current earnings prior to disability. We concur in their position that
this increase would have an adverse effect on the incentive for rehabilitation as
well as on the Workmen's Compensation program in general.

I appreciate this opportunity to present the views of our three associations. If
the Committee members have any questions, I shall be happy to try to answer
them.

The CILAIR.MA. Thank you very much, sir.
The next witness, then, will be Mrs. Elizabeth Boggs, if she is now

here.

STATEMENT OF ELIZABETH M. BOGGS, CHAIRMAN, GOVERN-
MENTAL AFFAIRS COMMITTEE, NATIONAL ASSOCIATION FOR
RETARDED CHILDREN

I Irs. Bocos. Thank you, Mr. Chairman.
My name is Elizabeth Boggs, and I am representing the National

Association for Retarded Children.
You have our statement, I think, before you, and there is a one-page

smnmary attached.
It is not my custom to speak in personal terms .when testifying before

such august'bodies, but in this instance I would like to introduce my
remarks with a couple of personal references.

.At this time last year, my 90-year-old father was hospitalized witl, a
fatal cancer. He was a man who, when the Social Security, Act was
introduced, opposed it. lie had a strong sense of individual resl)on-
sibility, rugged individualism, and lie was ol)posed to the general
priueil)les.

Yevetheless, lie was ill covered employment, and when it caine to the
last. years of his life, and he was faced with this very difliult period of
nonlhs of pain and suffering, it was possible to alleviate his physical
pain somnewhat, and it. was possible to relieve his mental aliguish con-
siderably, when I said to him:

Father, the medicare program will pay most of these hospital expenses that you
are Incurring.

He wtis visibly relieved, and it was possible for him to die with peace
of mind knowing that my mother's lifetime savings would not be
wil)ed out by his last illness.

The program of medicare, together with the supplementary Blue
Cross and Blue Shield, which they carried, paid out something be-
tween $9,000 and $10,000 on his account.

We, as a family, are very grateful for this. I may say I learned a few
things about why the program is costly to administer I figure that the
medicare and Blue Cross and the hospital and 'IT spent about $50 of our
time and effort settling a $24 laboratory claim, but this is not the point
of my argument.

The argmnent is that something important was (lone throutlh the
insurance principle to mitigate the catastrophic impact, of this disowaze.

But there is another side of this story. I have a son, now 25, who is
l)rofomm(ly mentally ivtarded, cerebral palsied and an epileptic, due
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to an illness that occurred shortly after his birth. The costs, direct
costs, of that illness were inconsequential as we look back, probably
less than $1,000. But we, my husband and I, who are not, wealthy, my
husband is a university faculty member, have paid over the paist 20
years over $50,000 in, the costs of care in public and private institu-
tions, for this child, who is not able to meet his own expenses, and
none for this care is insurable under any private insurance plan in the
country nor under any so-called social insurance plan which you have
put forward to date.

The contrast between these two situations, I think, indicates to you
why we, in the Association for Retarded Children, feel that in all the
rhetoric about national health insurance and the rest, we should con-
sider the truly catastrol)hic consequences of illness as part of the sub-
ject to be insured.
It is less important to cover a tonsillectomy than it is to cover these

on-going severe costs that ar, incurred by relatively few people but
which bear very heavily upon those few.

We come to you particularly at. this time in relation to the problems s
created which straddle I.R. 17550 and H.R. 16311, in particular
reference to .section 1121, intermediate care.

As you are well aware, there are provisions for amending this
particlar section in both bills. The provisions are not consistent with
one another. In respect, particularly, to the institutional exclusions,
I want to say that, so far as we are concerned, both the prol)osed
amendments, the amendments to both of the bills, are unacceptable
and regressive and work against the best interests of people with
long-term disabilities, particularly those originating in childhood
such as I have described.

They work against these people because the majority of the re-
sources that are available to these people at the present tune are public,
and by making it possible to pay when the facility is private but not
l)ublic, on the one hand, and lpay when it is nursing care but not
when it. is "non-medical" care, on the other hand, produces invidious
distinctions which simply create incentives to the States to do the
wron gthing, or disincentives to do the right thing by the patient and
by the taxpayer.W e believe that the concept that you all (leveloped when you pro-
posed the intermediate care idea was a very sound one. I reread that
lantuage and I think it is masterful language.

Thie problem is that people are attempting now to limit it by various
kinds of interpretations and by saying what the legislative history
was-although I cannot. find the legislative history that. tells us-that
gives the justification for narrowing your definition.

They seem to be saying that if the States does something that is
more expensive because it is medical we will allow it. If theyl do some-
thing which is truly constructive and it is called social rehabilitation
or it is delivered by somebody other than nurses but trained to do
the job, you won't allow it.

I respectfully submit to you that, the concept, should be seriously
considered which is given il our table, near the back of the testimony,
it. is ilst. before page 10, in which we outline the continuums of insti-
tutional care, and indicate that, hospitals, skilled nursing home care,
and the so-called medical model of ICF might, be considered one line
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of relationships, and that contigutous with that there should be an-
other line of relationships which also deal with the IF, but one which
is not necessarily staffed with nurses but is staffed to give additional
service over and above board and lodging and custodial care, as
you intended when you drafted that legislation. Anyway, we think
that is what you intended.

We believe that several different kinds of intermediate care should
be recognized, and if this is done you will maximize the advantages to
tile patient, you will make best mse of the professional manpower
which is available; you will create a system which, if appropriate
standards are also miandated-the word "appropriate" is operational
here--will produce value for the money spent; that, I think, has been
the critical issue in all these hearings, as I have been listening to
them.

When inoney is wasted, it is misspent, and you regret it and we
regret it, an(, above all, the beneficiaries regret it. If it is spent to
good advantage I do not think you begrudge it, and I-do not think the
taxpayers begrudge it.

'I hank you, sir.
(,ite )rel)ared statement of Mrs. Boggs follows:)

STATEMENT IN BEHALF Or THE NATIONAL ASSOCIATION FOR ]RETARDED CHILDREN, INC.

SUM MARY
We recommend-

1. Extension of MAedicare at least to adult child beneficiaries under social
security;

2. The elimination of any and all discrimination against persons In public
institutions for the retarded as against comparable persons in comparable
private Institutions, In respect to entitlements under Title XIX or Section
1121 (Intermediate care) ;

3. Addition of explicit authority for the Secretary to establish (directly
or by reference to a national accrediting body) standards for various types
of intermediate care facilities appropriate to persons described In Section
1121 (b) including the retarded;

4. Clarification as to the range of types of care which can be included
under "intermediate care" so as to cover both "medical" and nonmedical
miodel.- and staffing patterns and also "partial" Institutionalization Along
with 24 hour care;

5. Modification of the Bennett amendment to promote )articipation of
other professionals (in addition to physicians) in the review of care given by
"peers" as, for example, In facilities for the retarded.

6. A requirement (for receipt of title XIX or Section 1121 reimburse-
iment) that each State Identify Its expenditures for health care and social
care of the retarded according to state agency responsible and according
to general program categories provided in its State Plan for the retarded, and
show that It is ploughing back Its Federal augmentation so as to Increase
the total quality and quantity of service to this group of citizens (specific
maintenance of effort).

7. A recognition by this Committee of the need !o regard social services
as part of a single continuum and the need to reuiove "notches" between
them by establishing consistent standards of eligillhity, levels of federal
reimbursement, open-endness and Incentives that reward constructive and
responsible behavior toward the clients as well as the taxpayers.

The National Association for Retarded Children Is the voluntary citizen or-
ganization working on behalf of retarded children and adults In all states, and
territories. The work of your Committee has brought tremendous advances to
the nation's 0 million retarded citizens in the 20 years since NARC was founded.
We salute you and urge you to continue In this tradition.
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PRINCIPLES

Our position In respect to 1I1. 17550 is based on the application of a few
basic principles:

1. The mentally retarded are people, citizens, with a handicap or disability;
as such they are entitled to the same protections, services and recognition as
other citizens who have special needs.

2. Each individual disabled by mental retardation is, like other disabled or ini-
paired individuals, entitled to the type of specialized care, (whether residential
or non-residential, whether medical, or social-rehabilitative, or "remeial" Cr edu.
national, or developmental, or supportive, or "personal") which is most appro-
pi-ate to his particular needs and condition.

3. Federal intervention In the health-rehabilitation-social services and care
system complex should reinforce the foregoing "most appropriate care" principle
by (a) participating in Its cost on behalf of needy individuals and (b) fostering
the sponsorship and development of facilities and resources by competent agen-
cies both public and prvatc; such resources should Include a diversity of types
as well as "levels" of care.

We find much in lilt. 17550 and the present SSA which Is Inconsistent with
these principles.

PRACTICE

The legislation before you affects mentally retarded children and adults in
inany ways, sonic good, some bad and some uncertain. Our experience in the

past five years has made us especially skeptical of uncertain and ambiguous
provisions. They are generally resolved to the disadvantage of the unwitting
clientele whose interests are the concern of our Association.

WHAT IS GOOD

1. The proposed Increases in social security benefits including the cost-of-
living tie-in.

2. The more consistent schedule of disregards of earned income for bene-
ficlaries.

These two proposals affect directly approximately 160 thousand retarded
adults disabled in childhood who are beneficiaries under Title II of the Act.

WHAT IS BAD

1. The continfc-d omissionl of Provisions to cxtend lcdicare to the disabled.
A successlon of informed advisors, individuals and groups, have recommended

this extension beginning in 1965.
Since there has been reluctance to entitle the entire disabled beneficiary

group, we urge that the disabled adult child beneficiaries be phased in first and
soon. This group Is smaller than the disabled workers and there is some actuarial
experience developing in those states where disabled children are continued in
coverage In private group health plans past age 19 when they are del)endent
on an insured parent. When this parent dies or retires the group coverage ceases.
At the same time the disabled adult child will likely qualify for social security
benefits. lie therefore needs health Insurance to complement these benefits Ex-
tension of niedicare would give him coverage for his acute or inter current nuedi-
cal care although It would not cover loug term care. We believe that adults dis-
abled in childhood will, as a group, prove to bave somewhat lower health costs
(oi medicare covered Items) than disabled workers, since the cause of their dis-
ability tends to stabilize before they become eligible. Therefore the risks they
rim are much like those of other adults.

2. The continued exclusion of inmatese" of publo institullons (other than
medical institutions) front any benefits unde- Title XIX. (Sce section 1905(a)
(15) (A)).

It should be noted that this means that the person who is a resident of a public
institution (but not as an "in-patient") Is denied physicians services, physical
therapy, out-patient clinic services, "home health" care etc,, etc. if the "home"
or "facility" in which he chooses or Is forced to reside is publicly sponsored. Since
budgets to provide intermittent medical car- for persons in such facilities are
usually both closed ended and limited, this means that these persons, Indigent
as they are, are denied the right to quality medical care which Title XIX
is supposed to bring. The only way in which such a person can receive medical
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care tnder medicaid is by being transferred from the public Institution to a
hospital or nursing home and becoming an in-patient therein. This exclusion,
we maintain, is arbitrary and unreasonable and contrary to the administration's
alleged intent to provide incentives for Improved utilization along with optimum
ca re.

3. The iaclus(on under Section 225 of H.R. 17550 of any publico institutiou
for mental diseases or mental dcfects" from recognition as an intermediate care
facility under Section 1121 of the Act. (We find equally invidious the language of
II.R. 16311 Section 402(10) (B) excluding "a public institution other than a
medical Institution" from qualification as an intermediate care facility.)

We believe that the language of Section 1121(b) (1) should be allowed to
override any Institutional exclusion in Titles I, X, XIV and XVI.

We recommend that you abandon both these proposed amendments, and, for
clarification, Insert the words "a iblic or private institution" in lieu of the
words "an institution" the first time they occur In Section 1121(e).

Briefly the exclusion of public facilities which offer care equivalent and
sometimes even superior to that offered in an available private facility represents
an injustice to a disabled person, limiting on his freedom of choice (since state
practice may force bin to go to a private facility where he minimizes state
cost. by maximizing federal aid) and a deterrent to appropriate resource develop-
ment. This is espeelally true in a field such as care of the mentally retarded
where at least 90% of the available space for specialized care of adults has
been developed under public auspices. This is not the time to discourage public
initiative iIn developing resources as a complement to private entry.

It should be pointed out that the proposed exclusions are likely to force over-
rapid expansion of proprietary facilities which in turn will make difficult the
proper control and maintenance of standards by state agencies; moreover, with
respect to the aged and disabled and particularly the mentally handicapped, any
expansion of private residential care should be accompanied and even preceded
by the development of a state system of protective services to prevent exploita-
tion of tile helpless and incompetent. Few states have planned such systems or
counted tile cost of (loing so.

In the staff report of February 9, 1970 (p. 100) It is stated that "Congress may
at some future date afford Federal matching funds for care of mentally retarded
persoms. iII public institutions .... " ,May we respectfully urge that the time has
iiow arrived. Coupled with appropriate standards an( controls, including inde-
Iciident program audits. such action on your part would be a fitting and timely
coinplement to the Long amendment of 1965 which did so much for the aged
mentally ill. Your explicit recognition of the multifaceted needs of the inetally
retarded would help to accelerate the break away from the ol custodial models.

4. Tmhe fttilre to gira clear anthoritl to the NSceretar!y to establish, either
direr lilt or through reference to accrcditation byi recognized national bodies,
standards fo rarious general and special classes of Intermediate care facilities
(both "medical" and "nonmedical"-see below).

We believe basic national standards are necessary aud desirable: we "rnder-
staid lhat the lack of express authority to establish standards of care ,eyond
mere sanitation and safety has tied the hands of the Secretary and caused the
"watering down" of standards originally announced in 1968.

We wish to point out that our Assoclation has played an active role in bringing
into being a national ('onnell on Accreditation of Facilities for the 'Mentally
Retarded which will operate as one of several "categorical councils" under tihe
umbrella of the Joint Commission on Accreditation of Hospitals. This new
accreditation conell is composed of representatives of professional and coni-
sitmmer organizations with competence In this special field. Tt Is developing
stanIdqrds 911(d accreditation procedures which will cover a wide range of facil-
itles, both medical and non-medical.

NOW FOR lH: AMBIGUITIES
In term edia le ca re

Is an intermediate care facility a "medical institution", a "health care fa-
cility" or something else? Senator Bennett's amendment refers to "a health
care facility (including any facility for intermediate care)". However HR. 17550
appears to equate "health program" to titles XVIII. XIX and V, excluding
Title XI. In the staff report of February 9, 1970 It is argued (p. 100) that If
a facility is a "medical facility," section 121(b) of the Act precludes payment
except through Title XIX; this implies that an intermediate care facility can
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not be considered "medical". Yet the definition refers to "patients or residents",
implying that both medical and non-medical facilities are Includable. The Task
Force on Medicaid and Related Programs (Section 11 G) recommends as
follows .

'Clie Department of Ilealth, Education and Welfare should consider-that
the Intermediate Care Facility remain generally defined as a zone of personal
and residential service between the Skilled Nursing Home and the domici-
liary institution to allow flexibility to the States for further definitions.

That the regulation on Intermediate Care Facilities be strengthened to re-
quire activity programming to provide a creative and constructive environment
in these institutions.

That in relation to the Medicare program the Intermediate Care Facility be
considered a long-term care and not a medical-care institution; particularly
that a stay in an Intermediate Care Facility should be considered to break a "spell
of illness" and after a stay for a sufficient period of time, the person is again
eligible for hospital insurance benefits.

We believe that this Committee did an excellent job in drafting its original
1967 definition of intermediate care facility. (Section 1121(e)) To us it de-
scribes well the wide variety of social-rehabilitation or health-supervision set-
tings which are appropriate to certain retarded persons who are disabled but
who are not among those who require skilled nursing care.

We urge you to clarify, once and for all, the breadth of this definition and
the opportunity it offers for the development and utilization of a variety of
general and special types of facility appropriate to the needs of persons of
various ages and kinds of impairment.

Such facilities should be seen as several parts of a continuum of out-of-home
care as diagrammed herewith. It should Include both medically oriented facili-
ties and facilities staffed primarily to provide social rehabilitation and/or sup-
portive services which are not under continuous medical supervision. No"notches" should occur between types of facilities which are at the vame level
but are of different types. Thus a "social rehabilitation" facility could be justi-
fled in charging comparable fees to those allowed to a skilled nursing home wihen
the facility has comparable staff ratios but'employs non-nursing personnel qualil-
fled to enhance self-help skills and direct appropriate activities for mentally
d(isbled persons.

We would also urge that, just as the "partial hospitalization" concept has been
accepted, so also should the "partial ICF" be accepted as a facility offering s cial
supervision during leisure hours and at night to a person who Is nevertheless able
to leave the facility for a certain part of the day on a trial work assignment or
to utilize another facility offering appropriate daytime activities or social serv-
ices. Again, such appropriate "alternative" programming should be recognized
as an ICF, for Federal participation (regardless of its sponsorships) both In Jims-
tice to the disabled or aged persons who used It. and to encourage opthiminm
utilization of appropriate facilities and personnel.

APPLICATION OF TITLE XIXN-MAINTENANCE' OF EFFORT

For fiscal 1969, eleven states claimed Medlcald funds for mentally retarded
patients who were considered to need hospital or skilled nursing care which was
made available in units within public institutions for the retarded. While sonme
of the claims of some of these states have been questioned and while (to our
regret) some of the funds simply replaced state money and thus eased the general
medicaid burden to the states. there appears to be no doubt that under proper
controls and standards, such medical care In such institutions for eligible patients
who need such care is a Justifiable claim under Title XJX. As already indicated
we believe that Intermediate care of both "medical" and non-medical types, should
also I recognized. However, we also believe any state receiving funds either
under Title XIX or Section 1121 should Identify its expenditures for the men-
tally retarded and demonstrate that the federal participation has brought about
an equivalent Increase In total state expenditures for services to the retarded.
including demonstrable improvement in the standards of care in public Institu-
tions. We recognize that "maintenance of effort" clauses are hard to enforce.
Ilowever, an expression of your intent could ble a powerful persuader of legisla-
tures andi state budget offlcvs who have already doubled their per capita expendi-
tures for public residential care of the retarded since 1963. (Se, attachment.)
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TABLE I.-CONTINUUM OF INSTITUTIONAL CARE

Live-in plus In-services Live-in
plus

Level and type Intensive Extended Supportive out-services

Medical .................... Hospital ............ Skilled nursing ICF medal (prac-
home. tical nursing).

Social-rehabilitation ......... Intensive rehabilita- ICF extended social- ICF socal-protective. ICF tialInstitu-tion facility (voca- rehabilitation tiopn(hostel, group
tional-social) home).

TABLE II.-RECENT TRENDS OF PATIENT MOVEMENT AND ADMINISTRATIVE DATA, PUBLIC INSTITUTIONS FOR
THE MENTALLY RETARDED, UNITED STATES, 1963 AND 1969

Item 1963 1969

All admissions .................................................................. 14,909 14, 868
Net releases ................................................................... 8,156 14,701
Deaths in institutions ---------------------------------------------------------- 3.498 3,621
Resident patients end of year .................................................... 176,516 189 394
Personnel (full time) at end of year -------....................................... 69,494 107,737
Maintenance expenditures ...................................................... $353,574,933 $764, 605,71
Per resident patient:

Per year .................................... -------- --------------------- $1984 $3,995.58
Per day ................................................... $5.44 $10.95

Per patient under treatment:
Per year ................................................................... $1,819.43 $3,681
Perday .................................................................... $5.15 $10.08

Index numbers

All admissions .................................................................. ICO.0 997
Net releases .................................................................... 100.0 180.2
Deaths in institutions ---------------------------------------------------------- 100. 0 103.5
Resident patients end of year ..................................................... 100.0 107.3
Personnel (lull time) at end of year ............................................... 100.0 155.0
Maintenance expenditures ------------------------------------------------------ 1 00.0 216.2
Per resident patient:

Peryear ..........................-....................................... 100.0 20!.4
Perday .................................................................... 100.0 201.3

Per patient under treatment:
Per year ................................................................... 100.0 195.9
Per day ................................................................... 100.0 195.7

From: Mental Health Statistics-Current Facility Reports provisional patient movement and administrative data-
July 1967-June 30, 1968, Division of Mental Retardation, RSA, DHEW.

CONCLUSION

The states anid communities have come a long way it care and rehabilitation
of the retarded, but there Is a long way yet to go. Until recently there has been
relatively little direct federal contribution to Improving and extending services
to this group of citizens despite the special problems confronting them and their
families, and despite the catastrophic character of the prolonged disability from
which inany of them suffer. May we urge the Committee to consider the needs
of the retarded for a full range of healtth-education-social-rehabilitation and en-
ployment services, aud the appropriate role of various titles of the Social Secur-
ity Act in meeting the health, welfare, and social services components within this
still broader range.

Thank youi.

The (1iAiJi.MA,-. Thank you very much.
Any questions?
You made a very fine statement, Mi-s. Boggs, and I will see to it that

this matter is considered when we go into executive session.
That concludes the witnesses for today. The committee stands in

recess until 10 o'clock tomorrow,
(Whercupon, at 3:55 p.m., the committee adjourned, to reconvene

at, 10 a.m., on Tuesday, September 22, 1970.)
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