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Gravel, Hon. Mike, a U.S. Senator from the State of Alaska ----------- 2599
Green, Roy A., Jr., director, Welfare Department, California Chamber of

Commerce ---------------------------------------------- 1827
Group Health Association of America, Jeffery Cohelan; accompanied by:
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Knebel, James D., executive vice president, National Association of Blue
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Life Insurance Association of America, John S. Pillsbury Jr., chairman

and chief executive officer, Northwestern National Life Insurance
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Life Insurers Conference, John S. Pillsbury Jr., chairman and chief execu-
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Loughery, Richard M., administrator, Washington Hospital Center, on
behalf of the American Hospital Association; accompanied by:
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tional Capital Area, Washington, D.C ------------------------- 2491
Morrison-Knudsen Co. of Boise, Idaho, Lee E. Knack, director of labor

relations ------------------------------------------------ 1441
Murphy, Richard E., assistant to the general president, Service Employees

International Union, AFL-CIO; accompanied by:
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Percy, Hon. Charles H., a U.S. Senator from Illinois ----------------- 1377
Pillsbury, John S., Jr., chairman and chief executive officer, Northwestern

National Life Insurance Co., on behalf of American Life Convention,
Life Insurance Association of America, and .Life Insurers Conference,
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Nancy Duff Levy-- ...................------- 2352

Washington State Welfare Rights Organization, Mrs. Elaine McLean,
vice president -------------------------------------------------- 2239

Webber, Clyde M., executive vice president, American Federation of
Government Employees- accompanied by:

Stephen A. Koczak, director of research ------------------------- 1751
Weems, Samuel A., prosecuting attorney, 17th Judicial District, State of

Arkansas, legislative chairman of the Arkansas Prosecuting Attorneys
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Abzug, Hon. Bella S., U..S Representative from New York ------------ 2778
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Blackburn, Clark W., general director, Family Service Association of

America ---------------------------------------------------- 3294
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SOCIAL SECURITY AMENDMENTS OF 1971

FRIDAY, FEBRUARY 4, 1972

U.S. SENATE,
CoMMirm ON FINANCE,

Washington, D.C.
The committee met, pursuant to recess, at 10 am., in room 2221, New

Senate Office Building, Senator Russell B. Long (chairman) presiding.
Present: Senators Long, Anderson, Talmadge, Harris, Byrd of

Virginia, Nelson, Bennett, Curtis, Jordan of Idaho, Fannin, and
Hansen.

Also present: Senator Hatfield.
The CHAIRMAN. The committee will come to order.
We are pleased to have with us as the first witness this morning the

Senator from Missouri the Honorable Thomas F. Eagleton.
Senator EAOLTON. thank you, Mr. Chairman.
The CHAIRMAN. Senator Eagleton, we are pleased to have your views

on this welfare bill.

STATEMENT OF HON. THOMAS F. EAGLETON, A U.S. SENATOR FROM
THE STATE OF MISSOURI

Senator EAGLMN. Mr. Chairman, I appreciate the opportunity to
appear before the Committee on Finance today. Although there are
many sections of H.R. 1 that are vitally important to older Americans,
I am going to confine my remarks to title III, which would establish
a new program of assistance to the aged, blind, and disabled.

Today nearly 5 million persons 65 and over live on incomes below
the official poverty line. Forty-seven percent of all single or widowed
elderly people live in poverty.

Naturally, those who were poor during their working years remain
poor in old age. But many others fall into the poverty category for the
first time after retirement--when their savings have ben depleted and
they must live on inadequate social security benefits.

The very fact that one-fourth of our older citizens live in this oon-
dition testifies to the failure of our present public assistance prog SO

In fewer than 20 States does oldage assistance provide an elderly
person as much as $150 per month to purchase the necessities of life--
food, shelter, clothing, medical care. As of July 1, 1971, nine States,
including my own, gave that person less than $100 per month.

Moreover, old age assistance programs reach only half of the
elderly poor. There are at least 2 million persons who would be eligible
for assistance but, for a variety of reasons, do not receive it.

Many of the problems our society faces are complex and not suscep-
tible of easy solution. But poverty among the elderly is really not one
of them.

(2249)
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We can-and I believe we should, at. the earliest possible date-
assure every older American a minimum level of income. Furthermore,
we should provide this assistance in a, way that is not-destructive of the
dignity and self-respect of the individual:

I amn hopeful that ultimately social security coverage will be so
universal and benefits sufficiently adequate that the need for supple-
mental assistance will be greatly diminished, if not obliterated.

But for the immediate futur e, I believe the objectives I have stated
can best be achieved through the Federal financing and Federal admin-
istration of a national floor of income for the aged, blind, and disabled
with uniform eligibility and payment standards.

There are a number of ways in which title III could and should bo
improved. I have introduced'two amendments for the consideration of
the committee which I would like to describe very briefly.

First., as passed by the House of Representatives, the floor of income
in the adult assistance program, to be phased in over a 3-year period,
would never reach official poverty levels. By the third year of the pro-
gram--originally fiscal 1975, now fiscal 197--benefits would approxi-
inate only 1970 poverty levels.

The amendment I have proposed would set the initial income floor
at $150 for an individual and $200 for a couple, thus eliminating the
3-year phase-in. In addition, it would provide for annual cost-of-living
adjustments in those benefit levels.

Because there is considerable doubt as to the adequacy of the povertythresholds as a measure of income need, my amendment would direct
the Secretary of Health, Education, and Welfare to conduct a study
to determine the amounts of income required to provide for the basic
needs of the aged, and submit to Congress his recommendations for ap-
propriate adjustments in- the benefit levels under the adult assistance
program.

Second, as we make the transition from the many diverse State pro-
grams to one uniform Fedbral program, I believe it is essential that we
guarantee that no current recipient of assistance will be adversely af-
fected. The transitional provisions and fiscal incentives now in H.R. 1
cannot provide that guarantee.

All or some recipients in at least 30 States would receive less assist-
ance under the new federal program than they now receive unless the
Federal benefit were supplemented by the State.

In Missouri, my State, those recipients who have no other income
would benefit substantially from the new Federal program. But many
of those who have a small'social security benefit or other income would
receive less, unless the State provided supplementary payments.

Under title III. as now written, such supplementation is optional.
No Federal matching funds are provided for supplementary pay-
inents. A State would only be guaranteed that its supplementary pay-
ments for both adults and families would cost it no more than its
expenditures for the same purposes in calendar 1971.

Section 509 of the bill would prevent any automatic reduction in
assistance at the time of the transition, by providing for maintenance
of assistance levels until a State took affirmative action to reduce or
stop its supplementary payments.

No doubt many-perhaps even most-States would voluntarily con-
tinue their supplementary payments. But given the fiscal pressures on
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State governments and the lack of real fiscal relief in H.R. 1, I do not
believe we should assume that, with those options, no State will act to
reduce or discontinue its supplementary payments.

In addition to the need for supplementation, there may be questions
as-to-the continued eligibility of some recipients. For instance, in cer-
tain States the blind have traditionally been permitted income and re-
sources in excess of what. would be allo6wable under the new program.
A blind-couple in Missouri with savings totaling $3,000 apparently
would have to dispose of half of their savings in order to become eli-
gible for the Federal benefit and/or State supplementation.

I believe that no aged, blind, or disabled person who now relies upon
public assistance should be subjected to uncertainties and anxieties
about what will happen to that assistance either at the time of the
transition to the new program or at some time in the future when a
State government may, change its policy.

M y second amendment, therefore, would guarantee the continued
eligibility for assistance, and maintenance of assistance levels, for all
those receiving aid to the aged, blind, and disabled under an approved
State plan at the time of the transition to the Federal program.

It would, in effect., "grandfather" all such persons into the new pro-
gram. The States would be required to provide the supplementary pay-
ments necessary to maintain the level of assistance those people had
been receiving. The supplementary payments would be administered by
the Federal Government, and the Federal Government would con-
tribute 30 percent of their cost.

Finally, Mr. Chairman, I would like to bring to the committee's at-
tention a matter that is of great significance to the blind people of my
State. Since 1921, Missouri has had a State blind pension program
which encourages rehabilitation and self-reliance by a liberal disre-
garding of income and resources.

Because this program did not meet requirements of Federal law,
Missouri did not receive Federal funds for aid to the blind prior to
1950.-At that time, a special temporary exemption was written into the
Social Security Act, which permitted approval of State plans for aid
to the blind in Missouri and in Pennsylvania-which has a similar
blind pension program-on the condition that Federal payments would
be made only with respect to assistance rendered to the needy blind.
This temporary exemption was extended on two occasions and was
finally made permanent in 1962.

As a result of this exemption, Missouri has had since 1951, dual pro-
grams for the blind: The Federal-State aid to the blind program, and
also a wholly State-financed blind pension program for those persons
who, because of their income or resources, are not eligible for aid to
the blind. -_

The blind people of Missouri are understandably proud of their
blind pension program. They have worked diligently over the years
to maintain it, and they do not want it to-be jeopardized in any way
by federalization of the adult categories.

If the committee approves the establishment of a Federal adult as-
sistance program, I join with the American Council of the Blind and
the Missouri Federation of the Blind in urging that language be in-
cluded in title III, which will exempt the blind pension programs of
Missouri and Pennsylvania from any Federal requirement or regula-
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tion that might be imposed on other cash payments made by those
States as "supplementary payments."

There are other modifications that might be made in title III. For
instance, it seems to me that the allowable resources for a married
couple should be somewhat greater than for a single person.

Mr. Chairman, I want to conclude my statement by urging in the
strongest possible terms that this committee give its approval to the
kind of program that can alleviate the poverty among those of our
fellow citizens who, because of age or disability, can no longer pro-
vide for themselves. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Senator Eagleton.
Senator EAGrEroN. Thank you so much.
(The committee subsequently received the following communication

relevant to the preceding testimony:)
MISSOURI FEDERATION OF THE BLIND, INC.,

February 1, 19718.Senator RUSSELL LO NG,

Senator From Louisiana, Chairman, Senate Finance Committee, Senate 01ce
Building, Washington, D.C.

DEA FRIND: I received a copy of your press release concerning hearings on
HR. 1. The blind of Missouri were overjoyed when you expressed your feelings
about the welfare program. The blind of Missouri have always protected the
ambitious and Industrious blind so that they lose no benefits until they become
entirely self supporting.

Our program in Missouri since Its origination has always been a flat rate pen-
sion and has never been based exclusively on need. When It originated in 1922,
we had a figure of $600 exempt earnings and $25 a month pension. We have fought
hard to maintain the major principles of our program through the years and feel
that we were successful. However, H.R. I as it stands now, would wipe It out.

We are happy that Senator Eagleton, with the cooperation of Senator Syming-
ton has prepared amendments and introduced them in the Senate In our behalf,
and we hope that your Committee will consider them fairly and be able to whole-
heartedly support them.

We thank you for your sincere Interest and intelligent approach to the wel.
fare problem and we hope for many more years of your leadership in the
United States Senate.

Your friend,
0. ARTHUR STEWART.

The CHAIRMAN. In view of the heavy list of witnesses I am going to
suggest to all members wherever possible we submit our questions in
writing and submit them to the witnesses.

The next witness is the Honorable Phillip Burton of California. Is
he here I He does not respond.

The next witness will be the Honorable Allen Dines, State senator
from Colorado; and Hom Charles F. Kurfess, Speaker, Ohio House
of Representatives, in behalf of the National Legislative Conference.

STATEMENT OF CHARLES F. KURFESS, SPEAKER, OHIO HOUSE OF
* REPRESENTATIVES, ACCOLF ANIED BY ALLEN DINES, STATE

SENATOR, COLORADO; AND RICHARD S. HODES, STATE REPRE-
SENTATIVE, FLORIDA, IN BEHALF OF NATIONAL LEGISLATIVE
CONFERENCE

Mr. KuiFF S. Mr. Chairman, I am Speaker Kurfess of Ohio. To my
immediate right is State Senator Dines of Colorado; and further to his
right is Representative Richard Hodes of the State of Florida.
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Mr. Chairman. we appreciate very nimli the opportunity to testify
before the committee this morning. We are here representing the N'a-
tional Iegislativ'e Conference to di.cuss the welfare reform legislation
which you now have under consi(leration.

We three here at the table are State legislators and will l)e present-
ing this testimony. We are ineinbers of the Human Resources Task
Force of the Intergovernmental Relations Committee of the. National
Ikerislative (onferenee. Other task force members are here and seated
behind us and I think vot have a list of these members before you.

While there are many aspects and details of H.R. 1 which we are
concerned with, this Inornincr we will focus ouir attention in basically
five areas.

First of all, the area of national uniformity and the States' role.
Outlining to.e elements of a welfare and related services program
that can have national uniformity and those elements that require a
State role or options to deal with area and State variations and be
a(lministrativelv workable.

Secondly, we will present suggested amen(ments to the bill to im-
prove tle services programs contemplated and including specific ex-
amples of States' efforts to provide public service employment and a
specific example of a State's effort to provide comprehensive, one-stop
social service deliverv system.

Third. in the area of child support we will present suggestions to
improve the ability of States to enforce child support payments l)y
fathers or responsible relatives.

In the area of medicaid financing we will suggest changes in the
me(licaid provisions to increase rather than creasee the Federal
participation in the cost of medicaid. as I am sure this committee is
aware of the impact that medicaid has had on some States' resources.

And finally, in the area of fiscal relief we would suggest some
changes in these provisions to make more equitable between the States
the fiscal relief and to allow among the States for the variations in the
cost, of living increases.

With regard to our analysis of what we feel are the variations that
should be made with regard to Federal and State roles in defining so-
cial )rol)lems and solutions, with regard to this bill, we have really
looked at the bill and asked ourselves two questions, and we would
draw your attention to them.

First,, what should or can be the extent of the national definition of
the problem that we will he dealing with, and what can be determined
and defined only or at least. best. on a State-by-State basis.

And, secondly, what should be or can be tihe extent of the national
prescription of a solution to the prol)lem requiring national uni-
formitv, and in what areas should be or must we rely on the State-by-
State solution of the outcome of the problems not r-equiring national
uniformity.

Some of the nationwide variations which we feel must be taken into
consideration are the characteristics of the unemployed, who are the
)resent welfare recipients and the low income people; we should rec-
ognize the variation and average income levels, wages and cost of liv-
ing among the various regions of the Nation and States; in fact, some
of these variations are within the States themselves.

72-573-72-pt. 5- 3
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We should recognize the differences in educational, social or occupa-
tional skill levels of welfare and low-income individuals in an area
or State. We should recognize the present extent and organization
for delivery of public human services in the various States which do
vary from State to State, the availability of private employment or
potential public service employment, and the location and mobility
of the unemployed in relation to present or potentially available
private or public jobs.

We would like to point out that in the arens that there is flexibility
now in Federal legislation to deal with State and area differences.
This flexibility is often provided only to the Federal administering
agency of these programs and not to State officials.

Therefore, we would ask that statutory flexibility to deal with State
and area variations instead be explicitly provided at the State level.

In dealing with the cash assistance program standards and policies,
we see the need for the Federal Government to establish the minimum
standards for cash assistance which would be fully federally financed
and applied throughout the country.

It also appears that we should have some uniform national policy
with regard to liens on recipients' property in the amount of allow-
able resources in determining eligibility.

However, it is also essential that we recognize the variations in the
income levels, wages and cost of living between the States and within
areas of the States. We, therefore, suggest variations in the supple-
mentary payments provision to provide States the option of continu-
ing the practice now in a number of institutional and community
care payments.

In addition, States which now provide the same payment for an
individual, whether living as an individual or with their spouse as a
couple under the old age assistance program, should have the option
to continue such a practice.

We believe that national uniformity in the establishment of a uni-
form definition of employability is reasonable. Present loss provision
regarding that amount of income which may be disregarded in deter-
mining eigibility for assistance payments has seen the gross income
of families still receiving some payment rise to such levels that the
entire program of providing work incentives for low-income people
has suffered.

Thus we propose that the,States have the option to apply some
limitation on the gross income of eligible families at which point
they would no longer be eligible for State supplementary assistance.

Among the options we feel should be available to States is flexibility
in the use of a State's supplementary payment program, provide
incentives for welfare recipients to relocate near available employ-
ment. In some cases this may mean providing incentives to move to
more rural areas with lower costs of living, especially for housing
and where employment opportunities may exist.

The key questions which must be dealt with in determining the divi-
sion of responsibility between the Federal and State Governments
for administering cash assistance and manpower, social rehabilitation,
child care and other related services, include what arrangements can
provide the most responsiveness to the needs of the people served;
what arrangements can provide the most efficient administration, in-
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cluding the use of the newest administrative procedures and tech-
nology; what arrangements can provide the most effective link and
interrelationship among related services.

While persistent arguments have been made for the desirability
of Federal administration of cash assistance programs, continue
State participation in financing the supplementary payments, in our
judgment, makes it essential that States have the option to acA'inister
the cash assistance program if they desire without the financial penal-
ties which their exercise of such an option proposes in H.R. 1.

These same differences then between the requirements of national
uniformity and options to the State exist throughout, in our judg-
ment, your considerations of the bill.

At this point I would draw your attention to page 2 of the printed
material I think you have before you, which is basically an outline
of the proposed Federal-State division of responsibility in welfare
reform legislation which we can submit to you providing, in our
judgment, those areas where national uniformity is probably required
and also in those areas in which we thirk the State has a responsibility
and a role and variable options must be made available to the States.

Senator CURTIS. Mr. Chairman, may I ask a question at that point?
Mr. K URiEss. Yes, Senator.
Senator CURTIS. Referring to that third page on the left-hand side,

"Federal financed national minimum payment standard," would you
elaborate on that, as to just what you mean?

Mr. Kurw ss. I think what we are suggesting here is a recognition
that essentially the cash assistance payment l)rogram in some respects
has become a national, legitimate national, concern. This is because
of the mobility of the population, which I am sure has been pointed
out to the committee on many occasions. It is because of some court
decisions which have removed residence requirements, and in order
that, we feel, there should be rightfully a decision made at the national
level on what minimum income should be assured.

Senator CuRTIs. But it says Federal financing.
Mr. KURXFESS. Yes.
Senator CurRns. Are you recommending that the minimum stand-

ard payment which a State might well choose not to supplement
should be totally federally financed'?

Mr. KuiRrmss. If it is-yes, if it is a minimum established at the
Federal level for a nationwide import, yes.

Senator CuRTnis. Well, what I am getting at is, are you recommend-
ing that this burden be taken away from the States and placed entirely
on the Federal Government I

Mr. KURFESS. Well, I would suggest, Senator, in some respect that
this burden is already by Congress option with the Federal Govern-
ment, because much of-and this varies from State to State, but in our
State, for instance, half of the payments now are federally financed.

Senator CurTIs. Yes, and what I want to know is, are you recom-
mending that the Federal Government finance it all?

Mr. KuRFs. Only up to whatever minimum the Congress would
establish.

What we are really suggesting here is that this is a national policy
question.
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Senator Cura'Is. Well, sure, it. is of national concern, it always has
been, and there is no State that doesn't get 50-percent matching now
and some of them get, considerably more, but I gather that what this
recommendation means is that the burden would become totally
Federal 1.

Senator FAN-N-N,. Would the Senator yield?
Senator CUrTIs. Yes; I am through.
Senator FANIN. I would just like to ask the witness, you would

require that the Federal Government take the full load of medicaid,
for instance?

Mr. Kunrwi.ss. This will be commented on a little bit later in our pres-
entation, if we might, Senator.

Senator Cum'is. Thiat, is all.
.Mr. KURi'RS. At this point, if I might, members of the committee,

in drawing your attention to it, 1 think it is page 3 probably which
you have before you, which is basically the outline, as I indicated, of
our judgment as to ihat aspects sholild be determined by national
(leterminat ion and have uniformitv across the Nation, in those areas
in which the States should have the l)rimarly role and responsibility
and certainly options available to theem. I dralw your attention to that
and ask Seniator Dines, if le would, to continue the presentation on
behalf of the committee.

Mr. DiN.-Fs. Members of the committee, if I may respond also to
Senator Curtis' question, I think the answer is, from my standpoint,
at least, is yes, that we would recommend to you a minimum level of
assistance t'o be totally funded bv the Federail Government at what-
ever minimum you gentlemen care to set that would apply nation-
wide. After that we would like to see options with the States to sup-
plement, that minimum.

I think we would also like to see some Federal participation in the
stipplementary payments at least up to the current levels that the
States are paying. There are some further problems with cost-of-living
increases, for example, that may be required henceforth, and our
position would be that we would like to see Federal participation in
those reasonable, supplements to the. minimum national standard. We
don't advocate an open-ended appropriation whereby you would have
no control at all on what the States did with your money; that is not
our intention.

If I may, on this page, discuss several of these items, because this
is really the key to our interest in the bill and our contribution, if
any, to your consideration of it. We think that there are, as Speaker
Kuirfess" has mentioned, a number of items that ought to be uniform
and a number that ought to vary from State to State, and be permitted
to vary. We have divided this" into three categories. You will notice
the first items at the. top of that page deal with cash assistance program
standards and policies, and I think we have adequately covered the
two items on the uniform column.

The State options which we would recommend deal with intrastate
variations in the amount of the sup)lementary payment as, for exam-
ple, wherein some States a payment supplement for shelter is much
more expensive in some parts of the State than in others. If this were
to be established at the Federal level on a uniform basis it would be
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impossible, in our view, at least, to take into account those local vari-
ations.

The second item also covers not only shelter but covers institutional
and community care payments, where. a person may be placed in a
boarding home situation or a community facility that is not especially
health oriented, and the actual cost of that payment may have to be
part of the supplement that. a State provides, and will vary not only
from State to State and region to region within a State, but will vary
with the particular boarding home the person is placed in.

The third item has already been mentioned and that involves States
where the policy has been adopted to pay an individual a, given amount
of money as a standard, and to pay a couple not a reduced amount but
exactly (double the amount that an individual would get.

In my own State of Colorado that has been tie policy for at least
35 years, I believe, and we would be hard )ressed if the 'ederal Gov-
ernment were to refuse to participate in that local policy of long
standing.

I think there are other illustrations of that where that will be very
important to the States.

The next heading then is in work requirements and incentives, a
very important part of the bill, and one which we think can be uni-
fornly applied insofar as a definition of employability is concerned,
although that term is hard to apply even if you can define it in stat-
ute, but the definition ought to be uniform.

The minimum wage at which a. recipient must accept employment
as a condition of eligibility, we can understand that that might w-ell
be a uniform proposition, and indeed in H.R. 1 I think it does specify
that a, person must accept employment if the job offers a salary of
three-quarters of the national minimum wage, so this is an incorrect
way of applying a national minimum wage, and that can be uniform.

There are also uniform disregards of income, on the national mini-
mum payment standards. This leads us into an awkward position,-how-
ever, which I would like to mention because as the bill is now written
the income disregards are credited in reduction of the Federal payment
and not at all in reduction of the State supplement. We don't feel that
that is equitable, and would like to see you consider applying those pay-
ments, some of our members think that they ouIrht to be applied en-
tirely to the State supplement first, but even if that were further than
you wished to go or felt you could go, we think there is real merit in
the suggestion that they be applied proportionately to the State and
the Federal payments.

A third possibility, which may be even more acceptable to von
would be to write into the bill a provision that States should have'the
option to set maximums after which the State supplement would not
apply. For example, one might say that in no case would a State be
required to pay if the Federal standard and the disregards added to
more than perhaps 150 percent of the State standard payment. In this
way the disregards could not add up to such a sum that the recipient
is really gettii-g much more income than the State would be inclined
to give were it to start without those disregards.

There should also be, as Speaker Kurfess has mentioned, an option
for the States to experiment with supplementary payments to en-
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courage a recipient to relocate as from one part of the State to an-
other in order to take a job.

The final section deals with the administration of the cash assistance
and services, and here we list on the left the uniform recipient identi-
fication system, uniform performance standards, and accountability
for the use of Federal funds, uniform data, and statistical systems
necessary for proper planning and evaluation, the availability of Fed-
eral information for the use in locating nonsupporting fathers, this is
particularly important, and we will refer to it later on, if we may, and
a uniform national system for identification of available jobs to the
employment service.

But while making those things uniform we would suggest that the
States be preserved the option of administering the cash assistance
program both for families and for adult categories without financial
penalty.

At the present time the bill is written so that the States may continue
some of this administration, but if they do it will be a their own ex-
pense, and the hold harmless provisions of the act would not apply.
We feel this is an unnecessary club to force States to agree that Federal
administration of these payments is a better system than State pay-
ments and, naturally, speaking on behalf of State legislatures we are
reluctant to make that concession. We think there are advantages in a
certain amount of local control, and a certain amount of experimenta-
tion with how administration can best proceed.

Senator ANDERSON. I have to warn you time is running pretty
rapidly.

Mr. DiNs. I think I have covered the points that were assigned to
me. and would like to ask Representative Hodes of Florida if he would
deliver a short statement on the social services aspect which we feel
is very important.

Senator ANDMSON. Very well.
Mr. HoDvs. Members of the committee, I will just take a few

moments. I am here primarily because I am chairman of the Commit-
tee on Health and Rehabilitative Services of the Florida House of
Representatives. I am going to direct your attention primarilv to the
matter of services delivery as they are related to this particular pro-
posed legislation. The key provision in this bill is one which would
provide that there would be a freeze on those funds available through
titles IV(A) and XVI, and would have the effect of limiting the
availability of Federal assistance for potential welfare recipients
under the programs currently in effect. It would tend to deny those
States that choose to continue to innovate in the area of potential
recipients in the rehabilitative programs from the opportunities of
having Federal assistance in innovation. The damaging aspect of this
is that it would discourage development of improved services by States
in that it would freeze them at the present level and any development
programs they would have would have to relate solely to their own
tax base.

I can recognize the thrust of the freeze concept since IV and XVI
services today are aimed at many who would come under the eligibility
of the new program and the new program contemplates a different
sort of service.
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However, it is important that individuals in both categories, the
working poor and unemployables, are usually seriously in need of
social and health services that are available only ifrough State
agencies.

The classical assistance offered by social workers and vocational
rehab counsellors is often insufficient to met the needs of many families
on public assistance or who are potential public assistance recipients
in the titles IV(A) and XVI categories. So while we have social work-
ers who provide excellent intake and excellent referral functions to
other State agencies they usually in themselves are unprepared to re-
solve some of the problems of America's poor.

It is our concept in Florida, and we have already funds to initiate
this, that the key to effectiveness of these services is cordination. For
example, a single recipient family may have correctional, psychiatric,
or emotional problems and could best be treated by State agencies by
integration of programs of this nature.

At the present time Florida is attempting to demonstrate this under
a concept that we developed in the Palm Beach County under Federal
grant under the name of a Comprehensive Services delivery system.
We refer to this by the acronym of the CSDS project and this project
has only been operative for a short time but there are some case studies
of which you have been given copies, which illustrate very brief and
very simple cases of how this coordinated concept works. The idea is
that legislation should be designed not to discourage but to encourage
improved State services by treating the multiple disabilities of the
poor by making them available to the poor without having to shop
around from agency to agency.

I would like to suggest that social services funds be made available
to provide incentives for creating a coordinated social services system.
Such a system could embody Stafe control and comprehensive delivery.
The present fragmentation" of services wherein the potential recipient,
although he may be eligible or ineligible for cash assistance, has to
shop around for months at a time from one agency to another to find
the appropriate social services should be discouraged. What we should
have is a coordinated comprehensive service delivery system available
by a coordination of these services within a State where a single State
agency has overall an overview of this and delivers these services and
makes them available to recipients at a local level.

The design of a comprehensive services delivery system at State level
should be encouraged by the provision of matching funds for this pur-
pose and not by just freezing any further innovation under the pro-
posed sections of this bill.

The agencies that insist upon separate and exclusive control should
be discouraged, and the encouragement of comprehensive State serv-
ices for disabilities to the poor can result, we believe, in a marked in-
crease in the employable among the unemployable, and the level of
income among the employable.

The posture of the bill encouraging day care planning should be
included in the comprehensive delivery system because we find the
greatest reason for disability and the greatest reason for unemploy-
ability is the absence of child care services and, of course, the growth
of the program is due to the absence of family Planning services.
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The chairman's own State of Louisiana is exemplary in the value of
family planning service and what, it can do to hold dovn welfare costs
in a State, so I would encourage the committee, in fact urge the coin-
mittee, to try to amend this legislation so that it. does not deny the
States the opportunity for innovation in the services delivery" area
outside of the public assistance role and even the vocational real)
role but, in fact, amend the legislation to encourage all States to de-
velop comprehensive services delivery, both within the. sule structure
of State government and also to have coml)rehensive service delivery

programss at the local level so that a single recipient can, as we lhave
demonstrated in Palm Beach, can complete an interview application
by every State agency for possible eligibility for need of services
within a matter of a couple of hours. This is very, very efficient. It
saves a great deal of money and it would go a long way from removing
people from the unemplo'able category and placing them in the em-
ployable category which would then assi-n them to )erhaps some other
agency, as is conteln)lated in the bill through the Department of
Labor.

The biggest value of this type of system, too, would be to develop
a job profile wherein that job profile could be plugged into a Com-
merce or Labor Departments job availability structure and proper
matching of jobs and individuals could be taken care of. At the same
time whatever disabilities exist, in the family that have been provided
to the State agencies can be delivered. This could cover behavioral
problems, mental health problems or just siml)lv vocational educa-
tional problems. These could all be covered by having a comprehensive
system, and the legislation should encourage coordinated comprehen-
sive service delivery systems at the State level with Federal assistance.
Thank you.

Mr. kuRFEss. Mr. Chairman, I understand your time is limited this
morning. I would like to thank you for this opportunity that we have
had to make this presentation to you. We want to emphasize, as our
outline indicates to you, our concern from our position as policyimakers
at the State level, and certainly indicate to you that, as you continue
your consideration of this measure we will be* happy to respond to any
questions or react ions that you might want from us.

Senator ANDERSON. I think it is a very good statement. You have
made some very good comments. We will take advantage of your
observations. It is extremely valuable.

Any questions?
Senator FANNIN. Mr. Chairman, this certainly presents very fine

testimony. It is regrettable we do not have more time because I'know
we will benefit, from your testimony and we will read your complete
statement.

I am just wondering if you could furnish for the record from the
National Legislative Conference the percent that medicaid costs are
to the total welfare costs in the individual States. We have had that
furnished for some of the States but not for all. I wonder if that is
available from the National Legislative Conference.

Mr. Kumiss. We would certainly get it for you.
Senator FANN I.N. Thank you kindly. I appreciate very much your

testimony.
(The prepared statement of Mr. Kurfess and a table referred to by

Senator Fannin follows. Hearing continues on p. 2268.)
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Total expenditures for medical assistance, and welfare expenditures
broken by percent of expenditures for medical assistance and cash
assistance plus social services, fiscal year 1971

Percent of expenditures for-
Expenditures for

medical Medical Cash assistance
assistance assistance plus social services

Alabama ---------------------- 82, 702 34. 1 65. 9
Alaska .................................................................
Arizona -------------------- --------------------------------------
Arkansas ----------------------- 12, 631 10. 9 89. 1
California -------------------- 1, 109, 164 34. 0 66. 0
Colorado ...---------------------- 56, 223 47. 8 52. 2
Connecticut, -------------------- 97, 743 44. 9 55. 1
Delaware ---------------------- 7, 482 26. 0 74. 0
District of Columbia ------------ 39, 857 35. 4 64. 6
Florida ------------------------ 83, 516 32. 4 67. 6
Georgia ---------------------- 129, 995 38. 5 61.5
Guam --------------------------- 495 21.3 78. 7
Hawaii ------------------------ 22, 249 39. 7 60. 3
Idaho ------------------------- 10, 483 34. 9 65. 1
Illinois ------------------------ 287, 680 3:3. 7 66. 3
Indiana ----------------------- 53,972 31.0 69.0
Iowa ------------------------- 27, 115 21.0 79. 0
Kansas ------------------------- 39,910 30. 0 70. 0
Kentucky --------------------- 71,002 35. 6 64. 4
Louisiana ---------------------- 54, 824 20. 1 79. 9
Maine ------------------------- 18 802 24. 7 75. 3
Maryland --------------------- 10, 227 41.9 58. 1
Massachusetts ----------------- 343, 092 46. 0 54. 0
MIichigan --------------------- 277 512 39. 0 61.0
Minnesota --------------------- 113, 295 38.3 61.7

IiSissil)pi --------------------- 35, R35 26. 8 73. 2
.Missouri ----------------------- 60, 453 22. 9 77. 1
Montana --------------------- -11, 150 34. 6 65. 4
Nebraska ---------------------- 24, 402 30. 7 69. 3
Nevada ----------------------- 8, 276 38. 8 61.2
New H[ami)shire ---------------- 7, 665 24. 4 75. 6
New Jersey -------------------- 181, 669 32. 8 67. 2
New Mexico ------------------ 17, 571 26. 0 74. 0
New York --------------------- 1, 555, 518 49. 0 51. 0
North Carolina ---------------- 98, 187 40. 9 59. 1
North Dakota ------------------ 13, 382 39. 6 60. 4
Ohio -------------------------- 131,746 29.5 70.5
Oklahoma --------------------- 96, 350 37. 6 62. 4
Oregon ------------------------ 19, 961 15. 5 84. 5
Pennsylvania ------------------ 363, 405 37. 6 62. 4
Puerto Rico ------------------- 71,383 56. 3 43. 7
Rhode Island ----------------- 42, 189 44. 6 55. 4
South Carolina ------------------ 34, 412 42. 2 57. 8
South Dakota ----------------- 9, 037 26. 4 73. 6
Tennessee -------------------- 38, 840 20. 5 79. 5
Texas ------------------------- 181,587 28.8 71.2
Utah -------------------------- 18, 845 33. 0 67. 0
Vermont ---------------------- 15, 508 39. 4 60. 6
Virgin Islands ------------------ 1,337 44. 5 55. 5
Virginia ---------------------- 58, 944 33. 2 66. 8
Washington -------------------- 105, 073 34. 1 65. 9
West Virginia ----------------- 23, 320 25. 5 74. 5
Wisconsin --------------------- 162, 848 54. 8 45. 2
Wyoming --------------------- 1, 828 17. 9 82. 1

U.S. total -------------- 6, 434, 692 37. 1 62. 9

Source: OA-25, November 1971.
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STATEMENT OF SPEAKER CIHARLES F. KURFESS, Oli1O HOUSE OF REPRESENTATI' FS;
STATE SENATOR ALLEN DINES, COLORADO, CO-CHAIRMAN: AND STATE REPRESENT TA-
TIVE RICHARD S. HODES, FLORIDA, ON BEHALF OF TIHE HUMAN RESOURCES "A.K
FORCE OF THE INTERGOVERNMENTAL RELATIONS COMMITTEE OF THE NA .41NAL
LEGISLATIVE CONFERENCE

SUMMARY

Mr. Chairman. we appreciate the opportunity to testify before this Committee
to represent the National Legislative Conference to discuss the welfare ref,trm
legislation now under consideration. The panel of state legislators which will
present this testimony are members of the Human Resources Task Force of the
Intergovernmental Relations Committee of the National Legislative Conference.
Other members of the Task Force and their staff are also here today. We have
provided to the Committee the list of those in attendance today.

While there are many aspects and details of H.R. 1 that we are concerned
with, we have focused cur attention on the following:

I. National Uniformity and State Role.-Outlining those elements of a welfare
and related services program that can have national uniformity and those ele-
ments that require a state role or options to deal with area and state variations
and be administratively workable.

II. State Role in Services.-Pllrsent suggested amendments to IH.R. 1 to imlrive
the services programs contemplated and Including specific examples of States'
efforts to provide public service employment and a secific example of a State's
effort to provide comprehensive, one-stop social service delivery system.

III. Child Support.-Presenting suggestions to improve the ability of States to
enforce child support payments by fathers.

IV. Medicaid Financing.-Suggest changes in the Medicaid provision-: to
increase rather than decrease the federal participation in the cost of Medi,'iaid.

V. Fiscal Relief.-Suggest changes In the fiscal relief provisions to make ree
equitable between States the fiscal relief and allow for cost of living increases.

PROPOSED FEDERAL-STATE DIVISION OF RESPONSIBILITY IN WELFARE REFORM
LEGISLATION

National Uniformity State Role and Options

CASH ASSISTANCE PROGRAM STANDARDS AND POIICIES

I. Federal financed national minimum 1. Intrastate variations in amount of
payment standard. state supplementary payment- re-

flecting cost variations within the
"Atate.

2. Uniform policy on liens and allowable 2. State option to alter amount and
resources for eligibility, nature of state supplementary pay-

nent in providing shelter allow-
ances and institutional and coin-
munity care payments.

8. Uniform definition of employability. 3. State option In supplementary lpay-
nients to change ratio of ttital
amount of payments between in-
dividual and couple payments un-
der old age assistance.

WORK REQUIREMENTS AND INCENTIVES

4. MInimum wage at which recipient 4. Option to State in determining elitri-
must accept employment as condi- bility for state supplementary as-
tion of eligibility. distance to apply a gross income

limitation of eligible families to no
less than 150% of the State's pay-
ment level.

5. Uniform income disregards on na- 5. Option to State to provide Incentives
tional minimum payment stand- to recipients with state supple-
ards. mentary payments to relocate near

available employment.
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ADMINISTRATION OF CASH ASSISTANCE AND SERVICES

6. Uniform recipient Identification
y S t (.Ill.

7. Performance standards and finan-
cial management policies for ac-
cuntability in use of federal
funds.

S. Uniform data and statistical system
fr planning and evaluation.

9. Availability of federal agencies in-
formation for use in locating non-
support fathers.

10. Uniform national system for iden-
tification of available Jobs.

6. State option for state administra-
tion of cash assistance program
for families without financial
1wialty.

7. State option for state administra-
tion of cash assistance program
for the aged, blind, disabled. with-
out financial penalty.

8. Continued state responsibility for
administering enforcement of
father support with state option
to develop sanctions for use in
locating and enforcing father
support.

9. Stale option to submit a Compre-
hensive State Opportunities for
Families services plan for man-
power, public service employment,
child care and related social, re-
habilitation. and health services.

10. State determination of order of
priority for employable individ-
uals to receive Opportunities for
Families services.

11. State administration of social serv-
ices for the aged, blind, disabled,
and families with continued avail-
ability of adequate funds and flex-
ibility in their use to enable States
to develop and provide compre-
hensive social services.

I. FEDERAL AND STATE ROLES IN DEFINING SOCIAL PROBLEMS AND SOLUTIONS

li tile development of the previous outline for suggestions for national uni-
formity and provision of state role and options, certain key questions were
asked in evaluating this proposed major national social legislation:

A. What should be or can be the extent of the national definition of the problem
being dealt with and what can be determined and defined only on a state by
state basis?

B. What should be or can be the extent of the national prescription of the
solution to the problem and require national uniformity and what must rely
on state by state determination of the optimum solution to the problem and
without national uniformity?

Some of the nationwide variations which must be taken into account are:
Characteristics of the unemployed, present welfare recipients, and low

Income people.
Average income levels, wages and cost of living In an area or State.
Educational. social or occupational skill levels of welfare and low income

individuals in an area or State.
Present extent and organization for delivering public human services In

a State.
Availability of private employment or potential public service employment.
Location and mobility of the unemployed in relation to present or poten-

tially avalaldle private or public Jobs.
Too often the flexibility in federal legislation to deal with state and area

differences is provided to the federal administering agency and not to state
elected officials. Therefore we are asking that statutory flexibility to deal with
state and area variations be instead explicitly provided to state elected officials.

('t.vh assistance program standards and policies.-We see the need for the
federal government to establish some minimum standard for cash assistance
whileh would be fully federally financed and apply throughout the country. Also
equity would dictate the need to establish uniform policy on liens on recipients
property and the amount of allowable resources in determining eligibility.
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However, it Is also essential that we recognize the variations in the income
levels, wages, and cost of living between States and areas within States. We are
therefore suggesting variations In the supplementary payments provision to pro-
vide states the option of continuing the practice now in a number of States of
distributing part of the assistance payment based on shelter costs and institu-
tional and community care payments. In addition, States which now provide the
same payment for an individual whether living as an individual or with their
spouse as a couple under the old age assistance program should have the option
to continue such a practice.

Work requirement, and incentives.-We believe that national uniformity in
the establishment of a uniform definition of employability is reasonable.

The present law's provisions regarding that amount of income which may be
disregarded in determining eligibility for assistance payments has seen the
gross income of families still receiving some payment rise to such levels that
the entire program of providing work incentives for low income people has
suffered. Thus we are proposing that the States have the option in determining
eligibility for state supplementation to apply some gross income limitation at
which point a family would no longer be eligible for state supplementary assist-
ance. We are suggesting no less than 150 percent of the State's payment level. It
should be pointed out that this is somewhat of a defense against the provision
in H.R. 1 which in effect discourages states from making supplementary payments
because income disregards are first applied against the federal payment.

Among the options which we feel should be made available to States is flexibility
in the use of state supplementary payments to provide incentives for welfare
recipients to relocate near available employment. In some cases this may mean
providing Incentives for a family to move to a rural area where an employment
opportunity may exist ota-being-deveoped by the State and where living costs
such as for housing may be lower.

IT. FEDERAL-STATE DIVISION OF RESPONSIBILITY FOR ADMINISTRATION OF CASH
ASSISTANCE AND SERVICES

Key questions which must be dealt with in determining the division of respon-
sibility between the federal and state governments for administering cash assist-
ance and manpower, social, rehabilitation, child care, and other related services.
These Include:

What arrangements can provide the most responsiveness to the needs of
the people served and the total electorate?

What arrangements can provide the most efficient administration including
the use of the newest administrative procedures and technology?

What arrangements can provide the most effective link and interrelation-
ship among related services?

The following chart illustrates the fragmentation of responsibility for ad-
ministering cash assistance and services under II.R. 1 compared to provisions in
the present law.

X-Proposed responsibilities in H.R. 1: O=Responsibilities under federal law:

Social Family
Security Benefits
Administra- Administra. Department
tion tion of Labor States

Administering cash assistance for families ... .............. X .............. 0
Administering cash assistance for aged, blind, and X ............................ 0

diabled.
AdministerinR services:

Employable heads of families ................................................. X (1)
Familes with "unemployable" head of family ............................................. X, 0
Aged, blind, and disabled .............................................................. X, 0

I Labor Department project grant to State employment service for specific areas in State.

Comprehensive AR-tate opportunity, for familie. services plan.-The Adminis-
tration has indicated that it intend:. trc ask the Congress to appropriate over X2
billion for manpower training, public service employment, child care and health,
rehabilitation and other supportive and social services for the first year of
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implementation of the Opportunities for Families Program for employable re-
cipients. The need for these various services vary considerably from state to
state according to the characteristics of the recipients and the nature of the
job market.

H.R. 1 provides for categorical authorization of funds for each of these serv-
ices and for the Secretary of Labor to continue to use the categorical project
grant approach in funding such services without taking into account efforts by
States to coordinate various human service programs. Such a situation would
result in further fragmenting the prograins which nmust be interrelated to be
effective in assisting people in achieving their fullest self-support potential.
Also, the bill has five separate funding authorities related to child care. We
believe that each State should submit a Comlprehen.sive State Opportunities for
Families Services Plan for a combined funding and coordinated provision of
these services to be most responsive to the needs in that State. State elected
officials would designate the state agency to administer or supervise the adminis-
tration of such a plan. The Secretaries of Labor, and Health, Education and
Welfare would be required to approve such state Idan if it met the requirements
of the Act unless they determine that some other unit of government has the
capability to more effectively carry out the purposes of the Program and has a
greater capability to provide or to enter into arrangement with other appropriate
agencies to provide the necessary services.

Senator Louise Conner of Delaware will explain to you some innovative pro-
grams in that State for developing public service employment opportunities for
welfare recipients and coordinate(] delivery of services.

State administration of comprehcnsire social serricc..-H.R. 1 continues to
.provide a state role In administration of social services for those defined as
"unemployable". However, the bill would deny adequate funding and incentives
to states to develop comprehensive social services. Representative Richard lodes.
Chairman of the Health and Rehabilitative Services Committee of the Florida
House of Representatives will discuss this matter with you and provide a
specific example of a comprehensive one-stop social service project now operating
in his state.

Administering cash assistance.-While persistent arguments have been nade
for the desirability of federal administration of the cash assistance program for
both families and the adult categories, the continued state participation in financ-
ing the supplementary payments makes it essential that states have the option
to administer the cash assistance programs and without the financial penalties
in choosing such an option as proposed in H.R. 1. The size nnd complexity
of the federal bureaucracy which would be required and the variations front
state to state which would still have to continue plus the sheer size 0in( difficulty
of the transition to federal administration would cause very difficult problems.

We (1n recognize that some increased uniformity in administrative procedures
with uniform recipient Identification system and uniform data and statistical
system that is actually useful for planning and evaluation would he desirable.
In addition, federal technical assistance to 14ates to improve administrative
procedures and ensure the use of modern technology could provide the advan-
tages of national uniformity without the problems of federal administration.

I1. IMPROVING STATES' ABILITY TO LOCATE AND ENFORCE PAYMENT OF CHILD SUPPORT
BY ABSENT FATHERS

Major growth of the percentage of families receiving cash assistance payments
d-t.i to the absence or desertion of the father of the children requires changes
in the Social Security Act. improved administrative procedures, and availability
of financial resources to enforce payment of support payments by absent fathers.
These changes include:

1. Availability without court order of federal agencies Information for
us, in locating fathers who are deliquent in support payments. specifically
information from Internal Revenue Service and Veterans Administration.

2. Amendments to the Social Security Act to require mothers to assist in
Identifying, locating and taking legal action to obtain support from the
absent parent.

3. Provide 100% federal financing for state welfare departments to directly
hire staff or to contract with other agencies for units of government to
assist In carrying out programs of enforcing father support.
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4. Provide Sta'tes the option to experiment with sanctions to enforce the
requirement that mothers assist In identifying and locating the absent father.

5. Continue to provide States a proportionate share of the support pay-
ment related to the proportion of non-federal share of the cash assistance
payment.

Mr. Ben Kain, from the Illinois Department of Public Aid and representing
here today the national organization of state officials concerned with adminis-
tering the interstate compact on enforcement of support has developed a back-
ground paper on this issue for the Committee and specific legislative language
to amend the Social Security Act.

IV. MEDICAID

- We recognize the need to continually improve the utilization review procedures
in the Medicaid program to insure that a certain level of care and kind of care
is actually needed by patients. However, proposals to reduce federal matching
for costs of long-term care now in H.R. 1 are opposed because the time periods
are arbitrary, do not recognize medical necessity and would increase costs to
states.

V. STATE FISCAL RELIEF PROVISIONS IN H.R. 1

We are aware that various states have made fiscal projections on the impact
of H.R. 1 on States that have Indicated that even with the hold harmless pro-
visions for cash assistance there may still be significant additional costs to
states not covered by the hold harmless provision.

We do not believe it would be politically feasible for states to deny Medicaid
coverage to those made newly eligible for cash assistance under H.R. 1. We rec-
ommend that H.R. 1 provide a "hold harmless" provision to protect states against
Increases in ,Medicaid costs for those made newly eligible for cash assistance
programs under H.R. 1.

State fiscal relief provisions in H.R. 1 should be amended to provide federal
participation In the cost to a state of (1) maintaining present levels of support
and (2) increasing payment levels to reflect cost of living increases.

We also Su)port proposed amendments to H.R. 1 to provide emergency and
retroactive fiscal relief for States from welfare costs.

IMPROVING STATE ABILITY To LOCATE AND E FORCE PAYMENT OF CHILD SUPPORT
BY ABSENT FATHERS

Memorandum frown National' Conference on Uniform Reciprocal Enforcement
of Support to Senate Finance and House Ways and Means Committee Consider-
ing Amendments to the Social Security Act, Including HR 1.

The National Conference on Uniform Reciprocal Enforcement of Support, com-
posed of judges, masters, referees. clerks, probation officers, various other court
officials, local prosecutors, state attorney general representatives, welfare ad-
ministrators, social workers and the like, wishes to bring several matters of
general concern to the attention of the Committee for its consideration.

Of utmost concern are the several federal district court decisions holding the
granting of AFDC benefits may not be conditioned upon the cooperation of the
mother. or other custodial relative, with welfare department or law enforcement
officials in obtaining support for the children) from an absent parent. These
decisions have been affirmed by the United States Supreme Court in Juras v.
Meyers, No. 71-63 (Oregon) and Weaver v. Doe, No. 71-478 (Illinois) and apply
whether the child is born in or out-of-wedlock.

The so-called "NOLEO" provisions of the early '50s requiring that prompt
notice be given the local law enforcement official of the furnishing of aid to a
child who has been deserted or abandoned by a parent, the requirement in the
early '60s that each state establish a central unit for location purposes, the
1967 Social Security Amendments requiring a single unit for obtaining support
from an absent parent, including establishing paternity when necessary and
federal participation in the special funding of these efforts, seem to express
clear congressional intent. Under today's law, the mother is excluded from this
cooperative effort.



2267

In order to implement these requirements effectively, many, if not most,
states have required the cooperation of the mother, or other custodial relative,
as a condition of eligibility for the child(ren) for whom a duty of support is
owed. For a child born out-of-wedlock, the mother is the only person who can
naine the father, sign the paternity complaint, and testify to material facts.

While it is true some states have Statutes enabling the welfare department
to bring an action in its own name to obtain support from the absent parent of a
child l,oni in wedlock or whose paternity has been established, usually the only
evidence it can )resent from case files regarding desertion and non-support
is self serving and second hand. Law enforcement officials and courts customarily
require testimony of a witness having first-band knowledge of the circumstances
and the action, being civil in nature, does not carry the usually sanctions of the
non-support misdemeanor. We hasten to point out, cooperation is needed to ob-
tain the address of all types of absent parents or leads upon which to base loca-
tion effort.

Although the proposed disregard of a portion of the income from support pay-
ment-s in arriving at need will serve as an incentive in some cases, there seems to
be little justification for not taking appropriate support action in all cases where
possible.

The Conference urges strong federal sanctions be enacted as soon as possible
by amendment of the Social Security Act requiring full recipient cooperation in
every material aspect of the support enforcement process as a condition of initial
or continuing eligibility for AFDC. Without such sanctions, Conference members
feel cooperation will be minimal, rising caseloads with decreasing support con-
tributiois will result, and an effective test of whether or not there is a bona
fide( desertion under current federal law will be lost.

Self-incrimination, right to privacy, equal protection and the Imposition of an
additional eligibility requirement by the states not required by the Social Se-
curity Act have been the issues raised in the federal court cases. The courts
have not reached the Constitutional objections in their decisions.

Sanctions contained in Social Security Act amendment could be waived in the
evelmt criminal prosecution for adultery or fornication were possible under state or
local law. Those few states having such laws could then grant immunity from
prosecution by legislative amendment where such information was obtained for
support purposes in welfare cases or abolish the criminal Statutes altogether in
accordance with current trends. There seems to he some favorable precedent wlih
regard to the privacy issue, leaving only a possible attack on grounds of equal
protection.

The Conference is of the opinion principal responsibility for support and fraud
prosecution should be left with the various states under existing laws and collec-
tion procedures. Under present federal and state law, there Is appropriate sharing
of the proceeds of on-going support money, reimbursement of assistance granted,
or money obtained by fraud prosecution.

However, more equitable and definite arrangements for sharing of the proceeds
of support and fraud action need be established under HR 1 and other Social
Security Act amendments. States supplementing the federal minimum income
allowance should share on a proportionate basis.

In the event S. 3019 Is adopted by the Congress, Attorney General actions likely
will lie relatively few in number since most absent parents reside in the state
where assistance is granted, a number of mothers have been the persons traveling
in interstate commerce and, in many instances, paternity has not been established.
Sharing of any recovery with the state, however, should not be conditioned upon
a prior state court order. Personal service for ordering support normally Is re-
quired and not possible when the whereabouts of the absent parent Is unknown.

The Conference urges Congress make funds more readily available for the law
enforcement process for obtaining support. Although funds are currently avail-
able for welfare department support activity, salaries and fees for prosecuting
attorneys, courts, clerks, sheriffs, and the like, are furnished from state and local
funds, with the federal government sharing In the proceeds.

.Matching funds are available currently for selected demonstration projects
involving arrangements with local courts and law enforcement officials supplying
other than usual service to the welfare agencies. Reported projects seem to be
limited to assumption of welfare agency responsibilities for which funds were
already available with little, if any, net increase in money to the states.
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Lastly, the Conference believes information should be available to state locator
services In welfare cases from all federal agencies, Including the Veterans Admin.
istration from which no information may be obtained at this time. Address in-
formation from Internal Revenue Service should be available without the neces-
sity of a prior court order, as in the case of the Social Security Administration.

Section 402(a) (17) of the Social Security Act is amended by striking tihe
semicolon at the end thereof and substituting a comma and the word "and",
and by adding the following new subparagraph:

"(C) that if and for so long as-
(I) a mother who has in her care a child referred to in clause (A) (i)

refuses to identify the father (of such child and to participatt- in establislhing
the child's paternity and securing support for him, and

(it) a mother or other relative having in her or his care a child referred
to in clause (A) (ii) refuses to supply information to aid in locating the
deserting or abandoning parent and to participate in obtaining support from
such parent.

such mother's or other relative's needs shall not be taken Into account In making
a determination under clause (7), and aid for any dependent child in the family
in the form of payments of the type described in section 406(b) (2.) (which in
such cases shall be without regard to clauses (A) through (E) thereof) or
section 408 will be made; except that the provisions of this clause (C) shall not
apply to a mother of a child born out-of-wedlock if her identifying the father
of such child would subject her to criminal prosecution under State laws or
local ordinances pertaining to adultery or fornication, and the State agency shall
for a period of sixty days make payments of the type described in section 40U
(b) (2) (without regard to clauses (A) through (H) thereof) on behalf of the
mother or other relative having charge of the child if during such period such
mother or other relative accepts counseling or other services aimed at persuading
such mother or other relative to participate in obtaining support for tire child ;"

Mr. DixEs. Mr. Chairman, we have with us, just arrived, Senator
Louise Conner from Delaware and, if you have a few minutes, we had
planned to ask her to tell von about a program in J)elaware that I think
would be of particular "interest to you. I don't know if your time
permits that. now or not.

Senator ANDERSON. We started off with all we ' mn do, but go ahead.

STATEMENT OF HON. LOUISE T. CONNER, STATE SENATOR FROM
DELAWARE; ACCOMPANIED BY ARVA JACKSON, AIDE TO GOV.
RUSSELL W. PETERSON OF DELAWARE

Mrs. CONNER. All right; thank you, gentlemen. I am sorry we were
late, we were delayed and we very much appreciate this oI)1)ortulhity.
I have with me todav Mrs. Arva Jackson, who is an aide to Go'v. Russell
Peterson of 1)elawzitr, and the Governor ls been very innovative in
this field.

In our State we have tried to do the best we can within the (ategorical
grants to have integrated programs and cross-division and (lel)artment
lines in order to get our people in State government working together,
and we have developed two or three quite innovative programs.

The first one I am going to talk about very briefly is tile something
for something program and obviously this is a play on words something
for nothing. What we have tried to do in that program, which was
(lelopedi only a year ago, is to take adults and children for whonm it is
feasible to I)ronote movement to econominic self-sufficiency, and for
those for whom economic self-sufficienc'y;- won't work, to get them work-
ing as mnl(.lm as we cani so that they have the feeling that they are
makin,.. a worthwhile ('ontribiltion to society and not just getting a'dole.

In lieu of a grant cleck moneys are paid for training experiences for
welfare recipients woi are assigned within tin e depa rtment of health
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and social services. A check iii the amount of $281 gross per month per
Cml)lovee-traineC is reccive(l. Most of the emplyee-trainees ini the
sonietfling for something program have been put in human service
slots. They have been given jobs in our hospital for the mentally
retarded, the Delaware State Hospital, Ferris School for Boys, the
Family Court vocational rehabilitation centers, and te thou(;ht has
been to take ,hese People and pay li very little less thiue hihi-
mum that is paid people in theStato government, so that we don't
4ret into trouble with tie unions, and to put them in slots where they
can help provide State. services, and we have found that they are
l)articulhrh" adapted in human services, for example, someone, working
at the State hospital who might have a real feel for working with
people, and might need a little training, andl tly have been used in
this way, and been given the feeling that they are people who really
amount to something because they are (rivig a real service to tho
State and not just getting i. deal, and tdmat is wliat was behind the
something for something program.

Another one of our main programs has been tile Delaware Joint
Action Plan which we just put, gave legislative implementation within
the last week, and the purpose behind this program is to take general
assistance recipients who, for the most part, do not have families, and
to get tlem, get the notion to them, tlat they are not going to get their
relief payment if they turn down a job, so they are offered a job, and
they are sent over to vocational re hlabilitation to get some training.
Tlen if they woWt participate in any of these efforts to upgrade them
it is made v-ery clear to them they don't get their checks, their relief
cihecks, in this program. We are actually applying a little bit of force,
and giving them a little extra push and saying to them, "If you really
want to amount to something you can't just stay forever on the dole
but. you have to be willing to go to work, be willing to upgrade yourself
and take sonm vocational training."

Now, we also have had in Delaware the WIN program, which I
don't have to explain to you gentlemen because you understand about
it, and we have had a TV program which has ha'd a whole lot of work
on it and it las to do with vocational rehabilitation of public assistance
recipients. and- again this was envisioned about a year ago, the first
prospectils was written on it., and in the meantime they have really
been struggling to make it fly, and there have been the 'usual difficul-
ties you have when you have got something creative and innovative
going and when you are reaching across division and department
lines, you have g6 t the department of labor and the department of
health and social services involved here and they have had to learn to
work with each other and to be creative and cut redtape, but again we
have had progress.

In the papers that we will turn in to you, which we hope you will
read. there aie figures telling how well we have done witl this program.

All in all, I think that the State of Delaware under Governor Peter-
son has been showing real creativity and a sense of )Urpose in t-rying
to make peol)le understand that in order to be worthwhile citizens
they must do tlhir level best to make a contribution. and we have done
evervthing we can to upgrade them vocationally and to make them,
make a wortlwtiile contribution.

72- 57:,'--72-1Pt. 5-4
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Senator TALMADGE. May I ask a question at that point?
MIrs. CONEn. Right..
Senator TALUMADC.E. Have you done any experimentation in the State

of I)elaware with AFI)C mothers serving in child care centers looking
after the children of their neighbors so they could work?

Mrs. CoN.-Ni. I think that Mrs. ,Jackson can give .you more facts on
that than I can. We have particularly in our something for something
program been concerned with the Al)C mothers.
Mrs. JACKSON. Yes, I would be glad to. As a matter of fact, this is

an idea we considered when the something for something program
was developed. We had difficulty working out a funding mechanism
that was acceptable, so we have started by using those AFDC mothers
who are the ones in the something for'something program in State
agencies. We will soon be moving them into private agencies, and it
its anticipated that we will be able to work out, a system so that they
might be established as day care mothers and be able to ca-re for the
children of other AFDC mothers and will then be released to go to
work using this mechanism.

Senator TAL MADGE. It looks like to me, this would be an ideal system
because they normally live in the same neighborhood and frequently
they are acquainted personally, and if you could pick out the best-
informed woman in the community to take care of the children of
several of her neighbors, that would'free them to work, and I think that
ought to be a very good solution to some of the problems involving day
ca Ie.

.\Mr. HODIES. May I make a comment on that, Senator? In the city of
Tampa's model cities program, this was developed very carefully, us-
ing day care centers and using AFDC mothers and training them as
public service employees. By and large, it is a fair program. It has
some great defects because quality day care requires some training and
a certain amount of interest and beiig consistent in attending to the
job. and just getting people to show up for work is a very difficult thing
to do. Currently, we don't have any mechanism for making AFDC
payments contingent ulpon that particular activity.

Senator TALMADGE. Would you recommend we write such a mech-
anism into this bill?

Mr. Hloi).s. I am not certain but that it wouldn't be a good idea, that
if employment is available and people are trained for the job-now, of
course, they may not be trained.

Senator TAJMADGE. No, but they would be as well trained as the
mothers in the community that are looking after them now, wouldn't
they?

Ifr. IODES. No question about it. In fact, there are people that we
tried to get in the program, who are (loing some babysitting at home,
and yet when we tried to get them to work in the day care center, they
had already taken care of children, they would somehow develop an
extraordinary incapability of taking care of children in a day care
center. It is very startling how that will arise every once in a while.

The CHAIRMAN (presiding). Well, now let me ask you this about an
approach. Supposing we said to a State and a community that, "We
will provide two kinds of matching, we will just continue to give you
what you are getting now, if you want to pay people for income mainte-
iance, but if you want to pay them to do something, just anything

that you think is worthwhile, marginal though it may be, we will give
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vou better matching. For example, we will give you 50-50 matching if
you have more than the average income in your State, give you 50-50
snatching for income maintenance purposes, for what you presently
call the AFDC. If you want, to put that mother doing something, we
will give you 2 for 1, we will give you 662,1 rather than 50-50, so you
get 2-for-i matching if you are paying people to do something. But you
get only 50-50 matching insofar as you are paying income mainte-
nance."

If you could then get your money freed by the legislature so youcan use it either way, and in manyinstances it wouldn't require an

act of the legislature, so you cold do it either way, so you could either
do income maintenance or you could pay for work, would t that pro-
vide you with an incentive?

I see this lady here wants to add something to it.
Mrs. JACKSON. I want to add to that. Actually, that machinery really

exists now. If you use the State's share of the .A\FDC grant ana match
it, with title IVT(A) money of the Social Security Act you can get a
75-,25 matching, use it that way.

The CAI IANX. Don't say IV(A) because you are talking like a
technician; put it in layman's language.

Mrs..IJACKSON. It is the purchase of services that any division of so-
cial services or department of welfare can use once t hey have deter-
mined services they will purchase. That is usually t-he only State agency
that can uge that matching formula, but if tley choose to use thei r
State appropriation that way, and this is what we have done in the
something for something program, we are able to get the best use of
that money and pay people for doing those kinds of human services
jobs. That is precisely what our something for something program does.

The CI.AIRMAN. Well, there are. just a lot of things people can do.
Governor Reagan suggested that one of the type things that would be
worth paying for would be in the area where you have had your school
l)uil(ings vandalized-just pay somebody to keep an eve ol the school
building. Now, a person can take the child along with them. The child
can play with other children right on the school grounds, and hope-
fully they might pick up some of the litter that might be laying down
there and help to tidv the place up a bit. That is not hard work; and,
at the same timie, if you get far more favorable matching with your
money then on that program you could pay them a lot more for'that
than you can for just sitting at home, and'it gives a person a feeling
of usefulness in doing that.. They are doing something and doing a use-
f il job for this society of ours, not just living on a dole somewhere.

'Mrs. CO.NER. Exactly.
Senator, if I may, I would like to give you a very short list here of

the State agencies that are using at least one something for something
employee: Our State hospital for the mentally retarded; Delaware
State Hospital; our school for boys, delinquent boys; our family court
has four and will take two more; our vocational rehabilitation centers
are using five of them; division of social services, 12; and our delin-
quent school for girls is using one. These are all people, AFDC mothers
instead of just getting a grant are doing something, making some-
thing of themselves and making a contribution to the State government
in human services.

Senator TALMADGE. If you will yield, Mr. Chairman, what percent-
age have you enrolled in your something for something program?
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Mirs. CoNNEn. A very small percentage, because this whole thing is,
we have only had a year to get it going.

Senator TALMAPD(;E. W would it be 1 percent., 2, 5 or le.'s?
Mrs. CoN,-ER. More like 1. I would say.
Senator T.\L.LDCE. One percent.
Mrs. COxNEl. Right.
Senator T.\u.rArxG. That is at least a start.
Mrs. CoN.\nR. It is at least a start, that is right, and the legislature,

we have tried to be as cooperative as we could here, and give enabling
legislation to make these things go.

The ChAIMAN. Any furtlier questions?
Well, permit me to say something for something makes twice as

much sense to me as something for nothing.
Thank you very much.
MIs. CONNER. Thank you very much for this opportunity.
(IThe prepared statement 'vith attachments of Mrs. Conner fol-

lows:)

PREPARED STATEMENT OF STATE SENATOR LOUISE T. CoNNER, CHAIRMAN OF HEALTH
AND SOCIAL SERVICES COMMITTEE OF STATE SENATE, AND 'MRs. ARVA JACKSON,
AIDE TO GOVERNOR RUSSELL W. PETERSON

The State of Delaware recogizes the need for creativity in designing programs
to help people to help themselves.

In an attempt to experiment with diverse self-support efforts the following
programs are being carried out:

I. Something for Something.
IL. Vocational Rehabilitation Social Services Project.

III. Work Incentive Program (WIN).
IV. Joint Action Plans.

REPORT TO ADVISORY COMMITTEE ON THE VOCATIONAL REHABILITATION OF PUBLIC.

ASSISTANCE RECIPIENTS, JANUARY 17, 1972

OVERVIEW

During the first six months of operation of this program, primary effort has
been devoted to physical facilities, staffing, and staff orientation and training.
An effort of this scope, especially one that deliberately sought to cross tradi-
tional agency and professional boundaries, has had and will continue to have a
wide variety of developmental problems. Nonetheless, the program is beginning
to operate essentially as it was envisioned and authorized. Except for one office
which has experienced some real difficulty in becoming established, all units ap-
pear to be functioning satisfactorily except for the problems that are outlined
below. Of special interest is the fact that there seems to be very little internal
difficulty with the dual role assigned to each discipline within the concept of
integration of services. Externally, however, it is sometimes difficult to separate
broad concepts of agency role from that of integrated delivery of social, em-
ployment, and rehabilitation services to an Individual.

Caseload statistics

Total public assistance recipients: July to December, 1971 ------------ 1S21
Current cases: In evaluation status (includes 53 in tria services to deter-

mine feasibility) ---------------------------------------------- 1079
In-service status (includes 13 ready for employment and 53 in employ-

ment) ---------------------------------------------- 69
Cases closed since July:

Not accepted -------------------------------------------- 116
Not feasible after trial services ---------------------------------- 6
Rehabilitated ------------------------------------------------- 24
Closed unemployed -------------------------------------------- 27

Total closed ---------------------- ----------------- 173
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EVALUATION

An objective of the program as originally envisioned was to develop the
,capacity to complete an initial evaluation of a client within one week of the first
contact. While the development of the technical capacity to (to this Is progressing
satisfactorily, staffing has been and remains a critical problem. With the objec-
tive of utilizing carefully trained paraprofessional persons from minority back-
grounds to administer the evaluation instruments, we have interviewed and
tested over 80 applicants for these positions, including a special list of some 60
persons identified by the Director of Personnel as eligible for the position of
"Neighborhood Worker." Despite these efforts, three of the positions currently
remain unfilled, and most of the other eleven have only recently been filled.

The practical result of this problem is that some of our units are now sched-
i ling as much as six weeks in advance for necessary evaluations. Use of private
1,sychologlsts and physicians has also reached a saturation level. Efforts are
underway to recruit hospital residents and additional psychological and psycho-
metric personnel to handle the mounting backlog of persons.

DELAWARE PROGRAMS

"SOMETHING FOR SOMETHING" PROGRAM

Goa8 (developed Februtary 1971).-
1. For those adults and children for whom it is feasible: to promote move-

ment to economic self-sufficiency.
2. For those for whom economic self-sufficiency is not feasible: to maintain

their maximum independence, self-determination, and to lessen their Isolation.
Status.-Currently there are 26 trainees in this program. It is anticipated that

the Vocational Rehabilitation Centers will select 28 more, for the 14 centers by
February 1972. Family Court has employed two (2) trainees to begin work effec-
tive January 1. They will hire four (4) more soon. Three (3) trainees will help
in our Protective Services Program. By February 1, there should be a total of
approximately 60 trainees.

('ost.-In lieu of a grant check monies are paid for training experiences for
welfare recipients who are assigned within the Department of Health and Social
Services. A check in the amount of $281 gross per month per "employee-trainee"
is received. ($281 x 200 (projected no. of trainees per month) = $56,200) when
program Is fully operative.

Most of the employee-trainees are in Human Services job slots. All are at Pay
Grade 2 ($281/month)-a grade just below the lowest pay grade for regular state
employees.

Currently (at least one SFS employee-trainee)
Delaware Hospital for the Mentally Retarded.
)elaware State Hospital.

Ferris School for Boys.
Family Court--4 (will take 2 more).
Vocational Rehabilitation Centers-5.
Division of Social Servlces-12.
Woodshaven-Kruse School for Girls.
Proposed Geriatric Services (private).-
hlans to take 20.
Estimates they can take 200.
The State's share of AFDC money is used to match Title IV-A money on a

75-25 ratio.
We provide group coverage by Blue Cross (via transfer Medicaid funds) and

Day Care.
JOINT ACTION PLAN

Goals.-To remove general assistance recipients who have been Identified as
employable from the welfare caseloads and to provide concentrated and coordi-
nated services in order to provide them with employment and/or rehabilitative
preparation for employment.

Target Population.-2,143 recipients between the ages of 18 and .54 years who
have identified by the Division of Social Services as employable (1530) or poten-
tially employable (613).

Current Status.-With the issuance of the February grant 1530 employable re-
cipients will have been advised that they are being referred to the Division of
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Employment Services for Job counseling and that their case is being discontinued
by the Division of Social Services.

In a similar manner 613 potentially employable recipients will have been ad-
vised that they are being referred to the Division of Vocational Rehabilitation for
services and that their case is being discontinued by the Division of Social Serv-
ices. In addition, the Division of Employment Services will assign an Employ-
ment Counselor to the intake section of Region I Office of the Division of Social
Services by January 10, 1972. All persons applying for assistance as of that date
will be screened to determine whether they are applying for one of the following
reasons:

(1) They are employable but are applying because of loss of employment:
(2) They are applying because of exhaustion of resources and are employable;
(3) They have exhausted their unemployment compensation benefits and are

employable. If the applicant meets any of these three stipulations, he will be
referred immediately to the Employment Counselor and no (fiscal) assistance
will be granted.

In addition, Joint exploration will be made by the staff of the Department of
Labor and Department of Health and Social Services toward the feasibility of
transferring all or part of the administrative responsibility for the General
Assistance Program from the Division of Social Services to the Department of
Labor and/or a redefinition of eligibility for this program regardless of the
administrative or organizational pattern.

The CHAIRMA,. The next witness is Mr. Richard M. Loughery. ad-
ministrator of the Washington Hospital Center, accompanied by Ken-
neth Williamson, director of the Washington Service Bureau, Ameri-
can Hospital Association. Will you proceed, sir?

STATEMENT OF RICHARD M. LOUGHERY, ADMINISTRATOR,
WASHINGTON HOSPITAL CENTER, ON BEHALF OF THE AMERI-
CAN HOSPITAL ASSOCIATION; ACCOMPANIED BY KENNETH
WILLIAMSON, DEPUTY DIRECTOR, AMERICAN HOSPITAL ASSO-
CIATION, AND DIRECTOR, WASHINGTON SERVICE BUREAU

Mr. LOUOTTERY. Thank you, sir.
Mr. Chairman, I am Richard M. Loughery, administrator of the

Washington Hospital Center here in the District of Columbia, and I
appear today on behalf of the American Hospital Association which
represents some 7,000 hospitals of the Nation. I am accompanied by
Mr. Kenenth Williamson, deputy director of the American Hospital
Association and director of its WNashington Service Bureau.

We appreciate this opportunity to present to the committee the issues
which give us concern in H.R. 1.I have a full statement which I would
like to submit for the record. But because of the limitations of time,
I shall speak only about two key aspects which the hospitals feel might
impair their very existence.

First, the problem of hospitals, unrecovered community service costs.
One of the major concerns of the hospital field-and we have discussed
this with the committee in the past-is the failure of the medicare pro-
grain in its capacity as the payer for hospital services provided medi-
care patients to participants in meeting the full cost of hospitals' com-
munity services on the same basis as other payers for similar services.
The Government excluded from medicare reimbursement the cost of
the hospital's community services. These include such items as unre-
covered costs due to nonpaying patients, charity services and deficits
from contractual arrangements, together with growth and develop-
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ment costs. These costs must be borne by other patients and this is
patently inequitable.

In our past testimony before this committee, we presented results
of a 2-year study on the pait of the hospital field of a new basis or reim-
bursenment to meet the full financial requirements of health care insti-
tutions and which related reimbursement to planning control. This
study resulted in the adoption by the association of a financial policy
statement, "The Statement on the Financial Requirements of Health
Care Institutions and Services." A copy of this has been provided in
the past to each member of the committee.

The policy statement has been accepted by the hospitals of the
Nation as a basis for establishing rates for all purchasers of hospital
services-individuals and third party payers, including the Govern-
ment. We believe the financing of institutional health care should in-
clude several items.

1. The institution's responsibilities to the community;
2. The need for systematic financing of all their operating and capi-

tal needs;
3. A rationale for proper planning of facilities and services;
4. Incentives for economy and efficiency in the delivery of high

quality health care; and
5. The necessity for the maintenance of quality and the protection

of the interests of both provider and purchaser. 'these financing prin-
ciples take cognizance of the differences between the institutional
health care system and the rest of the economy. In the free market,
industry can alter either the nature or the quality of its products or it
might discontinue a product in order to assure ihat current revenues
are adequate to meet operating and capital needs. If the quality and
scope of health services are to be maintained, health care institutions
cannot be allowed these same options. The prices established through
bargaining between individual providers and large groups of lIir-
chasers must provide revenues that are sufficient to finance these
services.

Because of the significant problems created by nonpaying patients;
because of the necessity to maintain standby services; and because
of the cost involved in meeting the educational responsibilities of
health care institutions, hospitals find that the limited capital pay-
ments that are currently included in contractual reimbursement agree-
ments often must be diverted toward meeting operating expenses.
Thus, the health care system has had increasing difficulty in main-
taining and expanding its capital financing.

The association's "Statement on Financial Requirements" provides
that all payers of health care including direct pay patients and all
third party payers shall contribute to the total financing of the comn-
munity hospital on a fair and equitable basis.

To help accomplish this and have the Federal Government accept
its full responsibility to the hospitals of the country for care provided
to Medicare patients, we again recommend that the act be changed
to redefine, reasonable cost to include total community health care
costs-to be shared equally by all payers for hospital services. Specific
language to accomplish this is contained in our statement.
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Mr. Chairman, to put this in perspective let me tell you the effect
the failure of the Government to share in these unrecovered costs has
at my hospital.

In our institution medicare represents 23 percent of our total hui-
ness and medicaid an additional 8 percent. or a total for those Govern-
ment programs of 31 percent of our total volume.

Last year our nonpaying patients, the bad debts, amounting to
$1.8 million and my char itv work and less than cost services to indigent
patients under an agreement with the District of Columbia, cost us
$1 million. Thirty-one percent of these amounts-not recoverable from
the medicare and medicaid programs-is about a million dollars. Add
to this a 4-percent factor for growth and development which the
Government doesn't recognize and we have about, $1.5 million which
must be. recovered from )aying patients who are already paying their
fair share of these costs,'lut, we have to overprice the services to
them by more than $6 per day they are in the hospital. I have a state-
ment prepared by our accounting department documentin, these costs
and I will be pleased to make this a part of the record.

Now, the second phase-
Senator CURTIS. May I ask vou
MNr. LotucErYn. Yessir.
Senator CURTIS. Is there anybody else besides the Government who

pays a hospital on what is determined are reasonable costs?
Mr. LoucITERY. By other patients, sir, do you mean a private-paying

patient?
Senator CURTIS. Yes. or an insurance company or anybody else.
Mir. LioortT-ERY. Yes. These people all pay their own cost.
Senator CnTRTrs. No. no. here is what I want to know-is there any-

body's billing that is handled by medicare and medicaid?
Mfr. Louc.I iERY. Most of the Blue plans are, sir.
Senator Curms. The Blue plans.
Mr. LoTucrrY. Yes, sir.
Senator CURTs. Based upon what it costs the hospital ?
Mr. LoucmrEY. Yes, sir.
Senator CURTIS. There are no private insurance companies that do

that?
Mr. LomTo :RY. No. sir. That is because most of the private com-

panies are on an indemnity basis. They pay billing.
Senator CURTIS. how much money do all the hospitals spend in

trying to submit and prove what the reasonable costs are?
Mr. LOTIHERY. An inordinate amount, sir'.
Senator Ct-TIS. How much money does the Government send run-

ning around checking hospitals and disputing items as to what was a
reasonable cost?Mr. LorCHERY. I would have no idea as to the Government's ex-
penditure for these audits of the various formulas.

Senator CrrTrs. I think it, is a terrible system and T find in my
State there may be a rural hospital that is well run. and tlme patients
get well. I guess that is what a hospital is for, I suppose. and they may
have a daily rate of $40, and they will be. harassed and punisfied as
much to prove that they should be paid $40 as another hospital whose
rate is $80 and I can't figure it out other than it is make-work for the
Government,.
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Mr. lA)i-(-tlEURY. Well, sir. one of the problems on this I presume
We have a responsibility to the public to l)rove our costs. If there were
only one formula to ie followed it. wouldn't be so bad.

Senator ('in'is. No, blt. we shouldn't take a great. p ortion of the
hospital's budget or the Government's to do the paperwork.

Mr. ..oui -rwny. Senator Curtis, I am totally in sympathy with you,
but I doni't 1now how to a'on1ll)islh that. There is an inordinate
aion t of time that is spent ill juistif'ing and reproving what our
pulilic a( ('oluing firn. tlie outside auditors. have already stated.

Senator ('uwris. 'hiev dont take anybody's word for it ?
Mr. I1OUUIERY. No. sir.
Senator CThn'ey. h(l don't take anybody's word for it. Yet it is

taking nmone that was intended to heli) peol)1e to pay their expenses
of illness for an outside exercise that doesn't serve any purpose
whatevv and dot's not, save 111onev for the (;overi'llielit.

Senator NELSo. Mav I ask a question along that line ?
M ,'. tAUGHERY.Yes, Sir.
Senator ND:Lso.. I)o I understand your testimony to be that your

hospital must charge :t6 a, (lay alditiohal in order to offset. the lo1sSes,
so to speak, that the hospital experiences froni medicare and medicaid
pat ients not assunming thei r full costs?

Mr. Lot'im tuny. That is correct, Senator Nelson. The reimbursement
fortimia does not recognize Community services. The formula is con-
-strictive in that it rules out things that must. be provided to all patients,
s ,ch as- there is a certain-for instance, obstetrics, no medicare pa-
tient. iy and large. needs obstetric services. The cost of the obstetric
department is not considered in establishing the medicare reimburse-
menits formula.

Senator N-Dr~soN. 1) you charge every patient who uses the same
facilities in the hospital 'the same price except the medicare and medi-
caid patient?

Mr. Lovi wrn. That is correct, in general. There are many patients
who cannot meet their bills. Medicare and medicaid will assume no
portion of those unpaid bills, whereas you or anyone else as a paying
patient. has to p)ick up that slack. This is the community service that
is not covered.

Senator NELSox. Thank you.
Senator CVIRTIS. I don't want to take too much time but I have

one more question. Do you have an interest expense because you are
waiting for the Government to reimburse you ?

Mr. LounhiEnY. No, sir. This is one of the reasons in our institution
that, we hai e a. growth and development fund. It would be the same
as we. have to ue a. reserve while we are waiting for various third
parties to pay their bills but we do not have commercial loans. I do
know. in answer to your question-

Senator CuR'Ris. Would your reserve be. invited ?
M!', LOUCTIIERY. Yes. sir: without question, but I do know, in direct

answer to your question. that this has happened to many institutions.
Senatol CUTRTIS. Yes, I know a hospital run by a church which has

had to pay interest on about $300,000 some years.
Mr. Uwc, m.ny. Yes, sir.
Senator CURTIS. While Government auditors fiddle with their pen-

cils. It is a bad system. I don't mean to reflect on the individual in-
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volved in auditing, not at all, but I think we have to work out some-
thing different.

Mr. LOTGIERY. There are mechanics, I believe, that are available.
I am sure the American Hospital Association would be glad to coun-
sel with the appropriate parties as to how this could be helped.

The determination of reasonable hospital costs under medicaid,
undoubtedly, the item of greater concern in II.R. 1 to the health field
and which we believe potentially would have the greatest adverse
effect on the quality and availability of patient care, is section 232.
This section would authorize States to devolp-lei4own methods and
standards for payment of reasonable costs for inpatient hospital care
un(e r the medicaid and maternal and child health programs.

Sih ce the very inception of the medicare and medicaid programs in
1966, 'tremendous effort has been expended by the hospital field and
by th6 Federal Government to provide for uniform cost, findings,
revord.1, and billings. This is directly what you were asking, Senator
Curtis. This effort has avoided expenditures which otherwise would
have been required to develop cost finding systems to comply with
different reimbursement formulas. Certainly, if section 232 is enacted,
it will eliminate the benefit of the substantial progress that has been
made to simplify the accounting involved in titles XVIII and XIX.
Further, it would nullify the potential for simplification and coordina-
tion of the administration of these titles. It would be a backward step
which would inevitably increase the costs of administration of these
programs.

It is our understanding that this proposal was put forth by the
States to reduce expenditures. Since section 232 would prohibit reim-
bursement in excess of the medicare formula, it can only be intended
to allow States to pay hospitals less for services provided medicaid
patients than the Social Security Administration has determined to
be fair and reasonable under the medicare formula.

As I pointed out earlier the medicare formula does not even now
require the Federal Government to pay a fair share of support for
the community hospitals. Certainly, any proposal which would permit
time States to pay even less than costs as determined under the medicare
formula would be completely inequitable and unfair to hospitalized
patients.

There can be only two likely results from the inaction of enactment
of 232. Hospitals will either have to reduce the number of poor and
near poor patients for whom the) can provide services or the Federal
Government will have to provide some form of subsidy to keep hospi-
tals from bankruptcy. The number of private paying patients to whom
hospitals must turn to recover their unreimbursed community service
costs is an extremely small number of people. If this amendment is
passed, the total amount of unrecovered costs will be increased and
hospitals will be forced to "Robin Hood" these costs from a dwindling
group of other patients, thus creating for them an intolerable burden.

Mr. Chairman, you may recall that my hospital recently announced
a reduction in its rates. We reduced our rates $11 per'patient-day
which on an annual basis amounts to $1.7 million; 80 percent of this
reduction was made possible by the institution of a medicaid program
in the District of Columbia under which hospitals are now being paid
costs as determined under the medicare formula for care provided the
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poor and near poor. Prior to the District of Columbia medicaid pro-
gram we were being paid substantially less than half of our costs for
care provided indigent patients and iny hospital's deficit from such
indigent care had to be "Robin Ilooded' from our paying patients to
the tune of an additional $8 or $9 a day.

Frankly, gentlemen, our field has great difficulty in comprehending
the rationale of legislation by which the Federal'Government would
on the one hand, authorize States to pay less than cost as determined
under the medicare formula for the care of medicaid patients: and on
the other hand, refuse under the medicare program, to pay any share
of the deficiency arising from such "less than cost" services.

We strongly urge that the committee delete section 232 from the bill.
Mr. Chairman, hospitals are fully cognizant and understanding of

the concern of the Government in respect to the cost of hospital care
and recognize the need for controlling these costs. A number of pro-
visions in H.R. 1 are designed to accomplish this purpose and we are
in general agreement with many of them.

We believe that a major improvement in the delivery and financing
of health care is necessary in order to provide comprehensive care
in the most economic and efficient manner possible. The American
Hospital Association has invested extensive resources in basic studies
and in the development of guiding principles to accomplish this goal.
We presented our recommendations in the matter to this committee in
April of last year and to the House Ways and Means Committee last
November in ihe course of hearings on the subject of national health
insurance.

We are making every effort to bring about planning controls so as
to assure that neither health facilities nor services can be developed
or operated unless it can be demonstrated that they are needed by
the community.

'We are exerting efforts to bring, about the development or rate review
mechanisms or agencies at the State level which must sanction any
changes in hospital rates. In essence this would require all hospitals
to justify their rates.

Further, we strongly support experiments and demonstration proj-
ects that would involve reimbursement to hospitals on the basis of
prospective rates. This would require individual hospitals to work
within a prospectively approved budget in contrast to the present
method of reimbursement which is largely on a retrospective basis.

Accomplishment of several of these goals will require Federal finan-
cial support for experiments and demonstrations and we are pleased
to note H.R. 1 contains provisions authorizing such financial assistance.

Mr. Chairman, the statement I have submitted contains specific
recommendations on a number of other provisions in H.R. 1. On behalf
of the hospitals of the Nation and of the patients and communities
they serve, we ask the committees earnest consideration of these
recommendations which I have not discussed only because of the time
limitation for my presentation.

Again, we appreciate this opportunity to present these views of the
American Hospital Association and we will be pleased to answer any
questions or provide any additional information we can to the
committee.

Thank you.
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Senator ANDERISON (presiding). Thank you for a very fine statement.
(Prepared statement and attachments of Mr. Loughery follow.

Hearing continues on p. 22SS.)

PREPARED STATEMENT OF ]RICHARD M. 1OUGIERY, ON BEHALF OF THE AMERICAN
HOSPITAL ASSOCIATION

Mr. Chairman, I am Richar(d M. .oughery, Administrator of the Washington
IIoslital Center here in the District of Columibia, and I appear today on behialf
of the American Hospital Association which represents some 7000 hospitals
of the nation. I ani accompanied by Mr. Kenneth Williamson, Deputy Director
(f the American Hospital Association and Director of its Washington Servive
Bureau.

We appreciate this opportunity to present to tile committee the issues which
give us concern in 11.R. 1.
The IProblem of hlospitals' Unrecovered Community Service Costs. One of the

major concerns of the hospital lield-and we have discussed this with the coin-
inittee in the past-is the failure of the Medicare program in its capacity as the
payer for hospital services provided Medicare patients to participate in meeting
the full cost of hospitals' community services mi tile same basis as other payers
for similar services. The guivernnent excluded from Medicare reimbursement
the cost of the hospital's community services. These include sluh items as un-
recovered costs due to non-paying patients, charity services and deficits from
contractllal arrangements. together with growth and development costs. 'These
costs must be borne by other patients and this is patently inequitable.

In our past testimony before this committee, Ave presented results of a two year
study on the part of the 'hospital field of a now basis of reinibursenment to meet
the full financial requirements of health care institutions and which related
reimbursement to planning controls. This study resulted in tlie adoption buy tile
Association of a financial policy statement, "The Statement on the Financial
Requirements of Health Care Institutions and Services." A copy of this has been
provided In the past to each member of the committee.

The policy statement has lbeen accepted by the hospitals of Ile nation as a
basis for establishing rates for all purchasers of hospital services-individuals
and third party payers, including the government. We helleve the financing of
institutional health care should recognize:

1. The institution's responsibilities to the community:
2. The need for systematic financing of all their operating and capital needs;
3. A rationale for proper planning of facilities and services:
4. Incentives for economy and efficiency in the delivery of high quality health

care: and.
5. The necessity for the maintenance of quality and the protection of the

Interests of both provider and pmrchaser.
These financing principles take cognizance of the differences between the

institutional health care system and the rest of the economy. In the free market,
industry can alter either the nature or tile quality of Its products or discontinue
a product In order to assure that current revenues are adequate to meet operat-
Ing and capital needs. If the quality and scope of health services are to be main-
tained. health care Institutions cannot be allowed these same options. The prices
established through bargaining between Individual providers and large groups
of purchasers must provide revenues that are sufficient to finance these services.

Because of the significant problems created by non-paying patients: because
of the necessity to maintain stanly services; and because of the cost involved
in meeting the efitucational responsibilities of health care institutions, hospitals
find that the limited capital payments that are currently included in contrac-
tual reimbursement agreements often must be diverted toward meeting operating
expenses. Thus, the health care system has had Increasing difficulty In maintain-
ing and expanding Its capital financing.

The Association's "Statement on Financial Requirements" provides that all
payers of health care including direct pay patients and all third party payers
shall contribute to the total financing of the community hospital sytsem on a
fair and equitable basis.

To accomplish this and thus have the Federal Government accept Its full
responsibility to the hospitals of the country for care provided to Medicare
patients, we again recommend that the language of Section 1,1 (v) (c) of Public
Law 89-97 be revised as follows:
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1. Delete clause (A) of the fourth sentence of such section, and substitute
therefore the following:

"1(A) take into account both direct and indirect costs of providers of services,
provided, however, that the costs of new ciustruliction or expansion and that the
cost of providing new services shall not ie included unless such new construe-
lion. expansion or new service shall have been approved in advance by the
designatedd area-wide planning agency."

2. "'The term 'reasonable cost' as used in this law shall mean the total mone-
tary resources that a health care institution or service needs (or will need to
fulfill its role in meeting community health service objectives. The Federal Gov-
ernment's share of these financial requirements for its )eneficiaries shall not be
itiore than nor less than the share borne by all other paying patients."

DETERMINATION OF REASONABLE HOSPITAL COSTS UNDER MEDICAID

Undoubtedly, the item of greatest concern in H.R. 1 to the health field and
which we believe potentially would have the greatest adverse effect on the qual-
ity and availability of patient care. is Section 232. This section would authorize
states to develop their own methods and stan(lar(s for l)ayment of reasonable
costs for inpatient hospital care under the Medicaid and Maternal and Child
Health Programs.

Since the very inception of the Medicare and Medicaid programs in 1966.
tremendous effort has been expended by the hospital field and by the Federal
Government to provide for uniform cost findings, records, and billings. This
effort has avoided expenditures which otherwise would have been required to
develop cost finding systems to comply with different reimbursement formulas.
Certainly, if Section 232 is enacted, it will eliminate the benefit of the substan-
tial progress that has been made to simplify the accounting involved in Title
XVIII and XIX. Further, it would nullify the potential for simplification and
coordination of tie administration of these Titles. It would be a backwarx step
which would inevitably increase the cost of administration of these programs.

It is our understanding that this proposal Nwas put forth by tie states to reduce
expenditures. Since Section 232 would prohibit reiniliursemient in eccs. of the
Medicare formula, it can only be intended to allow states to pay hospitals less
for services provided Medicaid patients than the Social Security Administration
has determined to be fair and reasonable nmder the Medicare formula.

We are concerned that the Medicare formula does not even now require the
Federal Government to pay a fair share of support for the community hospitals.
Certainly, any l)roposal which would permit the states to pay even less than
costs as determined under the Medicare formula would be completely inequitable
and unfair to hospitals.

There can be only two likely results from the enactment of Section 232. Hos-
pitals will either have to reduce the number of poor and near poor patients for
whom they can provide service's or the Federal Government will have to provide
some forn of subsidy to keep hospitals from bankruptcy. The number of private
paying patients to whom hospitals must turn to recover their unreinibursed coin-
munity service costs is extremely small. If this amendment is passed. the total
amount of unrecovered costs will be increased and hospitals will be forced to
"Robin Hood" these costs from a dwindling group of other patients, thus creat-
ing for them an intolerable burden.

.Frankly, gentlemen. our field has great difficulty in comprehending the ration-
ale by which the Federal Government would oi the one hand. authorize the
states to pay less than cost as determined under the Medicare formula for the
care of Medicaid )atients; and on the other hand. refuse under the Medicare
program, to pay any share of the deficiency arising from such "less than cost"
services.

RECONEM ENDATION

We strongly urge that the committee delete Section 232 from the ill.
Mr. Chairman, hospitals are fully cognizant and understanding of the con-

cern of the government in respect to the cost of hospital care and recognize the
need for controlling these costs. A numlr of provisions In II.R. 1 are designed to
accomplish this purpose and we are in general agreement with many of these.

We believe that a major improvement in the delivery and financing of health
care is necessary in order to provide comprehensive care in the most economic
and efficient manner possible. The American Hospital Association has invested
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extensive resources in basic studies and in the development of guiding principles
to accomplish this goal. We presented our recommendations in the matter to this
committee in April of last year and to the House Ways and Means Committee last
November in the course of hearings on the subject of National Health Insurance.

We are making every effort to bring about planning controls so as to assure
that neither health facilities nor services can be developed or operated unless it
can be demonstrated that they are needed by the community.

We are exerting efforts to bring about the development of rate review mecha-
nisms or agencies at the state level which must sanction any changes in hos-
pital rates. In essence this would require all hospitals to justify their rates.

Further, we strongly support experiments and demonstration projects that
would involve reimbursement to hospitals on the basis of prospective rates. This
would require individual hospitals to work within a prospectively approved
budget in contrast to the present method of reimbursement which is largely on
a retrospective basis.

Accomplishment of several of these goals will require Federal financial sup-
port for experiments and demonstrations and we are pleased to note H.R. 1 con-
tains provisions authorizing such financial assistance.

UTILIZATION REVIEW

The Association favors strong utilization review programs and has expended
great efforts in attempting to insure good utilization review in our hospitals.
Today every hospital has some form of professional review of the utilization of
its facilities and services. Our statistics show a gradual continuing decline in
the average length of stay of hospital inpatients. We believe hospital utiliza-
tion review committees have contributed substantially to this reduction.

H.R. 1, as passed by the House, would provide under Section 222 authorization
for the Secretary of Health, Education, and Welfare to develop and carry out
experiments and demonstration projects in areawide peer review, utilization
review, and medical review mechanisms. We are in full agreement with this pro-
vision. It seems clear that in addition to good and effective review procedures
within individual institutions there is evidence of the need for continuing overall
review of such procedures by a body outside the individual health care institu-
tion. We believe that experiments should be undertaken with a variety of review
mechanisms. It would also be important to include in such experiments care pro-
vided in nursing homes, physician's offices and ambulatory care facilities out-
side the hospital setting. These various experiments should be compared for their
effectiveness in a study program conducted by the National Center for Health
Services before any one model is accepted to cover the entire country.

In testifying before this committee last year on H.R. 17550, we expressed our
real concern with the Professional Standards Review Organization amendment
sponsored by Senator Bennett. The amendment called for the establishment of
PSROs with primary control centered in local medical' societies, to conduct
ongoing reviews of the maintenance and regular examination of patients, practi-
tioners, and provider profiles of care and services. We support the goal sought
to be accomplished by Senator Bennett's amendment, however, we believe that
it would be a great mistake to establish a program of such magnitude on a
nationwide basis without carefully organized demonstrations or experiments to
ascertain the results of such a program, the administrative problems and the
effects on the delivery of quality medical care, as well as the cost involved.

Because of these concerns which we today reiterate to the committee, we
are pleased that H.R. 1, as approved by the Ways and Means Committee and
passed by the House of Representatives would in Section 222 specifically au-
thorize the Secretary of Health, Education, and Welfare to develop and engage
in experiments and demonstration projects for areawide peer review, utilization
review, and medical review mechanisms.

RECOMMENDATION

We urge the committee's acceptance of Section 222 of HR. 1 as passed by
the House. If it is approved, you may be sure that the American Hospital
Association and its member hospitals are ready to provide whatever assistance
we can in the initiation and continuation of appropriate demonstrations and
experiments.
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MEDICARE COVERAGE FOR DISABLED BENEFICIARIES

Abundant statistical data is available to confirm the simple observation that
the disabled require more medical care than those who are not disabled and
that the cost of such care is extremely high. Low incomes are also character-
istic of the disabled who cannot work regularly. Providing Medicare benefits
to Social Security disability beneficiaries and to disabled qualified railroad
retirement annuitants who have been entitled to disability benefits for at least
two years would of course greatly help a large and deserving group.

Last year coverage of the disabled under Medicare before they reach the age
of 65 was considered but not included in either the House or Senate versions
of H.R. 17550, presumably because of the additional program costs that would
be involved. We agree with the statement in the Report of the House Ways and
Means Committee on H.R. 1 that because of cost and financing considerations
it is "imperative to proceed on a conservative basis" in providing coverage for
the disabled.

We are not opposed to extending Medicare benefits to the disabled. We would
however point out that many disabled patients in health care facilities require
extra amounts of nursing and ancillary services and providing such coverage

We recommend that If Medicare coverage is extended to the disabled under
will be very costly.

RECOMMENDATION
65, the government should at the same time provide a realistic basis for financ-
ing the coverage in order to keep the trust fund on a sound basis.

OUT-OF-HOSPITAL DRUG BENEFITS

As requested by Senator Montoya. we are pleased to Include in our testimony
comments on his bill, S. 936 (amendment 464 to H.R. 1) which would establish
a program of out-of-hospital drug benefits under Part A of Medicare.

For many of the elderly the purchase of drugs is one of the biggest items in
their budget and it often constitutes a real hardship because of their limited
income. As in the case of extending Medicare coverage to the disabled, there can
be no doubt that an out-of-hospital drug program would help a very large
group of beneficiaries. The cost to the government for providing such benefits
will likewise be very substantial.

We are pleased to note that S. 936 (Amend. 464) embodies some suggestions
made by our Association in previous testimony, including a requirement that the
out-of-hospital drugs to be provided Medicare beneficiaries be listed by generic
names and that the government establish a limited list of specific drugs to be
covered-those that are most needed by aged patients and which constitute for
them the greatest financial outlays. There are various sources that could provide
guidance in the development of such a list.

Further, we believe that at least in the initial stages of such a program it will
be necessary for the government to establish effective cost controls over the
program. This could be done by fixing an annual dollar limitation on the pur-
chase of the listed drugs for each beneficiary or by requiring a copayment for
each purchase of drugs under the program, or It might be necessary to use both
methods of cost control.

LIMITS ON MEDICAL PAYMENTS FOR SKILLED NURSING HOME AND INTERMEDIATE CARE

Section 225 of H.R. 1. would limit Federal financial participation In relim-
bursement for skilled nursing home and intermediate care per diem to 105 per-
cent of prior levels of payment. Exceptions would be authorized to account for
increases in the Federal minimum wage or other increases arising from Federal
law.

This provision is completely arbitrary with no reasonable relation to the
economics involved. While exception is granted for expenses resulting from
direct Federal legislative mandates, no exception is authorized for other legiti-
mate increases, not even from the indirect application of Federal programs such
as the obvious reflection of increased minimum wages in charges by suppliers of
equipment, etc. Certainly, if a ceiling is to be established It should recognize all
legitimate increases in cost to the provider, such as the maintenance of wage
differentials In health care facilities resulting from any increase in the minimum
wage and as reflected In the increases in the cost of supplies and commodities.
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There are continuing pressures from the public and tie government for Im-
provement of the quality of care in nursing homes and intermediite care facilities.
There are also pressures for adding new services for patients in such facilities.
Enactment of Section 25 would make it practically impossible for these institu-
tions to increase patient services or improve the quality of care they are providing.

SUPPLEMENTAL MEDICAL INSURANCE

Section 203 of 11.R. 1, would limit premium increase for Part B, sUpplemental
Insurance, to not more than the percentage by which the social security cash
benefits have increased since the last Part B premium adjustment. Any excess cost
would be paid out of general revenues. Section 204 would increase the Part B
medical insurance deductible from $50 to $60; Section 205 would revise the co-
insurance factor to begin with the 31st (lay; and Section 206 would provide for
automatic enrollment for Supplemental medical insurance.

We do not question the need or desirability of these changes in the Supple-
mental Medical Insurance Program as it is now structured. However. we con-
tinue to feel as we have expressed to the committee in the past, that the Part B
program should be combined with Part A.

Combining Parts A and B would afford future beneficiaries the opportunity
to prepay the cost of physician services in exactly the same muianner as they
presently prepay the cost of institutional health care services. It would cer-
tainly facilitate the understanding which aged persons have of the benefits to
which they are entitled and would provide a good base for the development of
comprehensive care including preventive care, multiplaslc screening and other
ambulatory health services while at the same time simplify and make less ex-
pensive the adminstration of the program.

We are pleased that the President in his State of the Union message proposes
to eliminate the Part B Medicare premium which all who voluntarily enroll in the
program must pay. This would make Part B benefits available to all Medicare
beneficiaries without payment of a premium.

IN('EN'TIVES FOR STATES TO U NDERTAKE REQUIRED INSTITUTIO NAl. CARE REVIEW
ACTIVITIES AND TO EMPHASIZE COMPREHENSIVE HEALTH CARE UNDER MEDICAID

Section 20T of II.R. 1. provides, with some exceptions. for a one-third reduc-
tion in the Federal Medicaid matching share for total inpatient stays in a fiscal
year which exceed: () days in a general or TB hospital :0 days in a skilled nurs-
ing home; and 90 (lays in a mental hospital, with a lifetime limit of 365 days of
care in a mental hospital. At the same time, I)rovision is made for an increase of
25 percent in the Federal Medicaid matching share for amounts paid by states
under contract with a health maintenance organization, a community health
center, or similar facility providing comprehensive health care.

A somewhat similar provision was included in the House version of H.R. 17550
last year. The proposed reduction In Federal Medicaid matching was identical to
that proposed here. However, the 25-percent increase in Federal Medicaid match-
ing was proposed as an Incentive for ambulatory care and was conditioned on
payment being made by the state for hospital outpatient. clinic. and home health
services rather than on payment of the 25 percent Increase to states making pay-
ments to a health maintenance organization, a community health center or other
similar facility providing comprehensive health care as now proposed.

In commenting on the proposed one-third reduction In Federal matching in
H.R. 17550 last year, we pointed out that this reduction would result in a very
substantial decrease in funds available for care of Medicaid patients and that
it would lie extremely doubtful that any such decrease In funds would lie made
ill) by the states. Thus. the end result would inevitably be a cut back in the care
of the beneficiaries and any savings-estimated at $235 million-would lie at tile
price of rendering that much less care.

We agree, of course, that emphasis needs to be put on treating patients on an
ambulatory basis and for this reason we felt that the provision in H.R. 17550, to
pay a 25 percent bonus on Federal matching to states xhen payments were for
outpatient, clinic and home health services was a good incentive to move in this
direction. The current provision in H.R. 1. would, however, change the formula
for the 25 percent increase to a requirement that payment by the state be nmde
to a health maintenance organization or other type comprehensive health care
facility.



2285

We fully support the HMO concept as a means of providing a more comprelien-
sive type of care. However, today and for the near future conl)aratively few
people throughout the country have available to them the services of an HMO or
other type of comprehensive health care organization. For this reason it would
seem to us that the movement to comprehensive care for all the people of this
country would be better advanced by providing the increased payment as an in-
centive payment not only to lEMOs and other comprehensive care facilities, but
also for till ambulatory type care--outpatient, clinic, and home health care, as
originally proposed in H.R. 17550.

PROVIDER REIMBURSEMENT REVIEW BOARD

Ti's co(intitte in reporting out II.R. 17550 in the last Congress added a
provision esthlishing a 'rovider Reinlhmrsement Review Board which would
be eupowered to review claims on appeal by a provider from decisions of the
interme(liary on final settlements of their costs. The aiounit in controversy
wo l have to he $10,000 or more but could be cumulative as to a group of
providers if the matter in controversy involved a common question of fact or
interpretation of law or regulation.

II.R. 1, as it is before this committee contains a similar Provider Reimburse-
menit Review Board provision. However, it has been limited to individual claims
in the amount of $10,000 or more and does not include coverage for claims in-
volving a common issue as was originally authorized by this committee.

Since all providers of health care are bound by the cost formula prescribed
by the government for payment for Medicare patients obviously many of the
que.itions raised involving the law and regulations governing such payments
will have a commonality of interest to the providers and cumulatively could
represent very substantial amounts and have a serious financial impact on the
operation of all hospitals serving Medicare patients. For this reason we urge
the committee as a minimum to restore this right of review on a common issue
as it was contained in II.R. 17550 of the last Congress.

Frankly, gentlemen. we do not think the provision, even then, will do complete
.isticte to tih, hospital field. Under the provisions a provider would have a right
to appeal to the Board a decision of the intermediary and the Board's decision on
such appeal would be final unless reversed or modified by the Secretary ad-
versely to the provider. If the Board finds adversely to the provider and its de-
cision is affirmed by the Secretary, the provider is prohibited from pursuing the
matter further and from having his "day in court".

We would like to see the provision broadened to allow providers to have any
adverse decision invol '!ng a reasonable amount--cumulative to cover items of
common interest to a number of hospitals-decided by a court of law, at least
to the same extent as is currently authorized under the Social Security Law
for its other beneficiaries.

RECOMMENDATION

We therefore recommend that Section 1815 of the Act be amended to include
the following provision:

"Determinations by the Secretary under this Section shall be subject to ad-
ministrative hearings to the same extent as is provided for in Section 205 (b) of
the Social Security Act and in the case of a determination involving payment
to a provider of $1,000 or more or in the case of an expenditure, regardless
of the amount which by, agreement between the provider or his representative
and the representatives of the Secretary, constitutes a principle of reimburse-
ment common to all providers, to judicial review of the Secretary's final decision
after such hearings as provided for in Section 205 (g) of such Act."

PHYSICAL THERAPY SERVICES UNDER MEDICARE

Providing Part B Medicare coverage for the services of physical therapists
in independent practice when furnished in a practitioner's office or the patient's
home would have the undesirable effect of splintering such services from the
facility-based health team. It can be anticipated that approval of such a pro-
vision would lead to requests for similar Part B coverage for the services of
other members of the health team, for example, psychologists, social workers,
speech therapists, etc. Such fragmentation of health services would be extremely
unwise.

72-573-72-pt. 5--5
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Placing an annual dollar limitation on total payments for physical therapy
services provided to a beneficiary in his home or a practitioner's office as a
cost control mechanism and as an attempt to guard against abuse of the benefit
would require a tremendous amount of complicated and expensive paper work
and administrative procedures. Without doubt it would significantly increase
the administrative cost of the program.

RECOMMENDATION

We recommend deletion of Section 251.

EXEMPTION OF CHRISTIAN SCIENCE SANATORIUMS FROM CERTAIN NURSING HOME
REQUIREMENTS UNDER MEDICAID PROGRAM

Section 268 exempts Christian Science Sanatoriums from the requirements
established for skilled nursing homes In regard to maintaining detailed medical
records, having disgnostic and other service arrangements with general hos-
pitals, and having a skilled nursing home administrator licensed by the state.

There are a great number of hospitals that are owned and operated by various
religious denominations. Each of these are required to meet all the standards
slaecified for participation in the Medicaid program. We see no reason whatever
why a sanatorium operated by any church group should be exempted from the
standards established by the law, yet be free to benefit from its provisions. All
institutions participating in the program should meet the prescribed standards.

Similarly, we see no Justification for the exemption of Christian Science
sanatoriums from the provisions of Section 221 of the bill.

RECOMMENDATION

1. That paragraph (h) of Section 112"2 as added by Section 221 of the bill
be deleted.

2. That Section 268 of the bill be deleted.

STUDY OF CHIROPRACTIC

The Department of Health, Education. and Welfare has in the past conducted
an extensive study of chiropractic, which resulted in enunciation of the position
that chiropractic does not come within the healing arts. In view of such past
studies and findings, we believe there is no need to spend the taxpayers' money
for the study and report called for in section 273 of H.R. 1.

RECOMMENDATION

We know of no scientific basis for including the services of chiropractors under
the Medicare program. We recommend deletion of Section 273 of H.R. I and
further, that no provision to cover the services of chiropractors under Medicare
be added to the bill.

SPELL OP ILLNESS

An area which we feel lends itself to greater simplification with consequent
monetary savings is the area of deductibles required to be accounted for in
almost every phase of care authorized under Medicare. We have recommended
in the past and want to reiterate here today our strong belief that substitution
of a reasonable coinsurance factor in lieu of deductibles would eliminate
tremendous administrative problems, would benefit the hospital and the patient,
and would result In substantial savings in the cost of the program.

As an example, when a patient enters the hospital he begins a "spell of Ill-
hess" and determination must be made as to whether his hospital deductible
has been previously paid. This necessitates contacts by the hospital with the
intermediary and with the Social Security Administration and approximately
one-half of the time the answer does not reach the hospital until after the
patient has been discharged.

We believe that the law could be changed to provide beneficiaries with un-
limited care-365 days a year-with no additional cost to the program, and
in fact, with substantial administrative savings. This could be accomplished
by initiating a co-payment on every admission, plus a small daily payment for
each day of hospitalization. Admittedly, since this copayment would be on
each admission, some beneficiaries would pay it more than once. However, we
understand that the relative costs of such approach have been computed by
employees of the Social Security Administration based on 196) experience. For
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that year for the same program costs each beneficiary could have been authorized
needed Inpatient care for a copayment of $35 per admission, plus $1 for each
day of hospitalization. Not only would this promote better understanding by
our older citizens of the Part A benefit, but it would eliminate very significant
administrative problems, without increasing program costs and with savings
in administrative expenses which easily will run into millions of dollars.

RECOMMENDATION

We recommend that the spell of illness provisions of existing law be revised
to provide for 365 days a year of hospital care with a reasonable copayment for
each admission and a reasonable per dem copayment throughout the length
of any hospital stay, the amount of such payments to be reviewed annually by
the Secretary of Health. Education. and Welfare.

We greatly appreciate the opportunity of presenting the views of the American
Hospital Association to the committee. We will be glad to answer any questions
or furnish any additional information which will be helpful to the committee
in its deliberations.

lh'ashington Hospital Center, the effect of cost-formulas which do not participate
in all the financial costs and needs of the hospital

Total non-paying patients (bad debts) for 1971 at
WHC: 4 percent of $40,000,000 (gross business) ------------- $1, 800. (X0)

Medicare 23 percent of total business
Medicaid 8 percent of total business

31 percent of $1,800,000 (bad debts) ----------------------- 558. 600
85 percent cost on charges: Amount which had to be re-

covered by overcharging paying patients ---------------- 474.300

City cases 2 percent of total business ---------------------------- 800,000
Charity cases /, percent of total business ------------------------- 200,000

Total charges city and charity services -------------------- 1. 000. 000
,5 percent Cost on charges ------------------------------------- 50, m X)
Reimbursement received* -------------------------------------- "). 000

To be recovered by overcharging paying patients ------------------ 570. ()

Growth and development not paid by:
Medicare total business ---------------------------------- 9, 200, 000
Medicaid total business ---------------------------------- 3, 20, 0)0
City total business ---------------------------------------- 00, 00)
Charity total business--------------------------------------200,000

Total business without provision for growth and develop-
ment --------------------------------------------- 13.400.000

4 percent growth and development not included in these contracts
which had to be recovered from paying patients by overcharging
services ------------------------------------------------- 536, 000

*The city reimburses $38 per Inpatient day and $0 per outpatient visit under its liiedt-
cal charities program. These figures amount to about 35 percent of actual charges.

Summary of unrccovcrcd financial needs

Unrecovered costs:
Nonpaying patients (bad debts) ---------------------------- $474,300
Charity and sub-cost contracts ------------------------------- 570, 000

Total unrecovered costs -------------------------------- 1,044.000

Unrecovered growth and development ---------------------------- 536, 000

Grand total of deficiencies in financial contracts* ------------ 1,580, 000

*This amounts to an average of approximately $6.20 per adult patient day.
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Senator TAUNEADGE (presiding). Our next witness will be Dr. F. J.
Pepper, vice chairman, American Veterans Committee. You may
proceed, Dr. Pepper.

STATEMENT OF F. J. PEPPER, M.D., VICE CHAIRMAN, AMERICAN
VETERANS COMMITTEE

1)r. PIEPpEFi. Thank you, Senator.Mr. Chairman, I am F. J. Pepper, M.D., I am a practicing psy-
chiatrist and a Vietnam war veteran and served as a battalion surgeon
in Vietnm in 1966 and 1967. I am the national vice chairman of the
American Veterans Committee, and it is on behalf of the American
Veterans Committee that I am appearing here today.

We welcome the opportunity to present our views to the Senate
Finance Committee. I want to say the views to be presented are a gen-
eral statement of the principles that we feel should be embodied in
any legislation passed rather than a technical analysis of specific legis-
laiive prol)osals.

The Aierican Veterans Committee is an organization of veterans
of World War I and II, and the Korean and Vietnam conflicts. Our
motto is "Citizens first-veterans second." We are therefore deeply
concerned about legislation that would affect the welfare of some 13
million Americans.

As a veterans organization we have a special concern about the mili-
tary securityof our Nation. The strength of our country, however, can
only be s strong as the strength of its people. We are dismayed by the
figures of the Department of Defense which show that in i964 bout
35 percent of those who appeared for induction failed to meet the mili-
tary's physical mental and moral fitness standards.*

Over 55 percent of the beneficiaries of welfare benefits are chil-
dren, our future generation. Poverty, which causes inadequate nutri-
tion, health services and a dismal environment can only result in a
generation of adults with serious physical and mental deficiencies.

As veterans we have been the beneficiaries of various programs under
the GI bill because this country recognizes the special needs of the
returning servicemen. We are grateful for the benefits we received but
also recognize that we have an obligation to support action by our
country to meet the needs of others so that they can live and rear their
children at a decent level of existence.

At our convention in June 1971, the following resolution was passed:
AVC urges action in this session of Congress to create a new system

of income maintenance which will meet the basic needs of all individ-
uals and families who are unable to work, whose earnings are inade-
quate and for whom jobs are not available. Such legislation should be
based on the following principles:

1. A unified and largely federally financed program of assistance
to assure equitable and efficient treatment and administration.

2. Benefits should be available to everyone in need-those in low
paying jobs as well as the unemployed, those without families as well
as dependent children and their parents.

*Dialog on the Draft, American Veterans Committee, 1967, p. 20.
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3. Assistance grants should provide all Americans with an income
adequate to sustain them in a. state of health and minimal decency.
If fiscal consideration precludes such immediate grant levels, then
provisions should be placed in the legislation for orderly steps at
time intervals to reach standards of adequacy for health and decency
as determined by the Bureau of Labor Statistics with flexibility of
grant levels to meet realistic variations in costs of living.

4. Incentives and realistic aids should be employed to encourage
those eligible for public assistance to move into job training and
full employment. No recipient should be required to take a job at
less than the minimum Federal wage to prevailing area wage, which-
ever is higher. Recipients should have the right tolkeep enough earned
income to make working more attractive rather than relying solely
on public assistance. Further, public service jobs should be provided
where there is a shortage of private or other public service jobs.

5. A declaration of need should be accepted as prima facie evi-
dence of eligibility. Spot checks can be used to determine accuracy
of eligibility and payment, such as those used in the social security
and income tax programs.

6. Rearincg children should be recognized as important and mean-
ingful employment. Mothers of school age children should not be
forced to accept work or training against their will.

7. Adequate child care facilities are necessary if working mothers
are to take advantage of work and training programs. Provisions
should be made for national standards for child care services. Child
care should be not merely custodial but should be designed to meet the
educational, nutritional, "and health needs of the children. Care should
be provided for elementary schoolchildren after school. The poor
should be trained and employed as child care center workers. No
family should be required to pay a fee for child care unless it has
income sufficient to meet its needs with minimal decency.

We submit that these principles should be embodied in any welfare
legislation. The action of this committee and Congress on this legisla-
tion will set the tone of our country's concern and demonstrate the
extent that it cares for those in need.

Thank you.
Senator TALMADGE. Thank you very much, Dr. Pepper. Any

questions?
The next witness is Mr. Chester Shore, chairman, Committee on

Federal Legislation, Health and Welfare Council of the National
Capital Area.

rs Mr. Shore here?

STATEMENT OF CHESTER SHORE, CHAIRMAN, COMMITTEE ON
FEDERAL LEGISLATION, HEALTH AND WELFARE COUNCIL OF
THE NATIONAL CAPITAL AREA

Mr. SHORE. Yes, sir, I am. Thank you.
Senator TALMADGE. Proceed, sir.
Mr. SHORE. Mr. Chairman, my name is Chester Shore and I am

appearing as chairman of the Committee on Federal Legislation of
the Health and Welfare Council.
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'lie Ilealth and Welfare Council of the National Capital Area
embodies the District. of Columbia and surrounding counties in Mary.
land and Virginia. We are supported by the United Givers Fud.
and we both allocate funds for TGF and we coordinate the support
of the private sector in the health. welfare, and community services
area.

'[here are 219 organizations which are affiliated with us, and which
represent the wide spectrum of social services in this area.

Our delegates assembly and board of directors, we submit, repre-
sents a broad cross section of the conmmunitv.

Now we are concerned about this legislation for a number of
reasons, and we have been working on this legislation ever since
President Nixon first gave his statement with regard to the matter
of welfare, and we have been in contact with health and welfare
councils throughout the area and have worked with them on this
legislation, and by "throughout the area" I mean throughout the
coulntrv.

We feel that, this legislation is of vital significance to this country.
It vitally affects our member agencies because they have found that
permanent change can come only if people are able to live with
the basic decent necessities of life and tlat any counseling or other
services that. our private agencies affiliated with us can do are minimal
unless these basic necessities are met.

We. also are concerned about this legislation for basic humanitarian
purposes. As this committee is aware, 55 percent of the recipients are
c.hil(lren, who are our future generation. It would be, it is, both shock-
inug and disgraceful that these children, many of them, are forced to
live under conditions so that their lives are blunted, they are ill-
nourished, ill-clothed, and ill-sheltered.

As this committee is aware., 16 percent of the recipients are the a.ed.
I was a delegate to the White House Conference on the Aging and
I heard both President Nixon and Senators Fong and McGee discuss
how important it is that those of the aged who have contributed to
our comtry should have the opportunity to live the rest of their lives
in de(ency, and we have had other witnesses here today who have.
particularly Senator Eagleton, who has stressed the problems of the
ag(red.

We are also concerned about this legislation because of the rela-
tionship, of poverty to social problems. Poverty causes ill health and
crime and slums, and it, must be olear to everybody that unless we do
make this attack on poverty our problems of ill health and crime and
slulis will merely increase, and the cost to the future taxpayer will be
COnsideral)ly moire than the cost of welfare legislation that will provide
minimum decency for people.

Lastly, this legislation will set tile tone of the country, as the previ-
ous witness has testified. It would sliuow to what extent our country
really cares for people in need.

Now, we have submitted a vere detailted statement of the principles
tait we feel should govern welfare legislation and I would just like
to comment briefly on each of those principles.

We have pointed out in our statement that II.R. 1 does create three
good constructive steps: The adoption of national standards of mini-
muni benefits, the extension to a certain extent of Federal welfare
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benefits to some of the working poor, and the expansion of opportuni-
ties !or job training and employment.

However, we have stated in our statement that H.R. 1 on balance is
a step backward, and that it would create a welfare system worse
than the present one.

The first question that has to be considered by this committee is the
question of benefits. We submit that $2,400 as provided in H.R. 1 is
grossly inadequate, that is, $2,400 for a family of four. Nobody can
seriously state that a family of four can live on $2,400.

In our statement we have pointed out what are the figures for people
living in the District of Columbia. We have pointed out that $2,400,
which amounts to $200 per month, is $117 per month for a family of
four less than what the Department of Welfare has stated to be" the
standard of need.

We have further posted out that in the District of Columbia our
figures show that a minimum of $5,700 approximately is needed for
a family of four to sustain a low cost life style.

We submit that S. 2747, which has been introduced bv Senator Har-
ris, does set forth an adequate level and a reasonable timetable for
meeting that level of need.

Second, is the question of existing State benefits. When President
Nixon first made his speech with regard to welfare reform he made a
promise that no person under the new Federal welfare reform, no
person should be worse off than he is now. However, under H.R. 1
there are no matching funds with State supplementation. There is
therefore no mandate to the States to supplement Federal payment,
and no incentive on their part to do so.

The result will be that many millions of Americans will be worse
off under H.R. 1 than they are at present.

The third question is tlie coverage. We submit that assistance should
be provided equally to all in need. We see no justification for denying
benefits to individuals or married couples without children. We also
see no justification for penalizing families with more than eight mem-
bers. The additional family members are children, and they should
not be punished for existing.

The next point we wish to cover is the question of income disregard
with regard to those who are working. Under H.R. 1, $2 out of every
43 -would be lost, 2 out of every 3 welfare dollars would be lost.
In other words, H.R. 1 is both unfair and provides a strong disin-
centive to work. Further, H.R. 1 does not permit the deduction of
work-related expenses.

There has been a recent article by Alice Rivlin in the Post which
discusses this whole question very thoroughly, and I would commend
that article to this committee. It points out that it is sheer hypocrisy
for a government to state that it is trying to get people off welfare and
Into work if at the same time they penalize them by taking most of the
money they earn from work and give them no incentive to work.

e suggest in our statement that HEW should be the sole admin-
istrator, and that would provide a single unified system.

With regard to work in training programs, we have discussed that
in our statement. There are two points we wish to bring to the commit-
tee. One, we feel that with regard to the mothers who have
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Senator TALM.ADGE. Mr. Shore, I am sorry your time has expired.
We will be delighted to insert your full statement in the record at
this- ninth.

Mr. SHORE. May I make one last statement, sir?
Senator TALMADOE. Sure.
Mr. SHORE. I would just like to read the last two paragraphs of

our statement, Mr. Chairman.
We recognize the fiscal difficulties that many Stafts ate-in. We

strongly believe that help for the States should not blind us to the
need for more help for human beings. In H.R. 1, the States are held
harmless, but many people are hurt.

We are concerned, of course, with the co3ts of developing an ade-
quate public welfare system. But we observe every day the costs of an
inadequate system, not only in the constantly rising economic costs
of halfway help for families unable to break the welfare cycle, but
also, painfully, in thousands of wasted lives. If the Nation must tax
itself more to truly reform the welfare system, or if it must cut back
substantially on other kinds of expenditures, then it must. We cannot
afford a society in which so many exist without the means to support
themselves in health and decency and without the prospect of any
basic improvement in their lives.

Thank you, Mr. Chairman.
Senator TALB.ArOE. Thank you very much.
Any questions?
Senator Fannin.
Senator FANNIN. Thank you, Mr. Chairman; just one. I am just

wondering, you say that "we recognize the fiscal difficulties that the
States face.' Do you recognize the fiscal difficulties this Nation faces
now in the future? We owe more than all the other nations in the world
combined. We face a deficit this year of maybe $40 billion or $45 bil-
lion. If we carry through with the full imlp lementation of what you
recommend, we would probably have a deficit of $50 billion to -$60
billion or more. The dollar would soon be worthless. How can we do
what you are asking us to do under the circumstance that faces us.

Mr. SHORE. Well, the question, Senator. is one of priorities. It is
a term that is used a lot and perhaps it has become a cliche, but I think
it is a term that is applicable. The question is, What is the most im-
portant thing we must do? The most important thing we must do is
take care of our children, our future generation. We cannot afford to
have them live in poverty, we just can't.

Senator FANNIN. No one wants to live in poverty-I don't want to
prolong this-we want to do the very best we can. But we have priori-
ties. One of the priorities we have is to defend this Nation and defend
all the people of this Nation.

Mr. SHoRE. I was very much impressed 'with the previous speaker
who pointed out that, in'the final analysis, the money we might spend
on weapons systems would be meaningless unless we have a strong
people, and the security of a country-

Senator FANNIN. We won't have a strong people unless we are free.
Mr. SHoRE. And we won't have a strong people unless we see the

people grow up in minimum decency.
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Senator FANN IN. We certainly want to do that, but we want to do

it within the ability of our people to pay for it. We certainly can't con-
tinue going into debt and debt and debt.

Mr. SHORE. May I make one other point, sir, and I think this is very
important. One of the reasons 've have a large number of people on
welfare is that in the past we have neglected our children. Now I have
a niece and nephew and they get a decent education, they are not
hungry, nothing is going to happen to them. I am positive that when
they grow up, the possibilities of their being unable to get a job or
requiring assistance is nil.

On the other hand, I see in my office, I am an attorney, I see people
who are on welfare, and I know people who are on welfare, and I see
what is happening to their children, and I see that they, if they go

- hungry to school; then education, they can't get a decent education,
and, if they grow up in this poverty, then the chances are they might
possibly be the future people on welfare.

Senator FANN IN. You are talking about different matters altogether.
We want to give the best educational program we can to every city and
town in this Nation so that isn't what I am talking about.

Mr. SHORE. But if a child goes hungry a child cannot learn.
Senator FANNI N. We are not talking about a child going hungry, we

are not talking about children going hungry, we are talking about be-
ing able to pay for a program.

Mr. SHORE. I would submit as a taxpayer, and I would submit also
that our organization represents a very broad section of the com-
munity, we are willing to make this payment. We feel in the long run
it is not only humanitarian but it is in the best interests of our country.

Senator TALMADoE. Any further questions?
Thank you very much, Mr. Shore.
(The prepared statement and attachment of Mr. Shore follow.

Hearing continues on p. 2"299.)

PREPARED STATEMENT OF CHESTER SHORE, CHAIRMAN, COMMITTEE ON FEDERAL

LEGISLATION, HEALTH AND WELFARE COUNCIL OF THE NATIONAL CAPITAL AREA,
TITLE IV OF H.R. 1

The Health and Welfare Council is the central organization for developing and
coordinating the support of the voluntary sector for health, welfare and related
community services in the greater metropolitan area of Washington. It is a non-
profit organization financed chiefly by the United Givers Fund and is responsible
for the allocation of UGF funds to eligible private voluntary agencies. The Coun-
cil is a citizen-led organization representative of all segments of the metropolitan
area.

The 219 organizations affiliated with the Council represent the entire range of
voluntary social services. Some agencies operate under contract with public
agencies; nearly all of them work in some way with people whose lives are in-
fluenced by Federal welfare assistance. We offer these comments on the proposed
Family Assistance Plan and Opportunities for Families program in light of our
experience and our concern with the problems of low-income people.

Over time the HWC agencies have learned the obvious: the very first thing
poor people need is money. We believe strongly in the value of social services.
Many of our affiliated agencies are providers of these services. But we know
equally , ull that the counselling and other assistance that agencies offer cannot
really change things for families that do not have enough cash to live on. Until
these families can buy food, clothing and shelter and have some cash to cope with
emergency needs, welfare agencies can do next to nothing to help them In any
permanent sense and there is little most can do next to help themselves.

We believe therefore that an adequate welfare reform bill would clearly state
a federal policy to insure that all Americans can achieve an income adequate to
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meet their basic needs. It should set goals of federal benefit levels calculated
to meet these needs and it should fix a timetable for reaching these goals. Federal
benefits should be automatically adjusted for increases in the cost of living. They
should also reflect regional cost-of-living variations, and differences in rural
and urban areas.

S. 2747, the Family Income Maintenance and Work Incentive Act, introduced
in the Senate by Senator Fred Harris establishes what we think are adequate
levels and a reasonable timetable for reaching these levels. Under that bill min-
imum benefits would start at the poverty level (currently $3,960) and increase in
steps to the "cost of family consumption" component of the Bureau of Labor Sta-
tistics national lower living standard by 1976. Federal assumption of all costs
would be phased in concurrently.

We have examined H.R. I as it was passed by the House. We find In Title IV
of the bill three constructive, if inadequate, steps toward the kind of welfare
system that will meet the needs of our community and the nation :

The bill adopts the principle of national standards of minimum benefits, and
establishes a single national standard of eligibility for benefits.

The bill would extend federal welfare benefits to some of the working poor,
who are excluded from the present system, and thus would come closer to pro-
viding help to all who live in poverty.

Finally, the bill would expand opportunities for Job training and employment.
It recognizes that supporting services are necessary in order to make training and
employment possible, and; in particular, it provides an expanded child care pro-
gram for families of participants in work and training programs. As we point
out below, however, these expanded programs still fall far short of needs.

Last year, when we examined the original Administration proposal for a fam-
ily assistance plan, our analysis was that, despite some obvious weaknesses in the
plan, if the plan were adopted as proposed, we would have had on the whole a
better welfare system. Now we believe that the extensive changes In the original
proposal, introduced in this Congress as Title IV of H.R. 1, would take us back-
ward rather than forward, creating a welfare system worse than the present one
and overwhelming the three improvements.

We comment in more detail on aspects of Title IV of greatest concern to the
Health and Welfare Council and outline the principal ways in which we think
the bill must be improved in order to meet the basic needs of the poor:

1. The basic minimum payment under the Family Assistance Plan, now pro-
posed to $2,400 per year for a family of four, should be raised to a level com-
mensurate with need.

We do not think that anyone seriously suggests that $2,400 per year is enough
to sustain a family In a state of health and minimal decency. H.R. 1 would elim-
inate presently existing food stamp benefits. Even when state supplements are
considered, benefit levels in most states would not nearly meet actual needs. In
the District of Columbia, for example, where AFDC payments are slightly higher
than the national average, total benefits for a family of four with no other income
wonld be no higher than about $200 per month. This level of $200 is $117 per
month less than our Welfare Department's standard of need, and at least $247
per month less than the minimum that experience indicates Is necessary in this
city to sustain life at a standard of minimal decency.

Research conducted in January 1971 by the Councils Committee on Federal
Legislation revealed that a family of four in the Washington metropolitan area
at that time needed a minimum income of some $5768 to sustain a low-cost life-
style corresqponding to Bureau of Labor Statistics budget components. Inflation
has no doubt Pushed that figure up by now. Items comprising the total included:

Food: $1,920 (based on USDA low-cost food plan).
Housing: $1,724 (including household operation).
Transportation: $441.
Clothing and personal care: $888.
Medical care: $480.
Other family consumption: $370 (reading, education, recreation).
If free school lunches and medical care are provided, the family's annual cash

needq are reduced to $5.125. On the other hand, the $5,767 figure was based on the
assumption that no member of the family was employed. If the father was work-
ing. cash needs would rise to $7,598, a figure that Includes work-related expenses
and Income and social security taxes.

2. The states should not be permitted tocut back existing benefits now paid to
needy families.
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A state should be required to maintain its present benefit level if it is higher
than the federal minimum, and federal matching funds should be authorized to
cover costs of state supplementation, until the adequate federal benefit level is
reached. The dire trend of welfare cutbacks owing to the fiscal plight of the states
must be reversed, not encouraged.

It is significant that H.R. 1, unlike current law and unlike laft year's bill,
provides no federal matching to pay part of a state's costs of supplementing wel-
fare benefits. Instead, the bill holds the states harmless against Increased welfare
costs only if they do not raise benefit levels above those of January 1971. It
eliminates the provision of present law for the federal government to pay half
the costs of cost-of-living increases provided by a state. The states, in short, are
severely discouraged from increasing present benefits, however inadequate they
may be. And they have a stronger financial incentive to cut benefits. Under present
law, a cut of one dollar in benefits means a reduction of 50 cents in federal match-
ing funds. Under H.R. 1, If the states cut benefits, they lost not a penny of federal
assistance.
S. 2747 requires benefits for all recipients, including those newly eligible, to

be no less than January 1, 1971 level, plus bonus value of food stamps as of same
date. All recipients, present and future, are covered. It requires states to reim-
burse the federal government for the amount by which maintenance of the Jan-
uary 1971 level exceeds the federal minimum. The federal government must ad-
minister all supplemental payments. S. 2747 also assures that state costs will not
exceed fiscal 1971 welfare costs.

One of the premises on which the Administration's original welfare reform
proposal was based was that no individual should be worse off under the reformed
program than Under the existing program. This principle was stated in the
President's message two years ago. It should not be forgotten now.

3. Assistance should be provided equally to all in need.
We know of no justification for denying benefits to individuals or married

couples without children. We believe that minimum subsistence benefits should
be available to everyone in need-those in low-paying jobs as well as the unem-
ployed, those without families as well as dependent children and their parents.
Families with more than eight members should not be penalized by a $3800 ceiling
on benefits. The additional family members are children. They should not be
punished for existing. The Harris bill disregards categories--i.e., working poor,
blind, handicapped-and bases benefits solely on need.

4. A larger 'income disregard" is needed.
H.R. 1, like present law, provides that after a welfare family earns a certain

amount of income ($30 per month under present law, $60 per month under H.R.
1), it must give up two dollars it earns. It is subject, In effect, to a 66% percent
tax on earnings. It is unfair to tax the very poorest as millionaires. It is also
potentially a strong disincentive to work. The 50 percent tax rate of last years'
bill was more fair.
H.R I would change present law by requiring recipients to compute earned

income without deducting many of the costs of working-stch as transportation,
lunch, union dues, uniforms, tools, and income and social security taxes. This
is a step backward and another disincentive to work. The Harris Bill provides
on incentive by allowing a family to disregard the value of all expenses reason-
ably attributable to the earning of income, including child care if it is necessary
to enable a recipient to engage in work or training.
5. The bill should provide a single, simple, unified system of administration.
We favor the Department of Heialth, Education and Welfare as the sole

administrator of the federal welfare program. We fear that responsibilities
shared by HEW and the Department of Labor will result in greater expense
and red tape for recipients, and a greater likelihood of administrative error
and delays. For this reason we prefer the retention of the present administra-
lug responsibilities in HEW as provided In the Harris Bill.
6, Participation in work and training programs should not be compelled.

Rather, the bill should provide standards to ensure that programs offer real
incentives and opportunities for productive work and training.

People receiving welfare are generally no different in their attitudes toward
employment than other people. Tis is confirmed by an increasing number of
studies, including the OEO-funded income maintenance project in New Jersey.
It is confirmed by the experience of the workers In local agencies. Most people
want to work and support themselves.



2296

For this reason we think the bill's requirement that an Individual accept em-
ployment or training Is unnecessary. Particularly reprehensible-because it
punishes children for acts of their parents beyond their control-Is the threat of
an $800 reduction In the family benefit if any family member deemed "employ.
able" does not accept whatever work or training is offered.

We understand and share the concern of spokesmen of the poor who say that
such provisions will be used to coerce the poor into dead-end jobs at substandard
wages. We fear that the prospect of coercion, no matter how infrequently coer-
con is actually applied, will so alienate people as to defeat entirely the objectives
of the work and training programs.

We also know that the massive problem of underemployment in the District
of Columbia, and no doubt elsewhere, arlses primarily from the simple fact that
there are not enough decent jobs, jobs that pay enough to support a family,
available for those that want them.

Finally on the question of compelled work and training, if the past decade's
experience with work and training programs has taught us anything, it Is that
the simple loss of a paycheck does not prevent enrollees from dropping out of
programs in large numbers. We know by now that for a work and training pro.
gram to be successful, it must offer positive incentives and must take positive
steps to remove the obstacles that now bar many poor people from employment.

We suggest therefore that the following standards for work and training pro.
grams be added to the bill, whether or not participation in these programs is
made mandatory.

All training should be for specific jobs. The experience in this community and,
we think, in the nation at large is that this is by far the best way to insure
that a training program will actually lead to employment. Where possible, the
"hire first" principle, applied In the JOBS program and others, should be applied:
a trainee should be first hired, then trained on the job. In any event, training
of an individual should not begin until an employer has firmly indicated his
Intention to hire him when trained. In this time of high unemployment, It
is clear that Jobs are not available for all people who must register for
training. We do not believe that people who enter training in good faith
should bear the risk that there will be no jobs for them when their training is
completed.

Xn appropriate cases, college education should qualify as "training" under
the program. Recipients attending college should not be disqualified from bene-
fits solely on the ground that they are receiving post-high school education. If
we are sincere about breaking the poverty cycle in which a fifth of our popu-
lation finds itself, we must encourage welfare recipients to obtain every kind
of training for which they are qualified, not just training that prepares them for
semi-skilled and unskilled labor.

In light of worsened economic conditions over the past year, the job train.
ing provisions of H.R. 1, and the 200,000 public service jobs authorized in
the bill, are grossly inadequate compared with the need. It is unrealistic to
require, as H.R. 1 would do, that after three years the states must assume the
costs of public service jobs. After a few years, the jobs would simply cease to
exist

Since available training slots in the foreseeable future will be far fewer
than the number of people available for training, the Congress should fix pri-
orities for entry Into training programs. Even if, as we hope will not happen,
some people are ultimately required to accept work or training against their will,
the first to enter these programs should be people who choose to do so. The present
WIN program In the District of Columbia has been filled from Its inception en-
tirely with persons enrolled voluntarily.

Rearing children should be recognized as important and meaningful employ-
ment. In no event should mothers of school age or pre-school children be forced
to accept work or training against their will. Our local agencies have for
some time been concerned with the plight of the "latch-key child," the child
with no supervision after school and during school holidays. A study by the
Arlington Health and 'Welfare Council, a member of HWO, has shown that it
Is these children who are most likely to show behavior problems at school
and at home, the most likely to become Involved with law enforcement author-
ities. Many mothers of school age children want to work, and some can make
proper arrangements for the care of their children in their absence. If, how.
ever. all welfare mothers are make to work, the deterioration of the family and
the damage to the children that can result would overshadow any conceivable
benefits of their employment.
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If employment is to be compulsory, strict standards of what constitutes
suitable employment are necessary. These should be federally administered and
enforced uniformly for private as well as public sector Jobs. The bill should
provide that no one shall be compelled to take a job that does not pay the
federal minimum wage. Any job under the program must offer the opportu-
nity for advancement based on ability. We endorse the guidelines proposed in
the Harris Bill which direct the Secretary in determining suitability of a job or
training program.

The bill would direct the Secretary of Labor to choose in each locality the
one or more organizations best qualified to run training and employment pro-
grams. He should be able to contract with state, federal and local agencies,
community action agencies and voluntary agencies. Very often-and we have
seen this happen in our area-local, citizen-led organizations are better able
than a state or federal agency to reach the people who need jobs and bring
them into work and training programs.

8. The bill recognizes that adequate child care facilities are necessary if work-
ing mothers are to take advantage of work and trainng programs, but it does not
take realistic steps toward providing this care.

Experience with the WIN program in this city, and studies that have been
made elsewhere, indicate that a major obstacle that keeps welfare mothers
who want to work from working is lack of adequate day care for their school
age and pre-school children. The voluntary agencies are deeply involved in
on-going child care programs. We believe that properly run child care pro-
grams are invaluable educational experiences for the children themselves. And
we also know that if any substantial numbers of welfare mothers are to work,
there must be day care for their children.

The need for child care facilities and for trained personnel to run them
is great. The Social Service Administration of the Department of Human Re-
sources of the District of Columbia has estimated that there are 25,000 chil-
dren under age 5 in low-income families who have working mothers. An ad-
ditional 10,000 to 15,000 children need after-school care. Yet the number of
places for disadvantaged children now available in day care centers in the Dis-
trict is less than 4,000. This is the situation in a community that has been a
leader in providing child care facilities. The need in other communities must be
as great or greater.

We believe these needs can best be met by enacting a Comprehensive child
development law resembling the measure passed by Congress last session but
vetoed. Such legislation would ensure quality care with parental involvement
and local control. We do not consider provisions for child care offered in HR. 1
to measure up to adequate standards for the emotional, nutritional and intellec-
tual well-being of children.

With child development experts estimating the cost of quality care at $2000-
2300 a year per child, the proposed authorization of H.R. 1 is plainly inadequate.
We' do not think low-income parents should be required to bear this expense
alone. Their child care costs should be underwritten by the federal government.

9. Administration and procedures should be less harsh, more flexible.
In this very important area, H.R. 1 would take a number of very serious

regressive steps These include:
An attempted overruling of the Supreme Court decision invalidating the one

year residency requirements for eligibility for Public Assistance.
The bill also apparently attempts to set aside a recent Supreme Court decision

holding that a recipient's benefits may not be cut off while proceedings to deter-
mine eligibility are pending.

Under present law, eligibility for assistance is based on present needs. Under
H.R. 1, income in the previous three quarters is taken into account. A family
whose head dies or loses a job could be ineligible for assistance for six to nine
months.

While recipients of adult categorical assistance may qualify simply by filling
out a form, family recipients must be put through a long and complicated in-
vestigation of eligibility before they can receive assistance. The declaration
method specified in the Harris Bill has proved effective in the AFDC program
and should be continued.

10. The social services appropriation should remain open-ended.
The presently open-ended authorization for social services appropriations

would be closed under HR. 1, except for 75 percent federal matching for child
care and family planning.
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Local agencies affiliated with our Council have been Involved in providing
Hoclal services to welfare recipients. We know these services to be essential in
many cases to helping recipients leave the welfare rolls. An arbitrary limitation
on funds for these purposes could well cripple ongoing efforts to help % elfare
recipients become self-sufficient.
(jonclueion

Welfare reform is not a subject about which only the needy or only certain
public officials are concerned. The voluntary agencies represented by the Health
ani Welfare Council, and the very many citizen volunteers who support these
agencies, are also 'vitally concerned. We recognize that voluntary agencies can
make a full contribution to the solution of the welfare problems that face us
only if there are adequate public programs on which to build.

We recognize the fiscal difficulties that many states are In. We strongly be-
lieve that help for the states should not blind us to the need for more hell) for
human beings. In H.R. 1, the states are held harmless, but many people are hurt.

We are concerned, of course, with the costs of developing an adequate public
welfare system. But we observe every day the costs of an inadequate system,
not only in the constantly rising economic costs of half-way help for families
liable to break the welfare cycle, but also, painfully, in thousands of wasted
lives. If the nation must tax itself more to truly reform the welfare system, or
if it must out back substantially on other kinds of expenditures, then it must.
We cannot afford a society in which so many exist without the means to support
themselves in health and decency and without the prospect of any basic improve-
ment in their lives.

Respectfully submitted,
CHESTER SHORE,

Chairman, JIWM Committee on Federal Legislation.

IMPROVEMENTS IN THE FAMILY ASSISTANCE PLAN CONSIDERED ESSENTIAL BY THE
HEALTH AND WELFARE COUNCIL OF THE NATIONAL CAPITAL AREA, NOVEMBER 1971

1. The basic minimum payment under the Family Assistance Plan, now proposed
at 42400 per year for a family of four, should be raised to a level commensurate
with need, and a fixed timetable for meeting these goals should be set. The
goals should be adjusted for cost of living increases and for differences in liv-
ing costs in different areas. At current price levels and In our area, we estimate
the minimum that it costs a family of four to meet its needs is $5°000 to $5,500.

2. Existing benefits now paid to needy families should not be cut back. States
should be required to supplement the federal benefit where present payments
are higher, until a level of adequacy is reached.

3. Assistance should be provided equally to all In need-including individuals,
couples without children, and "working poor."4. A larger "income disregard" is needed. The 50 per cent tax rate of last
year's bill was more fair than the 66% per cent tax in H.R. 1. In addition,
all work-related expenses should be tax-deductible.

5. The bill should provide a single, unified system of federal administration.
6. Participation in work and training programs should not be compelled.

Rather, the bill should provide real incentives and opportunities for productive
work and training.

All training should be for specific jobs.
In no event should mothers of pre-school or school age children be forced to

accept work or training.
Suitable employment standards are necessary. Including a provision that no

one shall be compelled to take a job that does not pay the federal minimum wage.
7. Adequate child care must be provided so that mothers who choose to, can

work. Higher funding authorization and high standards must be included to en-
sure adequate adult-child ratios and nutritional, medical and intellectual com.
ponents.

& Punitive administrative procedures Involving eligibility, application for
benefits, and fair hearings should be modified.

9. The social services appropriation should remain open-ended, as under cur-
rent law.

The Committee on Federal Legislation of the Health and Welfare Council
considers 8. 2747. The Family Income and Work Incentive Act of 1971, intro.
duced by Sen. Fred Harris, to be the bill most adequately meeting these re-
quirements
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Senator TALMADE. The next witness is Mr. William H. Shaker,
Delta Associates International.

Mr. Shaker, are you here, sirI

STATEMENT OF WILLIAM H. SHAKER, DELTA ASSOCIATES
INTERNATIONAL

Mr. SHAKER. Yes, sir.
Senator TALMADOE. Proceed sir.
Mr. SHAKER. I appreciate tie opportunity to testify today and it is

certainly a pleasure to be here. In studying the previous testimony
presented to this committee it is clear that you are asking the right
questions and I am convinced that you are committed to finding a
pragmatic solution to what has come to be known as the welfare mess.

In wrestling with this problem, I wonder if you ever feel like you
can't win no matter what you do.

This chart shows the projected cost to 1977 of H.R. 1, along with
several amendments that have been proposed. Now I have difficulty
relating to a hundred billion dollars and I have therefore drawn
as a reference the total after tax profits of all U.S. corporations com-
biiied. That is the blue line on the chart. I have studied this bill in
the light of likely future changes, and their costs, both economic and
social, and I am addressing some of the points I think that Senator
Fannin just raised.

Now, I would like to show the impact of H.R. 1 and various pro-
posed amendments on jobs. You are not going to be able to read this
chart and the next series of charts but that is okay because you will be
able to get the concepts that I am trying to get across.

Shown down the [eft of the chart are the States in alphabetical
order. Across the top of the chart are jobs that would be affected by
H.R. I and the various-proposed amendments in H.R. 1.

I will analyze four cases. Case 1 is H.R. 1 as it is presently written.
Case 2 is setting the guaranteed income at the $4,116 poverty level.
Case 3 is the $4,800 guaranteed income floor that is proposed in Sena-
tor Javits' amendment and as case 4 1 will show the impact on jobs of
the demand of the National Welfare Rights Organization of $6,500
a year.

Blocks representing jobs that pay less than a specified guaranteed
income are going to be shown on the charts as red.

If jobs in the apparel industry, for example, in the State of Ala-
bama paid less than a particular guaranteed income, the first square
on the top left corner of the chart would be shown in red.

Here you see jobs that pay less than the H.R. 1 guarantee of $2,400
plus State supplement. Quite a few jobs are already affected in the
services sector of the economy.

Here you see jobs that pay less than the $4,116 poverty level. The
first column on the left represents the apparel industry which is essen-
tially wiped out at this level. I say it is essentially wiped out because
of world competition and world markets.

Senator HANSEN. If I could interrupt at a moment, let me be certain
that I understand what you are saying.

Mr. SHAKER. Yes, sir.
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Senator HANSEN. Do I gather that the red-shaded areas on the ex-
treme left-hand side of your chart represent jobs that presently would
pay less than the benefits that would be provided for people according
to the terms of H.R. 1?

Mr. SHAKER. No, this chart shows the effect of moving the floor up
to the $4,116 poverty level.

Senator HANSENq. I see.
Mr. SHAKER. Thank you, because these things have been proposed

several times in your hearings.
I want to point out the apparel industry exported goods last year

totaling in excess of $200 million. The effect of this legislation on our
balance of payments would be disastrous.

Now, this is moving up to the proposed amendment of Senator
Javits. You see an increasing number of jobs both in the manufactur-
ing sector and in the services and trade sectors affected.

Now there have been those who have said yes, but people are going
to work anyway they get bored or something like that. Well, this may
be but I think this argument is difficult to accept. You take a cook in
California who under this condition would make more on welfare than
he would collecting his paycheck. You can't tell me that he is going to
continue to sweat in a kitchen when he can go sit on the beach and
collect the same amount of money on welfare.

Most of these jobs are still going to have to be done so what will
be the effect. The effect will be rampant inflation throughout the land
because the paycheck will be competing with the welfare check. Over
three-quarters of a million jobs in New York State, for example, pay
less than the Javits guaranteed income. Eighty-five percent of the
manufacturing sector of North Carolina pays less than this amount
of money.

Finally we take a look at the impact on jobs of the National Wel-
fare Rights Organization demand. NWRO demands might be dis-
missed as so much talk if it were not for the ever-widening circle of
support they are getting. This committee has heard testimony in sup-
port of NWRO demands from such organizations as the National
Council of Catholic, Jewish, and Negro Women, Church Women
United, and the women's division of the United Methodist Church.

H.R. 1 would begin an inflationary spiral that this country has never
known before.

Just as we can learn from our own experience we can learn from
others. Our written statement reviews the experience of Uruguay with
similar legislation.

This chart shows the relative change in the standards of living, that
is in real per capita income of Uruguay. This is between 1950 and
1969. In the middle 1950's Uruguay's living standard was comparable
to much of Europe and double that of Japan. At that time Uruguay
launched an all-out campaign to eradicate poverty with social pro-
grams similar to the administration's family assistanceprogram.

How much inflation? Well between 1963 and 1968, inflation in all of
Latin America averaged a hundred percent, awfully high. Would you
believe that it was 1600 percent in Uruguay during that same period?
Disaster could be wrought on the economy by merely redistributing
less than one-half of 1 percent of the gross national product. This
legislation would block a way out of the welfare mess forever.
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C How would the administration's family assistance plan affect the
Nation I Senator Ribicoff of this committee said:

I think the country must realize that we are basically changing the social
philosophy of the United States once we put this into effect. None or us can
anticipate the consequences, but we are definitely starting this nation into a new
social program * * * you put 25 million people into a new social program and
you are changing society-we do not know the impact that it will have on the
people benefited and the people outside the program, their concepts, their reac-
tions and what it will lead to * *

This study suggests what some of these consequences are likely to be
and gives a foretaste of future changes and what the future cost of
the welfare plan would be to the Federal Government and to society.

I would like to review a little history. Shown on the top chart is
the maximum effective income tax rate starting in 1913. Now there is
debate in Ways and Means as to the advisability of limiting the maxi-
mum tax rate to 10 percent. This was dismissed as unnecessary be-
cause it was obvious that the tax rate would never reach 10 percent.
The middle chart shows the spending record for social security pro-
grams in billions of dollars. Social security benefits have been increased
continuously especially during election years, and last of all you see
the historical costs of public aid along with the projected costs of
H.R. 1, and the various proposed amendments, as you saw on one
of the earlier charts. I think the parallels that I am trying to draw
here are obvious; 1977 costs may not be the top line of $115 billion.
But I think it is doubtful it will be the HEW estimate which is
shown at the bottom.

Let's look ahead 5 years. Testimony of previous witnesses is used
in painting the picture of the future. The likely immediate changes
would include elimination of work requirement, a substantial increase
in the income floor, and inclusion of single individuals and childless
couples. Heard, for example, is the spokesman for the Friends Com-
mittee on National Legislation agreeing that able-bodied adults that
choose not to work, that do not offer themselves for hire at all, should
be given an adequate income as a matter of right.

Echoing these sentiments was testimony given on behalf of organi-
zations such as the National Council of Catholic Women, Jewish
Women, Church Women United, and the National Consumers League.
Their position, "In our judgment, it is neither necessary or desir-
able * * * ")

Senator TALMADGE. Mr. Shaker, I am sorry your time has expired.
We will insert your full statement in the record.

Are there any questions?
Senator FANNIN. Mr. Chairman, I just want to commend you, Mr.

Shaker, for bringing to our attention the seriousness of this matter,
and for furnishing that much information, this detailed information,
which will be studied, I assure )ou, very thoroughly.

It is shocking to see what is projected, and I think it is a very 'valu-
able contribution you render to our committee.

Mr. SHAKFR. Thank you, sir. I just want to add in our written state-
ment we do outline a proposed alternative to this bill, and it is what
we are calling guaranteed job opportunity. This is outlined in some
detail in our written statement.

Senator FANNiI. Thank you.
Mr. SHAKER. I hate to, I don't like to, criticize something unless I

have something to offer as an alternative.
72-578--72-pt. 5-6
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Senator F.xNiN. Thank you.
Senator TALMADGE. Mr. 'Shaker, I too want to compliment you

on your testimony. I have been tremendously impressed by your testi-
mony, so much so that I plan to take your full statement home and
read it in its entirety and I hope other members of this committee and
the news media will do likewise.

Senator Hansen.
Senator HAN S EN. I would just like to ask Mr. Shaker, the charts

you have explained on the screen are contained in the statement?
Mr. SHAKER. Yes, sir; they are.
Senator HANS F.N. So they will be available to the committee.
Mr. SH1AKER. They will be available.
Senator HAN.SEN. Let me also compliment you for exploring in

depth and pointing out what you think may very well be the results
of some of the proposals that are now before this committee. I think
you have done very important work. You have provided a vital serv-
ice to us in order that we may better assess what could be the results,
or the impact,, of some of the proposals that have been made.

It seems to me, Mr. Chairman, to underscore the good wisdom in the
observation you made yesterday, to which I subscribe wholeheartedly
and without reservation, when'you said that you thought that it was
fine to undertake a pilot project but you see no reason at all to include
with that authorization, and the appropriation necessary to undertake
such a test effort, the implementation of a bill at a time certain.

I think that if the project proves its merit Congress will certainly be
persuaded b its success.

Senator ALMADO Will the Senator yield ? It is like buying a house
before you inspect it. You purchase it and then have the right to in-
spect it afterwards.

Senator HANSEN. Precisely. Thank you.
Mr. SHAKER. One thing about the testing, if you are going to test

you should design the testing program so it will. be flexible enough
so people like Governor Reagan can try some of his experiments also.
I think if you put too many constraints on it you won't ever find any-
thing out.

This chart is just in our statement, too. It shows the results of a
program in Puerto Rico where they also set out to eliminate poverty;
but their approach was different. It involved private enterprise. This
chart is also in the written statement. It compares Puerto Rico's prog-
ress with Uruguay.

Senator HANSi,. Thank you.
Senator TALMADOE. Thank you very much, Mr. Shaker.
(The prepared statement and attachments of Mr. Shaker follow.

Hearing continues on p. 235.)

PREPARED STATEMENT OF WILLIAM H. SHARED, DELTA ASSOCIATES INTERNATIONAL

AN ANALYSIS OF THE ADMINISTRATION'S FAMILY ASSISTANCE PLAN WITH
RECOMMENDATION FOR EFFECTIVE WELFARE REFORM

A Research Report to the Senate of the United States:
Suimrmary of Key Poinfs

My name is William H. Shaker.
I appreciate the opportunity to testify and it is a pleasure to be here. In

studying previous testimony presented to TIs committee it has become clearly
evident that you are asking the right questions. I am convinced that you are corn-
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fitted to finding a pragmatic solution to the "welfare mess," and I hope that my
testimony and our previously submitted written material will be of some help.
In wrestling with this problem do you ever feel like you can't win-no matter
what you do?

This chart (Exhibit 1, page 5) shows the projected cost to 1977 of H.R. 1. along
with several amendments that have been proposed. I have difficulty relating to
$100 billion and have therefore drawn, as a reference, the ftal after-tax profits
of all United States corporations.

I would now like to review a little history because we can learn from it (Ex-
hibit 2, page 6). Shown on the top chart is the maximum effective income tax rate,
starting in 1918. There was debate in Ways and Means as to the advisability of
limiting the maximum tax rate to 10%. This was dismissed as unnecessary be.
cause it was obvious that the tax rate would never reach 10%. The middle chart
shows the spending record for social security programs. Social Security lienefits
have been increased continuously, especially during election years. And last of all
you see the historical cost of public aid, along with projected costs of H.R. 1 and
the various proposed amendments.

Now, I would like to show the impact of H.R. 1 and various proposed amend-
mients on Jobs. You're not going to be able to read this chart-the details of It-
but that's okay because you will be able to get the concept. Shown down the left
of the chart (Exhibit 4, page 16) are all of the states. Across the top of the chart
are Jobs that would be affected by H.R. 1 and proposed amendments to H.R. 1. 1
will analyze four cases: H.R. 1 (Exhibit 4, page 16); setting the guaranteed In-
come at the $4116 poverty level (Exhibit 5, page 17); the 44,800 guaranteed In-
come floor that Is proposed in Senator Javits' amendment (Exhibit 6 page 18) :
and then lastly, I will show the impact on jobs of the demand of the National
Welfare Rights Organization of $,500/year (Exhibit 7, page 19). Blocks repre-
senting jobs that pay les than a specified guaranteed income will be shaded in.
If JobS in the apparel industry in the state of Alabama paid less than a particular
guaranteed income the first square in the top left corner of the chart would be
shaded in. Here (Exhibit 4), you see Jobs that pay less than the H.R. 1 guarantee
of $2,400 (plus state supplements).

Quite a few Jobs are already affected in the services sector of the economy.
Here (Exhibit 5), you see the number of Jobs that would be affected at the
$4116 poverty level. Moving upward to the proposed amendment of Senator
Javits (Exhibit 6), you see an increasing number of Jobs, both in the manu-
facturing sector and in the services and trade sectors, affected. There have been
those who have said, "yes, but people are going to work anyway. Maybe it's
because they get bored"-well, this may be-but this argument Is difficult to
accept. Take a cook in California-is he going to continue to work in a sweaty
kitchen when he can go and sit on the beach and collect the same amount of
money on welfare? Most of these jobs are still going to have to be done. So, what
will be the effect? The effect will be rapid inflation throughout the land be-
cause the paycheck will be competing with the welfare check. Finally, we
take a look at the Impact on jobs of the $600. National Welfare Rights Organiza-
tion demand. N.W.ILO. demands might be dismissed as so much silly talk if it
were not for the ever-widening circle of support that they are getting. This com-
mittee has heard testimony in support of N.W.R.O. demands from such organiza-
tion as National Councils of Catholic, Jewish and Negro Women; Church Women
United; and the Women's Division of the United Methodist Church. These "in-
come as a matter of right" plans will affect a larger section of the economy
than that represented by the lady that Senator Long has referred to. from time
to time during hearings that can not hire domestic help because welfare is more
attractive.

Disaster could be wrought on the economy by merely redistributing less than
one-half of 1% of the G.N.P. Our written statement reviews the experience of
Uruguay with Aimilar legislation. Between 1958 and 1968 inflation in all of
Latin America averaged 100%. It was 1000% in Uruguay during that same period.
It would be no easier for government to eradicate poverty by guaranteeing an
income to the poor by redistributing a little bit of the income of the "non-
poor" than It would be to let just a little air out of a balloon by picking it
with a pin ee our written statement relating to Uruguay). Our research has
gone behind the emotional screens and displayed facts. We believe most of the
facts presented will be mindstickers.

How would the Administration's Family Assistance Plan affect the nation?
In the words of Senator A. Ribicoff, "I think the country must realize that we
are basically changing the social philosophy of the United States once we
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put tiis into effect. None of us can anticipate the consequences, but we are
definitely starting this nation Into a new social program . . . you put 25 mil-
lion people into a new social program and you are changing society-we do not
know the impact that It will have on the people benefited and the people out-
side the program, their concepts, their reactions and what it will lead to . . ."
This study suggests what some of these consequences are likely to be and gives
a fore-taste of future changes and what the future cost of the welfare plan
would be to the Federal Government and to society. Testimony of previous
witnesses is used in painting this picture of the future. The likely immediate
changes would include the elimination of the work requirement, a substantial
increase in the income floor, and inclusion of single individuals and childless
couples.

Heard, for example, is the Friends Committee on National Legislation spokes-
man agreeing that able-bodied adults that choose not to work, that do not offer
themselves for hire at all, should be given an adequate Income as a matter of
right. Echoing these sentiments was testimony given on behalf of organiza-
tions such as the National Council of Catholic Women and Jewish Women;
Church Women United; and National Consumers League. Their position: "in
our judgment, it is neither necessary nor desirable that training and work re-
quirements be mandatory. We believe that a mandatory work requirement is
not needed for either men or women, and urge its deletion." Just about every
organization that supports the Act is demanding that the federal floor be raised.
If this bill is passed intact, the floor is destined to rise, especially during elec-
tion years. Total costs of these demands is presented, which in most case would
cost more than the total after-tax profits of all U.S. corporations combined.
Intangible costs of the work incentive is simulated using the experience of
another country-Uruguay. The cost would be around $300 billion-150% of the
total 1970 federal budget. H.R. 1 would have the effect of wiping out millions
of jobs. Study findings Identify jobs and industries that would be eliminated
state by state. Nearly three-fourth of a million jobs would be wiped out, for
example, in New York state under Senator Javits' amendment to H.R. 1. His
amendment would also wipe out 85% of the manufacturing sector in North
Carolina. Our attached statement concludes with recommendations for effective
welfare reform and proposes a program of guaranteed job opportunity as an
alternative to guaranteed income.

AN ANALYSIS OF THE ADMINISTRATION'S FAMILY ASSISTANCu PLAN (H.R. 1)
WiTn RECOMMENDATIONS FOR EFFECTIVE WELFARE REFORM, WILLIAM H. SHAKER,
P.E., DELTA ASSOCIATES

A Research Report to the Senate of the United States:
Abstract.-The purpose of this report is to inform and to initiate public de-

bate of the welfare issue. Our research study goes behind the emotional screens
and displays facts. Most of the facts presented are mind stickers-which
should be startling to many, thought provoking to most. Read with an open
mind, we believe that many supporters of H.R. 1 will re-think their positions.
Out of this process can come real welfare reform.

The study is presented in the format of testimony to the Committee on Finance,
United States Senate. It contains a detailed and critical analysis of the Admin-
istration's Family Assistance Plan, along with some recommendations for effec-
tive reform.

In the words of United States Senator Abraham Rlbicoff: ".. I think the
country must realize that we are basically changing the social philosophy of
the United States once we put this (H.R. 1) into effect. None of us can anticipate
the consequences, but we are definitely starting this Nation into a new social
program . . . you put 25 million people into a new social program and you are
changing society-we do not know the impact that it will have on the people
benefited and the people outside the program, their concepts, their rer,.ctions and
what It will lead to . . ." This study suggests what some of these consequences
are likely to be and gives a foretaste of future changes and what the future
cost of the welfare plan would be to the Federal Government and to the society.
Testimony of previous witnesses is the paint for this picture of the future. The
likely immediate changes would include elimination of the work requirement, a
substantial increase in the income floor (guaranteed Income) and inclusion of
single individuals and childless couples.

Heard, for example, is the Friends (Quaker) Committee on National Legisla-
tion spokesman agreeing that able-bodied adults who choose not to work-who
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do not offer tlh(Ill5e'e.,; for hire at all-shiouid be given an adequate income as
a matter of right. Echoing these sentiments was testimony giveli oil behalf of
,'I'gahlizati, ls such as the national councils of Catholic Women and Jewish
\\o'men, Clirch Women United. and tt he National Consumers League. Their
position "li our judgment, it is neither necessary nor desirable that traininll
and work requirements be illll(latory. Vi' believe that a mandatory work re-
quirenent is not needed for either iu-n or wonien and urg,- its deletion." The
Aimerican Civil Liberties Union testified: "Cninpelling a person to accept ein-
ployment as a condition for receiving welfare benefits is ill fuandanuen tal conflict
wil h t he principles of free c.iety. with the 13th Amnendment's prohibition against
involuntary servitude and the 14th A\ienIdtIlllit's gitarailtce of e(jtltl protection
(of I l I ws."

'T'lis report is Intended to give the llenbershlip of the organizations that
preseited testimnony a clear utder.tandilng of the Iositions taken by tlhcir
leadership. Thius, this report is addressed to the concerned and interested lay-
man and laywoman as well as governmental and industrial leadership.

.]uist about every organization that supports the act is demanding that the
Federal floor (guaranteed income) be raised. The total cost of these demands
is presented, which in most cases, would cost more than the total after-tax profits
of all United States corporations combined. It is generally acknowledged that
II.R. 1 contains sline degree of disincentive to work. The intangible cost of this
work disincentive is simulated using the experience of another country-Uruguay.
Tile result would be a cost of around $300 billIon-one-hundred-fifty per cent of
the total 1970 Federal budget. 11.R. 1 would have the effect of wiping out mill-
lions of jobs. Study findings identify jobs and industries that would be ellili-
nated-state by state. Tlree-fourth of a million jobs would be wiped out, for
example. in New York ,1tate under Senator Javits Amendment to II.R. 1. Ills
Amendment would also wipe out 85c10 of tile manufacturing sector in North
Carolina.
The study concludes with recommendations for effective welfare reform and

p, poses a program of guaranteed job opportunity as all alternative to guaran-
teed Income.

INTRODUCTION

In studying the previous testimony presented to this committee (both on M.R. 1
and H.R. 16311), it has become clearly evident to me that this committee is asking
the right questions. I don't think that you have yet come up with a pragmatic
solution to the "welfare mess"-but it is also very clear that you are committed
to doing so. I hope that my testimony here today and the attached written ma-
terial will be of some help.

To(ay's industrial systems engineer Is charged with maximizing the utilization
of all available resources-including people-and to large extent might be con-
sidered a "social engineer". Part of his function Is the creation of new jobs and
job opportunities. Perhaps as a systems engineer and a citizen deeply concerned
about certain trends in this country, I can add a different perspective to this
legislation and provide information that will be of value during further
delipiera tions.

THE URGENT NEED FOR REFORM

The opening remarks of Joseph C. Wilson, Chairman, Xerox, in support of the
Administration's Family Assistance Plan is fairly typical:

"6... we find the present system of public welfare .to be demeaning, Inefficient,
inadequate, and with so many disincentives built into it that it encourages con-
tinued dependency. It Is hopelessly bad and Incapable of reform".

All sides see the need for reform. In opposing the bill, Liberty Lobby testified:
•.. That the present welfare system is'\wasteful and mismanaged is a point

on which we can all agree . . .",
And the Ohamber of Counerce of the United States:

We agree with the diagnosis 6f the welfare problem, but we disagree
completely with the proposed solution".

Il.R. 1 can serve as a vehicle to truly effect welfare r*,form. All political per-
hav." not yet agreed, however, on a "suitable" definition of the word "reform".

I am tired of listening to criticism from people who are not able to offer con.
stmrictive alternatives. Hopefully, I am not guilty of this omission.

Before H.R. 1 can be used as a framework for welfare reform, two fundamental
changes must be made in the bill:

1. Remove the principles of guaranteeing an income as a matter of right,
2. Remove the principle of the negative income tax.
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The discussion which follows is intended to make evident why these two
changes to II.R. 1 are so essential for reform and why I have concluded that
passage of I.R. 1 with the negative income tax and guaranteed income provisions
intact will 1ilock effective reform forever.

H.R. 1 IN ITS PRESENT FORM-AND A PREDICTION OF TIlE FUTURE

This bill must be studied-not the way that it reads today-but the way that
suaions are virtually unanimous in saying that ti need for reform is urgent. All
your best judgment says that it will read in the future.

Exhibit 1 illustrates the cost effect of several amendments that have been pro-
posed. I have great difficulty grasping the meaning of $100 billion. I have there-
fore .-hown, as a reference line, the projected total after-tax profits of all United
States corporations for 1971.

I suggest that the cost of H.R. 1 in ,time future will be one of time higher pl)ints.
I have come to this conclusion, both from examining the trends of govern-

mental spending and studying the testimony of previous Witnesses, that this conm-
mittee has called to testify.

The l)rojected cost of H.R. 1 along with the growth of the personal incense tax
and social security is shown in exhibit 2.

There was much debate in Ways and Means in time year 1913 as to the ad-
visability of putting a limit of 10% maximum on the income tax bill. The
major argument against such a limitation was that the rate would never reach
that level and that it was silly to worry about such things.

One o(f the objectives of the Social Security Act was to relieve poverty
and distress through contributory programs in such a way that relief could
be gradually tapered off to negligible levels. The government was to get out
of the business of relief. In a message to the Congre.s.s In 1935, Franklin ]).
Roosevel t declared :

T... e Federal Government must and siall quit this business of relief

. . . Continued dependence upon relief induces a spiritual and moral (lisinte-
gration, fundamentally destructive to the national fir . .. "

As with the Administration's guaranteed annual wage )roposal. Social Se-
curity was enacted on the premise that it would make direct relief unnecessary
and so displace It. That. of course, did not happen. Direct relief has grown
steadily-despite growing prosperity. Social security benefits have been in-
creased continually--especially during election years-new programs have heen.
added and expanded and the coverage constantly widened.

Past actuary for the Social Security Board. W. Rulon Williamson has est;
mated Social Se.urity liability (not Including Medicare) to the families of those
paying social security taxes-but not yet retired-to be $1 trillion.

The cost of social welfare in the United States Is growing at an annual rate
of about 14%. In 1970 time money spent lit the United States by all levels of
gover-iment for social welfare amounted to $143 billion. Spreal on a per family
basis, this amounts to $2650 for the typical American family. The prolxsed wel-
fare cost increases under H.R. I would be on top of this amount.

I will now describe the probably future welfare plcture---if H.R. 1 (with
guaranteed income and negative income tax provision.- intact) is cimacted--
based on highlights from testimony given to this committee on H.R. 16311 ald
Administration testimony on H.R. 1.

SOCIAL PHILOSOPHY CONTAINED IN H.R. 1

I think that the meaning of H.R. 1 Is succinctly expressed in a statement by
Senator Ribicoff.

. I think the coutry must realize that we are basically changing the

social philosop-hy of the United States once we put this [H.R. 11 into effect. None
of us can anticipate the consequences, but we are definitely starting this Na-
tion into a new social program . . . you put 25 million people Into a new social
program and you are changing society-we do not know the impact that it will
have on the people benefited and the people outside the program, their con-
cepts. their reactions and what It will lead to .... "

HEW cost estimates assume that a sizable proportion of the people eligible
for benefits will not apply. Secretary Richardson has estimated that ivrhnlal1
.50% of the people eligible under current law have not applied. But there, Is
still a certain social stigma attached to going on welfare. Many People are too
proud to accept welfare. H.R. 1 is designed to change that. Somehow it will legis-
late "dignity" to those on welfare.
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WI. t this legislatiin wouhl aiccoiplish, in th, words of it. (.hiitf arclii-
tect, )r. Moynihan ". . . is provide income as a matter of right."

(ice a guaranteed income or income supplement is declared to loe a right
under the law, it is doubtful if very many people will refuse it. I am sure that
N.W.R.O. and O.E.O. lawyers would be able to supply adequate information for
those people who would not otherwise coml)letely understand their new rights.

I have plenty of friends-professional people and tradesmen-who are opposed
to this legislation. But if it passes they will be looking forward to taking advan-
t.ge of it when benefits get up to where they can receive an "adequate" income.

Much of the testimony has supported this legislation-but only as a beginning.
Dr. Roy Nicks, Chancellor, University of Tennessee, and President, American
Public Welfare Association, stated ". . This legislation will establish a base
upon which further improvements can be built." This same thought permeated
much of the testimony and has also been carried in the popular press. To quote
Time Magazine, "... it remains a firm, if modest first step in the right
direction."

NWRO
'50% TAX PROGRAM"
$115 BILLION

NWRO

"66-2/3% TAX PROGRAM"
$70 BILLION

S3,433

$40 -$53 BILLION

SENATOR RIBICOFF
AMENDMENT =
$28.5 BILLION

, H.R. 1 = $16.2 BILLION

TOTAL PROFITS
.50- (After Tax)

ALL U.S. CORPS.(1970 $'s)

$15.8 BILLION

01 I I I 1
1960 1965 1970 1975 1980 1985

Exhibit 1
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TA K PAID/ET INICO,diE, %
EFFECTIVE TAX RATE (Federal)
1913 - 1970

40- (Constant 1913 $s)

20 - SINGLE PERSON

1915 1930 1945 1960 1975

5,0

OS IST, MMII/

30 TOTAL. COST OF SOCIAL INSURANCE
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$ 500
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An s65nn

-$70 BILLION

40

20 H.R. 1

1960 1965 1970 1975 1980

Exhibit 2

WORK REQUIREMENTS

There has been much heated discussion over the work requirement and
whether work ought to be suitable.

H.R. 1 would require that able-bodied recipients register in the Opportunities
for Families program of the Department of Labor. Secretary Hodgson estimates
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that this program would register about 3 million persons for training and job
opportunities. The past track record for programs of this nature has proved to
be only 10% effective.

As a point of clarification, the requirement that the potentially employable
seek work or Job training to remain eligible already exists-as you know-in
many of the states. Perhaps It was included to make the bill more acceptable
to the working man who must assume the obligation of providing an adequate,
guaranteed income to the man that does not work.

But to remove any doubt, many people would like to have any mention of
work requirements removed from the bill.

Take, for example, the testimony of Edward T. Anderson, representing the
Friends Committee on National Legislation.

The Friends Committee was completely opposed to the work requirement.
Work should, of course, be optional if the recipient Nv)uld elect to work.

Mr. Anderson was asked. "What do you recommend in reference to the indi-
vidual able-bodied adult, who chooses just not to work at all, doesn't offer him-
self for hire at all? Are you for a program that would give a federally assured
income to that person as a matter of right? Answer: "Yes. As long as a person
is alive there are certain basic needs he has . . . he still has to eat . . shelter
... clothes." Question: "These needs must be met-even if this able-bodied
adult chooses not to work?" Answer: "Yes."

The next statement represents the position of the following organizations:
National Council of Jewish Women, National Council of Catholic Women, Na-
tional Council of Negro Women, Church Women United, The National Board
of Managers, National Consumers League-

"In our judgment, it is neither necessary nor desirable that training and work
requirements be mandatory. We believe that a mandatory work requirement is
not needed for either men or women and urge its deletion."

During its testimony. Common Cause seemed quite irate that the "suitable
work" language was deleted from the original house bill. Common Cause testi-
fied that a recipient should be allowed to refuse work where the pay Is less than
the prevailing or minimum wage--whichever is higher. Common Cause wants
mothers with school age children to be exempted from the work requirement.

A very strong force in this country is the American Civil Liberties Union.
Their position Is the following:

"Compelling a person to accept employment as a condition for receiving wel-
fare benefits is in fundamental conflict with the principles of a free society,
with the 13th Amendment's prohibition against involuntary servitude and the
14th Amendment's guarantee of equal protection of the laws."

WHAT WOULD THE GUARANTEED INCOME BE IN THE FUT17RE?

Many organizations-some of them with a -eal and immediate interest, such
as the National Welfare Rights Organizatiomi-have recommended-some de-
nanded-that the Income floor be raised far above the $2400 pewr year that is

presently proposed.
Many members of the United States Senate would also vote to raise the floor.

The amendment of Senator Javits, for example, would redefine the poverty
level at $4800 for a family of four. His basic amendment phases in this redefined
poverty level with the Federal government handling the entire welfare system
by 1979. If a nominal inflation rate of 4% In the cost of living is assumed, the
Senator's poverty level would be $7100 in 1979.

A large number of witnesses have called for the poverty level to be redefined
as that amount to provide a minimal low standard of living. What is that? The
Bureau of Labor Statistics estimates this to be $6567 for a family of four. It
might be of interest to note that the poverty level for "minimum subsistence"
for a family of four has risen 61% in constant 1970 $'s between 1941 and 19069.
(In 1941 the poverty level for a family of four was $836 I or $2570 in constant

1970 $'s).
A number of national leaders have urged that the floor be moved up to the

poverty level ($4116 in 1971 $'s). Mayor John Lindsay thinks that the floor
should be moved to at least the poverty level and that the cost of living increase
principle be applied to it. Mr. Lindsay supports current legislation because
being-in his words--"a practical politician," he does not see any chance in
moving It [the $2400 minimum] up at this time.

I "Poverty and Affluence, The 20th Century Fund." p. 148.
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From the Business community you heard testimony from .Joseph C. Wilson,
Chairman. Xerox Corporation, and C. W. Cook, Chairman, General Foods. The
position taken by these gentlemen was as follows:

"At the present time we support the proposed uniform national level of income
maintenance for a family of four. We believe, however, that inasmuch as mini-
mum income of [$2400] for a family of four hardly provides a subsistence level
of income, a priority claim against future available Federal funds should be
Invoked to raise total assistance to more acceptable levels."

In its testimony, the Friends Committee on National Legislation supported
the floor recommended by the White House Conference on Food, Nutrition and
Ifealth in 1969. This amount, adjusted for inflation In the cost of living, would
be $6011 in 1971.

The National Welfare Rights Organization (NWRO) has proposed the benefit
level for a family of four he set at $6500 per year.2

Adjusting this figure for cost of living (assuming 4%) would bring this to
$290 by 1979. NWRO demands that their guaranteed income be adjusted for
productivity increase in the economy as well as for inflation. This would bring
their guaranteed income to $10,000 by 1979.

This kind of discussion probably seems like fantasy to the typical American
who works for a living. And it might be sluffed so deadly serious in demanding
from society what they believe to be their right and because NWRO Is develop-
ing nn ever widening circle of support.

With a membership in excess of 100,000 NWRO could be a powerful force In
getting changes made In the law that they want. Many "establishment type"
organizations are In complete sympathy with NWRO demands. National ('uncil
of Jewislh Women. National Council of Catholic Women. National Council of
Negro Women, Church Women United and the Womens Division of the United
Methodist Church are among those that support NWRO demnands?.

Because of what they consider to be political reality, however, most of these
organizations tend to support a lesser amount and recommend that the proposed
umen(Iment of Senator Javits-a poverty level of $4800 be initially accepted. This
would be for starters. They recommend that periodic revision of the poverty
definition lhe made thereafter in light of subsequent price rises and general
productivity and income advances, and the increasing capacity of the economy
to meet the needs of all Americans.

In other words, all Americans, as a matter of right, even those able-bodied
Americans who choose not to offer themselves for hire should share in the pro-
ductivity improvement of those of us that do choose to work.

l)es It not occur to these people that under those conditions an increasing
number of us will decide to flee the work scene?

he point that I am trying to make is this: Once this new kind of philosophy
is legislated there will be no end to the pressures to increase tie benefits-
especially during election years.

SINGLE INDIVIDUALS AND CIII.DLESS COUPLES

Parallel to tile efforts to increase the minimum guarantee will be a drive to
include single individuals and childless couples in the program.

The spokesman for Common Cause testified ". . . . excluding individuals and
couples without children is a cruel and discriminating practice towards these
people in need." Common Cause demands uniform "adequate" assistance-Includ-
lng needy individuals and couples without children.

In the words of Edward T. Anderson, representative of the Friends Commit-
tee on National Legislation, ". . . [Tile Administration program) incorporates
only limited application of new principles and falls far short of needed
changes . . . The completely arbitrary decision to exclude single persons and
childless couples betrays a cruel Indifference to their plight."

John Lindsay testified that exclusion of impoverished single persons and child-
less couples from the Federal program Is one of its shortcomings.

Mr. Wilson of Xerox also recommended the inclusion of single persons and
childless couples. He also believes that neither training nor work should be made
a condition for continuance of public assistance to women heads of households.

From the American Association of University Women came this statement: "In
the eyes of our members a principle shortcoming of the House bill is its failure to

2 Speretary Riehardson-Hearlngs on H.R. 1, Aug. 2, 1971.3 Testimony on H.R. 16311, p. 1403, 2297.



2311

cover the single poor and impoverished childless couple ... Are we justified in
speaking reform if one-third of the deprived are excluded from this so-called hill?"
And so it goes.

Based on this level of support, it seems safe to conclude that once the concept
of guaranteed income is legislated, the bill will be expanded to include single
persons and childless couples.

Let us take a long, hard look at what the probable effect of this would be.
The 1971 definition of the poverty line for a single individual is $19.N. That is

higher than the 1967 per capita incomes In four states (Kentucky, Mississippi,
Virginia, and Georgia).

At the age of 18. I personally would have loved to have been a beach conlulier if
someone like the Federal Government were to have pIald me for it.

This provision would most certainly encourage proliferation of the "hippie
commune" subculture. Marriage would certainly be discouraged as the guaranteed
Income for two individuals, at the Ip)verty level, would be $3990. The figure
would be $2400 for a married couple.

ERRORS IN LOGI(-TIEF NEGATIVE INCOME TAX DILEMMA

On August 2 Secretary Richardson demonstrated a gadget that quickly shows
the effect of various income maintenance schemes. HEW is fighting for the pas-
sage of II.R. 1. Therefore I am not sure why they built the gadget because their
gadget demonstrates the theoretical infeasibility and complete unworkability of
any program based on the principles underlying lI.R. 1.

In any negative Income tax scheme, as the guaranteed income floor is raised up
closer to what might lie defined as an income necessary to supply the Iasic needs
of the poor-the level of income at which some welfare supplement is received
rises sharply. It becomes advantageous for the marginal worker to Ieave work
and go on welfare. The income disregard must be increasingly higher to o(verconme
the incentive to drop out, etc., The program Is self-defeating.

The gadget clearly demonstrated the dilemma of this legislation. Either it is
completely inadequate at the lower end of the scale of earnings-or it is highly
excessive at the upper end. If you assume a negative tax of 50%, it must pay only
half an "adequate" income (by its own definition of "adequate") to a family that
earns no Income or It must pay nearly twice an "adequate" income to family that
already earns an almost adequte income.

This problem can be reduced by changing the disregard formula from allowing a
recipient to keep one dollar for every two earned to allowing him to keel) only one
dollar for every three earned.

But this creates the problem of not providing sufficient incentive to entice a
person to continue working.

The negative income tax concept also creates serious Inequities between work-
ing families on welfare and working families not on welfare. Let me illustrate
this with an example of how the income disregard formula can work in Michigan
under present law.

II.R. 1 would do nothing to improve the situation, .. .in an extreme case, a
family of four earning $310 per month ($3720 per year) would not be eligible for
assistance. Another family, Initially with no income, receives a welfare payment
(if $305 per month ($3660) annually. Subsequently, the latter family head obtains
a job paying $310 a month, which combined with the reduced welfare payment of
$158 provides a total monthly income of $468 ($5616 yearly). Additionally, this
latter family is entitled to free child care and full medical services, while the
former Is not. The inescapable conclusion is that by attempting to make work
more attractive to Aid to Dependent Children recipients income disregard pro-
grams also make Aid to Dependent Children more attractive to the working
poor." 4

The problem Is brought into even sharper focus In the Finance Committee staff
report-Appendix B of the H.R. I hearings.

The equivalent "tax rate" increases from 49% to 112% when annual earnings
increase from $1000 to $1001 for a family of 4, in Wilmington, Delaware. The
report goes on to point out that each dollar earned over $5,000 would cost this
family $1.33 in Chicago.

'This example is taken from "Council Comments," Citizens Research Council of Michi-
gan, Robert E. Pickup. executive director. July 9, 1971.
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REGIONAL EFFECTS

ExhibIt 3

REGIONAL EFFECTS

More than 50% of the families in tihe shaded ireas il exhibit 3 have inromes
less than the "poverty level" and would be receiving welfare payments under
H.R. 1. These blotches on the map will surely grow as our productive drive is
marasmically weakened. The affect on the working man as well as the crippling
of industry can be forecast with some degree of certainty.

What is the affect of H.R. 1 on people who are not on welfare and are working
alongside a man that is drawing welfare subsidy? This should be carefully
examined-with the following facts in mind. What kind of Utopia would H.R. 1
bring?

In response to a question from Senator Ribicoff, Secretary Hodgson furnished
a chart which indicates by state the wage levels required to get off welfare.
Comparing these data with average (before tax) hourly earnings (1970) for tile
various states reveals that the wage level at which a person could still receive
welfare payments under H.R. 1 is higher than the average hourly earnings in 15
states. (These states are: Connecticut, Maine, Massachusetts, Minnesota, Mis-
sissippi, Missouri, Nebraska, New Hampshire, New Jersey, New York, Rhode
Island, Pennsylvania, South Dakota, Vermont, and Virginia.)

There is a strong possibility that II.R. 1 would wipe out complete industries
and millions of jobs. Work requirements will, I believe, eventually be written out
of the legislation. Even if the work requirement were retained, it Is maintained
that it would not (and could not) be enforced-based on the following premisee; :

Premi8e 1. Given a strong enough incentive, the average worker can figure oat
a way to lose his job without quitting.

Premise 2. Given a strong enough incentive. the average worker can make
himself available for employment and continue to seek employment without
ever actually getting a Job.

If the above argument is accepted, the effect of the gAaranteed annual income
would be to cripple the American economy. The effort would be different in dif-
ferent states because of regional differences in pay rates and type of industry.

I analyzed the affect that H.R. 1 would have on several key industries on a
state-by-state basis for four different minimum guaranteed Incomes:

Cas 1: H.R. 1 ($2400, assumes state supplements continue at present
levels).

Case 2: Poverty level ($4116).
Case 3: Senator Javits' amendment ($4800).
Case 4: NWRO demand ($6500).
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The results of this analysis are shown in exhibits 4 through 7. The industries
and job.,; that pay less than the guaranteed income (and which would be pre-
suniably wiped out) are indicated with a (lot. (The analytical backup for these
charts is contained in the attached Appendix).5

For exami)le, exhibit 4 shows that at the 11.11. 1 floor for Alabama ($2,100),
waiter and waitress jobs pay less thian the guaranteed income. At tie poverty
level (exhibit 5), jobs in the aplporel industry are below the income floor as are
all jobs in the "clerical/other" section of the chart with the excel)tion of delivery-
Inen, insurance agents, secretarial and wholesale trade. As the guarallteed in-
conie floor moves up to the level proposed by Senator Javits ($4S00.) in exhibit
6. you can see that the floor for Alabama is above the wages paid in apparel, food
products, textile mills, and weaving mills. The floor of $4S00. is also above the
wvages paid in all jobs shown in tie "clerical/other" section of the chart. At the
NI\VO demand ($6500.), exhibit 7 shows the floor for Alabama would be greater
than the wages paid in: apparel, chemicals, fabricated metal products, food
products, printing and publishing, textile wills, and weaving mills. This NWRO
demand is also greater than wages paid ill all jobs shown in the "clerical/other"
section of the chart.

The average spendable income for the average production or non-supervisory
worker on private payrolls is only $1500 per year more than the guaranteed
income would be at the poverty level ($4116.). It is likely that many peol)]e with
after tax ilnconles that are only imirginally above the guaranteed income would
find it not worth their while to work at all. This effect Is not shown oni the
charts. In constructing them, I included only jobs that pay less than the stated
guaranteed annual incomes. Even on this basis, the effect would be economic
paralysis.

One-half million jobs would be wiped out in the state of New York under
Senator Javits' ammndmnIiet. The affect of setting the floor at the poverty level
would wipe out 60% of all manufacturing jobs in Mississippi and 70% of the
manufacturing sector in North Carolina. 85% of the lnalnufaeturing sector would
be wiped out in North Carolina under Senator Javits' amendment.

I offer just ome example of secondary effect of such a collapse--our balance of
payments. Apparel, which is one of the industries to be essentially wiped out at
the poverty level, exported goods totaling $200 million last year."

I have tried to demonstrate that these "income as a matter of right" schemes
will affect a much broader part of the economy than that depicted by the lady
that Senator Long has referred to from time to time during the course of the
testimony that can not hire domestic help because welfare is more attractive.
This (lizaster could be wrought up by merely redistributing less than one-half of
1% of the GNI'. Guaranteed annual income legislation will not, as many have
illlplied during these hearings, bring Utopia. To the contrary, it could, as I have

attempted to demonstrate in exhibits 4 through 7, result in an infusion of car-
cinogenics into the lifeblood of our economy.

THERE IS NO FREE LUNCI[----GOVERNMENT CANNOT ELIMINATE POVERTY

The thrust of much of the testimony has been geared at what government must
do to eliminate poverty. What level of income should government guarantee;
should work be required; should single individuals be included?-and so on.

But more fundamental is the question: Can government eliminate poverty by
redistributing a small fraction of the disposable income of those not in poverty?
The answer is a resounding no. Perhaps the elimination of poverty can be ap-
proached in this country-but not this way. Poverty will never be wiped out by
severing the link between effort and reward.

Several governments have committed themselves to eliminating poverty. They
have all failed-e.g., England, Uruguay. It is logically impossible for govern-
ment to eradicate poverty because all such government schemes to do so are self-
defeating. They progressively reduce incentive.

The elimination of poverty Implies the creation of wealth. Government cannot
create wealth-it can only redistribute it. But, It is said so repeatedly, this coun-
try should be able to eliminate poverty if it has been able to place a inan on the
moon. Out of this notion has grown-what I believe to be--a great deal of fuzzy
thinking.

& The source data for this analysis Is earnings data published by the various states and
earnings and employment data published by the U.S. Bureau of Labor Statistics.

4 "Business Week', Sept. 18, 1971.
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But, a, some have asserted. It i s so easy. All govermatent nvrd io i.4 rA,-lils.
tribute a small proportion of disposable income. A study alucutited by the, NA-w
School of Social Research " has demonstrated that all persons vomld be Ibrolght
above the "minimum adequacy" level (about $6500 lit toiday's dollars) by ru'dig-
tributing 13.6% of the disposable income of "non-poor" Americans. It was con-
cluded then (1966 that such a redistribution would not be, politi'*ally feasilhh and
would probably osrcasion violent opposition. They then went onl to calcultate what
percentage of disposable income must be redistributed to elimtInttv abjectt ljv-
erty"'-i.e, raise everyone's Income above the poverty level. That Wiraed out tu
be about 3 per cvnt of the disposable income of thMoe not in lioverty. They con.
cluded that this would be not only feasible but easy.

It would be no easier for gIovernment to eradicate poverty byv garainteeng an
income to the poor by redistributing a little bit of 1he Inlmn ""f the "non-p1or"
than it would be to let Just a little air out of a balloon by pricking It with a joii.
This is pointed out rather graphically in the following example.

'AN UGLY S('ENARIO OF TIE VNIThD STATES--1.5 YEARM FROM NOW

A senior iemlber of thO lanagellmtent colllunity suggsted that a pret-turor
of what the United States Is in for If H.R. 1 is passed might be gleaned from a
nation that tried to eliminate lpoverty usiig shmilar phiosophy to tht t contaline
in 1.t.. 1. Perhaps we nght lharn from another veontry's experienced with gov-

erinment al welts rlsin. The case weleeted wam 1 'ruguay,
The Uruguayan is !yI allyy of ]-unropeani origin. lruuguay's li,,rav'y rate I* niu.

of the world's highest -1 per cent: it lhas 14Noth A fll uerj' 1s lowest jisillatigin
growth* 1.4%. In the middle fifties 1'ruguay wag dl tinguished for her hah
living standard, with a li'r capital hiovome nearly dothle the, average for all 4of
Latin Amierica and comparable with the per capita ivincoe of Ireland. Italy and
the Netherlands-and about double that of Japan. (The relative growth Itn real
per ('apita itiniwe of Uruguay is shown iln Exhibit F).

Seine fifteen yeair ago. Uruguay launched an all-out campaign to eliminate
poverty. They hoped to do thi through greatly expanded social welfare and
governmental prgra is.

Approximately 45 per cent of the population is now dependent on the govern-
went f-r their total inene--onslsting mainly of government Jobs and govern.

meant provided programs such as family allowances (guaranteed annual Income).
All (f this has been paid for with extremely high taxem and deficit alwnidilin.
Approximately 50% tf the Industrial payroll costs are paid to the government
for social Insurance programs. Yet taxes have not been sufficient, to pay the bill
of the ever spiraling cost of this welfare state. This has meant huge deficits-
thus skyrocketing Inflation.

)uring I he period 1963-1968 the inflation of consumer prices In Uruguay rose
1600%. This compares with a 10rl. rise In the United States and an average rise
of 100% for the remaining Latin American countries.

Unemployment has clinbed to over 30 per cent and demands for more govern-
mental benefits continue.

In efforts to halt inflation, the government declared a freeze on wages, prices
and dividends in mil-1968. Inflation now seems to be somewhat in check-but
problems worsen. About half of the "work force" has continued on and off 24
hour work stoppages in protest against the freeze. Many establishments, includ-
ing private hospitals, were closed for violating the wage-price freeze.

From the New York Tines of January 21. 1969:
".. .Striking government employees rioted In downtown Montevidlo today.

smashing windows, setting up flaming barricades and sending tourists fleeing
in panic .... The police fought back with tear gas, high-pressure water hoses
and clubs...

The striking civil servants were demanding payment of monthly salary
bonuses of $24.00, which they say is two months overdue."

It seems that the conditions in Uruguay will not be reversed. It appears to be
politically infeasible because the people are not willing to let any of the many
social programs of government be trimmed back.

Ever since a Marxist was democratically elected president of a Latin American
nation, observers have been increasingly aware of the possibility of a radical
change at other national polls. According to the July 71 Issue of Business-Latin

v"Poverty and Afuene, The 20th Century 1rund,' 1966.
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America, It now seems likely that President Jorge Pochico Areco will not retain
his office-and that Uruguay will go the way of Chile.

A mind sticking question: would it be possible for guaranteed Income legisla-
tion designed to eliminate poverty (H.R. 1 In its present form) to put America
on the same course? A sobering thought-I do believe !

As Sterling Blappey points out In Nations Business 6 -"Untll [Just 15 years
ago Uruguay] called itself 'The Switzerland of Latin America' because its people
were so industrious, busy and neat. Montevidio is now one of the world's filthiest
cities outside the Orient. The people have so little pride left they litter their
streets with paper and dump their nastiest garbage on the curb."

"Nations Business"-Aprll 1967.

.-
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This, then has been the result of a political and economic system which no
longer requires its citizens to produce an honest day's work-a system which
guarantees an adequate income as a matter of "right"

In his August 6 speech on the Senate floor opposing the guaranteed wage
provision of H.R. 1, Senator Long concluded with:

"... Uncle Sam will not be the inspiration of the free world while the major
cities of America are clogged with trash and pollution and the tax-paid welfare
loafers wallow in litter and debris."

WHAT IS THER COST OF VHE WORK DISINCENTIVE?

Frequently, throughout the hearings, the question has been raised as to the
intangible cost of the work disincentives contained In negative income tax legis-
lation. I have attempted to simulate this effect by using Uruguay's experience
as a model.

Recent U.S. productivity increases have averaged 2.5% per year (it was 5% In
1962). Based on a productivity increase of 2.5%/year and In constant 1970 $'s,
U.S. per capita Income should reach $4483 by 1977. On the other hand, If we use
Uruguay as a model, our productivity would decrease by approximately 1% per
year. In that case, 1977 per capita Income would drop to $3396. A net loss of
$1087 per capita, or a total cost in 1977 of $248 billion. Add to this an actual
cost of the welfare payments, and we are talking about a program that will
cost the American people around $300 billion-one hundred fifty per cent of the
total 1970 Federal budget.

JOB PROVISIONS

H.R. 1 provides for about 400,000 training opportunities that will move people
through training and theoretically into private jobs. In my opinion, this portion
of the program will be ineffective. What mechanism works to cause people to be
trained for the right job? I don't believe there Is one. Judging from the-track
record of the Department of Labor makes one rather pessimistic.

You are all familiar with the Auerbach Corporation study that was performed
for the Ways and Means Committee. This study analyzes the performance of
WIN (Work Incentive Program), whose work incentive features closely parallel
those of H.R. 1.

In fiscal 1969 less than 4% of the budget appropriated under WIN for on-the-
Job training was spent. It. dropped to about 3% in 1970. And OJT seems to be
the only practicable portion of the program.

Unfortunately, in most cases, institutional training and special projects have
not resulted In jobs either.

The Auerbach study stated that there has been little Investigation of labor
markets to determine where and how jobs can be obtained and conclude$ that it
will probably be impossible for many WIN participates to find jobs. It would
seem that the main affect of these government training programs is the creation
of deeper levels of frustration and despair.
H.R. 1 would earmark $2.2 billion for jobs, for manpower development and

for supporting job placement services.
Senator Bennett and others have shown concern regarding the job provisions

of H.R. 1. "It seems to me that we may be wasting our time and our money if
we set up elaborate day care centers, if we set up elaborate training programs,
but if at the end of the road there are no Jobs.. ."

I think that in Its attempts to provide jobs, HR. 1 is only repeating past mis-
takes. Of the 362,000 persons trained for work under Federally funded and ad-
ministered training programs, only about 10% have been placed in jobs. H.R.
1 would require that an estimated 3 million people register for training in the
Opportunities for Families program. Based on past performance and the many
fold Increase In cases, Is there any reason to believe that things will work any
better in the future? Isn't It about time that we came up with new and more
creative approaches to this problem?

THE NE POR MORN PRODUCTIM JOBS

The continued growth of welfare and non-productive governmental spending
discourages productivity. U.S. productivity growth was 5% in 1962. It has dropped
to 1-8% in 196-he lowest of 9 competing nations in the free world. This
situation is taking on immediate urgency as the United States is finding It in.
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creasingly difficult to compete In the world market place. Evidence the emergency
10% tariff on Imports.

A solution to this probelm would be to provide opportunity for our non-produc.
tive and marginally productive people to become fully productive. This would
also, by the way, come close to eradicating poverty In this country. Implementa-
tion of this solution will be difficult-but not impossible.

It Is estimated that it would require approximately 10 million new jobs to
accomplish this'

Can government create 10 million useful and needed public service jobs?
Doubtful, since that fi iiiibr would com close to equaling the entire payroll of

all governmental units In the United States (local, state and federal). In any
case, that solution would do little to improve real productivity of this country.

A better answer would be to develop the majority of these jobs In private
Industry. Definite legislation must be written to give the American businessman
the Incentive to do this on the massive scale that is required.

Recognized management authority, Peter Drucker, has estimated that between
20% and 30% of the manufacturing assets owned by American companies are
outside of this country. As an example, Remington Rand Division of Sperry
Rand makes two-thirds of its manual typewriters In Italy and South America,
and recently shifted all of its calculator manufacturing from the United States
to Japan. The Singer Company manufactures its middle and low-priced sewing
machines in Italy and Britain.

Some way must be found to get industry to put poor Americans to work in
such a way that is competitive (the answer is not protective tariffs).

Although large corporations are generally acknowledged to be a major store-
house of the special capabilities required to solve national problems such as
those associated with poverty, a way to tap it has not yet been implemented.

The major thrust of business has been through JOBS program of the National
Alliance of Businessmen.

NATIONAL ALLAOCE OF BUSINESSMEN

Compared with job training programs run by tl e Department of Labor, the
N.A.B. JOBS (Job Opportunities In the Business Sector) program has been
quite effective.

The National Alliance of Businessmen Job training program was launched In
1968 The Federal government pays part of the training costs, which vary de-
pending on the job. To date 72,570 companies have participated in N.A.B. After
approximately 3% years of operation and through the first quarter, 1971, 266,-
000 persons were working in N.A.B. found jobs. This Is 35% of President
Nixon's goal of 614,000 Jobs by June 1971.

Although 260,000 jobs is far short of the number of jobs required, It is a
much better record than turned in by programs run and managed by government
agencies.

Programs such as this will only make a small contribution in relation to
those jobs needed. And when times are hard, financially beleaguered firms cut
back on the social front Last year (1970), for example, Chrysler cancelled a
$13 million contract to train 4,500 workers. This was done just as Chrysler chair-
man, Lynn Townsend, was about to become chairman of N.A.B.

A much more massive program that would be tied directly to the profit and
loss yardstick Is needed. It will require a much higher level of cooperation be-
tween government, business and labor than we have had In the-past.

SENATOR LONO'S PROPOSAL FOR SUBSIDIZED .OBS

Senator Long has proposed-as an alternative to the negative income tax
approach-that an Individual's wages be supplemented on an hours-worked basis.
Senator Long's example follows.2

"For example, suppose a father Is earning $1.20 an hour. We might decide
to supplement his wages by 40 cents an hour for up to 40 hours a week. With
this approach, he would start receiving an additional $16 for each week in which

Unemployed=4 million, Incomes under $1,000=.65 million, incomes $1,000 to
$2 000-5 mIon.

ii Senator Russell B. Long. Address on Senate door, Aug. 6, 1971.
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be works 40 hours. He would receive $8 if he works only 20 hours, and he will
receive no benefit at all if he works zero hours. This is in direct contrast to
H.R. 1, under which he would be paid the most in welfare benefits if he works
not at all, less if he works 20 hours and least if he works 40 hours."

The principle of this proposal seems to be: guaranteed earning opportunity as
opposed to guaranteed income.

This principle is sound-I question the approach.
For this approach, I believe, contains a fundamental defect. The supply and

demand mechanism will be upset when you tamper with it on the massive scale
proposed. Assume that you subsidize all jobs paying less than $1.60/hour (this
would include workers in variety stores, family clothing stores, restaurants and
hotels). What would this mean for the employer who is now paying $1.60? By
lowering his pay rate to $1.20 he would not be reducing the pay of his employees.
He would merely be forcing the Federal government to pick up 26% of his pay-
roll costs. And what about the employer paying $1.20/hour? From his view-
point, should he not also cut the rate of his workers and let the Federal gov-
ernment pick up the'difference? A $1.60 subsidy cutoff was used in this example,
but this amount is less than the "poverty line." Would not pressures then mount
to continually raise the subsidy-especially during election years?

A PROPOSAD--UARANTEED OPPORTUNITY

Just as it is unsound legislation to guarantee income as a matter of right-it is
also unsound legislation to guarantee jobs as a matter of right How can you
guarantee a Job to a person who does not want one? Once you guarantee a job you
eliminate any need for a worker to demonstrate competence, the ability to learn,
or the need for good work habits-e.g., habitual tardiness and absenteeism, van- -
dalism could be expected.

But, you might argue, this situation would still be better than paying somebody
for not working at all The answer is you guarantee an opportunity to work.
Then, if a person does not work, his (her) welfare check should be small enough
to make him (her) very uncomfortable. This in turn would, I believe, make work
opportunities seem very attractive indeed.

There is no one solution or one approach that will guarantee these opportuni-
ties, but the following guidelines should be followed.

1. The majority of the newly created jobs should be in the private sector.
2. Training should be done by private industry. Department of Labor training

'programs have been proven to be ineffective and It is not feasible for these pro-
grams to match up training with market place demands. In the American system
that Ia the function of "free enterprise."

3. Government provided public service jobs can serve as a flywheel-but should
provide only a small proportion of the newly created Jobs.

Objective: The objective of a guaranteed opportunities program would be to
-provide everyone with an opportunity to perform useful work for a wage sufficient
to provide for essential needs.

Gentlemen, I wish to pose a question." If you were in charge of an underdevel-
oped country (e.g., the Mississippi Delta) where most of the people were under-
educated and underfed, and you were given the opportunity to bring in 100 people
to help your country, who would be the most valuable people you could bring in?
Teachers? Doctors? Lawyers? Engineers? Perhaps social workers?

Probably none of these--no-100 entrepreneurs would contribute the most.
An entrepreneur is a person who organizes and manages an enterprise-a busi-

ness--usually with considerable initiative and risk. He Is an employer of produc-
tive labor. It is from this person that all else follows. The land is cleared, jobs are
provided, schools and hospitals are built and staffed. Then all the other Ingredients
of a viable society follow. It is the entrepreneur-the self-starter-that must be
put to work on this problem if we are to achieve our objective.

Profit and Loss Yardstick: The businessman-the entrepreneur-will not be put
to work on this effort on the massive scale needed unless a way can be found for
Iis efforts to be acceptable against the profit and loss yardstick. (This yardstick
must be retained because the profit motive is responsible for America's success-
relative to the rest of the world.)

American business and Industry will not, at the present time, address itself to
the problem on the massive scale required because of the many short-term dis-

"This to taken from an address by A. S. Farb& before the International Luncheon Club,
Miand, Mich., May 1971.
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advantages connected with organizing Rnd utilig people who are not presently
qualified for the world of work. These short-term disadvantages can be compen-
sated for and overcome.

Some of the short-term disadvantages that must be overcome are:
1. High dropout rate.
2. Recurrent absenteeism.
3. The needto teach such basics as reading and arithmetic.
4. The difficulty of getting people that have never held a steady. Job to

adjust to the 8-to-4 routine-adapt to discipline.
5. The need to train leaders who will make more mistakes than most while

learning-and let these mistakes be made as a part of the learning process.
6. Higher level than normal of supervisors to workers.
7. High amount of scrap material because of lack of worker skill.
8. Lack of motivation.
9. Disadvantages of locating plants in underdeveloped parts of the coun-

try-e.g., Mississippi Delta.
Proposal--Tax concessions would be granted to labor intensive Industries such

as garments, textiles, and electronic parts assembly. To qualify a firm would hire
a certain percentage of its workforce from the under-trained poor categories-the
the criteria established for the H.R. 1, O.F.F. Program could be used. The higher
the percentage of the workforce in the O.F.F. category, the greater the tax
concession that would be given.

This proposal would not displace presently employed workers because the per-
sons hired from the O.F.F. categories would be hired to produce goods for a new
market. That market Is the poor who, prior to going to work, had no purchasing
power to buy the goods and services that they are themselves now producing.

The tax concession program would be designed to encourage companies to build
plants in economically depressed and underdeveloped parts of the country such
as the Mississippi Delta and Appalachia. It would also encourage the location of
small, light manufacturing plants in the core of the city (this would be a much
more effective solution for the ghettos than existing renewal projects, which
wipe out slum housing and erect high rise apartment and office buildings, but
do not supply jobs for the residents).

To ensure that these new plants continue to operate-i.e., that the businessman
does not pick up his marbles and leave after the tax holiday has been dimin-
ished-it might be necessary to require that a specified percentage of the profits
be invested back into the area where the plant is located.

A hypothetical example showing how the tax break might diminish as short-
term disadvantages are overcome is shown in exhibit 9.

The percentage of Federal income tax reduction would be in proportion to the
added risk taken. It is assumed in this example that the effectiveness of a plant
locating in an economically depressed area and employing under-trained workers
would be 27% of that of a plant locating In a developed region. The under-
developed area might be the Mississippi Delta or an urban slum. In this example
comparative effectiveness Increases to 100% at the end of 10 years and the 100%
tax holiday provided for the first years drops off to "0."

Under this proposed amendment to H.R. 1, the tax concessions would supply,
the Incentive for business to take the added risks necessary If the short-term
disadvantages associated with the economically depressed regions and with
putting the poor to work are to be overcome. The businessmen becomes involved
in solving these problems as part of the day-to-day operations of his firm. This ap-
proach will guarantee overall success because it does not guarantee against fail-
ure of an individual firm. This risk of failure Is a prerequisite to succesa This
legislation would let the businessman do what he does best-perform against the
veritable yardstick of profit and loss. Planning would be done by tough minded
managers who are Judged only by results-not by Insular bureaucratic agencies.

I don't pretend to suggest that this proposed tax scheme would be a cure-all
It can, however, bring Into this battle what President Nixon has termed "the
greatest engine of progress ever developed in the history of man-American pri..
vate enterprise."

Demonstrated Suooess-The tax incentive is not a new concept. Many states
have tax holiday programs. Likewise with local communities On the federal level,
a familiar tax incentive to spur general growth in the economy Is the investment
credit.

The Commonwealth of Puerto Rico presents a highly successful example of
the type of program that Iam proposing.
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Exhibit 9

One way of measuring economic progress Is by the growth in real per capita
income. Exhibit 10 compares the relative growth in real per capita income of
Puerto Rico to that of the United States and Mississippi along with Latin Amer-
ica and Uruguay. Uruguay is again shown to depict the stark contrast in results
between a country like Uruguay that tried to eradicate poverty through govern-
ment welfare and Puerto Rico that adapted another approach-that of Improving
the productivity of her people by encouraging entrepreneurship.

Much of this prodigious growth has been attributed to a tax holiday package
that was legislated in 1947. Under this program, qualifying industries are ex-
empted from all corporate income tax for varying periods of time, depending on
type of industry and location. The Puerto Rican government's recent extension
until 1983 of the tax holiday scheme will undoubtedly encourage continued
progress.

I am not suggesting that Puerto Rico doesn't have Its problems. It does.
Last year's unemployment rate of about I0.5%, which some observers place

much higher, would have been more severe if it had not been for migration to the
U.S. mainland. There is also a serious shortage of skilled labor. Per capita income
Is still only about 70% of that of Mississippi. But take note-Puerto Rico is
catching up fast. If trends continue, it will exceed that of Mississippi within
the decade, as shown in exhibit 11.

I have outlined the Puerto Rican experience to show the general results that
can be expected-not as a model of the tax Incentive program that is proposed
to generate new Jobs in the States. The major difference Is that the tax holiday
legislation that I have, recommended would be designed to encourage labor Inten-
sive industries. Puerto Rico's tax holiday is based on a long-standing government
policy of promoting growth in capital intensive highly automated industries such
as petrochemicals This policy is thought to be partly responsible for the Island's
unemployment crunch and skilled labor shortage.

Despite these problems, I think that most observers would agree that Puerto
Rico's economic progress has been fantastic.

Puerto Rico accomplished this against a backdrop of considerable obstacles.
Manufacturing plants In the early fifties were essentially non-existent and the
economy was heavily dependent on agriculture-mostly sugar. Population pres-
sures are severe. Puerto Rico Is six times more densely populated than the
state of California and has a population density 2,000% greater that that en-
joyed by Uruguay. As for natural resources, the Island Is blessed with very few.

Puerto Rico's Economic Development Administration predicts that 225,000



2325

Jobs will have been created by the end of the decade as a, direct result of the
incentive package. In proportion to population, this would be equivalent to 16
million new jobs in the U.S. mainland.
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Exhibit 10

Public Servioe Job--If we are to have a "Guaranteed Opportunities" pro-
gram, it will be necessary for government to become the "employer of last
resort." There is an Increasing need for public service Jobs and swings in the
Jobs available In the private sector are bound to continue. Many of these public
serVice jobs can be of a project nature and the public service sector can act as
sort of a flywheel to dampen out the wide swings in unemployment. I think that
more effort must be devoted to identifying the specific jobs that government would
create. These Jobs could probably include ecology efforts such as the recycling
of man-made wastes, work In parks, In hospitals, and a limited number of jobs
on public works'project&s

One way of providing needed Jobs, while at the same time contributing to
a better environment, would be through the formation of a joint government-
private ecological corporation. This corporation could be similar in structure
to Combat Corporation. It would recycle man-made waste material (paper, glass)
that would be unattractive to recycle on the basis of pure economics.
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Exhibit I I

If we are to guarantee opportunity it is imperative that these "last resort"
government created jobs be transitional. They should provide the worker with
an opportunity to advance into permanent jobs in regular employment.

The language In the recently passed Emergency Employment Act could supply
the mechanism to turn on and off the availability of these jobs As I understand
it, federal spending Is turned on when unemployment goes above a given per-
centage for a specified number of months in a row and is turned off when unem-
ployment dips below the given percentage for the specified length of time.

Chairman Mills has stated that the purpose of the public service jobs provision
[in H.R. 13 is to see that those people who do not find work in regular employ-
ment may have an opportunity to get work in these [public service] projects.

The key here is regular employment. As regular employment becomes more
plentiful to the under-trained through the proposed tax incentive program the
need for "government as the employer of last resort" will diminish.

With guaranteed opportunity, the need for welfare benefits of anything more
than bareboned-Ambsistence will diminish. Welfare payments under current law
should then be programmed to be cut back accordingly for able-bodied recipients.
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APPENDIX

COMPETirioN BETWEzN Wl&FAz ROLLS AND PAYBOLLS-ANALTIOAL BAOKUP
MATERIAL FOR AN ANALYSIS OF THE ADMINITRATIoN's FAMILy AssisTAxonr
PLAN (H.R1 1), 1971, DELTA ASSOCIATES

(By William-H. Shaker)

The purpose of the Job Sensitivity Charts (Exhibits 4-7) Is to present the
overall impact of guaranteed income legislation in an easily understood format,
These charts show jobs, by state, that would be affected by the various guaran-
teed Income proposals. Since theae charts are intended as an overview, they do
not necessarily show all jobs in a particular state that might be affected by a
given guaranteed income proposal. More detailed Information is contained in ei
attached Tables.

Data availability dictated that certain estimates and assumptions be made
and the basis for this is given in Tables I-VI, along with the dafta sources.

Table I shows the approximate income floor under H.R. 1 that would exist in
the various states-assuming that state supplements continue at present levels.
Also contained in Table I is the manufacturing pay rate as a percentage of the
U.S. average manufacturing pay rate for each state.

Table II shows Jobs in the manufacturing sector affected by the various guar-
anteed income plans.

Table III presents national pay rates for selected jobs in other than the
Manlifacturing Sector of the economy. These rates are based on testimony
submitted by Secretary James D. Hodgson to the Commitee on Finance, United
States Senate during Administration testimony on H.R 1. Estimates of pay
rates in the individual states were derived by multiplying the rates submitted
by Secretary Hodgson by the percentages reported in Table I. This procedure
was necessary because pay rates for these jobs were not available on a state.
by-state basis.

In general, the analysis is based on gross earnings. This procedure under-
estimates the impact of the guaranteed income plans because welfare recipients
do not pay Federal social security and income taxes on their welfare payments.
An exception to this procedure was made In the case of the Javits Amendment.
In that instance, an estimate of spendable earnings was used. See Table IV.

Negative income tax proposals are promoted as a means of supplementing the
incomes of the "working Poor". H.R. 1 would also supplement the earnings of
persons In the middle income brackets. Table V shows the average hourly earn-
Ings that a person could receive and still get some welfare payment. As can be
seen in Table V, the average hourly earnings in 10 states is less than the amount
of earnings required for a person to "work himself off welfare".

Table VI presents an estimate of the number of jobs that would be affected
by the Javits' Amendment in a few selected states.

TABLE I

Approximate
income floor
under H.R. I

(basic Federal Manufacturing
$2,400. Plus pay rate as a

State supple- percentage of
ments at U.S. avera

State present levels) pay rae
(1) (2)

Alabama ................................................................... $1.20 86
-- ............................................................... 2.25 146

Arizona .................................................................... 1.20 102
Arkansas .................................................................. 1.20 7
California ':: ......... ...... 1.32 117
Colorado ................ ............................... 1.59 107
Connecticut ............................................ 1.98 104
Delaware ...................... ...... 1.20 107
Distlrt of Columbia ...................................................... 1.43 108
Florida .................................................................... 1.20 11(10(ll..:.......................................................... 1.20 s

.......... 1.68 95
.............................................................. 1.69 110
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TABLE I-Continuek!

Approximate
income floor
under H.R. 1

(basic Federal Manufacturing
$2,400. Plus pay rate as a

State supple- percentage of
ments at U.S. average

Slate present levels) pay rate

(1) (2)

Indiana .................................................................... 1.20 113Iowa ...................... ..... .......9-n.................................... 1.46 109Kansas ................................................................... 1.64 109
Kentucky ................................................................ 1.20 98
Louisiana .................................................... 1.20 99
Maine ..................................................................... 1.20 82
Maryland .................................................................. 1.20 102
Massachusetts ............................................................. 1.88 97
Michin .................................................................. 1.58 132
Minnesota .......... ... ..................................... 1.79 106
Mississippi ............................................................... 1.20 76
Missouri ................................................................... 1.20 103
Montanei .................................................................. 1.37 11
Nebraska ................................................................. 1.320 95
Nevada .................................................................... 1.20 130
New Hampshire ............................................................ 1.76 83
New Jersey ............................................... 2.08 05
New Mexio.................. !... ......................... 1.20 86
Now York ................................................................ 2.02 04
North Carolina ............................................................. 1.20 74
North Dakota .............................................................. 1.57 91
Ohio ............................................................ 1.20 116
Oklahoma ................................................................ 1.20 95
Oregon .................................................................. 1.35 114
Pennsylvania .................................................... 1.38 101
Rde Island ...... .................................. .......... 1.58 86
South Carolina ............................................................ 1.20 76
South Dakota ............................................................... 1.80 91
Tennessee ................................................................ 1.20 83
Texas ..................................................................... 1.20 98
Utah ...................................................................... 1.27 107
Vermont .................................................................. 1.82 8
Virginia ................................................................... 1.57 83
Washington ................................................................. 1.82 121
West Virinig .............................................................. 1.20 103
Wisconsin .................................................................. 1.30 108
Wyoming ................................................................... 1.36 104

J Derived from data furnished in table 9, p. 55, app. B-material related to H.R. 1-work and training provisions (pro-
ri red by the staff of the Committee on Finance)-published in hearings before the Committee on Finance, U.S. Senate,
92d Con.- st sess. on H.R. 1, p. 393. U.S. Government Printing Office. 1971.Derivation Is based on the lower figur shown In table 9 for each State and does not assume a family member In training.

For example: Alabama (($230-$30)X12)+2,000-$1.20; Iowa (($274-$30)X!2)+2 000-$1.46, etc.
IDerived from "tailed State statistics published in "Employment and Earnings State and Area Earnings", U.S. De

apartment of Labor, BLS, Bulletin No. 1370. U.S. Government Printing Office.
Manufacturing pay rate as a percentage of U.S. average pay rate was developed as follows:

National average -average hourly earnings (State,+Stat'e. +State*+D.C.)=.$2.97.
51

State(,Xpercent)-StateiXlO0.

For example: Alabama (2.5512.97)XIOO=86 percent.



TABLE HL-SENSITIVITY OF JOBS IN THE MANUFACTURING SECTOR OF ECONOMY TO GUARANTEED INCOME PLANS, BY STATE I

H.R. 1 ($2,400 plus
State State supplements) Poverty level ($4,116) Senator Javits' amendment ($4,800) N.W.R.O. demand ($6,500)

Alabama ------------------------------ Apparel ----------------- Fab. metals, apparel, food and kindred, textile mill Fabricated metals ($2.62), transp. equip. ($3.03), apparel ($1.70
products, weaving r. ills. food and kindred prod. ($2.16), textile rill products ($2.13)

print'g and publish'$ ($3.02). weaving mills ($2.17), chemicals
Alaska ... ... ... ... ... ... ... ... ... ... ... ... ... ... ... ...-----.--- and.allied-($2.83),$mdningi ($3.21).

-A-- ---s-- -- ----- ---- -- -- --- ---- -- -- --- -- ---- -- -- ------- -- ----- -- -- -- -- -- -
Arizona ..---------------------- Food------------------------------------------ Foo w------od---- f u - . - - Machinery ($2.75), food and kindred ($2.80).
Arkansas --------------------------------- Food products, apparel, wood Food products, apparel, wood products, furniture and Food products($2.03), apparel ($1.93), wood products($2.09), furni-

products, furn. and fixtures. fixtures, primary metal indus., tab. metal products, ture and fixtures ($2.03), primary metal indus. ($2.73), fab. metal
machinery, elec. equipment and suppl., print and products ($2.28), machinery ($2.28), elect. equipment and supplies
publish. ($2.18), Print'g and publish'g R.16), Chem. and chem. prod.

California -------------------------------- Arparel --------------------- Apparel, toys and sporting gds --------------------- Wood containers ($2.97). furniture and fixtures ($3.04), pottery
and related prod. ($2.73), iron and steel found. ($3.17), non-
ferrous found. ($3.08), plumbing and heat'g ($2.99). elec.
light'g ?nd wir'g ($2.74), elec. compon. and acces. (2.93), mech.
means. and control (3.05), textile mill products $2.54), drugs
($2.95), rubber and plastics prod. ($2.71), leather products
($2.33), toys and sport'g goods ($2.48), canned and froze. sea-
food (2.66). apparel ($2.03).

Colorado -------------------------------------------------------------------------------------------- Machinery ($3.21).
Connecticut --------------------------------------------------------------- AlPzprel ---------------------------------------- Fab. metal products ($2.88), elec. equip. and suppl. ($7-79

instru. and related prod. ($2.71), jewelry, silverware ($3.2
nonmetallic mfg. ($2.89), food and kindred products ($2.98),
apparel and textile prod. ($2.21), lumber and furn. prod ($2.69).
paper and allied prod. ($2.99), rubber and plasbc prod. ($3.12).

Delaware --------------------------------------------------------------- Apparel, food products, textile mill products -------- Food and ki.drea prod. ($2.28), textile mill products ($2.46),
appar.l ($2.10), rubber and plastic prd. $(2.94), leather andleather prod. ($2,87). . .. .

Distictof Couba------------------------------------------------- -------------- -------------leathe prod. ($.8). ual oos(29)
Florida -------------------------------- Apparel, canned, froz. fds., Apparel, canned, froz. foods, tobacco mfg., furniture, Durable goods ($2.61), nonmetallic minerals ($2.75), phosphate

tobacco mfg. lumber, wood prod. rock ($2.94, food products ($2.46), apparel ($2.U9), wood
products ($2.22), furn. and fixtures ($2.20), stone, clay, glass
prod. ($2.47), primary metal indust. ($2.51), fab. metal products
($2.55), machinery ($2.67), electrical equipment ($2.84), trans-
portation equip. ($3.01), instruments, related ($2.34), ordinance
($2.83), nondurable mfg. ($2.49), canned, froz. foos ($1.99),
tobacco mfg. ($1.98), priit'g and publish'g ($3.5), chemicals,
allied prod. ($2.81), communications ($2.86).

---i .. . .................... Apparel, knitting mills, leather Apparel, knitting mills; food products, furniture, Lumber and wood prod. ($1.90), furniture.: fixtures ($2.15), stome.
products, lumber, wood prd. fixtures, instruments, leather, leather prod., lumber, glass, clay prod. ($2.39). primary metal prod. ($2.67), fab. metal

wood products, textile mills, stone, clay, glass, products ($2.50), machinery ($2.58), elec. equip. and suppl.
weaving mills, yarn mills. ($2.81). nondurable goods ($2.24), food. kindred prod. ($2.42),

textile mill prod. ($2.13). weaving mills ($2.16), knitting mill,
($1.99), tufted carpets, rugs ($2.09), yarn. thread mills ($2.10),
apparel ($1.96), paper, allied products ($3.11), chemicals, allied
prod. ($2.54), leather and leather prod. ($L94).



tABLE IL-S ITVITY OF JOBS IN THE MANUFACTURING SECTOR OF ECONOMY TO GUARANTEED INCOME PLANS, BY STATE '-Continued

H. 1 ($2,400 plus
Stte Stte supplements) Poverty level ($4,116) Senator Javits' amendment ($4,00) N.W.R.O. demand (;6,500)

Hawaii ---------------------------------- Apparel --------------------- Apparel, textile mills, food, kindred products ------- Food, kindred prod. ($2.59). textiles. apparel ($1.94).make ------------------------------------------------------------------ Food products -------------------------------------- Food Products ($2.44) Communications ($2.86).flinois ----------------------------------------------------------------- Apparel, Electr.componants, knitting mills,textile mills Ordinance ($3.2). lumber, wood prod. ($2.65), furniture, fixtures
2.95), hoisanold furn. ($2.77), cement, stru. clay, pott'y

($3.07), cut;ry, hand tools, etc. ($3.12). plumb'g, heat'g ($2.90),
metal s.rvi:es ($2.88), office, computing macn ($2.87), elec.
equip., Suppl. ($.85), radio, T.V. receive' eq. ($2.60), electronic
components ($2.43), instruments ($3.07), canned, troz. foods
($2.0i3), bakery products ($3.15), confect', related prod. ($2.77),textile mill products ($2.21), apparel .25), drugs ($2.97),
rubber, plas. prod. ($3.00), rutlb-r products $.06), leather,
leather prod. ($2.51), footwear ($221).Ind---m.. . . . . ...----------------------- Apparel, Canned, froz. foods_.... Apparel, canned, froze. foods, leather products, textile Lumber, wood prod. ($2.), furniture, fixtures ($2.60), stone, clay,

mill products. glass prod. ($3.09), radio, T.V., communicaL ($2.87), electroniccomponents ($2.87), instruments, related ($2 75) ordinance($3.09), food, kindred products (2-96), canned, frox. foods
($2.11), textiles, apparel ($2.11), paper products ($2.98), rubber f,0
plastic product ($2.9.

Iowa .................................... Apparel, textile mills .......... Apparel, textile mills --------------------- Nonmetallic metals ($2.77), lumber, furniture ($2.49), stone, clay, Cglass prod. ($2.95), tab. metal prod. ($2.98), electric equip. ,
supp. ($2.3), transportation equip. ($2.76), apparel, textiles

Kansas ...---------------------------- Apparel, primary metal, textile Apparel, primary metal, textile mills ................ Oil and gas extrion ($2.92), stone. lay, glass prod.
mills, primary metal industries ($2.32), tab. metal products ($2.72),

machinery ($2.69), transportation equip. ($321), food, kindred
product ($2.90), dairy products ($2.40), grain and mill products

apparel, textile mills ($1.81) printing and publishing
(93), trucking nd warehousing (311), mining ($2.93).Kentt -...-------------------------- Apparel, textile mills, tobacco Apparel, furniture, leather products, textile mills, Food products ($3.00), apparel ($1.96-$2.10), wood productsMfg tobacco mfg. ($2.49-$2.61), paper (2.48-$2.72), furniture, fixtures ($2.22),
stone, clay, glass prod. ($2.89). lab. metal products ($2.89),
electrical equip. suppl. ($3.05), food, kindred products ($2.95),tobacco mfg ($2.86), textile mill products ($1.95), paints, allied
products ($2.82), petroleum, rubber, plans. pd ($2.73),leather and4
leader prod. ($2.08).

LOUlslL .............................. Apparel, furniture, leather Apparel, food products, furniture, lumber, wood prod., Food products ($2.38 -$2.55), apparel ($l.88-$1.96),wood productsproducts. leather products. (1.89-$2.8), fab. metal products ($3.02), machinery (3&07)
transportation equip, ($3.10). furniture ($1.88). (17*aiN ... ............................ Apparel ... ............... Apparel, food products, leather products, lumber, wood Lumberwoodpro ucts ($2.34). primarymetar od.)($2.43),me

ducts; metal work'g industries, primary metal, working indus. ($2.43), food products ($2.13), textilee mill productsx il ($2.13), apparel ($1.97), leather, leather products ($2.20).
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Maryland --------------------------------- Leather products ------------- Apparel. leather products, textile mills --------------- Electrical equip., suppl. ($2.92), food products ($259), textile mill
products ($2.15). paper products ($2.62) apparel ($2.21), chem.,allied prod. ($3.01), leather pro. ($2.03).Massachusetts --------------------------.----------------------------- Apparel, leather products, textile mill products -------- Ordinance ($2.89), lumber, wood prod. ($2.63). furniture. fixtures
($2.53), tab. metal products ($2.91). electrical equip & sIppl
suppI ($279). instruments, related ($2.99), food products ($2.74),
textile mill products (.38), apparel ( 2.28). rubber, plastic
prod. C$2.80) leather., leather prod. ($2.46).Michigan----------------------------------------------------------------------------------------------- Paper prdut ($.3) lete prdut (V5) odpout
($2.58), furniture ($2.96).Minnesota ------------------------------- Apparel --------------------- Apparel, textile mills ----------------------------- Lumber, wood prod. ($2.81), furniture ($2.91), stone, day, glass
prod. ($3.03), textile mill prod. ($2.34), apparel and textiles
($2.05), chemicals, petroleum ($3.11).Mississippi ------------------------------ Apparel, food products, Apparel, tab. metal prod., food products, furniture, Food products ($1.98-$2.07), apparel ($1.82-$1.87), wood products-furniture, knitting mills, knitting mills, lumber, wood prod., machinery, ($2.02-$2.12). furniture ($2.06). stone, clay. glass Prod. ($2.17),lumber, wood prod., textile print& publish'g primary metal, textile mills, primary metals ($2.37), fab. metal products ($2.37), machinerymills, saw mills, stone, clay, glass, saw mills. ($2.39), textile mill products ($2.07). print'g, publish'g ($2.46).
chemicals, allied prod. ($2.54), saw mills ($2.20).Missouri --------------------------------- Apparel, leather, leath. prod.. Apparel, leather, leather prod., lumber, wood prod., Apparel ($2.05-$2.14). paper ($2.73-$2.89). wood products ($2.07-lumber, wood prod. textile mill products. $2.16), leather products ($2.07-$2.35), furniture ($2.54), stone,
clay, glass prod. ($3.16), elect, equip. and supply. ($2.89), instru-
ments, related ($2.83), textile mill products ($2.13).-------------------------------------------- - ------------------- -Primary metal indust ($321), food products ($3.01), communica-
tions ($3.19), elec., gas. sanitat serve. ($3.19).Nebraska-----------------------------------------------------------------------------Lumber ($2.50). stone, day, glass prod. ($2.50), primary, metals
($2.76), fab. metals ($2.76), machinery ($2.74), transporta.
equip. ($2.74). food products (T3.00). dairy products ($2.71), :-
grain mill products ($2.69), baking products ($2.59), chem.,
allied prod. ($2.59).Nevada ----------------------------------------------------------------------------- Printing and publishing .00).Now Hampshire -------------------------- Apparel- --- ------------ Apparel, elec. equip. suppl., furniture, leather products, LUmber and wood prod. ($2.23). furniture ($2.31) primary metalumber, wood prod., textile mill products. ($2.54), tab. metal prod. ($2.58). elec. equip., suppl. ($2.43).
food products ($2.68), textile mill products ($2.24), apparel
($2.05), paper and products ($2.74), p-nt'g and publish'g ($2.91).leather, leather prod. ($2.30), footwear ($2.28).New Jersey ------------------------------------------------------------ Apparel, leather products, serve. indus. machines .... Lumber, wood prod. ($2.54), furniture ($2.62), canned, froz. foods
(l.81) electoc components ($2.55?. glass ($3 04) grain and
mll product ($2cM), pottery ($2.8), tobacco m (2.67).rubber, plastics prod. ($3.04), metal work'g ($3.02), textile mill
products (S2.75), leather, leather prod. ($2.34), serve. industry
machines ($2.47), weaving mills ($2.56), elec. equip., supplies
($2.97), apparel ($2.24, elec. test and distrib. equip. ($3.01),
paper and products ($2.98), electri. industr. apparatus ($2.98)
elect. liiht'g, wir'g ($2.72), radio, T.V., recev'g eq. ($2.67).New Medco ----------------------------- Food products, furniture, lum- Food products, furniture, lumber, wood products ..... Communications ($3.08), gas and electric ($3.08), sanitationber, wood prod. services ($3.08), food products ($2.11), furnture ($2.08).



TABLE H -SENSITIVITY OF JOBS IN THE MANUFACTURING SECTOR OF ECONOMY TO GUARANTEED INCOME PLANS, BY STATE L--Continued

H.R. 1 ($2,400 plus
State State supplements) Poverty level ($4,M) Senator Javits' amendment ($4,800) N.W.R.O. demand ($6,500)

?lew York ---------- Poultry dressing Toys, sport'g gds, canned froz.
plants. foods.

North Carolina --------------------------- Apparel, beverages, food
products, furniture, grain
mill products, lumber, wood
prod., textile mills, tobacco
mfg., saw mills, meat
products.

Apparel, canned, froz. foods, confect. foods, household
appl., leather products, lumber, wood prod., toys,
sporting goods, weaving mills, electronic compon-
ents, furniture, fixtures, paper products, rubber,
plastic products, metal services, textiles, elec. wir'g.,
light'g radio, TV receiv'g., equip.

Apparel, beverages, food products, furniture, grain
mill products, lumber, wood prod., textile mills,
tobacco mfg., saw mills, paper products, trans.
equipment, stone, clay, glass prod., weaving mills,
mining, comm., gas, elec., sanitation services, pri-
mary metal, tab. metal products, machinery, plastics
and synthetics, elec. equip., supplies, meat products,
dairy products, bakery products, print'g and pub-
lish'g, chemical and allied prod.

Oregon -------------------------------- Apparel, textile mills --------- Apparel, canned, froz. foods, texhile mills -----------

Pennsylvania ---------------------------- Tobacco mfg., knitting mills, Lumber, wood produce, furnitur, cutlery, handtools,
leather products. dec. Ifbg, wir-g equip. electronic components.

canned, froL foods, confeonry products, tobacco
mfr, itt", wlnt ails apparel, lesther
products.

Toys, sport'g goods ($2.11), lumber, wood prod. ($2.43), weavingmills ($2.73), furniture, fixtures ($2.71), paper products ($2.69).
rubber, plastics prod. ($2.57), nonmetallic miner, prod. ($2.97),
soaps ($2.90), leather products ($2.15). fab. metal prod. (3,13),
cultery, hand tools ($2.83, drugs ($3.05), plumb'g; heat'g
($2.98), electronic components ($2.59), metal services ($255),
mechanical meas., contro. ($3.03), gen. industr, machinery

.($3.19); medical instruments ($2.87), elec. eqwip., supplies
($2.83), ophthalmic goods ($2.90), household appl. ($2.42), food
products ($3.03), textiles ($2.58), elect. wir'g.,ligh t'g. Eq. ($2.75,
canned, frozen foods ($2.28), radio, TV receiv'g. equip. ($2.70),

confectionery prol. ($2.41), silver ware ($2.98), communications
equip. ($3.05), apparel ($2.29). jewelry ($2.98), poultry dressing
plants ($2.00.

Lumber, wood prod. ($1.99-$2.09), food products ($2.00-$2.14),apparel ($1.90), wood products ($2.09), paper ($3.11), com-
munications, gas, elec. ($2.75), sanitation services ($2.75), saw
mills ($1.91) furniture ($2.03), stone,clay, glass ($2.18), primary
metal ($2.74), fab, metal prod. ($2.54), machinery ($2.45),
plastics and synth. ($2.62), elec..equip., suppies ($2.41), trans-
portat, equip. ($2.46), me~t products ($1.92), dairy products
($2.14), grain mill products ($2.03), bake r products ($2.19),
mining ($2.34), beverages ($1.88), tobacco mtg, ($2.62), cigarette
mfg. ($2.97), tobacco steaming, dry 'g ($1.93), weaving ($2.21),
paper products ($2.35), printing and publish'g ($2.73), chemicals
and allied prod.($2.62).

Furniture, fixtures ($2.72), food, kindred prod, ($2.94), caned,
frozen foods ($2.45), amppare (12.06), textile ills ($2.06).

Lumbr, wood prod. ($2.42), funtre(4 stone ay,
prod. ($3.01), glass and a) our ~e)concret ,last pr.,(2 ), grey rfnies ($2.98),
cutlery, handools 'u), p.mb'g;IetVL($.9, .ab. wire

anca at. ens($.7)'dprdct $28
prdut 0;,) tru. ts lm P.s) su dst

w(rg .1 ) rad iotV. commu , elm. qui., ouple
components god instrum (90 .ous fod prd ($2 ),
meat products ($2.99), dairy products ($2,86), canned, Ir.
foods ($2.46), bakery products ($2.86), confectiry prod.
($2.46), tobacco mr. ($2.03). tele ($224), weaving (de.26),
knitting mills ($.2). apparel ($2.21). paper productss ($2.80).
memicallied prod. ($3.0), plastic ($3.13), dm (2.45)
paints ($3.21), rubber products ($.92), leather products ts
communications (33.10).



Rhoe land ----------------------------- Ap p a re l .........Stone, clay, giass prod., prim. metal industries, lab.
metal products, elec. equip. and supply , food.
textiles, apparel, rubber products, jewelry.

Stone. clay, glass prod. ($2.71), prim. metal industries ($2.74), fab
metal products ($2.63). machinery ($3.16), elec. equip., appliess'
($2.35). food ($2.94), textiles ($2.30), apparel ($2.02), ch-,m.,
chem. prod. ($3.00), rubber products ($2.46). jewelry ($2.30).

. SoM& Carolina ----------------------- Food products, apparel, wood Food products, apparel, wood products, furniture, Food products ($2.06), apparel ($1.82 $1.90). wood productsproducts, furniture, elect stone, clay, glass, fab. metal prod., machinery, elec. ($1.90-$2.03), furniture ($1.92), stone, clay, glass ($2.45), fab
equip, suppl, beverages, equip, supply, instruments, beverages, textiles mills, metal products ($221), machinery ($2.29), elec. equip., supplies
yarn, thread mills, weaving, yarn, thread mills. ($2.00), instruments ($2.13), beverages ($1.79), text;le mills

($2.21), weaving mills ($2.21), yarn and thread mills ($2.04),
print'g and publishing ($3.07) chemicals ($2.99).

a. Soo*h Dakota --------------------------------------------------------- Lumber, wood products, fab. metal products, machin- Lumber, wood products 4i.285, fab. metal products ($2.30).
ery, trans. equipment machinery ($2.30), transportation equip ($2.30), food products. ($2-90), paper products ($2.84). print'g publishing ($2.84),

transp, public utilities ($3.15), communications ($2.98), electric
-" and gas ($2.98), sanitary services ($2.98).

-{-----------.....---------------------------- Apparel, lumber, wood prod., Food products, apparel, lumber, wood prod., furniture, Food products ($2.43), apparel ($2.05), paper ($3.11), lumber,wood
furniture, tobacco mfg., tex leather, products, tab. metal prod., machinery, ele. products ($1.97), furniture ($1.91). chemicals ($3.13), rubber,
tiles, kniting mills, yam, equipment, trans. equip., ordinance, tobacco, tex- plastic products ($3.01). leather, leather prod. ($2.14), stone clay
thread mills. tiles, knitting mills, yam, thread mills. products ($2.86), fab. metal products ($2.74), machinery ($2.44),

Zec. equip. ($2.50), trans. equip. ($2.75), ordinance ($2.49),
A' -tobacco ($2 .05), textiles ($2.08), knitting mills ($1.97) yarn,

thread mills ($2), paper paper products ($2.96).
- -Te - -.------------------------ Apparel, wood products, lea- Food products, apparel, wood products, leather prod- Food products ($2.44-2.96), apparel ($1.91-$1.95), wood prod.

ther products, textile mills. ucts, furniture, stone, clay, glass, textiles. ($2.02 $2.17, paper products ($3-$3.15), leather products($1.81-$2.03), furniture ($2.22), stone, clay, glass ($2.50), fab.
metal products($2.88), machinery ($2.94), elect equip. and sup-

..v .. plies ($2.78), textiles ($2.02), printing and publishing ($3.08)
communications ($3. 05), elec., gas, sanitary serve. ($3.05).

S-----------------------------------------------------------------------Fabricated metails($3.20), toad products ($2.88), ordinance ($3.13).i,- ... ..... Apparel-.......-Lumber, wood prod, apparel .... Lumber, wood prod., furniture, stone, cay, glass. food Lumber, wood products ($2.13), furniture ($2.30), stone, cy,
products, textile mills, appared, paper products, glass ($2.74), machinery ($2.96), elec. equip., supplies ($2.79),

- " -print'g and publish'&. food products ($2.48). textile mills ($2.24), apparel ($1.82),
paper products ($2.60 print'g and publishing ($2.76).

V,- r ------------------------------- Furniture, fixtur., knitting mills, Furniture, fixtures, elec. equip., stone, clay, glass, Furniture, fixtures ($1.9), elec. equipment ($2.40), stone, clay,
apparel. knitting mills, pri. metal industries, weaving mills, glass ($2.35), knitting mills ($1.92), cigaretts ($2.99), pri. metal

apparel, machinery, food products. industries ($2.48), weaving mills ($2.22), apparel ($1.88), ma-
chinery ($2.71), food products ($2.10), printing ($2.93).

------------------------------------------------------------- Canned, froz. foods ------------------------------- Furniture ($3.01), elct. equip.. suppies ($2.88), food products
($3.19) canned ', froz. foods ($2.60).

---- -Vnia - ------------------ Apparel, leather, products .... Food apparel, pottery products, leather, products ---- Food (G.20 $2.33), apparel ($1.91-$2.00), st,,Pe, cliy, glass
($2.91), pottery ($2.41), tab. metal (2.82), machinry (V.82),
elct. equip., supplis ($2.94), printing and publishing ($2.94),
.Tather, leather prod. ($2.04).

--------l---------------------- Textile mills, apparel -------- Lumber, wood prod., furniture, fixtures, textile mills, Lumber, wood products ($2.32), furniture, fixtures ($2.60), tab.
apparel, leather, leather prod. metal products ($3.11), elec. equip. and supplies ($3.13), instru-

ments, related ($2.94), food products ($3.10), textile mills
($2.06), apparel ($2.06), chemicals, allied ($3.21), rubber,
plastics prod. ($2.96), lather and leather prod. ($2.46).

Wyomig ,--.-----... . . . . . . ..------------------------------------------ Food products ------------------------------------ Food products ($2.51).

*.. , '-.. , Drved'from deal State statistics published in "Employment and Earnings State and Area Earnings," U.S. Department of Labor, Buretu of Labor Statistics, Bulletin No. 1370-6, U.S. Government
Pr-4tin Ok*. In some cases, earnings are based on supplemental data furnished by the individual States.

i-¢ - ' . . .. .
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TABLE III

Pay rate for 8eleoted job8 in other than manufacturing sector of economy I
Job Hourly rate

Bank clerk --------------- $1.75
Beautician -- -------- 1. 63
Cook ------------------------ 2.02
Dental assistant ------------- 1.88
Deliveryman ----------------- 2.50
Domestics --------------------- 1.88
Dry cleaning ------------------ 1.67
Farm labor ------------------- 2.88
Gas station attendant ----------- 1. 80
General store ----------------- 1.70
.Motels/hotels ----------------- 1.69

Job Hourly rate
Insurance agents ----------- $2.45
Laundry ------------------- 1.67
Nurses aid ------------------ 2.01
Office machine operator -------- 2.30
Receptionist ---------------- 2. 25
Retail trade ---------------- 1.60
Secretarial ------------------ 2.50
Telephone operator ----------- 2. 16
Valtress/waiter --------------. 82

Wholesale trade ------------- 2. 80
Waste water treatment -------- 1.80.

I Source: Bureau of Labor Statistics-Estimates of Jobs and pay rates In which Oppor-
tunities for Families recipients might be placed in or trained for. Testimony of Secretary
James D. Hodgson submitted to Committee on Finance, first session on H.R. 1, 1971.

TABLE IV.-SPENDABLE INCOME" I AS A PERCENTAGE OF GROSS INCOME FOR A FAMILY OF 4

Percentage
Gross Spendable of gross

av e average earnings
weekly weekly that is

Category earnings earnings spendable

Total private ...................................................... $129 $112 87
Mining .............................................. 173 149 86
Construction ........................................... 216 185 86
Manufacturing .................................................... 143 124 87
Transportation, utilities ............ ........................ 177 155 88
Wholesale/retail ................................................... 120 91 89
Finance, insurance, real estate ..................................... 121 107 88Services ........................................................ 104 93 89

3 The earnings figures used in the analysis are gross earnings-the amount earned before deductions for Federal social
security and income taxes. This approach, in effect, under-estimates the impact of the guaranteed income plans that are
analyzed because taxes would not be paid on welfare payments. The magnitude of this underestimation can be seen from
the above table. Spendable income was used in the case of the "Javits amendment". Spendable Income derived by assuming
13 percent deduction for Federal social security and income tax.

2 Derived from September 1971 data published in Employment and Earnings, vol. 18, No. 5, November 1971, U.S. De-
partment of Labor, B.L.S.

TABLE V.-COMPARISON I OF AVERAGE HOURLY EARNINGS BY STATE, TO THE SALARY LEVELS REQUIRED TO GET
AN INDIVIDUAL OFF WELFARE (FAMILY OF 4)

State

Alabama .....................
Alaska ......................
Arizona ......................
Arkansas ...................
California ....................
Colorado .....................
Connecticut ..................
Delaware ....................
District of Columbia ...........
Florida ......................
Georgia .....................
Hawaii ......................
Idaho .......................
Illinois ......................
Indiana ......................
iowa ........................
Kansas ......................
Kentucky ....................
Louisiana ....................
Maine .......................
Maryland ....................
Massachusetts ................
Michigan ....................
Minnesota ...................
Mississippi ...................
Missouri ....................

Eliminate Avera
welfare hourly

payments earnings

$2.43
3.96
2.66
2.07
3.31
2.48
3.33
2.48
2.50
2.37
2.23
2.73
2.54
2.90
3.26
2.55
2. 55
2.31
2.28
3.50
2.13
3.19
2.73
3.47
2.45
3.29

$2.83
4.93
3.28
2.45
3.75
3.50
3.40
3.34
3.72
2.832.63
3.24
3.15
3.62
3.67
3.64
3.14
3.23
3.55
2.64
3.36
3.19
4.12
3.47
2.40
3.21

Eliminate Average
welfare houny

payments earningsState

Montana .....................
Nebraska ....................
Nevada ......................
New Hampshire ..............
New Jersey ..................
New Mexico ..................
New York ....................
North Carolina ...............
North Dakota .................
Ohio ........................
Oklahoma ....................
Oregon ......................
Pennsylvania .................
Rhode Island .................
South Carolina ...............
South Dakota .................
Tennessee ...................
Texas ......................
Utah ........................
Vermont .....................
Virginia ......................
Washington ..................
West Virginia .................
Wisconsin ....................
Wyoming ....................

2.41
3.33
3.21
3.01
3.48
2.19
3.38
2.07
2.71
2.17
2.07
2.38
3.18
2.73
2. 14
3.06
2.31
2.07
2.26
3.10
2.72
3.09
2.07
2.31
2.75

3.50
3.18
4.06
2.72
3.39
2.68
3.41
2.45
2.94
3.76
3.06
3.74
3.30
2.82
2.48
2.98
2.69
3.14
3. 44
2.89
2.71
4.02
3.36
3.58
3.29

I Sources: Hourly earnings data, Employment and Earnings, Departmant of Labor, BLS April 1970. Eliminate welfare
yments data from testimony submitted by Secretary James D. Hodgson to Committee on Finance, 1st am. onlyWTR 1, 1971.
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c TABLE VI.-ESTIMATES OF NUMBER OF JOBS AFFECTED BY THE JAVITS AMENDMENT FOR SELECTED STATES

Manufacturing Financef-
state sector Trade sector Insurance Services Total

Alabama ............................. 216,000 180,000 24,000 22,000 244,000
Arizona .............................. 43,000 84,000 37,000 164,000
Arkansas ............................. 143,000 102,000 20,000 68,000 333,000
Connecticut .......................... 58,000 160,000 70,000 28, 000
Georgia .............................. 367, 000 250, 5,000 130, 000 752,000
Idaho .................... . . - 15, 000 36, 000 .............. 15, 000 66,000
Indiana-------------------------63,000 56,000............... 30,000 149,000
Iowa ...................... . -- 17,000 83,000 ........ 98, 000 198,000
New York ....................... 647,000 721,000 238, 000 1,606,000

I Estimates of the nuniber of jobs affected by the amendment of Senator Javits are derived ftom Employment end
Earnings by States and Areas, Bureau of Labor Statistics, estimates based on spendable Income (see table V).

Senator T.%L3[(DG17. I see Senator Hatfield has arrived. He wanted
the privilege of introducing the witness from his State and we will
now recognize Senator Hatfield and he will introduce the next witness

Senator, we are delighted to have you before the Finance Commit-
tee and you may proceed, sir.

Senator HATFELD. Thank you very much, Mr. Chairman.
Mr. Chairman and members of the committee, it is my pleasure to

introduce to you today several very outstanding women of the com-
munity of Eugene Oreg. Testifying on their behalf is Mrs. Wilt,
president of the Aid to Dependent Children Association of Lane
County, Oreg., and with her are Mrs. Robin Derringer, Mrs. Patricia
Ban, Mrs Liretta Daniel. All of these women are here today because
of contributions that were made to provide them with the transporta-
tion expenses to come and testify before this committee and all are
recipients of the Federal-State welfare program, but they have taken
very unique, constructive initiatives to educate themselves for jobs so
that they may leave the welfare rolls.

They are also working constructively and with quiet effectiveness
with State and local authorities, with members of the State Legisla-
ture of Oregon, and with the local community college and the Univer-
sity of Oregon at Eugene to help educate, provide educational oppor-
tunities andscholarshlips for other recipients.

In the process they have been reeducating the citizens of Oregon,
changing the image of those who receive wel fare aid. They will submit
testimony not only as to what they believe should be done about the
present and proposed welfare program but will try to apprise the
committee of the tremendously worthwhile self-help programs whichthey havin o ration and have had for several yesrxs_

MKr. Chairi-ma often the newspapers spread only the sensational
and the bad news about those on welfare rolls, just as they print often-
times too much of the negative and destructive forces at work in our

political system, which has led to great polarization and estrangement
between social groups. The media too often ignore the quiet construc-
tive efforts of hundreds of women and men such as underway in the
State of Oregon, and those who will testify today from my State, to
help themselves and in turn to help others in the community. They
have done so much to relieve the human suffering and hopelesness
which are characteristic of those who think no one cares and have
brought hope and a chance for a changed life to many people.
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Mr. Chairman, I commend them to you, and trust that the committee
will listen deeply as to what they have to say, and I am very grateful
for this opportunity to introduce to you at this time Mrs. Wilt and
these other women, and to say that I hav6 left my hearing in the Com-
merce Committee on environmental problems of the urban poor and,
therefore, with your permission I would like at this time to turn the
microphone over to Mrs. Wilt and leave her in the good hands of your
committee.

Senator TALMADGE. Thank you, Senator Hatfield.
Mrs. Wilt, will you invite the other ladies to take seats at the witness

table, please.

STATEMENT OF MRS. LYNDA WILT, PRESIDENT, AID TO DEPEND-
ENT CHILDREN ASSOCIATION OF LANE COUNTY, OREG.; ACCOM-
PANIED BY MRS. PATRICIA BAN, MRS. ROBIN DERRINGER, AND
MRS. LORETTA DANIEL

M'%rs. WIIT. Thank you, I will, Senator.
Mr. Chairman and members of the committee, I am Lynda Wilt

and I am president of the ADC Association of Lane County in Eugene,
Oreg. I am testifying today on behalf of the federated self Iielp
groups of Oregon.

'he materials we have entered as testimony will indicate the extent
of-the self-help prog rams and their effectiveness in Oregon. These are
prograins designed by the poor, implemented by the poor and financed
through the efforts of the poor.

Under H.R. 1 most of our programs will be discontinued. Our
scholarship program, the telephone aides program, and the Confidence
Clinic will be eliminated. We have several alternatives we would like
to suggest to this committee. We would suggest that the Federal Gov-
ernment allow the States to pay up the number of quarters that any-
one on welfare is lacking, so that the aged, blind, and disabled can
be eligible for total social security benefits. The Federal Government
should incorporate Federal regulations which state that all States are
required to adopt ADC-UN programs to eliminate the increase in
family breakdown. They should eliminate certain categories of need,
and substitute categories for people in need. The Federal Government
should establish a Federal minimum standard of living for each area.
On acceptance of these standards, the Federal Government would
assume the cost on a 9-to-1 matching basis. The Federal Government
should recognize their responsibility for all people in need. In par-
ticular, we refer to those persons currently declared as unmatchable.
For example, those currently receiving unemployment, those receiving
workman s compensation, and those receiving general assistance. They
should guarantee basic training and development funds for innovative
programs designed by the poor.

It has long been accepted as a part of our industrialized society that
those who work hard are entitled to the goods of our society. It is time
we recognized that this concept is not necessarily true. Tell the un-
employed aircraft workers from Seattle that they did not work hard.
Tell the unemployed workers from the closed factories that have now
relocated in Thailand, Samoa, and other underdeveloped countries that
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they did not work hard. But tell them that children are now working
in some of those factories, and they apparently do work hard.

It is time that this country responded to the necessity of a guaranteed
income for the poor. These standards must be set at one of the more
realistic levels set by the Department of Agriculture. The guaranteed
income not unlike the present welfare system would merely designate
a larger amount of money passing through the hands of the poor,
directly back into the local economy. A guaranteed income for the
poor merely follows the precedent introduced by the middle class in
the form of soil banks, civil service, teacher tenure, ald oil depletion
.allowance.

The poor of this country are not depositing their money in Swiss
banks. They are not buying tax free school bonds, municipal bonds,
or State bonds. They are not investing money in ventures that will pay
off far into the future, thus adding to the already pressing problem, of
not enough money in circulation. They are taking their monthly wel-
fare checks, and immediately sending them back to middle-class pock-
ets. They pay rent, heating, and light bills, buy food and clothing. The
money they receive goes directly back into the economy to keep it
moving. I submit to you at this time, that welfare was never created
to take care of people, but to take care of an economy that depends
on money passing through many hands to stay alive.

The increase in the number of ADC recipients is not the result of
self-inflicted wounds; it is the result of a societ that has broken down.
This society no longer pays off for hard work, for education, or for
wanting to be a good parent.

We are aware that no one should be exempt from the due process of
law, but due process should also include equal opportunity. Equal
opportunity to choose one's destiny, equal opportunity to live in decent
housing and partake of adequate nourishment, to be properly clothed,
and to participate in the decisionmaking policies of our Government.

The federated self-help groups of Oregon are an example of the poor
in this country who have een involved. We are involved at the State
and local levels of our Government, we are involved with agencies, civic
groups, fraternal organizations, education, and the working classes.
We have proven that the poor can be responsible and concerned for the
future of our country. They are concerned with the decisions their
lawmakers are called upon to make. They are aware of the low priority
given to their wishes, to their hopes, and their dreams. They resent
handouts, condescending attitudes, and categorizing. They resent the
lack of response to their cries for understanding. They will respond to
any offer of involvement in their future, or to any hope for opportu.
nity. Basically, they are reiterating again and again that when a man
is starving, give him a hook and line, not a fishd.

H.R. 1 is not welfare reform. It will not cure the disease of poverty,
nor will it put all the poor to work. It will provide an avenue to build
a new bureaucracy designed to administer a "get tough" policy which
is doomed to failure. This new bureaucracy will not be trained in the
problems of the poor, they will not be trained in the problems of so-
ciety. The new bureaucracy will learn as the charitable workers of
the 1800's did, that poverty is a result of the society, not the sin of
the poor.
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We -are not living in the 1800's nor are the poor as ignorant as their
earlier counterparts. True reform must incorporate incentive, equality
of opportunity, and due process of law.

We must question whether or not H.R. 1 is true reform. Does it
incorporate equality of opportunity and the due process of law, as
guaranteed under the Constitution I If it does not guarantee the rights.
and opportunities for all citizens, then it cannot be reform, it becomes
repression.

You must examine the constitutionality and the intent of H.R. 1.
We have merely brought to your attention some of our feelings con-
cerning H.R. 1, a few suggestions for alternatives, and a showing that
self-help programs in Oregon are working.

Thank you.
Senator TALMADGE. Thank you very much, Mrs. Wilt. I have scanned.

through your complete testimony, and I want to compliment you on.
it. I intend to read your entire statement.

Any questions?
Mrs. WIrT. Thank you.
Senator TALMADGE. Thank you, we are honored indeed to have yout

before our committee.
Senator Harris.
Senator HAwms. First of all I want to say that I am really impressed

by your testimony and I appreciate it. I agree with what you have said.
I wonder if the other women with you might introduce themselves
and say something about their own background and interest in this
subject.

Mrs. WmT. I think that would be very good.
Mrs. DERRINGER. Robin Derringer, I have one child and a disabled

husband at home. I am a full-time student at the University of Oregon
on our ADC scholarship. I am a member of the executive board of the-
Lane County Acsociation and I am a member of John Galvin's advi-
sory board in the State of Oregon and involved in other activities.

Senator HARms. Do you receive aid to dependent children?
-Mrs. DERmNGER. Yes, I am on welfare.
Senator HAMs. How much do you get?
Mrs. DERINGER. We get $204 a month for a family of three.
Senator HARms. What is the ADC scholarship, you mentioned it,

How are its funds raised ?
Mrs. WnT. Our funds for our scholarship program are raised on ;

local level. We raise the first dollar and then they are matched 3 to 1
by the Federal Government. This term we 'have 800 people in school
and it has been quite a problem raising money for all of them. All of
the money is raised locally though and raised by the recipients.

Senator HARs. What about your own situation ? You didn't talk
about yourself personally.

Mrs. WmT. About me?
Senator HmUs. Yes.
Mrs. WiLT. I am Lynda Wilt, and president of the Lane County

ADC Association. I am also a full-time student. I carried 18 hours last
year and came out with a 8.8 average. I am on John Galvin's board,
who is the John Galvin who is head of the advisory board and I am
also on numerous resource activities, and we also help in the University
of Oregon teaching the classes.
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Senator HARus. Do you receive aid to dependent children?
Mrs. WILT. Yes.
Senator HARRis. How much do you receive?
Mrs. WILT. I have two children, a daughter 10 and son 8, and receive

$204 a month.
Senator HARIs. And you?
Mrs. DANIEL. I am Loretta Daniel, 49 years old. I am a University

of Oregon student and also a part-time teacher. I teach classes in the
community services and public affairs school. I made a 3.85 last term
to, I carried 14 hours. I have four children, two are married, one is
married to the director of the mentally retarded pro ram in Medford.
My other daughter is attending graduate school My third daughter
is at Antioch College on a scholarship. My fourth daughter is 16 and
she is a freshman at college. I serve on the Governor's advisory board.
I serve on the scholarship committee and I am legislative chairman
for the ADC Association.

Mrs. BAN. My name is Patricia Ban and I am 28 years old, I have
three children, I have a son 91/ and twin daughters who are 8, and I
serve on-I am a full-time student at the University of Oregon, also.
I serve on John Galvin's advisory committee also. I serve on an ad-
visory committee at Lane Community College. I also serve on an
advisory, or on the board for the county commissioners. I have been
active in and involved in the ADO Association for approximately 2
yearsnow.

Senator HAmus. What would you all do if you didn't have aid to
dependent children?

Mrs. DANML. We wouldn't be able to feed our children. I am pro-
bably the only one who receives aid for the disabled.

Senator HARMIS. You are?
Mrs. DANEL. Yes I have a heart condition.
Senator HARRIs. it is really wonderful to see people like you doing

the thing you are doing. .
What about the work provisions in H.R. 1? Do you know anything

about that? What do you think about going to work and putting your
children in substandard day care and other similar aspects of H.R. 1?

Mrs. WILT. Robin is probably better qualified, she has been going
through the Talmadge amendments.

I guess one of the things I would question in the work amendments
is how well they are working presently and I think all we have to do is
look at the present features on the WIN program, the statistics that
are available to know that those programs are not working. I think
that the WII, accordin to the statistics, less than 50 percent of the
people who are on the WIN program complete it. I think our program
will bear out the fact that we have a, pretty close to a, 70 percent em-
ployment rate when our people are through with their training. This
last terms of our 200 students that we had in school, 89 percent of them
had 2 or better gde averages which is an average. Thirty-nine per-
cent of our people were on the honor roll which is a 3 or better.

I think also under the child-care provisions that I would question,
and I know several witnesses before me mentioned the day-care recip-
ients taking care of other recipients' children, and I guess I would
question, the fact as to, you know, why this has to be. Perhaps they
are not qualified or perhaps that is not what they really want, and I
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think by locking them into a day-care or living room day-care situa-
tion, we are not eliminating the poverty. What we are doing is telling
those people "You must be satisfied with what we are giving you and
we will not be giving you a chance to get off welfare," because ob-
viously they cannot when they are being paid $90 a month to baby
sit.
-Snatu HAnms. Anybody else want to comment-on that? Robin, who
takes care of your children while you go to school?

Mrs. WILT. I have been very fortunate. I tried to arrange my class
rooms around the time when my children are in school. This isn't
always possible and when it isn't I use a private babysitter.

Senator HARRIs. Do you think that women who can work would
voluntarily work if they had day care and a job available to them?

Mrs. WILT. Yes, I believe the would. I thnk that what we have
done is not allow for options of going to work. We have said, "We
will set all obstacles in your way, and if you can make it by it, theif
you have pulled yourself up by your bootstraps and done a fine job."
But what we are not doing is clearing the way and showing there
are options available. We are telling them, "You have to be a secre-
t-ry or you have to be a welder." We are not saying to them, "We are
going to provide these options, and you choose what you are best quali-
fled to do."

'Senator HARmS. Do you have any feelings one way or the other about
saying to a mother she must leave her children in a day care center
and take a job whether she wants to or not?

Mrs. WILT. Yes, I do. I am sure that we recognize that not all of
the citizens in our country are qualified or have the initiative or the
feeling that they must work, and I think this is exemplified very
much by the middle class. What we are saying is, if you are married
and if you marry well enough, then you don t have to work. But if
you have noLtluthat option available, or if you have not provided
that for yourself, then you must go to work, and what we are doing
is cutting off one group of our society.

Senator LAMus. Thank you very much.
Senator TALKADoFA. Thank you very much.
Any further questions? We appreciate your appearing, and you

made an excellent statement.
Mrs. WmT. Thank you.
(The prepared statement of Mrs. Wilt with attachments follows.

Hearing continues on p. 2352.)

PREPARED STATEMENT OE LYNDIA WILT, PRESIDENT, AID TO DEPENDENT CHILDREN
AssoCIATION OF LANE COUNTY, ORFx.

I am Lyndla Wilt. I am president of the A.D.C. Association of Lane County,
Oregon. I am testifying today In behalf of the federated self-help groups of
Oregon.

The materials we have entered as testimony will indicate the extent of the
self-help programs and their effectiveness in Origon. These are programs designed
by thepoor, implemented by the poor, and financed through the efforts of the
poor.

Under H.R. I most of our programs will be discontinued. Our scholarship pro.
gram, the telephone aides program, and the Confidence Clinic will be eliminated.
We would suggest that the federal government allow the states to pay up the
number of quarters that anyone on welfare is lacking, so that the aged, blind
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and disabled can be eligible for total Social Security benefits. The federal govern-
ment should incorporate federal regulations which state that all states are re-
quired to adopt A.D.C.-UN programs to eliminate the Increase in family break-
down. They should eliminate certain categories of need, and substitute categories
for people in need. The federal government should establish a federal minimum
standard of living for each area. On acceptance of these standards, the federal
government would assume the cost on a 9 to 1 matching basis. The federal gov-
ernment should recognize their responsibility for all people in need. In particular,
we refer to those persons currently declared as unmatchable. For example, those
currently receiving unemployment, those receiving workman's compensation, and
those receiving general assistance. They should guarantee basic training and
development funds for innovative programs designed by the poor.

It has long been accepted as a part of our industrialized society that those
who work hard are entitled to the goods of our society. It is time we recognized
that this concept is not necessarily true. Tell the unemployed aircraft workers
from Seattle that they did not work hard. Tell the unemployed workers from the
closed factories that have now relocated in Thailand, Samoa and other under-
developed countries that they did not work hard. But tell them that children are
now Working in some of those factories, and they apparently do work hard.

It Is time that this country responded to the necessity of a guaranteed Income
for the poor. These standards must be set at one of the more realistic levels set
b-- -- p-rtment of Agriculture. The guaranteed income not unlike the pres-
ent welfare system wouklmerely-designate a larger amount of money passing
through the hands of the poor, directly back into the local economy. A guar-
anteed income for the poor merely follows the precedent introduced by the mid-
dle class in the form of soil banks, civil service, teacher tenure and oil deple-
tion allowance.

The poor of this country are not depositing their money in Swiss banks. They
are not buying tax free school bonds, municipal bonds or state bonds. They are not
Investing money in ventures that will pay off far into the future, thus adding to
the already pressing problem, of not enough money In circulation. They are tak-
ing their monthly welfare checks, and immediately sending them back to middle
class-pockets. They-pay rent, heating and light bills, buy food and clothing. The
money they receive goes directly back into the economy to keep It moving. I
submit to you at this time, that welfare was never created to take care of people,
but to take care of an economy that depends on money passing through many
hands to stay alive.

The increase In the number of A.D.C. recipients is not the result of self-
Inflicted wounds; It is the result of a society that has broken down. This society
no longer pays off for hard work, for education, or for wanting to be a good parent.

We are aware that no one should be exempt from the due process of law,
but due process should also include equal opportunity. Equal opportunity to
choose one's destiny, equal opportunity to live In decent housing and partake
of adequate nourishment, to be properly clothed and to participate in the decision-
making policies of our government. '

The federated self-help groups of Oregon are an example of the poor in this
country who havebeen Involved. We are involved at the state and local levels of
our government, we are Involved with agencies, civic groups, fraternal organiza-
tions, education and the working classes. We have proven that the poor can be
responsible and concerned for the future of our country. They are concerned
with the decisions their law makers are called upon to make. They are aware of
the low priority given to the wishes, hopes and dreams of their class. They
resent hand-outs, condescending attitudes and categorizing. They resent the lack
of response to their cries for understanding. They will respond to any offer of
Involvement in their future, or to any hope for opportunity. Basically, they are
reiterating again and again that when a man is starving, give him a hook and
line, not a fish.

H.R. 1 Is not welfare reform. It will not cure the disease of poverty, nor will
It put all the poor to work. It will provide an avenue to build a new bureaucracy
designed to administer a "get tough" policy, which is doomed to failure. This
new bureaucracy will not be trained In the problems of the poor, they will not be
trained in the problems of society. The new bureaucracy will learn as the
charitable workers of the 1800s did, that poverty Is a result of the society,
not the sin of the poor.
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We are not living in the 1800's nor are the poor as ignorant as their earlier
counterparts. True reform must incorporate incentive, gquallty of opportunity
and due process of law.

We must question whether or not H.R 1 is true reform. Does it incorporate
equality of opportunity and the due process of law, as guaranteed under the
constitution? If it does not guarantee the rights and opportunities for all citizens,
then it cannot be reform, it becomes repression.

You must examine the constitutionality and the intent of H.R. 1. We have
merely brought to your attention some of our feeling concerning H.R. 1, a few
suggestions for alternatives, and a showing that self-help programs in Oregon
are working.

REVIEW OF H.R. 1

I. H. R. 1 establishes an eligibility scheme that excluded many classifications
of needy persons -from welfare benefits. Generally, H.R. 1, provided that certain
families, as defined in the act, are eligible Vor benefits. A family, in order to be
eligible, must contain at least two or more individuals at least one of whom is
a child. (,Section 2155(a) (4). This definition excluded the following persons:

(a) the single person over the qge of 18.who are childless.
(b) -married couples without children or whose children are over the age

of 18 and not attending school.
(c) a single woman who Is pregnant and has no other children.
(d) an unmarried person whose child Is over the age of 18 and not attend-

ing school.
Undoubtedly other classifications of ineligible persons can be derived from the

restrictive definition (f family as defined in the act.
The above classifications are derived from the definition of "family" as found

in Section 2155 (a) (4). There is one significant and specific exclusion found in the
act. If the head of the household is a full time undergraduate or graduate 8tu-
dent at a college or unvereity, he or she is excluded from the benefits, Section
2155(a) (4) (a).
11. General eligibility requ4rements

Every eligible family is entitled to benefits upon reglstraton for manpower
training and employment, Section 2102. Those individuals who are determined
by the Secretary of HEW to be a member of an eligible family and available for
employment, must register with the Secertary of Labor for man-power services,
training, and employment, Section 2111(a).

If the Secretary determines that an individual is unable to engage in work
training by-reason of illness, incapacity, or advanced age, he is not required to
accept employment, Section 2111(b) (1). Until July 1, 1974, a mother of a child
under the age of six is not eligible for employment. Thereafter, a mother of a child
under -the age of three is not eligible for employment, Section 2111 (b) (2).

The only standards for the employability of an individual is whether he is
able to engage in work or training by reason of illness, incapacity or advanced
age. There is not requirement that the work be suitable or gainful. The act spe-
cifically requires that employment cannot be refused If the wages for the work
offered are at an hourly rate of not less than % of the minimum wage. As speci-
fied in Section 6(a) (1) of the fair labor standards act of 1938, Section 2111(c)
(2) (d). The effect of this provision would create a vast pool of unskilled cheap
labor that would be utilized by Industries that were not subject to the fair labor
standards act. These persons dould be compelled to work for the sum of $1.20 per
hr. gross , or otherwise be ineligible for benefits provided in H.R. 1. The act con-
templates that women with children will be deemed employable.

The act therefore provides that childcare and other supportive services will
be provided. Section 2112. The Secretary of Labor is authorized to make provi-
sions for the furnishing of childcare services. There appears to be no provision
In the act that allows a mother to decline child-care services if they are at an
inconvenient location, or unsuitable because of unsafe or unsanitary conditions.
Therefore, it is not clear whether a mother who declines employment because
of thebnavalability of suitable childcare facilities would remain eligible under
the act for benefits, because there are no provisions in the act allowing her
to justifiably refuse employment under these conditions. It is likely that the
Secretary would determine that she was ineligible. The Secretary of HEW must
establish standards assuring the quality of child care services, Section 2134.
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III. Eligibility for an amount of benefits
Resources of an eligible family cannot exceed $1,500, Section 2152 (a) (2). The

Secretary of HEW has the power to determine the resources of a family that
should be excluded from the $1,500 maximum. The Secretary has the power to
determine the value of the home that should be excluded or included in the
$1,500 maximum as well as the value of the household goods, personal effects
-and other property which the Secretary deems essential to the families means
,of support, Section 2154 (a).

These guidelines have not been formulated. In cases where The Secretary
determines that a family has assets above the $1,500 maximum that are not
excludable, he can prescribe a period or periods of time and the manner in
which this property shall be liquidated. The funds that the family receives
through this lquldation process Is considered an overpayment if benefits are
being paid during the time of disposal, Section 2154(b). The amount of benefits
for a family are paid at the rate of $800 yearly for each of the first 2 members,
,plus $400 yearly for each of the next 8 members, plus $300 yearly for each of
the next 2 members, plus $200 for the next member, Section 2152 (b).

The act, therefore, clearly does not compensate eligible families that are
-greater than 8 in number.

The amount of benefits payable initially to an eligible family must be based
upon the Secretary's estimate of the families income for such quarter.

The Secretary must take into account the families income from preceding
quarters in any modifications which are likely to occur on the basis of change
Of circumstances or conditions. The amount of benefits payable to any family
for any quarter of a calendar year shall be determined by the Secretary In the
quarter immediately following such quarter; and, to the extent that the amount
actually paid to such family for such quarter; was more or less than the amount
so determined, proper adjustment, or recovery can be made, Section 2152(d) (1).
This would allow the Secretary to deny benefits to the family whose earnings
for appreciating quarters were high In relation to the benefits that they would
be entitled to receive under the act. The act undoubtedly contemplates that
the family has "saved" this difference when In fact It may not have been saved
because it was necessary to apply these sums on pre-existing family Indebtedness.

IV. The hearing process
H.R. 1 specifically allows the Secretary to make determinations that would

deny benefits, recover overpayments, and assess penalties without a prior hear-
Ing. The Secretary can make adjustments for overpayments, Section 2152(d)
(2), and assess penalties and fires If certain data is not furnished. Section
2031 (e) (1) and redeteimines benefit levels at any time he receives notice or
has reason to believe there has been a material change in the families circum-
stances, Section 2152 (d) (1).

The impact of the Secretary's power Is that benefits can be denied, curtailed
or fines imposed without a prior hearing. The Supreme Court of the United
States has repeatedly held that once a person Is entitled to benefits that they
cannot be limited, withdrawn, or denied without a prior hearing. This casts
a serious constitutional question on the validity of the hearing provisions.

In all such cases, the recipient must request a hearing after the fact and
carry the burden of proof that the Secretary's action was unwarranted. This
Invokes a hearing process that Is equally oppressive.

HISTORICAL BACKGROUND OF THE LANE COUNTY ADO ASSOCIATION

Prior to the 1988 state general election, the Y-ettes (a recipient group tak-
Ing part In a socialization training program of YM/WCA and the welfare depart-
ment) were encouraged to sponsor a candidate fair. The candidates fair was
an opportunity for all those people running for state and local positions to
appear as a group to speak on the welfare Issues. As a result of the candidates
fair. Interested members of the Y-ettes, the mother's group sponsored by the
Lutheran Family Services Friendly House counseling group, and other wel-
fare recipients began meeting Informally to discuss what they needed to do about
some of the more common problems shared by welfare recipients. Although
they were well aware that there was an urgent need for changing policy. laws,
rules and regulations pertaining to welfare, the immediate needs of the group
were related to survival. It was Just before Christmas, and the most loudly
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voiced question was, "How can we get free Christmas trees, and free turkeys,
so we can still buy a toy for the children." This is an indication of why it is
essential for poor people to be in charge of their own groups, because only
poor people could understand that you can not solve state or national problems
of the poor until you have solved your own immediate needs of food, shelter, and
clothing.

With the help of Vista volunteers, and the co-operation of the Forest Serv-
ice, they arranged for the cutting and delivery of truck loads of Christmas
trees With the help of friends and businessmen in the community they were
able to supply turkeys at a drastic discount. They referred to the turkeys as
disabled rejects, since they came to them with various portions of their anatomy
missing; such as a missing wing, neck, leg, or large patches of skin ... but they
were turkeys and they were very cheap.

Once the group had satisfied its immediate needs it was willing to look at
some of the reasons behind those needs. Again, with the assistance of some
Vista volunteers, the group learned how to draw up its statement of purpose,
and gave the organization a name; ADC Association of Lane County.

They realized that using "ADC" as part of their legal name would classify
them solidly within the welfare stereotype, but they also agreed that they could
use this label to their advantage and work to reduce the stigma that had always
been attached to it.

In formulating the initial operational strategy, they borrowed liberally from
a beginner's book on public relations that they found at the public library (these
books are abundant and may be very useful to groups that are in their form-
ative stages). Some of the ideas that they adopted from this book and that
have been used are:

a. To present ourselves honestly, including admitting our condition and
dealing with it straightforwardly.

b. To be willing to be questioned on any point dealing with our own per-
sonal situations and to discuss openly the causes of our being on public as-
sistance. (It should be mentioned that any member who was unwilling to,
follow these precepts was encouraged to participate in areas that did not
involve public representation.)

c. To be representative in appearance and thought of all recipients as
much as possible, thus avoiding tile extension of our own personalities into
issues that really belong to an entire class.

d. To use a factual, informative approach and to avoid emotionalism
in presenting issues.

e. To use peer groups in bringing pressure to bear on the people we are
trying to convince.

In short, they learned how to use "the system" for the benefit of the people
represented. The next step was to work up the constitution and by-laws, and
ile for articles of incorporation.

They came to an agreement, by consensus, that they would follow a line of
public relations procedures, using as their motto, "When a man is starving,
don't give him a fish . . . give him a hook and line and teach him to fish for
himself". Getting input from the entire Association now that they had a state-
ment of purpose, constitution and by-laws, was made much easier because the.
association had a direction in which to go. From there they could concentrate
on changes that were needed for the entire recipient population. They chose the
things that they felt were to le achieved immediately. They realized that some
goals would take a little longer, perhaps as long as ten years. They proceeded
to recruit sympathetic local people who were not politicians, but who had ex-
perience dealing within the political arena. These people worked as associate
members. They were from both political parties and from all educational back-
grounds, i.e., sociologists, psychologists, economists, representatives from busi-
ness, social work, education, law, and public administration. Other valuable,
associates were ex-legislators and the wives of politically influential persons
within the community.

They were also fortunate In finding a film which was designed to teach people
how to get a bill written, sponsored, and how to lobby in the legislature. The
thirty minute movie was nothing like the real thing, and they couldn't see the
long educational process ahead of them for the next six years. The movie made
the process look simple, and motivated them to action They soon realized that
there was no better way to learn than by experience.
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Don't hesitate in getting involved because you're afraid of making mistakes.
Every session mistakes have been made, however, we have profited from those
mistakes, and avoided making them a second time. For instance, during the first
session the "hard sell" was given to a man thought to be a legislator, only to
find out he was the man from the supply room. From then on Identity was an
essential part of the format.

This drive to learn, also drove our lobbyists to the need to be there representing
the group, even when they were working under adverse conditions. For instance,
one of the two people who was going to the legislature was suffering from an
attack of asthma complicated by emphysema. One day it was decided that she
would sit In the ladies room which had a cot in it and would rest while the
other member of the team did the leg work. After a period of two hours the leg
man returned to reports that ehe had gotten three legislators to sign the bills.
With a gasp, the reclining lobbyist replied, "I have been working too. I have
been catching the lady legislators as they came through here. It's like having my
own office." It generated the natural reply, "You -may have your own office but
you're sure limiting your clientele with the sign you have outside."

The next step was to take the ideas that were felt to be attainable, present
them to a sympathetic legislator and have them drawn into legal bill torm. Note:
don't ever put all your eggs in one basket; the mistake first session was in
allowing one liberal legislator to be the chief sponsor of all the Association's
bills. Unfortunately, they were not aware that they would also inherit all of his
enemies, which would cause future problems in getting the bills out of committee.
Our tactics in later legislative session were to strategically divide the bills
between the House and Senate and to get conservative legislators to sponsor
them. Our reason for doing this will become clear in any lobbying effort that is
undertaken by anyone.

While the lobbying effort was in progress, other members of the Association
were reading and absorbing information on subjects that ranged from child care
to legal procedure. They were investigating ways to fund the Association, by
looking at the possibility of O.E.O. funds, and other agencies monies. The Asso-
ciation chose not to accept any funding if it necessitated relinquishing their
self-governing principles. Since they found that usually there were stipulations
requiring that relinquishment, they looked elsewhere for funding. Since the
need for funds was present, some of the members worked on cake sales, rum-
mage sales, movies, dinners and other fund raising projects. This money was
partially used for expenses incurred in lobbying. One of these expenses was a
result of the lobbyists having to coax the life out of a series of old cars owned
by the members of the Association, in order to get to the capitol which was
eighty miles away. Besides the expense of gas, the lobbyists also found that
they had to have a lunch every day and parking. Certs were essential so the
lobbyists did not "bad mouth" the legislators.

Other members were engaged in recruiting new members in order to get more
welfare recipients involved in determining the goals of the Association. Still
others were mailing out news-letters informing recipients in the county about
the activities and how they could participate. The news-letters were put out with
money contributed by some friends within the community. They were run off
on different mimeograph machines from churches, university departments, and
business people. They rots ted the use of equipment in order to keep as many com-
munity groups as possible involved in their progress. They took it to the first
person that expressed an interest and told them it was the only copy that they
had. If they wanted to use it to make a copy for themselves they were asked to
make a few extras for the Association. Research in the law library was being
done by another committee in order to back up testimony for the lobbyists.
Pe(,ple were recruiting by personal contact, telephone, and other means.

The willingness to work led to the programs that exist today. The cohesiveness
of the people involved has led to the success of those program& For the first
time there were alternatives.

NEIGHBORHOOD VOLUNTEERS PBOGMR

Plan--To recruit, train and make use of Public Welfare recipients in supple-
menting social services for the purpose of improving understanding between
recipients and social service staff; improving understanding of human resources
and of the Public Welfare Department. The primary technique is the use of the
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telephone In geographically distant areas. Recipients are recruited because of
their connection with the informal communication network among low-income
people. It has been demonstrated that recipients find it easier to seek information
from their peers.

Need for thii, service.-Public Welfare recipients are residing in areas which
are geographically distant or isolated from the County Welfare Office. Most
recipients do not have telephones and must borrow a neighbor's phone or use
a pay phone. Telephone communications between recipients and service work-
ers are usually lenlgtlhy and frequently in response to a crisis situation. Telephone
lines into the office are frequently busy so the cUa-Mer muit wait. A neighborhood
volunteer can channel telephone calls by knowing who to call for help. The call
itself is usually briefer when the volunteer is calling in behalf of the recipient,
thus saving some caseworker time. Geographical isolation from the county office
presents a transportation problem. Almost no snall community has adequate
public bus transportation. Telephone communication is therefore more Important
for th se people.

TIec,- tment of neighborhood volunteers is usually done through casework
staff .who are able to Identify those recipients who meet the desired criteria.
The caseworker looks for recipients who: (1) have shown an interest in being
of hell) to others; (2) have knowledge of the social and economic conditions
In their specific community; (3) have some knowledge of local resources; (4)
have demonstrated an Identity with and commitment to their community; And
(5) are In communication with other low-income people in their area. In addi-
tion, the volunteer should have reasonably good health and should be able to
drive a car.

Successful recruitment depends upon how well the staff knows their clients. ln
some a areas, client groups or CAP agencies may be able to suggest neighborhood
volunteers.

Publicity about the services of a neighborhood volunteer is done through ar-
ticles In local newspapers and announcements by radio stations. The primary
method of notifying the recipients is (lone by the caseworkers who send letters
or notify their clients verbally. Newspaper publicity by itself is not effetive
since most newspapers do not wish to print tetlphone nu bers.
Act ivltie8

The neighborhood volunteer must be available on a twenty-four hour basis to
provide advice and help to those recipients who are faced with an emergency
arising from a fire, medical needs, housing eviction, and other personal or family
crises.

To advise local recipients and residents about the resources of the welfare
department, education and training resources, avallhbility of housing. availability
of medical care, specialized resources for children, day care and emergency
baby sitters.

To advise recipients and residents on how to make use of the resources. To
accept and record messages for the caseworker as requested by the agency client.
b other community residents, or by the caseworker to be relayed to a sleciflc
client.

To provide supplementary service in behalf of the caseworker and to act, when
approlriate, as a liaison for the caseworker.

To provide emergency transportation or locate transportation for an agency
client

To notify the caseworker or other appropriate staff of requests for service, date
and hour of the request and disposition of the request; and to provide periodic
reports.

To help locate and to solicit certain items such as appliances, furniture, or
clothing from the local community in order to help the recipient supplement their
assistance grant.

The neighborhood volunteer is likely to be in a position to give supportive help
in a wide range of situations. Examples are: death in the family, money manage-
nient, utility shut off, washer breakdown, eviction notices, etc.

The volume of contacts, either in person or by telephone, varies greatly Ie-
tween neighborhood volunteers. Factors influencing activity are: isolation or
distance from County Welfare Office, experience and personality of the volunteer,
and the density of the client population. An experienced neighborhood volunteer
may record as many as 15 contacts a month. Most-contacts occur during the
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regular working day, and most of the activity revolves around the use of the
telephone.
Training the volunteers

Training consists of two parts; initial orientation and on-going training.
1. Orientation.-Each neighborhood volunteer should undergo an intensive

period of orientation for one week. Included Is an in-depth review of public wel-
fare resources and services and other human resources in the community. Each
volhteer should be given a resource directory or manual which contains current
information about resources. The volunteer should tour the office and meet the
,,ounty staff. Duties of the volunteer should be discussed with concrete illustra-
tions being used to teach them their functions. The basic function and role of the
caseworker should also be discussed. Training responsibility should be centralized
in one county staff person who has demonstrated the ability to teach and to com-
municate with low-income people.

2. On-going tralftng.-A monthly session should be planned for the volunteers
during which problems should be aired and resolved. Caseworkers should also
imrticipate in these sessions, to help clarify the difference in caseworker-volunteer
roles. Tours should be planned to other major resource agencies such as: Social
Security, Employment Office, Mental Health, CAP, and Legal Aid. During the sp.-
sions the training goal should be focused on providing information which" Is
sl'eciflc and relevant.
Coats

Neighborhood volunteers should be partially paid volunteers. A monthly fee
for service should be paid to each volunteer to help them to cover expenses of
additional clothing and personal items which they believe to be important in
helping them to meet the public. The fee for service also represents a concrete
form of recognition for services being given by recipient-volunters. The monthly
telephone charge should be covered as well as the original telephone installation
cost when the selected volunteer has no telephone. Reimbursement for private
car mileage should be paid when necessary, and child care to enable the volun-
teer to attend training sessions or to be away from home when providing emer-
gency transportation.

INFORMATION FORUM

On vital issues concerning large portions of welfare population such as medical
care. education, food stamps, H.R. 1, etc.. we felt that public information forums
for welfare recipients and for the general public should be held so that Ihe great-
est number of people could have the facts. The way we went about publicizing
these forums was to get public service announcements on television, write-ups
in newspapers, in Democratic/Republican newsletters. flyers to students and
recipients, posters, and word of mouth. In some instances more than one forum
was set aside for these depending on content and interest. An example of this
was an open forum held in a public hall on H.R. 1 which stimulated a great deal
of interest from the general public and the recipients which required many
smaller meetings, especially with the League of Women Voters. Members of
the League seemed to be upset by our stand on H.R. 1. since we opposed it. so
we asked to be put on the agenda of their smaller groun meetings where our
members presented arguments in opposition to H.R. 1. We also were asked to
sneak before many classes at The University of Oregon, the University of Oregon
YWCA. to labor unions, social concern groups of churches. a community college.
grongeq, honorary sororities, the Lane County Council of Governments, and the
City Council. The positive response from these meetings, came in the form of
volunteers, for writing letters to legislators, for carrying petitions opnoqtng
1T.R. 1. raising funds for lobbying and for sending recipients to' testify at

hearings in Washington. D.C.
Aother examle.-Result.q from an informational open forum on medical cnre

for the underprivileged bronaht about a much better understanding between the
medical profe."lon and welfare recipients, an understanding of doctor's prob-
lema by recipients, and an agreement between the two groups to work on better
medical services for welfare recipients in the county. A system has been devised
whereby everyone who needs a doctor may call the county medical office and a
doctor's name will be given and he must respond to the requeqt Sub-standard
drug list, i.e., no liquid penicillin, no prophylactics, no flubrides, were brought
to the attention of the Association. In turn thee grievances were taken to the
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Governor's Advisory Committee on Medical Assistance for the Underprivileged
by the Association's ieprerentative and as a result these items have been added
to the drug list. Also, wv.t were asked to elect a representative to attend the
meetings of the charitable division of the Lane County Medical association. In
addition the Lane County Medical Association appointed as a consultant the ADC
representat! e from the Governor's Advisory Committee on Medical Assistance
for the Underprivileged.

TELEPHONE AIDES PROGRAM

Agreement to purchase services from Neighborhood Aide8
The Oregon State Public Welfare Commission agrees to purchase, through the

Lane County Public Welfare Commission, specified services from the Lane
County ADC Association, to be provided in the communities of: Leaberg, Maple.
ton, Cottage Grove, Oakridge and Junction City. It is intended that current mem-
bers of the ADC Association who reside in these communities will be available
to clients living in these communities, to provide emergency service and referral
services, Services will be available on a twenty-four hour basis to provide advice
and help to those recipients who are faced with an emergency arising from a fire,
medical needs, housing eviction, etc. The aide is expected to notify the case-
worker as soon as the county office is open. The Neighborhood Aide will also be
expected to advise local recipients about the resources of the Welfare Depart.
ment, educational and training agencies, availability of housing, availability of
medical care, specialized resources for children, day care and emergency baby-
sitters. The Lane County Welfare Commission staff will prepare lists which
identify resources and how to contact resources when the caseworker is not
available or when the county staff has requested referral activity from the aide.
The aide is expected to keep a record of these activities.

The neighborhood Bide will also be expected to take messages for the casework-
er as requested by the welfare recipient, by other community members or by the
caseworker to be relayed to a specific recipient. It is intended by this agreement,
that the neighborhood aide be available to provide supplementary service in be-
half of the caseworker and to act, when appropriate, as a liaison for the case-
worker. The neighborhood aide will not act for the caseworker, unless specifically
requested to represent that caseworker.

Training of the neighborhood aide will be carried out by designated staff of the
Lane County Welfare Commission with consultantion from rs. Loretta Daniel.
Training wil linclude knowledge about community resources, the Assistance and
Service Programs of the Lane County Welfare Commission, telephone techniques,
etc. On-going consultation will be made available by the Lane County staff.
The resources of the staff of the State Public Welfare Commission will be made
available. Expenses to be covered by this agreement Include installtalon of a
telephone when necessary, the monthly telephone bill and a thirty dollar fee per
month. The Lane County Public Welfare Commission will be billed by the Lane
County ADC Association who will handle the reimbursement of the individual
Neighborhood Aide.

The period of time to be covered by this agreement will begin and
will continue in effect until

SPEAKERS BUREAU

The Speakers Bureau was developed because of our lobbying efforts at the
State Legislature. Many groups in the community were interested as to why we
went to the legislature and the results of our efforts. Because the burden of these
speaking requests fell on two people, it was necessary to develop more versatility
in the group.

Buddy System.-The simplest way to remedy the situation was to divide into
two groups, with each experienced speaker taking and inexperienced member to
a speaking engagement. As the member developed experience, she in turn sqb-
divided and took a new member along. The least experienced member spoke before
small groups and as they gained experience, moved to appearing before large
groups; they started with WIN orientations, university classes, business soror-
ities, churches, civic clubs, and to Demo forums, conferences, and eventually to
participating in lobbying efforts. The main things we found to develop confidence
in conjunction with speaking, was to give our people vast amounts of information
on welfare policy, law conditions, housing, food stamps, medical aid, and our own
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programs, (statistics, etc.; and, always, to work in pairs).-We also found it
essential for success, to be frank, open, and willng to discuss personal experiences
in public.

The Flash Carl Sy8tern.-Peopie who were very timid about giving speeches.
used note cards with brief reminders concerning essential points. From these
notes and from the information they accumulated, it was easier to go through
lengthy speeches.

Results derived from the speakers bureau have been: contributions for trans-
portation to the legislature, for our scholarship program, donations of cloth-
ing for our students and children, and a better understanding by the commu-
nity of welfare problems. In addition, a great deal of respect within the com-
munity has been generated by the self-help concepts of our organization. As an
example of this respect, the ADO Association and its self-help concept was men-
tioned in the application of the City of Eugene for All-American City, an award it
won for the year 1970.

INFORMATIONAL BACKOROUND-A.D.C. ASSOCIATION OF LANE COUNTY; A.D.O. SOHOLAR-
SHIP PROGRAM

I. Historical background
The Lane County A.D.C. Scholarship Program was conceived and designed

around a kitchen table by a group of A.D.C. recipients. They presented it to the
1967 Oregon State Legislature and lobbied to ensure its passage.

The program was originally designed to receive token funding from the state.
When passage of the bill setting it up was in danger for lack of funding, the
A.D.C. group agreed instead, to specify that needed funds would be raised by the
local A.D.C. association.

Because originally no state money was appropriated for staffing, the program
was poorly administered until 1970 when some staff was added at the local level
to try to provide services for the large growth in numbers of students.

The A.D.C. Scholarship covers costs for tuition and books only. The Lane
County Welfare Commission has appointed an A.D.C. Scholarship Committee to
approve scholarship applicants and administer funds. Membership on the Com-
mittee includes welfare recipients and representatives from the ministerial as-
sociationj business community, labor organizations, and educational institutions.

Most students attend Lane Community College but approximately 6 per cent
attend the University of Oregon.
II. Philosophy

'The program operates on a philosophy that all people should have an oppor-
tunity for education regardless of financial status, test scores, professional eval-
uations, previous failures and past problems.
III. Case studies

These case studies of typical A.D.C. Scholarship students provide examples of-
some of the program successes:

Mr. M.-Age 25-30; wife and 2 children had nervous breakdown-not eli-
gible for other programs one year training in Radio Broadcasting employed
1970 in California as a radio broadcaster.

Mr. 0.-Age 83; wife and 2 children severely handicapped by polio--re-
fused training by all other agencies and Judged to be. physically unemploy-
able. Wife hospitalized for emotional problems. Two-year program in Tech-
nical Drafting. Employed 1971 as a draftsman for local construction firm.

Mrs. G.-Age 36; three children; divorced one-year Secretarial/Social
Science course on welfare on Thursday, enrolled in school the following
Monday- Employed 1970 by City of Eugene as a community development
worker.

Mrs. M.---Age 29; children; divorced two-year Accounting Clerical course
honor student-member Phi Theta Kappa honor society employed 1971-
ten days after graduation by local restaurant.

IV. Growth an4 scope of program
During the 1967-8 school year 19 people attended school on an A.D.C. Scholar-

ship. As knowledge of the program spread, the number of students increased so
that during 1971-72 between 200 and 800 people are expected to take advantage
of training opportunities.

72-573--72-pt. 5-9
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The A.D.C. student population is comprised of divorced or widowed mothers
with children, children in A.D.C. homes, unwed mothers, school dropouts, men
refused by other programs, foster children and physically or mentally handi-
capped people.

Seventeen per cent of the students are children (under 21) from A.D.C. homes
and the rest are adults ranging in age from the early twenties to the forties and
fifties.

At present (1971-72) we have over 200 students at Lane Community College
and 20 at the University of Oregon, our students continue to succeed. This is
evidenced by their grades (2.5 average) and by their increasing involvement in
the community at many levels.
V. Future of the program

The explosive growth in the numbers of A.D.C. scholarship students since 1967
has caused a funding and service crisis. There has not been adequate counsel-
ing, follow-up, or welfare servicing. Even in light of financial difficulties, A.D.C.
Association members are continuing to raise funds and adjust the program to
meet current needs. However, this adjustment does not Include turning away
eligible applicants for lack of funds. Our policy continues to be one of enrolling
the student first and raising the money afterward. This is consistent with the
distinguishing characteristic of the A.D.C. program which is its philosophy
of concern for the worth and success of individuals. This differs greatly from
the philosophies of other programs which, when implemented, appear to be more
concerned about statistical information and showing results, often to the neglect
of the individual's real interest.

As a part of this concern for our students, we are constantly on the alert for
possible violations of Federal and State laws and regulations. Sometimes our
information comes to us through our friends, thus, illustrating the importance
of establishing firm contacts within, and beyond, the community.

In one case, we received information from an educational Financial Aids
officer In California through a local friend, who told us that the Welfare Depart-
ment was Illegally deducting school expenses (NDEA loans, grants and scholar-
ships) from regular assistance checks. We wrote a letter to the regional HEW
office in Seattle to check this information, and their replies showed us that the
Department was clearly in error.

Following are copies of the letters we received. We keep these in our files, along
with all other correspondence to use at any time that there is a dispute over
the validity of our statement or our actions. Then, we can produce Xerox copies
of whatever we need, while retaining the originals for future use.

On issues such as this, where large groups of people are involved and legal
rights are threatened, we make our information available to everyone concerned
as quickly as possible.

Knowledge Is protection against unnecessary distress. It Is our obligation to
provide an education regarding the students rights and privileges under the
welfare system as well as encouraging them In an education toward self-suffi-
ciency.

CONFIDENCE CLINIC

One of the most exciting programs we're beginning to establish in Oregon,
Is the Confidence Clinic Program, designed to increase the level of morale and
feeling of self-worth among recipients so that they will be better able to take
direction of their own lives. Although this intent of the contract itself is to
prepare persons for eventual training and employment, the philosophy inherent
In the Association Is to make recipients aware of their full potential as human
beings and to give them enough confidence to exercise that potential in whatever
manner best fits their individual desires.

Programs have already been established in Medford, Klamath Falls, and
Roseburg. Lane County is in the process of establishing one in Eugene. These
programs vary somewhat in format, to allow for differences in regional re-
sources and emphasis, but all the programs share the common goal of personal
self-worth.

The Confidence Clinic has tremendous potential for expanding our thinking on
welfare reform and rehabilitation, by creating a program that is multi-focus In
natur% and that draws from the recipient population allowing recipients to be-
come their own change agents, we are perhaps making an even more dynamic
statement about the nature of professionalism and human service in this country.
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We are saying, that the client is his own best resource and that paraprofessionals,
as trained through active participation in our program, will be able to perform
quality services to the community in areas that were formerly thought to be the
exclusive province of the college educated.

With this program, we are possibly taking a critical step in answering the
questions "How does a person get out of the welfare cycle?", and more impor-
tant, "What can be done about the welfare problem?"

Our contract as follows:

AGREEMENT TO PURCHASE SERVICES

Whereas, Lane County ADC Association, Inc., hereinafter referred to as Asso-
ciation, is a nonprofit corporation of the State of Oregon, and

Whereas, the Children's Service Division, hereinafter referred to as the Divi-
sion, desires to obtain services through a purchase of services agreement, from
available funds,

Now, therefore, Association and Division agree as follows:
Association Agrees to:

1. Furnish the following services through the Confidence Clinic, for the pur-
pose of providing pre-employment or pre-training services which will help the
individual become better prepared for employment or training.

a. Basic education
b. GED training
c. Grooming
d. Job search techniques
e. Individual and group counseling
f. Referrals to Divorce Clinic
g. Office training
h. Speech
1. Locate housing and child care in emergencies

2. Through the combined efforts of members of the Association to provide
mutual encouragement and support to each individual referred to them for the
above services (see No. 1).

3. Confer and help develop an individual plan for each individual referred by
the staff of (the Division.

4. Provide progress reports on each individual and other reports as may be
required by the Division.

5. Provide reports which will demonstrate and document individual change in
response to services received from the Association.

6. Provide for a periodic internal audit following established auditing pro-
cedures to insure accountability of expenditures and costs.

7. Abide by the applicable State and Federal statutes, the applicable rules
and regulations of the Division, and the applicable rules and regulations of the
U.S. Department of Health, Education, and Welfare.

Division agrees, through the Lane (Jounty Department, to:
1. Screen and refer AFDC recipients who appear to be in need of confidence

building as part of their general rehabilitation, to the Association for the above
services (see No. 1 a. through 1.).

2. Encourage the participation of the individuals who have been referred, In
the services of the Association.

3. Provide information to the Association which will help the Association in
providing services to individuals.

4. Arrange and provide child care costs and training allowances In accordance
with current Division policies.

5. Provide consultation and technical assistance to the Association through
the staff of the Division and the Lane County Welfare Office.

6. Payment for services provided for individuals referred to the Association
as follows:

a. Monthly payment of services for each individual-$110.00.
b. Cost of service is based upon an average of 20 referrals each month for

a period of service up to 90 days for each individual.
The parties mutually agree that:

1. Assoclaion shall act as an independent agency and Division shall be in no
way associated with or otherwise connected with the actual performance of this
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agreement on the part of the Association, nor shall this agreement in any way
render the Division or its staff responsible or liable in any way for any act or
omission of Association or its staff in such performance.

2. This agreement, each and every part, rights and duties, is not assignable.
3. Either party hereto may terminate this agreement by at least 90 days'

written notice or it may be terminated by mutual consent, but, if not so termi-
nated, it shall be in effect from --------- day of ---------- 197 , through the
--------- day of -------- , 197 , and shall be automatically renewed each year
on a year-to-year basis unless --------- days' written notice is given to the other
party expressing an intent that the contract shall not be automatically renewed.

Senator TALMADOE. The next witness is Mr. Michael B. Trister,
Washington Research Project Action Council, accompanied by Nancy
Duff Levy.

STATEMENT OF MICHAEL B. TRISTER, WASHINGTON RESEARCH
PROJECT ACTION COUNCIL; ACCOMPANIED BY NANCY DUFF
LEVY

Mr. TRISTER. fr. Chairman, my name is Michael B. Trister, and
I am testifying on behalf of the Washington Research Project Action
Council. With me is Nancy Duff Levy, attorney, who has represented
numerous welfare recipients and welfare client organizations through-
out the country. The research project action council has participated
with many other. groups, some of whom you have heard from already,
in developing and supporting the Harris welfare proposal, S. 2747.
We believe the Harris proposal is a genuine step in the direction of
welfare reform, that it offers a reasonable and a sensible structure
for welfare reform, and that it deals with the essential issues of wel-
fare reform forthrightly and in a manner which I think deserves the
close attention of this committee.

As attorneys we would like to address ourselves today to some of
the procedural problems, the problems which relate to the treatment
that welfare recipients receive or would receive under H.R. 1, and
to refer the committee to the manner in which the Harris bill attempts
to deal with some of these aspects of H.R. 1.

The first point we would call the committee's attention to is the
requirement in H.R. 1 that all recipients will -be terminated auto-
matically at the end of 2 years on the welfare rolls and will then have
to go through all of the procedures and all of the paperwork to
reapplygc far as we are concerned this is just one of the many provisions

in H.R. 1 which is designed to harass welfare recipients, to subject
them to numerous requirements which have no purpose whatsoever.
Since the welfare recipient under H.R. 1 would be eligible to reapply
it certainly can't be aimed at getting them off the rolls for any legiti-
mate reason. The only reason for making recipients reapply, it seems,
is in the hopes that some of them will get lost in the shuffle and some
of them will not know that they can reapply and some of them will be
unable to go through the paperwork to deal with the bureaucracy and
will be lost, as we say in the shuffle.

There is no other reason to create such a bureaucracy and to require
people to just go through a needless procedure to reapply for welfare.

Senator HANSEN. May I interrupt, that is your conclusion, I guess,
isn't it?
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Mr. TRISTER. Quite clearly. We would refer you to the committee
report from the House, which simply says that "We are doing this as
an example of our desire to get people off the welfare rolls as a sym-
bolic gesture," and I think the reference is in the committee report,
and we appreciate the need to get people off the welfare rolls, and we
are not encouraging people to stay on the welfare rolls for 2 years.
But we think it is a symbolic gesture that simply creates more paper-
work and serves no purpose whatsoever.

A second aspect which we would like to mention are the penalties
and reporting requirements which the bill, which H.R. 1 sets up.

Under the bill, under II.R. 1, a recipient must report at the end of
each quarter his or her income for that quarter. They must do this
whether or not there has been any change in his income or whether
that would have any effect on his or her grant.

Now existing law requires recipients to report changes when they
would have an effect on the grant. We dont disagree with that pro-
vision whatsoever. What we disagree with is requiring recipients to
file again quarterly reports and penalizing them in dollar amounts
and finally terminating their grants if they do not file those reports
when filing a report can give the welfare agency no new information
at all, and may well indicate that the recipient was getting less money
than they were entitled to. Even in that situation ifra recipient failed
to provide the report, that recipient would be penalized and we see no
reason whatsoever for that kin of reporting requirement again.

The third procedural aspect of H.R. 1 which is not found in the
language of the bill but is found in the House committee report refers
to the simplified declaration system which, as the committee is aivare,
has been tested in virtually all of the States by now. Under this proce-
dure welfare recipients go in and fill out a fairly detailed report con-
cerning their financial situation, and on the basis of that report their
eligibility is determined. If they are eligible they are immediately
placed on the welfare rolls.

The experience under this system is that it saves an enormous amount
of time on behalf of welfare officials, that it does not lead to an in-
crease in fraud, and that there is a tremendous saving in terms of time
and money on behalf of the welfare department.

Unfortunately, the House committee report clearly states that under
H.R. 1 that procedure could no longer be used even on a test basis, and
we see no reason again to implement procedures, in this case which
would require investigations into every recipient before they are eligi-
ble, before they are determined to be eligible, instead of adopting a
procedure which has been tested and proved to work with great
success.bWe would also like to call the committee's attention to several other
provisions. in H.R. 1 which we believe are arbitrary although they do
n0t involve paperwork and that sort of problem. For example, under
the bill if a recipient fails to apply for other benefits from other gov-
ernmental programs within 30 days, the entire family is cut off. Now
we understand the desire of the House committee to encourage recip-
ients to explore other resources for their income in widow's benefits,
whether they are veterans benefits, or social security benefits are avail-
able. Quite clearly the welfare recipients should apply for those but
where they do not we can see no reason for penalizing the entire family
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particularly when it is not in regard to the amount of any benefits they
may have received.

We think it is a much fairer procedure to simply say if benefits are
available, and the recipient does not apply for them why not just re-
duce their grant by the amount of those -benefits, but certainly don't
terminate the entire family without any regard to the amount of those
benefits.

Also we would like to mention the residence requirements. Now as
this committee is well aware, I am sure, the Supreme Court on five
separate occasions beginning in 1969 has struck down durational
residency requirements for welfare. Nevertheless, H.R. 1 allows the
States to impose a residency requirement with regard to the supple-
mental benefits under the H.R. 1 program. We are deeply concerned
about Congress essentially just ignoring the Constitution and the
Courts' pronouncements on this kind of matter where it is spoken so
clearly and has shown absolutely no indication that it will be changed.
The most recent decisions are only 2 weeks ago involving the States
of New York and Connecticut.

There are other procedural rights in H.R. 1 that we think are being
eroded tremendously and we would like to refer to those. The right
to administrative hearing according to the Supreme Court must come
before the benefits are terminated. This is a right which other recipients
of government benefits have and the Supreme Court has said that
the Constitution requires it.

Nevertheless, the committee report from the House would indicate
that if a recipient does attempt to have such a -prior hearing and ulti-
mately loses the hearing they will be penalized for the time they were
on welfare, while they were waiting for the hearing. We think this
is an effort to deter recipients from seeking hearings which they are
entitled to and essentially to erode a constitutional right which the
Supreme Court has said applies in these cases.

Similarly, the right to judicial review of administrative hearings
under the welfare reform bill, H.R. 1, is significantly limited insofar
as them--a-- review of questions of fact. We can see no reason for
singling out welfare recipients administrative hearings from social
security hearings and from all other administrative hearings in this
system and simply saying for welfare recipients they get less of a right
to judicial review.

Senator TALMADOGE. Mr. Trister, I am sorry your time has expired.
Your full statement will be inserted in the record. Are there any
questions?

Senator FANNIN. Mr. Chairman, I would just like to know, are you
an officer of the Washington Research Project Action Council, officer
or official?

Mr. ThISTER. No, Senator, I am an attorney and appearing on be-
half of the Action Council. I work for the Research Project-

Senator FANNIN. You work for them. Do they receive Federal
funds?

Mr. TRISTER. No, Senator.
Senator FANNiN. What is the source of the funds?
Mr. TRisTm. Private funds.
Senator FANNIN. Sir?
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Mr. TRISTER. Private funds.
Senator FANNIN. Private funds, foundations.
Mr. TRISTER. Not for the Action Council, no.
Senator FANNIN. Sir?
Ir. TRiSTER. Not for the Action Council.

Senator FANNIN. Not for the Action Council. Are there foundation
funds involved then in the money that is utilized to for instance, pay
you and others who are working for the Washington Research Project
Action Council?

Mr. TRiSTER. I do not work for the Action Council, I work for the
Washington Research Project on Non-Legislative and Non-Political
Matters, entirely as an attorney and that is paid.

Senator FA NxIN. I am just trying to find out what is the Washing-
ton Research Action Council, how many members do they have, what
does it consist of?

Mfr. TRISTER. It is not a membership organization itself, Senator.
Senator FA NNIN. What is it? If we are having testimony from you

as attorney for them, I would like to know who you represent.
Mr. TRISTER. We are an organization, a public interest organization,

that has worked with welfare recipients and welfare recipient groups
throughout the country in legal matters and nonlegal matters. We work
on other issues relating to poverty and civil rights. We are not a mem-
bership organization. We attempt ot represent the issues of the poor
as they present them to us here in Washington.

Senator FANNIN. Well, I still don't know how you are funded other
than you say you receive contributions, is that your statement?M r. TRISTER. Yes, sir.

Senat t FA -- N. And that is the sole source of the funding of the
Washington Research Project Action Council.

Mr. TRISTER. Yes, sir.
Senator FANNIN. Thank you.
Senator TALMADO E. Thank you very much.
Senator HARMUS. Mr. Chairman, I have a question or two. Nancy, did

you have anything you wanted to add?
Mrs. Livir. Well, no. We prepared the testimony together and we

tried to emphasize what we thought were the rights provisions, espe-
cially as attorneys which we were particularly concerned about.

Senator HAMUS. It seems to me that we should want particularly to
encourage the fair treatment under law for poor people, and that is
what you are talking about insofar as the deficiencies of H.R. 1 are
concerned, isn't that so?

Mrs. LEvvY. Yes.
Senator HARms. To try to use the law. If society thinks there are

some good reasons why it ought to tax itself with a welfare system
either because we want to give charity to others and make ourselves
feel better or because we think there is some self-interest involved or
for other reasons, one would think we wouldn't try to demean people
by making them have to humiliate themselves to get what we set up.

hat is hy I think what you said is terribly important, that peo-
ple ought to be encouraged to understand what their rights are and
there ought to be clear provisions to litigate their rights. That is what
our society is about. So I appreciate very much what you have said. I
think that it is a major deficiency in H.R. 1, that we still want to
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inflict charity on people and we want to have them take their caps
off and shuffle a little bit to get it. I think it would be a lot better to
stand up and be Americans. I think that is what you are talking about
and so I appreciate what you are doing. I also appreciate what the
Washingtonilesearch Action Council is doing.

May I lust also say that I think it is really awful what the Con-
gress did in regard to the tax-exempt laws. I opposed that at the time,
and I think it is a shame that a lot of poor people and minorities and
others now really have an awful time competing with corporations
that can lobby and adveltise on public issues as a business deduction,
whereas others have a much more difficult time now that the new law
has been passed. I am glad there are people like yourself and I think
you have made some very important testimony here.

Senator TALMADE. Thank you very much.
(The prepared statement of Mr. Trister follows:)

PREPARD STATEMENT OF MICHAEL B. TRISTER ON BEHALF OF WASHINGTON
RESEARCH PROJECT ACTION COUNCIL

Mr. Chairman, my name is Michael B. Trister, and I am testifying on behalf
of the Washington Research ProJect Action Council, which has participated with
numerous other organizations in developing and supporting S. 2747, the welfare
reform bill introduced by Senator Harris. We believe that S. 2747 offers a genu-
ine step in the direction of a guaranteed adequate income for all Americans,
financed and administered by the federal government. It eliminates the arbitrary
categories and distinctions which characterize our present welfare system, and
it provides humane and decent incentives to encourage recipients to work. Fin-
ally, the Harris proposal provides a sound and fair structure for the adminis-
tration of the welfare program. It is on this aspect of the bill that we would like
to focus our attention today.

As attorneys for welfare recipients and recipient organizations throughout the
country, we are especially concerned with the treatment received by recipients
within the welfare system and we are aware of the role of arbitrary and harsh
rules and procedures in defeating the beneficial purposes of the welfare program
itself.

Title IV of H.R. 1, as passed by the House, Is filled with numerous procedural
obstacles, whose purpose can only be to harass welfare recipients and to insure
that many genuinely needy persons are lost in a maze of needless bureaucracy
and paper work. Recipients, for example, are automatically terminated and must
reapply every two years, whether or not their conditions have changed in the
slightest. The Report of the House Committee on Ways and Means states that
this provision demonstrates Congress' commitment to removing recipients from
the rolls in as short a period as possible. HEW has argued, on the other hand,
that it is necessary to obtain current data concerning the causes of poverty. It is
not clear, however, how either of these purposes would be served, since recipients
can reapply immediately, and the same-data can be obtained without requiring
a new application. Rather, the requirement must be designed with the hope that
needy individuals will not reapply after they are terminated. If many do, of
course, an enormous amount of needless administration will have been created.
The provisions of the Harris bill, which eliminate this requirement, should be
adopted..

An equally unnecessary procedure is outlined in the statement of the House
Committee report that the simplified declaration system for determining eligi-
bility, which is now being tested in most of the states, can no longer be used.
Under this procedure, welfare recipients, like middleclass taxpayers, social se-
curity recipients, and many other beneficiaries of government programs, become
eligible immediately After filling out a detailed statement of their financial con-
dition. There Is no investigation into every recipient's private life and no
long delay before she receives assistance. All available studies of the experiment
have found that cases of fraud have not Increased and that there are s8bstantal
savings in staff time and other administrative expenses. Moreover, the simplified
eligibility procedure frees welfare caseworkers for the more important social
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work tasks for which they are trained. The Harris bill would apply the declara-
tion system to all recipients.

In spite of the burdensome eligibility process and automatic termination after
two years, H.R. 1 also requires a family to report its earnings and expenses
within thirty days after the end of each quarter that it receives assistance. A
family which fails to make such a report will be terminated until the report is
received, and, if the failure was willful, it will be liable for a penalty.of $25 for
the first failure, $50 for the second, and $100 thereafter. The report must be filed,
and the penalties attached, even where there has been no change in the family's
status which would affect its assistance payment (or where the unreported change
was in its own favor). (The Ribicoff bill retains this requirement, but allows
the Secretary of Health, Education and Welfare to fix the penalties.) Under
current law, recipients are required to report all changes in their status Im-
mediately after they occur, but they do not have to go through the burdensome
procedures, subject to stiff and unfair penalties, of filing otherwise useless
reports. Moreover, under H.R. 1 it is possible that many grants will be termi-
nated because the reports are lost in the mail or are not properly recorded by
welfare officials.

The administrative scheme proposed in H.R. 1 is more than burdensome and
wasteful. In several important respects, it subjects recipients to arbitrary and
harsh conditions which have no place in a system based on due process of law.
For example, the payment to which a family is entitled will be based on Its
estimated earnings for the current calendar quarter (discounted by Its excess
earnings during the previous three quarters.) If, for any reason, the estimated
earnings fall short of actual earnings, then the bill provides that the family's next
payment will be adjusted downward to make up for the previous overpayment.

This adjustment apparently will be made regardless of whether the family
or any individual member was responsible for the inaccurate estimate and
regardless of whether the reduced grant will meet the family's current need.
By contrast, under AFDC law, overpayments may be taken from current grants
only if the family has the excess funds available to meet current needs, unless
the overpayment resulted from a wrongful withholding of Information. It Is, of
course, arbitrary and unduly harsh to punish a family because of administrative
errors or changes in their income over which they have no control. S. 2747
allows recovery of overpayments only when the recipient is at fault and the
funds are still available.

If a recipient fails within thirty days to apply for benefits available from
other sources, his or her entire family Is made ineligible, regardless of the
amount of benefits which they might have received. We have.no difficulty with
requiring recipients to exhaust alternative resources, but we cannot under-
stand why the entire family must suffer or why their grant is not simply re-
duced by the amount of outside benefits which are available to them.

H.R. 1 also allows the states to impose a one-year durational residence require-
ment as a condition for receiving supplemental benefits. As this Committee is
certainly aware, the Supreme Court has struck down as unconstitutional iden.
tical requirements for receiving welfare benefits on at least five different oc-
casions since 1969, including two cases decided only two weeks ago by a unani-
mous Court. We hope this Committee will not approve such open and flagrant
defiance of the Constitution and the Court.

Fundamental procedural rights are also severely curtailed under H.R. 1 In
1970, the United States Supreme Court ruled that welfare recipients are entitled
to a hearing before their public assistance grants are terminated; and regula-
tions Issued by HEW have extended this right to include reductions in benefit
levels under certain circumstances. The House Committee report attempts to
deter recipients from pursuing these rights by providing that recipients who ask
for a hearing before termination or reduction will be liable for any benefits re-
ceived during the hearing process if their appeal Is ultimately unsuccessful. Also,
Judicial review of questions of fact decided in such hearings is expressly denied
by H.R. 1. Numerous other beneficiaries of government programs, including
holders of government contracts and school systems receiving federal financial
assistance, are fully protected in both of these areas. There is no legitimate rea-
son for ignoring these rights where welfare recipients are concerned.

Finally, H.R. 1 would allow the Department of Health, Education and Welfare
to continue to operate the welfare program beyond the scrutiny of Congress and
the public In general. By its passage of the Administrative Procedure Act, Con-
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gress has recognized the benefits obtained from requiring administrative agencies
to follow public rulemaking procedures before making any fundamental policy
or regulatory decisions. We therefore urge the adoption of the provision in the
Harris bill which subjects HEW's procedures under the new program to the
strictness of the Administrative Procedure Act.

As troubling as the burdensome and arbitrary rules imposed by H.R. I are the
numerous ways in which the bill seeks to control the conduct of recipients
through coercive and ill-conceived measures. Thus, the bill attempts to force

.parents to meet their obligations to support their families by making the failure
to support a federal crime. This imposes a different standard of parental sup-
port and penalties for failure upon poor families than upon others, with the
federal government usurping functions normally handled by state laws and
courts.

In addition, H.R. 1 imposes a lien on any future federal entitlements which
may be due an alleged deserting parent, including future welfare benefits or old
age insurance benefits, in an attempt to recover alleged suppo t payments due.
This is done without benefit of a court order or hearing to establish either de-
sertion or the amount of support owed. Such provisions not only discriminate
against the poor, they also violate basic concepts of due process.

Similarly, it is counterproductive to reduce a family's assistance because of
the income of a stepparent without regard to whether he has a legal duty of
support for his wife's family under state law or whether he is also contributing
to the support of his own children. Rather than forcing the stepparent to support
his stepchildren, the requirement will more likely discourage mothers from
remarrying and thereby reducing the family's benefits, and will encourage cur-
rent stepparents to leave home so the mother and children can receive higher
benefits. This can only result in an increased rather than decreased need for
welfare benefits.

Finally, one of the most pernicious elements of control in H.R. 1 is the treat-
ment afforded family members whom a caseworker determines are in need of
vocational rehabilitation or who are disabled due to drug or alcohol abuse.
Such persons are eligible for benefits only so long as they midergo approved
treatment for their conditions. These are clearly the kinds of provisions which
can be disabused to control recipients who are most in need of help. Yet H.R.
I contains no standards for making such determinations.

In conclusion, Mr. Chairman, we believe that each of these issues is so
important to welfare reform that we cannot support H.R. 1 or any other bill
unless they are corrected.

Senator TALMADGE. The next witness is Mr. William F. Biggs,
executive director, Salt Lake area community action program, Sali
Lake City, Utah.

Senator Bennett.
Senator BENNETT. Mr. Chairman I was happy to welcome Mr. Biggs

and his companions to my office this morning and we already have
had a very interesting discussion of the legislation and the problems,
and I am happy that he is here as a witness to tell us how this proposed
law looks, from the point of view of the people of Utah. He has given
me some information with respect to the potential effects of the law
on Utah's present system which I did not have before.

Mr. Biggs, would you introduce the other two people with you.

STATEMENT OF WILLIAM F. BIGGS, EXECUTICE DIRECTOR, SALT
LAKE AREA COMMUNITY ACTION PROGRAM, SALT LAKE CITY,
UTAH, ACCOMPANIED BY MRS. BONNIE HARTLEY, VICE PRESI-
DENT, UTAH WELFARE RIGHTS; AND ANDREW GALLEGOS, COA-
LITION OF SPANISH SPEAKING ORGANIZATIONS OF UTAH

Mr. Bmos. I would like to introduce Andy Gallegos representing
the Utah Coalition of Spanish Speaking Organizations, and Bonnie
Hartley representing Utah Welfare Rights.
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Senator TALM A DGE. You may proceed.
Mr. BIGGS. Thank you, Senator. I greatly appreciate the opportunity

to appear before you today representing tah CAP Directors Associa-
tion, the Utah Coalition of Spanish-Speaking Organizations in the
State of Utah, Utah Welfare Rights Organization. In addition to
those I named I am also representing the Utah Association of Neigh-
borhood Councils, and the executive board of the Utah Council of
Churches. We firmly believe in the need for welfare reform, firmly
support the need to provide incentives to those on welfare, assistane
to the working poor, and we support the basic provisions in II.R. 1
for the elderly poor and disabled.

However, the family assistance portion of tI.R. 1 would, we believe,
prove a disaster upon implementation. I urge you to consider with me
the effects of this portion of the bill upon the individuals and in-
stitutions of Utah. Since Utah is in the middle of States in this coun-
try in terms of levels of payments, the situation is especially relevant
for comparison of present and proposed assistance levels under H.R. 1.

The State of Utah recently approved an increase in assistance grants
from 70 percent of basic minimum need to 75 percent of needs. Under
the 75-percent-of-need figure we will be providing for a family offour a basic grant of $2,880 annually. In addition each family is

eligible for a food stamp bonus of $516 for a total annual benefit of
$ 396 per year.

In contrast, H.R. 1 provides for an income floor of only $2,400 for
a family of four and eliminates the food stamp program. Assuming
no State support and the bill provides no incentive for the State to
do so, this would mean a cut in benefit levels for a family of four
of $996 or 28 percent. But even worse is the effect on the larger family
since the payment level under H.R. 1 is not based on need and provides
no additional assistance to families over eight in size. The eligibility
and benefit sections of this legislation make no provisions for families
consisting of more than eight members. This evidently intended
omission could effectively reduce the status of many beneficiary
families from certain Indian groups in Utah as well as other large
families, to one of degradation and starvation. Specifically, as it, ap-
plies to Utah, this section of the legislation would adversely affect
4,562 individuals now receiving assistance. For a family ol 10 on
AFDC in Utah, the level of assistance would be cut from $6,504 to
$3,600.

Senator HAmus. For a family of how many?
Mr. Biwas. Of 10. With the cuts of medicaid also contained in the

bill the cut would reach close to 50 percent. Thus in Utah we would
be faced with cuts of from 28 percent up to 60 percent from an assist-
ance level which only meets 75 percent of minimum need as set by the
State legislature.

What would happen? Private agencies including the Mormon
Church welfare program could not conceivably take up the slack. For
the larger family a lack of housing or starvation would be a reality.
How could a.family of 10 support itself on $3,600 a year. Further, how
can a payment of only $2,400 for a family of four be justified when
in the same bill $2,400 is provided for an elderly family of two.

Inadequate attention has also been given to the strain that this bill
would put on the State and local government as well as private agencies.
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The pressure of families needing to provide for their children added
to that of humane concerns of Utah citizens would pressure State gov-
ernment to provide additional assistance. However, the legislative
and executive branches would have difficulty supporting with State
funds a now totally federalized program with no incentives to do so.

If they did provide assistance, additional assistance, would be in the
form of a check to the Federal Government.

The second most serious defect in the bill, after the low-assistance
level, is the punitive and arbitrary requirements related to work. The
assumption is made throughout H.R. 1 that persons receiving assistance
are unwilling to work and that this is the major problem with the
l)resent program. This we simply find to be not true. First of all, many
of those on assistance are not able to work because of the necessity of
taking care of their young children. Second and most important jobs
are simply not available. Less than 40 percent of those graduating
from WIN training actually receive a job because of the existing higfh
unemployment rate of 6.1 percent in Utah. The Salt Lake Community
Action Agency-

Senator HARRIs. Less than what percent?
Mr. Bics. On WIN, only 40 percent of those graduating actually

achieve a job.
Senator HARRIs. Find jobs.
Mr. BCGS. The Salt Lake community action program normally re-

ceives at least 20 job applications from persons on welfare for every
aide position opened in spite of the fact that the beginning salary
level is only $300 per month. Under the much heralded emergency
employment act only about 5 percent of those hired in Utah and na-
tionally were welfare recipients, not because they did not apply but
because of high qualifications such as college education or an elec-
trician, the number of people, persons seeking positions and because
of what we believe to be simply prejudice against persons on assistance.
While everyone talks about lazy welfare recipients no one, except a
few businessmen, appear willing to offer welfare-recipients a j6b.

The $800 million proposed for public services jobs under 1H.1. 1 rep-
resents a positive step forward, in our opinion, but is inadequate. This
would provide only approximately 800 positions in Utah. I can assure
you that we have both enough welfare recipients and disadvantaged
people in Utah, and enough needed productive jobs for them to per-
form to urge at least a doubling of this program during the first year.

We are also opposed to the provision that as of 1974, all mothers
without children under 3 years of age must, without exception, regis-
ter for work or take training, regardless of the quality of child ('are
available, or the children's need for a parent in the hoine. I certainly
would not want my wife to work before our children are in the first
grade, or 6 years old, and furthermore I would want my wife or myself
to be at hone with the children during the summer. Especially, young
children need the attention of their parents. Furthermore, in many
cases, the child care costs will exceed fie income gained from work.

The incentive provisions of H.R. 1 with one exception represent a
tremendous step forward and are Vitally needed. The bill's provision
which basically allows for a person on family assistance to keep the
first $720 of earned income plus one-third of the remainder is strongly
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supported by Utah Welfare Rights and the other groups represented
before you today. What we take execption to is recipients on assistance
will be required to accept jobs paying as low as $1.20 per hour. This
provision will only perpetuate low-paying jobs presently not covered
by the Federal minimum wage.

Over the past 6 years a body of laws have been developed providing
a number of basic rights to recipient on assistance wlhiclh has enabled
recipients to enjoy some of the same basic rights as others.

Senator ',\J,.1,%MD. I am sorry, Mr. Biggs, your time has expild.
Your entire statement will be inserted in the record.

.111'. BIGs. Thank you. -

Senator "rAL.A1,DG.. Any questions?
Senator HARRIS. Mr. Gallegos, have you got any additional com-

ments that you want to make?
Mr. G.miF.r:os. Of course, we have input into the statement Mir. Biggs

has been reading. We would hope tins committee in considering the
new Employment Emergency Act that a minimum of 50 percent of
those jobs be allocated to the disadvantaged people. I might add that
in our State the Governor had wanted as a-goal, at least because of the
)epartment of Labor regulations, however as a goal for two-thirds

of the jobs that we received to be allocated for t.he disadvantaged. Un-
fortunately, we have only 18 percent of those that have been filled to
tei disadvantaged because of their high requirements.

Senator HAMRIS. Mrs. Hartley, did you have anything else you
wanted to add?

,Mrs. [.LiTIEY. No. I think the mothers who were here before spoke
so well I certainly could not improve upon that.

Senator HRIs. Well, I really appreciate your testimony. What you
demonstrated again, despite the misconceptions of a lot of well-mean-ing progressive people in the country, is that H.R. 1 is not welfare re-
form. It has got some awfully punitive and regressive factors involved
in it and if that is going to pass as welfare reform, I think we are in lots
of trouble.

Senator BEN.-m.xr. Mr. Chairman, I would like to add mv thanks to
these folks who have come all the way from Salt Lake and'I hope you
have enjoyed your experience in participating in the process of legisla-
tion today, and the specific suggestions which are contained in that
part of your statement that you did not read will be carefully analyzed
by the staff and looked at by the members of the committee."Senator TALMADOE. Thank you very much, we appreciate your
appearing.

(The prepared statement and attachments of Mr. Biggs follow.
Hearing continues on p. 2370.)
PREPARED STATEMENT OF WILLIAM F. BIGGS, EXECUTIVE DIRECTOR, COMMUNITY

ACTION PROGRA'.1, SALT LAKE CITY, UTA1 1

INTRODUCTION

Mr. Chairman, Honorable members of Congress, dliitnguished visitors. I
greatly appreciate the opportunity to appear before you today to express the

IRepresenting the Utah CAP Director's Association, the Utah Association of Neighbor-
hood Councils, the Union of the Poor the Coalition of Sanish-Speaking Organizations
(COSSO-Utah) Utah Welfare Rights, Social Action Committee and the Executive Board
of the Utah Council of Churches, and Church and Society Committee of Cooperating
Christian Churches of Utah. The denominations represented are United Presbyterian,
United Methodist, United Church of Christ, United Christlar Church-Disciples.
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concerns regarding H.R. 1 of a wide range of organizations in Utah, including
the Utah CAP Director's Association, the Utah Coalition of Spanish-Speaking
Organizations in the State of Utah, Utah Welfare Riglbts Organization, the
Social Action Committee and the Executive Committee of the Board of the Utah
Council of Churches, and the Church and Society Committee of Whe Cooperating
Christian Churches of Utah. The numerous Utah organizations which I repre-
sent here today firmly believe in the need for welfare reform, firmly support the
need to provide incentives to those on welfare, assistance to the working pbor,
and firmly support the provisions in H.R. I for the elderly poor and disabled.
However, the family assistance portion of H.R. 1 would, we believe, prove a
disaster upon implementation. I urge you to consider with me the effects of this
portion of the bill upon -the individuals and institutions of Utah. Many programs
look good in overall concept; it is only when we examine their actual effect In
the various states of the Union that their true nature can be Judged.

ASSISTANCE PAYMENT LEVELS

The situation in Utah is especially relevant for a comparison of present and
proposed assistance levels under H.R. 1 since Utah is in the middle of states in
this country in terms of level of payments. An average, rather than an extreme
situation, is therefore represented.

The State of Utah recently approved an increase in assistance grants from
70% of basic minimum need to 75% of needs which will take effect in the latter
part of this year, barring a dip in the economy and a subsequent increase in
welfare reciplentsal using the 75% of need figure, Utah will be providing for a
family of four a basic grant of $240 per month, or $2,880 annually. In addition,
each family is eligible for a food stamp bonus of $43 per month or $516 annually,
for a total annual benefit of $3,396 per year.' For a family of ten, and we have a
number of large families in Utah, the total annual benefits including both grant
and food stamp bonuses would be $6,504.

In contrast, H.R. 1 provides for Federal administration of assistance programs
with a guaranteed income floor of only $2,400 for a family of four and eliminates
the food stamp program for -those receiving assistance.' Assuming no state
support, and the bill provides no incentive for the state to do so, would mean a
cut in benefit levels for a family of four from $3,896 to $2,400. This is a reduction
of $996, or 29%. But, even worse is the effect on the larger family since the
payment level under H.R. 1 is not based on need and provides no additional
assistance to families over eight In size. The eligibility and benefit sections of
this legislation make no provisions for families consisting of more than eight
members. This evidently intended omission could effectively reduce the status
of many beneficiary families from certain Indian groups and religious denomi-
nations, as well as all other large families, to one of degradation and starvation.
Specifically, as it applies to Utah, this section of the legislation would adversely
affect 4,562 individuals now receiving assistance. For a family of ten on AFDC
in Utah the level of assistance would be cut from $6,504 to $3,600 under H.R. 1.
This is a cut of $2,904, or 44%. With the cuts in Medicaid also contained in
the Bill, the cut would reach close to 50%. (See attached chart for a comparison
of assistance levels by houshold size, page 7a.)

Thus, in Utah, we would be faced with cuts of from 29% to 60% from an
assistance level which only meets 75% of need. What would happen? Private
agencies, including the Mormon Church Welfare Program, could not conceivably
take up the slack. For the larger family starvation would be a reality. Can you
imagine a family of ten supporting itself on $3,600 a year? The 43,860 present
recipients of AFDC in Utah would face a situation of total frustration. How

2 The projected payment level figure of 75% of need was used in order to more ade.
quately reflect the efect of H.R. 1 at its projected time of implementation In 1973.

S assumption s made that everyone will take advantage of the new food stamp
program at the full level provqc> for. On the other hand, none of the various income
exemptions such as medical and housing costs over 80% of Income are taken, so, in fact,
for some families the food stamp bcnts would be greater.

4'The incentive bonus of $860 which would be provided under H.R. 1 for those engaged
In training, as well as existing bonuses under the present WIN program, are not included
since the number of persons who would actually receive the $360 Incentive bonus under
H.R. 1 is difficult to project, and would be offset, in part, by costs involved in taking
training, such as meals away from home, etc.
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many people would leave their family or escape through other means when faced
with an inability to provide food or shelter for their children?

Further, how can a level of payment of only $2,400 for a family of four be Justi-
fied when in the same bill $2,400 is provided for an elderly or disabled family
of two, which is described as a minimum level. Is a child worth only half as
much as a senior citizen? One commentator accurately remarked that H.R 1 is the
natural consequence of a Bill in which those most affected, children, didn't
have a lobby.

H.R. I eliminates the provisions for immediate adjustment of the recipient's
situatn--h-Fen a--situation changes. Adjustments can only be made on a three
month basis. Thus, an employed person suddenly terminated from a low-paying
Job would have to be unemployed for many months to be eligible for assistance,
rather than the current thirty days. If the person has not been able to build
up any equity and is unable to get another job, what happens to the family?
What happens to the family whose breadwinner dies If the woman is unable to
work or--to get work? What about rent or house payments? I think it doesn't
take too much thought before one begins to realize what would be the impact
if a job were lost and three months had to pass before the family could become
eligible for assistance, particularly since the job could be one that would not
qualify the worker to receive unemployment compensation.

Inadequate attention has been given to the strains that this Bill would put
on the state and local government, as well as private agencies. One of the needs
is to support local governmental institutions and reduce the division occurring
in our society. This bill would have the opposite affect.

Assuming a chaotic situation did not exist before the state legislative ses-
sion, chaos would erupt then. The pressure of families needing to provide for
their children, added to that of the human concerns of Utah citizens would pres-
sure the legislature to maintain present levels; however, the legislative and ex-
ecutive branches would have difficulty supporting with state funds a now totally
Federalized program with no incentives to do so. To supplement the inadequate
assistance pro v4d-under-.R. 1, the state would have to actually give the
money to the Federal government unless the state was willing to provide for
all administrative costs. Furthermore, if they did so, there would not be any
reduction in state expenditure, which the populace has been led, to believe would
happen wiLh age-of-H.R. 1. (See attached chart, page 7b). The social and
governmental system in Utah, like in other states, is too fragile to be subject
to such cross-pressures without posSible serious consequence.

H.R. I has been sold as providing "a baste-floor" and equalizing payments
among the states. In fact, in Utah, as in 45 other states, what would be presented
is not a floor but a ceiling, and the equalization effect would be through reducing
and not elevating present assistance levels, which are, in Utah and most states,
below the minimum needed for sustenance. The result would be not only untold
hardships and perhaps even starvation for many families, but an intolerable
burden on already overtaxed local government and private agencies. A baste
floor, at least equal to that provided the elderly and disabled and close to the
assistance level provided by Utah and most States with the food stamp bonus
Is needed. Additional support must be provided to larger families. This would
mean then, a level of at least $2,400 for a family of two, $3,400 for a family of
four, plus $500 for each additional children. A provision that assistance pay-
ments will not be lowered or incentives for states to maintain existing levels
should be included. Anything less than this would mean not welfare reform
but simply punitive action against those with no voice--children.

What would this cost? According to the report of the Senate Finance Committee
staff, the total increase for payments to families under H.R. 1 would be only 1.4
billion which would be almost totally offset by reduction of the food stamp pro-
gram. The actual additional cost projected primarily relates to increased services
and increases in payments to the aged, blind and disabled. The minimal level of
assistance we project as needed would represent an increased cost. However,
much, if not most of this cost would be simply an assumption by the Federal
government of existing state expenditures. Again, we come to a question of
priorities and whether we are seriously concerned with achieving welfare reform
and making progress toward the goal of eliminating poverty or simply enforcing
additional punitive measures against the poor.
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COMPARISON OF ASSISTANCE SUPPORT

Projected H.R. I support levels
Projected Utah support levels annually annually

Utah AFOC
75 percent of

Family size need budget Food stamps Total H.R. I Difference

(i) (2) (3) (4)

1 .................................... $1,356 $144 $1,500 0 0
2 .................................... 1,824 288 2,112 $1,600 -$512
3 .................................... 2,412 432 2,844 2,000 -844
4 .................................... 2,80 516 3,396 2,400 -996
5 .................................... 3,660 528 4,188 2,80 -1,388
6 .................................... 4,320 612 4,932 3,2C0 -1,732
7 .................................... 4,632 684 5,316 3,400 -1 916
8 .................................... 4,956 756 5,712 3, ECO -2112
9 .................................... 5,268 840 6,108 3,600 -2,508
10 ................................... 5,580 924 6.504 3,600 -2,904
1i ................................... 5,892 1,008 6,900 3,600 -3,300
12 ................................... 6,216 1,092 7,308 3,600 -3,608
13 .................................. 6,528 1,176 7,704 3,600 -4,104
14 ................................... 6,840 1,260 8,100 3,600 -4,500
15 ................................ 7,152 1,452 8,604 3,600 -5,004
16 ................................... 7,476 1.536 9,012 3.600 -5,412

(1) The Utah AFDO 75% of need budget figures will not probably become ef-
fective until the latter part of 1972. This figure is used in order to more ac-
curately reflect the effect of H.R. 1 at its projected time of implementation
in 1973.

(2) The dollar amount indicated as income was derived by using the grant
assistance amount as adjusted net income. In no case would the adjusted net
income exceed the amount indicated, however, it would in all possibility be
lower than the figures used, and would, therefore, generate more food stamp
bonus than is indicated. The assumption is made that all eligible families would
utilize the maximum allowable food stamp purchases.

(3) The incentive bonus of 360, which would be provided under H.R. 1 for
those engaged in training as well as existing bonuses under the present WIN
program, are not included since the number of persons who would actually
rceive the $360 incentive bonus under H.R. I is difficult to project, and would
be offset, at least in part, by costs involved in taking training, such as meals
away from home, etc.

(4) The one family household is presently provided for mainly under State
General Assistance. Presumably this would continue under H.R. 1 although
additional members previously provided for under AFDC might have to be picked
up by the state.

The column labeled "Difference" is based on the above mentioned assumptions.
COST BY FAMILY SIZE FOR STATE OF UTAH TO MAINTAIN PRESENT ASSISTANCE LEVELS IN COMPARISON TO

PRESENT STATE COSTS

Savings or cost toAverage Utah Difference between Slats to maintain
share of AFDC assistance levels 75 percent of

Family size assistance under H.R. I need leval

................................................. $398 0 0
2 .................................................... 536 -$512 1+$24
3 .................................................... 709 -844 2 -135
4 .............................................. 846 -996 '-150
5 .......................................... 1,076 -1,388 2 -312
6 .................................................... 1,270 -1,732 2 -462
7 ................................................. 1,361 -1,916 2-555
8 ................................................ 1,457 -2,112 ' -655
9 ................................................... 1,548 -2,503 '-960
to ........................... 1,640 -2,904 1 -1,264
11 .................................. ""............ 1,732 -3,300 1 -1,568

12 ................................................... 1,827 -3,608 -1,781
13 ................................................... 1.919 -4,104 3:2,185
14 .................................. 2,010 -4,500 -2,490
1 .......................................... 2,102 -5,004 2-2,902
16 ................................................... 2,197 -5,412 1 -3,215

'Reflects savings to the State of Utah It under H.R. 175 percent level was maintained.
' Reflects additional cost to the Stett of Utah beond that presently spent to maintain 75 percent of need support levels

IfH.R. I becomes law.
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UTAH WELFARE STATISTICS

Average number of persons in the State of Utah receiving public assistance is
57,639. This includes all categories of assistance.

The number of people by type of assistance is as follows:

Old age assistance ------------------------------------------ 4, 506
Aid to families with dependent children ------------------------ 43, 864
Aid to the blind --------------------------------------------- 231
Aid to the disabled ----------------------------------------- 0,282
General assistance ----------------------------------------- 1,018
Child care ----------------------------------------------- 1, 738

As of June, 1971, Utah's assistance levels as compared to the other 50 states:
OAA-Utah ranks 37th out of 50;
AFD--Utah ranks 23rd out of 50;
All-Utah ranks 14th out of 50;
AD-Utah ranks 29th out of 50;
GA-Utah ranks 12th out of 50.
96.6 percent of Utah families on public assistance have eight or less family

members. The following is a percentage list by family size.
Percent

0 ------------------------------------------------------. 6
1 ---------------------------------------------------- 28.2
2 ---------------------------------------------------- 22.4
3 ---------------------------------------------------- 17.7
4 ---------------------------------------------------- 12.5
5 ----------------------------------------------------- 8.2
6 ----------------------------------------------------- 4.7
7 ----------------------------------------------------- 1.8
8 ------------------------------------------------------. 5
9 through 16 -------------------------------------------- 3.4

WORK PROVISIONS

The second most serious defect in the Bill, after the low assistance level, is the
punitive and arbitrary requirements related to work. The assumption is made
throughout H.R.-1 that persons receiving assistance are unwilling to work and
that this is the major problem with the present program. This we simply find to
be not true. First of all, many of those on assistance are not able to work because
of the necessity of taking care Of their young children. Second and most impor-
tant, jobs are simply not available. Less than 40% of those graduating from WIN
training actually receive a Job because of the existing high unemployment rate
of 6.1% in Utah. The Salt Lake Community Action Agency normally receives at
least 20 job applications from persons on welfare for every aide position opened
in spite of the fact that the beginning salary level is only $300 per month. Also,
unlike most other public or private agencies supported by the Federal govern-
ment, Community Action Program agencies have made a practice of providing an
opportunity to welfare recipients by offering jobs to them. Uniformly, our expe-.
rience has been very positive. The Federal government and local governmental
agencies have not shown a willingness to provide Jobs to those receiving assist-
ance. Under the much heralded Emergency Employment Act (PEP) Public Em-
ployment Program, only 5% of those hired in Utah and nationally were welfare
recipients, not because they didn't apply, but because of high qualifications
(college degree or special skills such as electrician), the number of persons seek-

ing positions, and what we believe to be simply prejudice against persons on
assistance. While everyone talks about lazy welfare recipients, no one. except a
few businessmen, appear willing to offer welfare recipients a decent Job.

The $800 million proposed for public services Jobs under H.R. 1 represents
a positive step forward in our opinion, but is inadequate. This would provide
only approximately 800 positions in Utah. I can assure you that we have both
enough welfare recipients and advantaged people in Utah, and enough needed
productive jobs for them to perform to urge at least a doubling of this program
during the first year.

In view of the lack of Jobs for those presently on welfare, and the need for
many mothers to provide love and attention to young children, we are opposed

72-573--72-pt. 5- 10
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to the provision that as of 1974, all mothers without children under three years
of age must, without exception, register for work or take training, regardless
of the quality of child care available, or the children's need for a parent in the
home. I certainly would not want my wife to work before our children are in
the 1st grade, or six years old, and furthermore I would want my wife or myself
to be at home with the children during the summer. Especially young children
need the attention of their parents. Furthermore, in many cases, the child care
costs will exceed the income gained from work.

H.R. 1, in its origin, seemed to reflect a sincere desire on the part of our selected
officials to provide an income guarantee to provide our disadvantaged citizens
with a means of dignified survival, but so many punitive measures have been
inserted into the legislation that, along with the absurdly low guaranteed income,
tI.R. 1 now takes on the character of a Bill to use minimal income payments to
the poor as a means of control and coercion with respect to employment, child
rearing, and general behavior. For example, -the $2,400 annual income level for
a family of four, often referred to as a "guaranteed income", can be reduced to
$1,600 if any member of that family, presumed to be employable, refuses work,
training, rehabilitation or drug rejection. Therefore, the true "guaranteed in-
come" is actually lower than present assistance payments (plus Food Stamp
subsidy) in any state of the Union.

Assuming that jobs are, or will be available, I am sure we are all agreed that
able-bodied people should work rather than be supported by welfare, but should
children and other non-employable family members be punished by starvation
or malnutrition for the transgressions of another family member? Does such
punishment contribute to the productivity and independence of the next
generation?

INCENTIVES

The incentives provisions of H.R. 1 with one exception represent a tremendous
step forward and are vitally needed. The Bill's provision which basically allows
for a person on family assistance to keep the first $720 of earned income plus
one-third of the remainder is strongly supported by Utah Welfare Rights and
the other groups represented before you today. The existing welfare provision
which basically eliminates a dollar for every dollar earned, despite the costs of
working helps to perpetuate welfare and prevents parents from developing an
income adequate to support their families through securing part-time or low-
paying- jobs. In addition, we support the reter,#,,.n in H.R. 1 of the $30 per month
incentive for those taking training as vital to compensate for work related
expenses, such as food, clothing, and incidental expenses related to work.

Perhaps even more important Is the support for the so-called "working poor"
In low-paying positions. Not only is the support provided for in H.R. 1 desperately
needed to provide a basic level of support to enable the working poor to adequately
support their families, but to help provide a cushion between jobs.

The one element In the Incentive provision that we take exception to is the
provision that recipients of assistance may be required to accept jobs paying as
low as $1.20 per hour. This provision would not only help perpetuate low-paying
jobs presently not covered by the Federal minimum wage, but could Inhibit the
securing of appropriate job development and training which could lead to secur.
Ing of jobs providing sufficient pay as to make Federal assistance no longer
necessary.

ADMINISTRTION AND RIGHTS OF RECIPIENTS

Administration of the program is apparently control oriented, and effectively
eliminates rights of beneficiaries built into the original Social Security Act and
expanded by court and administrative rulings.

The division of administrative responsibility for this section among three Fed-
eral agencies would probably result in a nightmarish confusion as to agency re-
sponsibility, with families being shifted from agency to agency as their status
changed with respect to age, employability or age of dependent children with
resultant delays In benefits, confusion of the beneficiaries and exorbitant ad-
ministrative costs. Separation of eligibility determination from services delivery
responsibility should be a protection for the beneficiary If provided within one
administering agency, but eligibility determination by the Department of Health,
Education and Welfare (Sec. 2111), assignment of responsibility to the Depart-
ment of Labor and subsequent redetermination of benefits by the Department of
Labor (Sec. 2151) would be an Invitation to confusion and delay.
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A more cumbersome system would be hard to conceive. Every quarter a com-
plete statement of income and assets must be filed by the recipient with evidence
substantiating the figures. Further, every two years, in spite of the above re-
quirements, the recipient must reapply for welfare assistance. No guarantee is
provided that the Federal government will provide the necessary aid to recipients
to meet these requirements, and there is no provision to ensure that recipients
are, in fact, adequately informed ahead of time. In typical bureaucratic fashion,
these requirements are to be satisfied solely through punitive measures. Further,
if there is a delay in processing the amount of paperwork, the recipient will simply
go without as there is no adequate provision to meet emergency needs or built in
recourse for the recipient.

The Bill does not provide for (1) speedy processing of application forms; (2)
adequate means to meet emergency needs, especially of the larger family; (3)
an adequate means for coordination between the three agencies involved so fam-
ilies do not get lost in the administrative shuffle.

As the Utah Board of Family Services has stated in the attached letter, "the
provision allowing the payment of a maximum $100 on an emergency basis by
local administrators is totally inconsistent to the basic needs of certain size
families (and will) undoubtedly create severe hardships for many applicants."
This maximum, along with the provision that the information contained in
applications must be substantiated by the furnishing of evidence (no longer
processed on the basis of an individual's declaration), along with the split in
responsibilities among three agencies with resulting delays as clients are trans-
ferred from one to the other, and along with the lack of any provision for im-
mediate adjustment with a change in circumstances, would establish a totally
inflexible system with no ability to relate to the actual needs of families as they
develop and before total disintegration of the family as a productive unit takes
place. A dollar of assistance when needed is worth five dollars after the damage
has occurred. This principle is as true in this area as in medicine.

Over the past six years, a body of laws based on court and legislative decisions
have been developed providing a number of basic rights to recipients of assistance.
Not only have these laws enabled recipients to enjoy the same basic rights as
others, but, at least in Utah, these laws have helped develop a higher level of
trust, understanding, and confidence between the State Division of Family
Services and recipients. A basic system of resolving questions and disputes ac-
ceptable to all has been developed. The State Division of Family Services is now
solidly committed to the system of fair hearings, which they believe has helped
them both in administering equitably the program, and resolving disputes.
H.R. 1 sets us back six years by remanding a,,number of basic rights, such as,
in effect, that of a fair hearing. According to H.R. 1, the Department of Health,
Education and Welfare will be the sole Judge of fact. Furthermore, the Bill
provides that a state may impose a residency requirement which the Supreme
Court has already declared illegal. We urge that H.R. 1, or similar Welfare
Reform Bills, retain the basic rights for recipients of assistance as they presently
exist.

RECOMMENDATIONS

The following brief summarizes our concerns with the legislation being con-
sidered, H.R. 1, and lists our recommendations for changes which would make
the Bill consistent with the principle of welfare reform. Most of our recom-
mendations relate to the Family Programs Section of the Ribicoff Amendment
which is co-sponsored by Senator ,Frank E. Moss of Utah. We understand that
Senator Ribicoff has now indicated that he wishes any welfare reform program
to be instituted on a pilot basis only.

We feel that no legislation at all would be preferable to the Family Programs
section of H.R. 1 as it is now proposed. However, we strongly support a pilot
program or a national welfare reform program which corrects the deficiencies
pointed out in his testimony and incorporates either the Ribicoff Amendment
or the basic recommendations outlined herein:

H.R. 1-"SOCIAL SEcuRrrY AMENDMENTS OF 1971"

RECOMMENDATIONS

Title I. Provisions relating to Old Age, Survivors, and Disability Insurance
We approve passage of the ,provisions in this section relating to adult cate-

gories of benficiaries which provide for increased benefits.
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Title II. Provisions relating to Medicare, Medicaid, and Mafernal and Child Health
In view of the many inadequacies we recommend either elimination of this

section of the legislation or a drastic revision. The health issues involved are
perhaps too complex to be adequately considered as a section of a complicated
welfare reform bill, and should be handled in separate legislation directed to-
ward providing decent health services for all Americans. For a detailed analysis
of the effect of the Medicare and Medicaid provisions contained in this section
we call your attention to the entitled "H.R. 1: Medicare and Medicaid Provi-
sions" prepared by the National Health and Environmental Law Program and the
University of Pennsylvania Health Law Project. We concur with their findings.
Briefly, we find that the H.R. 1 provisions: 1) would substantially increase,
through deductions and cost-saving features, the cost of medical services to the
needy on the rationale that this would encourage cost-consciousness and dis-
courage over-utilization, despite massive evidence that the poor do not over.
utilize health services and that doctors prescribe 90% of medical services; 2)
would limit ,Medicaid eligibility more severely than current law in Utah; 3) does
not provide for a work incentive but, in fact, only a work disincentive by low-
ering Medicaid eligibility levels; and 4) could lead to -a reduction in services. We
believe that medical services should be free for all persons under the poverty
guidelines. A sliding scale needs to be enacted but only for those above the
guideline.
Title III. Assistance for the Aged, Blind, and Disabled

H.R. I would replace existing state programs of assistance for the aged, blind,
and disabled with a Federal program and would assure these categories of per-
sons a monthly income above the present state levels. Unlike the family pro-
visions, this section would present a slight step forward in providing decent levels
of assistance. At the present time a family of one in Utah on old age or dis-
ability benefits receives, including the Food Stamp bonus, $118 per month which
under the 75% of need level would increase to $125 per month. Under H.R. 1
this level would be increased to $130 for fiscal year 1973, $140 for fiscal year
1974, and $150 for fiscal year 1975. For a family of two the level of assistance
at the 75% of need level would be $152 plus a Food Stamp bonus of $29 or $176
total. Under H.R. 1 this level would be increased to $195 for fiscal 1973 and
$200 for fscal 1974. We approve this section.
Title IV. Family Programs

The purposes of this Title, as stated in Section 2101, eloquently express our
desire that every citizen be assisted in securing, retaining, and advancing in
employment and that everyone be assisted in improving family life and enhanc-
ing personal dignity.
Part A-Opportunities for Families

Section 8112
We believe that this section should include language clarifying standard of

quality for child care facilities and programs, and assuring mothers of children
some rights in selecting or approving the care provided her child. We believe
that mothers with children under six should not be forced to accept training or
employment. We believe that subsection (b) (4) of this section cannot be effec-
tively Implemented within the dollar limit set (800 million) and recommend
that this amount be increased to provide $2,400,000,000 for a public service em-
ployment program to provide 400,000 jobs nationally. Such a program would
provide Utah with 2,000 much needed public service jobs.

seoloin 8115
We recommend deletion of paragraph (2) (c) of subsection (a), denying the

incentive payment to beneficiaries in manpower training which has the purpose
of obtaining for him a college degree.
Part B-Family Assistance Plan

(As it refers to Part a-Determination of Benefits).
Section 8152, subsection (b) "Amount of Benefits"

We recommend that the benefit amounts specified be Increased to provide an
income floor at least equal to that provided the adult disabled and close to the
level of assistance presently provided in Utah, or $1,400 for a family of one, $2,-
400 for a family of two, $8,400 for a family of four, and $500 per additional
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member. This income floor should be raised to the official poverty level within
four years. A provision that present assistance pliyments will not be reduced in
those states with higher payments for a period of at least four years should
be added.
Part D-Payments of Benefits"

Section 2171, subsection (a) (4)
We recommend the limit of the financial emergency cash advance be increased

to $300 to protect beneficiaries against delays in processing or In transmitting
assistance payments.

Subsection (c) (8)-Hearings and review
We recommend continuing the recipient rights established over the years and

clarification of the rights of the individual to court review of the results of all
hearing procedures and elimination of the clause stating that the secretary shall
be the final decider of fact.

Title V. Miscellaneous
Section 502

We recommend deletion of the prohibitions (Section 502) against participa-
tion of beneficiaries of the Family and Adult Assistance Programs in the Food
Stamp Program unless assistance benefit levels are raised to 100% of needs
or to establish Federal poverty guideline levels.

Section 503
We recommend provisions for incentives for state supplementation.

Section 523
We recommend retention of Section 523 establishing exclusions by state

agencies of earned income up to $60 per month per individual, plus one-third of
the remainder of such income, up to a limit of $3,000 per year.

Section 525
We recommend deletion of those parts of Section 525 which amend the word.

Ing of the original Social Security Act Section 402, substituting the word
"spouse" for the word "parent," to make such spouses liable for child support
without regard for applicable state laws or Supreme Court decisions.

DIvIsION OP FAMILY SERVICES,
Salt Lake (Jity, Utah, September 21, 1971.

Hon. FRANK E. Moss,
U.S. Senator,
New Senate Offie Building,
Washign ton, D.O.

DEAR SENATOR MOSS: We wish to convey to you our concerns about the pro-
posed national welfare legislation now before you in Congress in the form of
H.R. 1.

The newspapers have indicated that President Nixon is desirous of having
this legislation completed as soon as possible, even though proposed implemen-
tation will be delayed until July 1, 1973.

In reviewing the proposed legislation and after receiving comments from our
counterparts on local Boards of Public Welfare, we believe there are certain
provisions that need to be carefully considered by you and by Congress.

We are greatly disturbed by the fragmentation of programs in the proposed
legislation that will result in the present programs administered by the Division
of Family Services being taken over by agencies of the U.S. Department of Labor,
U.S. Department of Health, Education & Welfare, Social Security Administra-
tion, and the residue of these programs, not allocated to other agencies, remain-
ing with the state organization. It seems that one agency should be assigned the
mandate to provide supporting services-day care, transportation-for all re-
cipients rather than as H.R. 1 now provides.

The elimination of food stamp participation for those families receiving money
grants, even though they may be given an equivalent of money, would un-
doubtedly deprive many children of an adequate diet. The money received in
cash would go for many items other than food and would-n6t increase food
budgets to the extent food stamps do.
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The provision of allowing the payment of a maximum $100 on an emergency
basis by local administrators is totally inconsistent to the basic needs of certain
size families. No provision to issue mnre than one grant will undoubtedly create
severe hardships for many applicants.

We believe that the removal of these programs from the state level to federal
level would possibly result in the lack of response to the needs of individuals and
families which could be more realistically handled on a local level. It further
removes the local concern to resolve the social problems which create the de-
pendency.

The option, which is left to the states to supplement fully-funded basic main-
tenance payments, could result in many states, including Utah, refusing to sup-
plement the federal program and thus reducing the level of payments now being
provided to meet minimum standards of living in the various states.

In contrast to our concerns about the specific provisions in H.R.-I, we would
like to express our recommendations for specific improvements in the bill or
new concepts that we believe would enhance or improve the overall operation
of welfare in the United States. These statements are as follows:

1. Improvement could be made in H.R.-1 by retaining the present organiza-
tion structure, and

(a) Establishing uniform, standardized levels of payments across the nation;
(b) Establishing uniform eligibility requirements across the nation;
(o) Establishing uniform definition of income and exemption of income (in-

come disregard).
2. Permtting states to relate supplemental payments to residency require-

ments and providing federal matching in supplemental payments as an inducement
for the states to meet the needs of people on a level of payment that the state
has the resources to provide.

3. Abolishing all categorical programs of assistance and replacing them with
one program for all persons who are In need of assistance.

4. Providing and assuring that every able-bodied recipient has the opportu-
nity to work or to receive training that will prepare him for employment.

Such actions would avoid the creation of new federal bureaus at a time when
national trend Is to be conservative.

Sincerely,
PAUL S. ROsE, Chairman.

Senator TALMADGE. The next witness is Mr. E. T. Dibble, Manage-
ment Systems consultant, Atlanta, Ga.

Mr. Dibble, I am delighted to welcome you as a constituent and
friend of our committee. You may proceed, sir.

STATEMENT OF E. T. DIBBLE, MANAGEMENT SYSTEMS
CONSULTANT, ATLANTA, GA.

Mr. DIBBLE. Thank you, Mr. Chairman.
I am not here representing any group except the taxpayers for which

I can only speak for myself. Mly educational program netted out for
you, I have a bachelors and master's degree in petroleum geology.
I am a systems analyst by profession and I am going back next
quarter to work on nly doctor's degree in management information
systems.

For the past 3 /2 years it has been my opportunity to 'work for HEW
in an offhanded way, and I work for a private concern which had a
contract through the State of Florida to work on a management
information system for the welfare load, I guess would be the best
way to put it.

We developed the systems side to make the program work. This
was a program oriented, and I differentiate program with a capital
"P" to assure everybody here it was not a computer program. It was
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a people oriented welfare program. Our job and ny job as project sys-
tems manager was to provide the means so that the welfare program
people could have the data to operate on. My experience in this project,
known as the case and administrative service system or CASS for
short, took me into three States 'which were participating in the pro-
grain: Florida, Maine and Minnesota. I commuted from Atlanta to
these States on a weekly basis leaving on a M.onday morning and get-
ting back on Friday niAht.

At the request ;f tie then Commissioner of CSA in HEW, Mr.
Steve Simonds, I took a leave of absence from the firm I was with and
became a consultant here in HEW to CSA, to develop the management
information system. My primary concern is, as I have explained to
other Congressmen, I feel you gentlemen are not getting what I feel
is valid information with which to make decisions affecting every-
body who has testified this morning as well as the rest of the taxpayers.

I'have personal feelings about H.R, I and welfare in general which
I will not get into because that destroys my objectivity. My goal is,
as a systems analyst, to provide management with the information to
make valid decisions with. The primary concern that I have this
morning is, and I am not going to read that statement because it is
pretty self-explanatory, but I will get into other details, that nobody
really knows what is going on in welfare. When we talk about welfare
reform we don't really know what we are basing our decisions on be-
cause the information we get by virtue of the system we have today
probably is invalid through nobody's cognizant efforts. I guess, no-
body can say, I don't believe anybody is honestly making an effort to
defraud, you know, Congress or their State legislatures, and so on.
There may be a few welfare recipients who are, but nobody really
knows without doing a physical manual audit and I have been in-
volved in one of those m the firm and obviously there are a few people
who ruin it for the many.

The problem you really run into a place, in a State, where a welfare
recipient lives on the boundary, say, between two cities. Without
naming names, they can go to one city for services they get a case
nmnber there. They go to another city for payment andthey get an-
other number there. They report it to the research statistics people at
tht State level, the people of that agency gets a count of one family
from one family and one from another and you get a count of two.
Department of Labor representatives report them under their system,
OEO reports them under their system, this happens, and by the time
it gets up to Congress the group you are really concerned with gets
four cases instead of one.

Senator TALMA DE. Will you yield?
Mr. DiBBLyE. Yes.
Senator TAL-MADGE. Let's see if I understand what you are talking

about. We will assume a citizen of Atlanta, Ga, applies for welfare
assistance there, and then goes over to North Carolina and applies
for medicaid, and goes down to Alabama and applies for some form of
public assistance down there, and goes down to Mississippi and applies
for another form of public assstance and is receiving -benefits from
four different States simultaneously under four different code names.
Is that possible?
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Mr. DIBBLE. I think it is possible. I think it is perhaps frequently
unconsciously because people living in Columbus, Ga., let's say, they
get payment there and get payment from Alabama for social services
because there is no Federal definition for family. The workers in the
field have the burden put on them to make a judgment as to what they
are talking about.

I have been proposing and made the proposal to numerous people,
that there should be a-I always hate to say it because I spent 6 hours
in Senator Ervin's office reading testimony in leisure there, but I don't
see any way to get around, a unique identification method for the terms
that we are interested in, family, head of family, family member,
household. My private concern is that the definition of household as
is written up in H.R. 1 will not work when it gets out into the field
when it becomes operational. I have discussed this with friends of
mine in the FAP systems planning group. I have talked about the
proposal for this numbering system we are talking about here with
people from Social Security, Department of Labor and FAP and
basically we are in agreement. But there are always reasons why,
somebody says "But my business is different."

When I was working as an IBM salesman I never ran into a cus-
tomer or prospect who didn't say his business wasn't different, I in-
stalled business equipment from Litton Industries to a wholesale lum-
beryard. This concept was tested. I don't say implement the concept
exactly as we tested it in the field, but the concept seems to be valid,
perhaps more work needs to be done. I am not going to make that
judgment. All I am saying is this could be a solution, the social
security account number could be used to derive a family unit number,
and again I think legislation has to be provided and it is incumbent
upon you gentlemen to provide this legislation to insure the privacy
of the individual. Obviously, information can be cross-referenced from
one file to another any systems analyst can tell you how to do it. They
can also tell you how to protect the individual privacy if given the
opportunity.

I think in any business, and welfare is a business today, you have
to have uniform definitions and a standard chart of account numbers
apply across the business; in this case across the United States. You
can't have, for instance, in the State of California, 49 counties each
with their own numbering system, each with their own set of rules,
everybody should be using the same Bible, at least in a case like this.

Senator TALSIADGE. Will you answer this question, please. It has
been suggested by some members of our committee and perhaps other
witnesses that we use the social security number as a means of identi-
fication and they have pointed out, for instance, that if a father aban-
dons his family and his children in Atlanta, Ga., and gets a good job
up in Detroit, making $10,000 a year. But he would prefer that the
taxpayers support his family rather than supporting them himself.
With some means of universal identification, we could immediately
flash the signal where he could be located and be held responsible for
his family.

Mr. DIBBLE. If Congress were to mandate that is the way they
wanted a system to operate, yes, you could. Now that is assuming a lot.

Senator TALMADGE. Will you please state in writing what you sug-
gest this committee incorporate into the law and give it to our staff
at some timeI



2373

Mr. DIBBLE. Yes, sir.
Senator TALMADGE. I think you have made a helpful suggestion

here. Our committee has long since arrived at similar conclusions but
I don't think we have yet reached a consensus as to the mechanics of
what we ought to do. You, as a systems analyst who has worked in that
field and made suggestions to HEW, could perhaps provide us with
some very helpful suggestions. I appreciate very much your appear-
ing here.

Any questions?
Thank you very much and it is an honor to have you before our

committee.
Mr. DBBLE. Thank you.
(The prepared statement with attachments of Mr. Dibble follows:)

PREPARED STATEMENT OF E. T. DIBBLE, 'MANAGEMENT SYSTEM, CONSULTANT,

ATLANTA, GA.

SUBJECT: NATIONAL WELFARE NUMBERING SYSTEM

The following comments summarize my conversation with Senator Talmadge,
related to a National Welfare Numbering system to be used as the basis for
uniform accounting by local, state and federal agencies.

1. From the viewpoint of the recipient, the taxpayer and Congress, the issue
of results from money spent, or to be spent, on welfare efforts is of great
concern.

2. Logically, before results can be tabulated and judged, there must be some
valid accounting method provided and controlled by management; in this case
the Federal government.

3. Most accounting relies on a uniform "Chart of Accounts" developed for-
the application. For each account number there is a valid, workable definition
which limits the amount of interpretation allowed the person working with the
ledger. For audit purposes this is a prerequisite.

4. In our welfare system, this uniformity does not exist, which precludes valid
accounting or judging results on a detailed basis.

5. There is an urgent need for a system which allows workers in different
agencies and jurisdictions to aid the recipient, the Program administrator, and
staff to Rroperly manage their resources, and for Congress and the taxpayer
to receive unduplicated information based on uniform definitions and accounting
procedures.

6. The recent Case and Administrative Service- System project. an H.E.W.
demonstration project, tested the feasibility of various concepts. One of these
was treating the family as a unit, thus enabling an agency to render better serv-
ice. In order to do this, Program staff voiced the need to identify an individual
and be able to then relate the Individual -to a family unit, and vice versa. Another
concept tested was a numbering system which enabled both of these goals to be
achieved. (see exhibit 1).

7. The validity and usefulness of these concepts was demonstrated during the
nine months field test, after three years of preparation, in three states. The
concepts are being used today in on-going systems in different states, with local
modification in lieu of Federal guidelines. The numbering system was successful
in satisfying both Program and statistical requirements.

8. If desirable, the use of Social Security Account Numbers could be the
base for derivation of the Family Unit control number used by this concept. No
revision to the system would be necessary to meet this requirement. Proper
legislation should be provided to assure individual privacy. (see exhibit 2).

9. This concept has been discussed with representatives from various agencies
with the general concurrence that a common numbering system and uniform set.
of definitions is not only desirable, but necessary.

This system will work. It will require specific action steps to analyze, design
and implement it on a nationwide basis. It won't be easy or accomplished in a
ohort time, but the results could shape the course of welfare in future years.

February 2, 1972
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EXHIBIT 1

-*RTUR YoUNo & Co.,
60935 WIscoxsIx AvENUE,

Washington, D.C., August 20, 1170.Mr. STEPHEN P. SIMONDs,

Commissioner of O.S.A., Department of Health, Education and Welfare, Wash-
ington, D.C.

Attached is a copy of the numbering system used for the Case Administrative
Service System. As you know, CASS is a demonstration project to test the
feasibility of various concepts. One of the concepts was treating the family as a
group, thus enabling an agency to render better service. In order to do this, the
Program staff voiced the need to identify an individual and be able to then relate
the individual to a family unit. Conversely, they specified, it is necessary to be
able to identify the family and be able to identify the members and their relative
role in the family. The concept used with the CASS numbering system enables
both these goals to be achieved.

The validity and usefulness of the numbering concept has been demonstrated
during the nine months of the test period, and is being used with minor modi-
fication to local conditions in one of the test states (Florida). It would be
possible to expand the concept and adapt It for use by the Department of H.E.W.
throughout the United States. To do this would entail some specific tasks which
we are proposing as a project under the direction of C.S.A. This would accomplish
at least two goals. One, It would enable the numbering system to be tied to the
definition of Family as developed by C.S.A., and two, it could then be coordinated
through C.S.A. with the other needs of the department. One of the prime needs
that immediately comes to mind is with the F.A.P. system that is currently
being developed. As you know they are working on a means of identifying in-
dividuals, although for service purposes there seems to be a need to identify the
family.

A brief review of some tasks involved, in not only agreeing upon a common
numbering system for use by all Departments of H.E.W., but for actually planning
implementation, is in order. A few of the tasks are:

Determine the Agencies needs for family and individual identification, both
at the State and Federal level.

Evaluate the present systems to determine any commonality between systems
in use by all agencies.

Evaluate the environment of staff, administrators, and legal advisors in 'the
locality affected.

Determine the actual implementation problems at Federal and State level. This
could be affected by local conditions such as type of administration (local or
state), training requirements, equipment presently used, availability of man-
power and time.

Determine the mechanics of actually converting existing systems to a Federally
assigned number.

Determine the role of the Social Security Administration and the Individual
Identification Number as promulgated by the National Bureau of Standards.

Because of the widespread and urgent interest in this problem we would like
the opportunity of an early meeting to discuss this proposal with you.

Very truly yours,
ARTHUR YOUNG & CO.

EXHIBIT 1

C.A.S.S. NUMBERING SYSTEM'

CONSTRUCTION OF CASE NUMBER

XXXXXX 6 Digits comprise the Family Unit Number.
YY 2 Digits comprise the Family Member Number.

XXXXXX-YY 8 Digits comprise the Case Number.
Example: 123456-01-This 8 digit number is the Case Number for the "Legal

Male Head" of Family Unit 123456. 01 is always the Legal Male Head as defined
below:

1 Not proposed as the National Welfare Numbering Concept.
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00--Conceptually the "family" is considered an individual with certain
characteristics.

01-Always the Legal Male Head of the family.
02-Always the Legal Female Head of the family.
03-Reserved for future use.
11-Oldest Child in family.
12-Second oldest child in family.
Continue in sequence for other children.
To illustrate the use of the CASS Numbering System consider a female child

in one family who marries, divorces and then remarries. The record of her Case
history could be shown as follows:

Year Present Previous

1969 ...... ........ 1 23456-02 432561-02 Duringthe year 1969 she divorced, remarried, and received present
case No. 123456-02.

1968 .. ............ 432561-02 354260-11 During the year 1968 she married and became the legal female
head of family 432561.

1967 .................. 354260-11 .......... In 1967 she was the oldest child in case 354260, with no previous
case number.

NOTE.-Exact dates are kept to show when the changes took place and could be retrieved if necessary.

EXHIIBIT 2'

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
SOCIAL AND REHABILITATION SERVICE,

COMMUNITY SERVICES ADMINISTRATION,
March 25, 1971.

Subject SSA # for Welfare.
To: Stephen P. Simonds, Commissioner.

SiVE: Netting it out, here are the pros and cons of using SSA # for Welfare.

PROS
1. It is an easily derived number
2. It can be checked for validity through existing SSA procedures
3. A number can be acquired within about 10 days for those not having one
4. Reporting to I.R.S. is by SSA #
5. Reporting to Unemployment Is by SSA #
6. Reporting to DOL (WIN) is by SSA #

Accounting procedures for welfare could be tied into these reporting systems
7. Information from different agencies, related to the same family, could be

more easily kept track of
8. Reports sent to NCSS for use of HEW would reflect unduplicated counts,

if properly implemented.
9. For proper evaluation and accountability throughout HEW it seems nec-

essary to use a common account number for one family.
10. If necessary, information could be exchanged between agencies using

the SSA # for the link
CONS

1. A client could probably go to court and obtain an injunction against the
use of SSA # for keeping track of their records. The answer to this to to im-
mediately come out with a position paper on control and access to informa-
tion (as Secretary Richardson suggested).

2. The most obvious concern is the one of invasion of privacy The answer
to this to immediately come out with a position paper on control and access
to information (as Secretary Richardson suggested).

3. Clients are not apt to have their SSA # readily available to them. This Is
the same problem States encounter with Medical numbers and have resolved this
problem to the benefit of the Clients.

Fankly, thinking this problem through as best I can, it is difficult for me to
arrive at any valid opposition to the use of SSA # for the derivation of
Family Unit number.

EDWIN T. DIMBLE,
Gowutsltant/SA.

I Excerpts from Lowler paper.
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Senator TALMADGE. The final witness is Mr. James H. Heller, Chair-
man of the American Civil Liberties Union.

STATEMENT OF JAMES H. HELLER, CHAIRMAN, AMERICAN CIVIL
LIBERTIES UNION

Mr. HErLER. Mr. Chairman and-members of the committee, I thank
you very much for the opportunity to testify today. I will try to see
tbat you don't end with a total whimper here instead of a bang in
my testimony. I will not read my statement in full. I simply-

Senator TLMADGF. It will be inserted in full in the record and if
you would summarize it we would appreciate it.

Mfr. HFLLER. I appreciate that.
As I indicated in the beginning of the prepared statement we have

four basic foci of concern with this bill. The first one is the area of
rivacy. You just were talking about that with the last witness. I
ind of fear that the complexity of computer terminals and systems

for relating data in this world is too great for anything that this com-
mittee can do in the language, of the law except sternly, I think, and
we have urged this strictly to enjoin upon the administrators of this
law or any other welfare law or any other general Federal benefit law
that the information received should be the minimum necessary and
should be only used for the purposes of that law. Whether a social
security number is used, a tax reporting number or a new identifica-
tion system, undoubtedly there will be ingenuity and machinery to
relate it to other information in the Federal, local, and State data
banks, but the problem, and the problem we have encountered with
FBI files as well, is somebody must enjoin the administrators of the
Federal act to keep the information to themselves and use it only
when it should be used for that program. They didn't get it for any
other purpose and it should not be used for any other purpose.

Privacy is an essential matter here. Many of the other civil liberties
problems in this bill, H.R. 1, as we see them, can be resolved as a mat-
ter of fact. The Ribicoff amendments, the Harris substitute, the Mc-
Govern substitute, on civil liberties grounds are all infinitely prefer-
able on the points that we make in this statement. Moreover, if they
are not resolved, we can anticipate that in many respects the courts
will resolve them in a way that they must be resolved as a matter of
fairness and dignity to the individuals under this program.

Privacy, however, is a matter which this committee must take up
because this is an area in which Congress must dictate to the adminis-
trative branch of the Government what is required for human decency
and for that area of all our lives that we want to keep to ourselves or at
least as much to ourselves as we can.

I think really this is the most important single thing that must be
put in this law by this committee before it goes out to the Senate
floor. The Senate has always had a great sensitivity to civil liberties.

One of the other areas we have talked about is procedural fairness
and we particularly talked about a right to a hearing before welfare
cutoff exactly as the Supreme Court indicated in Goldberg v. Kelly.
I recall when the Senate debated the Civil Rights Act of 1964, title
VI, the funds cutoff for federally assisted programs, was the focus



2377

of concern. There were lengthy concerns, days, weeks, months about
prior hearings and the rationale, north, south, east, and west requiring
heaiih-gs f cutting off funds that those programs all have benefici-
aries behind the agencies who immediately receive the money. It can't
be that in welfare this committee or the Congress means not to insure
explicitly that there will be a prior hearing, a prior hearing held
promptly, with reasonable opportunities for the receipient to prepare,
but certainly a prior hearing before there is a fund cutoff. There
won't be any departure from the traditions that the Senate has upheld
on that point, I hope.

There are arbitrary standards in this bill. They, too, suffer by coin-
parison with the Harris and McGovern and even the Ribicoff bill,
standards which don't allow people to question the suitability of work
even though it may really be injurious to their health. Standards 'which
don't allow parents to question whether their children are getting ade-
quate day care even though that is also essential decency and in effect,
peonage of children if it is terrible care, and even though as a matter
of fact this is a bill designed to increase parental responsibilities and
produce new generations of people who will be better off than their
parents.

We must again, I think, give consideration to dignity and decency
throughout the bill.

There are some lesser provisions we object to, such as reintroduc-
tion of a minor version of the man-in-the-house rule, the responsibility
of a spouse of a parent to contribute his income to the family-in which
he is only a step parent, whereas he may have another family for
which he is really legally responsible.

Running all through this, aside from dignity, I think is the ques-
tion of equal protection under the law. All of us do apply for Federal
benefits. Ve all expect to be treated fairly and to have the minimum
rules and requirements imposed upon us for reporting or divulging
our private lives. We all expect to have fair warning of the changes

_in the rules. We all expect to have standards that don't assume some-
thing that is not true, such as that black is white and white is black.
There are provisions in this bill we havee outlined, and others have too,
which really don't meet those standards and they raise, therefore, a
question of equal protection of the laws.

The Washington Post, if I may say so, had a very interesting edi-
torial this morning in which they said a few -nolicemen in the District

0 U-MfCoiumbih-police force-and I am from thie District of Columbia,
I am the Civil Liberties chairman for this area-a few policemen
have been accused of misconduct, there have been rumors of a few
more. Everybody has said it is a few. We have a 5,000 man police
force and nobody thinks that the police force is calumnified by this or
is all suffering from the same shabby standard that a few might. That
must be true as well of welfare recipients, the least privileged people
in our society. This bill, 1 think, must recognize that basic truth.

Thank you very much for hearing me.
(The preparedstatement of Mr. Heller follows. Hearing continues

on p. 2382.)

PREPARED STATEMENT OF JAMES IH. HELLER ON BEHALF OF THE AMERICAN CIVIL
LmEn ~s UN ION

Mr. Chairman, members of the Committee, my name Is James H. Heller. I
appear here today on behalf of the American Civil Liberties Union to express
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Its views on the civil liberties aspects of H.R. 1 and the other proposals being
considered by your Committee for major revision of our welfare programs.

Our concern with such legislation has always had certain focal points. These
are: protection of the rights of privacy of those assisted under such programs;
the use of standards which are free from arbitrariness; procedural fairness and
use of standards which do not penalize or inhibit the right of our citizens to
travel freely and live where they wish.

It goes without saying that personal dignity should be an essential underlying
consideration in the drafting of legislation such as this. As the Board of Di-
rectors of the ACLU stated in 1969, "To be poor is tragedy enough. To be forced
to forego elementary rights of privacy and decency in order to obtain financial
assistance is improper and violates the fundamental precepts of a democratic
society."

There is a related consideration which has practical as well as legal and phil-
osophical importance, as is commonly true of civil liberties matters. Our papers
and airways have been filled recently with indignant comments about "Wel-
fare chiselers" and people "feeding at the trough" of government assistance.
But if we truly expect assistance recipients to benefit from these programs
and to achieve insofar as possible, economic independence, the programs them-
selves must accord them a full measure of dignity and fairness. Regrettably,
there are features of the H.R. 1 now before this Committee which do not meet
this standard and are, to that extent, likely to be self-defeating causes of just
resentment on the part of those to whom they would apply.

In 1969, the Supreme Court ruled In Goldberg v. Kelly, 397 U.S. 54 (1969),
that it was unconstitutional to deny an individual welfare benefits he or she has
been receiving before giving that individual a hearing, whereas in other situa-
tions a hearing after the adverse determination might be permissible. In reaching
this decision, the Court highlighted the essence of the problem when it pointed
out that for welfare recipients those benefits are "the very means by which to
live." As the Court said, a welfare recipient "lacks independent resources, his
situation becomes immediately desperate. His need to concentrate upon finding
the means for daily subsistence, in turn, adversely affects his ability to seek
redress from the welfare bureaucracy."

A person in such straits is not likely to measure up to high preachments about
self-reliance and "turning square corners." Therefore, as a practical matter as
well as a matter of basic respect for civil liberties, it behooves the Congress to
"turn square corners" in this bill by framing legislation which embodies fairness
at every turn.

It is in this context that we have the following comments to make on the
principal welfare reform proposals before the Committee. We have concentrated
on H.R. 1 as the basic proposal before you. However, we urge the Committee to
examine, for solutions to the problems which concern us, alternative measures
before you, particularly those principally sponsored by Senators Harris (S. 2747),
and McGovern (S. 2372), and, to a substantial degree the Amendment offered by
Senator Ribicoff (Amendment 559 to H.R. 1).

PRIVACY

We are all concerned with the growing web of information requirements and
central data banks which threaten to denude Americans of what many think to
be our most precious right of all, fundamental privacy vis-a-vis other citizens
and the government. No class of persons is more threatened by this growing
phenomenon than those enrolled in public assistance programs. Certain unde-
sirable welfare practices are more easily corrected than others. Welfare recipi-
ents may protest the midnight Investigation, the arbitrariness of the "man-in-
the-house" rule, or the arbitrary cut-off and hearing procedures. They are less
likely to fell themselves enabled to protest the information requirements on ap-
plication forms or interview forms which they must fill out in the first instance
even to gain eligibility. Yet the privacy of these individuals is often most egre-
giously infringed at this point.

Proponents of welfare reform have long urged that welfare applicants simply
be required to fill out forms without having to agree to home visits and other
intrusive forms of investigation not inflicted on other applicants for government
benefits. Yet, the House Ways and Means Committee, in its report accompany-
Ing H.R. 1 (House Report No. 92-231, page 161) underscored its determination
that, "there will be no simple declaration process" for establishing eligibility.
There is no reason why that should be so. The risk of fraud, which can be the
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only Justification for which a rule, is just not so great a risk, since the backing
for a declaration procedure is the threat of prosecution for giving false infor-
mation. There cannot be a more meaningful threat. It might be pointed out that
in the District of Columbia we now use a very simple declaration process for
registration to vote even though voting is a precious right and over the years
voting frauds have rivaled welfare frauds in the political life of this country.

But if more than a declaration procedure is to be employed, the Congress
should at the very least require expressly that it be as simple and as spare as
possible, with the least possible intrusions on individual privacy.

Beyond that,.there should be statutory protection of the confidentiality of the
information received. This includes not merely divulgence to persons outside the
government, but divulgence to other public officials and agencies of the govern-
ment. There should be a flat prohibition on the use of such information for any
purpose not related to the administration of the welfare program itself or to the
basic statistical needs of the government. Such a prohibition should include,
above all, law enforcement programs not related to the welfare program.

The opportunities for wrongful divulgence of information through mismated
computer terminals and other abuses are so complex and manifold that it may
well be impossible to legislate against them in specific terms. That is why we
suggest a flat prohibition with the exceptions noted and urge the Congress to
maintain a continuing watch over this problem, as Senator Ervin's Subcom-
mittee on Constitutional Rights has attempted to do in the area of government
employment and in other areas where the potential for misuse of data to strip
citizens of their privacy has become most pronounced.

The problem of privacy will .be escaluated when the welfare program is fed-
eralized because the body of personal Information will be centralized. We are
dealing here with a genie that, once out of the bottle, will be almost impossible
to stuff back in. There is not a person in this country who does not have to
register for some governmental benefit or requirement. All of us have the right
to expect that -the information which -we provide in registering will be confined
to the uses for which It was required in the first place. Welfare recipients ought
to have that protection as well. Our experience in these problems leads us
reluctantly to the conclusion that If Congress itself does not spell out standards
in this enabling statute, the necessary sensitivity to privacy simply will not
exist,

Both S. 2747 and S. 2372 address themselves to the question of privacy in a
constructive and laudable manner. Both bills provide that "all records kept by
the Secretary shall remain strictly confidential and may be used only by the
Secretary to effectuate and enforce the provisions of this Act," with the excep-
tion that the enrollee is guaranteed the right to examine his own file. See Sec-
tion 2006(c) (10) of S. 2747 and Section 11(J) of S. 2372. Moreover, those pro-
posals command the Secretary to use simple and understandable enrollment
forms. S. 2747 further stipulates that, "Information required must be reason-
able and necessary and must not violate the right of -privacy of the claimant or
of any member of his [family] unit" Section 2006(e) (1). Provisions such as
these should be included in any measure reported out by the Committee.

Certain provisions of H.R. 1 do not meet the test of substantive fairness re-
quired by our constitutional guarantee of due process of law. That is, they
incorporate standards or presumptions which are arbitrary in many foresee-
able applications. The problem is aggravated because some of these provisions
either do not provide, or unduly restrict, an administrative remedy for the victims
of such arbitrariness.

It may well be tat the courts would themselves invalidate such standards and
would in any case provide a remedy if Congress did not. But this means of
resolving statutory deficiencies is itself unfair for obvious reasons. First of all,
by its very nature, a law applying to million of persons unable to afford the
necessities of life, much less legal representation, ought to be drafted with
special attention to clarity and fairness of standards. Moreover, to the extent
that standards have the potential to be unfair or arbitrary in specific situations,
the law itself ought to provide the remedy, so resort to the courts is not neces-
sary. If courts must intervene, they are likely to interfere with orderly admini-
stration and the remedy they provide is likely to come too late for many who
need it. It is far better to minimize the need for their intervention.

The two most serious examples of arbitrariness occur in Sections 2111(c) and
2112 Of H.R. 1. The first provision sharply limits the ability of persons who are
required to register for work or work training to question the suitability of
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employment offered to them. The second provision completely fails to provide any
opportunity for a working parent to question the adequacy of care for his or
her children.

Section 2111(c) gives added offense because, as the Committee knows, it
provides a minimum wage standard for private employment which is only four-
fifths of the current Federal minimum wage. Thus a registrant for employment
may be required to accept work at substantially lower pay than any other person
doing similar work whose wages and hours are regulated by Federal law. The
wages may even be lower than those paid the person next to him in line at the
registration office who was sent to work for a public agency at the legal
minimum wage.

Section 2111(c) takes no account of the possibility that the work assigned
to a registrant may be totally unsuitable for him or even dangerous to his well-
being. We believe that a court would hold this requirement tantamount to peonage
in some situations. But we really seriously question whether Congress wishes to
enact a standard Which entrusts such matters to unfettered administrative dis-
cretion. It should be noted too that Section 2114 Of H.R. 1 does not provide for
any consultation with the enrollee in developing his "employability plan."

Of the four major proposals to which we have referred, H.R. 1 is by far the
most limited in its provision of opportunity to challenge the suitability of work
or training offered to an enrollee. Indeed, the McGovern bill does not even con-
tain an involuntary work requirement. Both the Harris and Ribicoff proposals
contain important and detailed safeguards in the form of requirements imposed
upon the Secretary of Labor in selecting suitable work and "good cause" reasons
for an enrollee to refuse to accept work as unsuitable. Sections 2111 and 2114
of the Ribicoff proposal and Section 2008 of the Harris bill contain the type of
protection that ought to be made a part of any work requirement approved by
the Committee. Those proposals likewise command that at least current Federal
minimum wage shall be paid for all such work.

The other key example of arbitrariness concerns child care. We do not under-
stand how Congress could even contemplate forcing a parent to put his or her
children into the care of another person without, providing an opportunity to
question the suitability and quality of that care. Oil the most minimal level that
would be inexplicable in terms of the desire to encourage better parental re-
sponsibility. There is growing awareness that all across the country there are fos-
ter homes and day care institutions which indeed are totally unfit to assume
responsibility for children. Moreover, there are children with special problems
that can only be dealt with by people having special training. We simply assume
that the Secretary of HEW and his subordinates will be able to deal with these
problems so well that there need be no opportunity to question their Judgment
in individual cases. No concerned parent would agree to commit his or her chil-
dren to the care of others on such a basis.

The provisions of the Harris and Ribicoff proposals cited above include in-
adequacy of day care arrangements as one of the "good cause" bases for refusal
to accept offered work. As pointed out, the McGovern measure avoids these diffi-
cult civil liberties questions altogether by providing that there shall be no in-
voluntary work requirement.

H.R. 1 appears to be filled with provisions which have the effect of penalizing
those who need assistance the most. Section 2155(d) of H.R. 1, for example, rep-
resents a modest, but nonetheless disheartening, reintroduction of the man-In-the-
house rule. It provides that the income of a stepfather or stepmother is deemed
to be available to the other members of the family. Obviously, however, the step-
parent may have primary legal responsibility to others and therefore may be
put in a vise between two conflicting legal requirements. The real victims will be
the current spouse and his or her children, who are presumed to have available
to them income which is not in fact available because it is committed elsewhere.
The. three alternative measures offered by Senators Harris, Ribicoff and Mc-
Govern avoid this problem completely by stipulating that the income of a family
member shall not be deemed to be available to a family unless that person has an
obligation of support under the law of the state in which the family resides.

Another instance in which H.R. 1 appears to penalize dependents for the de-
linquencies of parents is Section 2171(e) (2), tlder which benefits may be cut
off to the entire family because of failure of a rent to submit a timely report
on benefits received during the previous calendar quarter. Also, Section 2171 (a)
(2) (0) permits the denial of -benefits to any family because of failure to register
for employment or accept employment or training or other rehabilitation serv-
ices; but at least that provision authorizes the Secretary to continue such bene-
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fits in his discretion. By contrast, Section 2171(e) (2) appears to give the Sec-
retary no such discretion. Similarly, Section 2152(g) (1) cuts off benefits to a
whole family because one member refuse to accept offered (but possibly un-
suitable) employment In general, we question in any case those provisions of
the law which penalize dependents for the sins of omission of their parents or
guardians.

PROCEDURAL FAIRNESS

It has been pointed out above that some of the basic requirements which H.R. 1
would impose on welare recipients are not subject to administrative challenge
or hearing at all. In those cases, there is a total lack of procedural fairness.

There are two features of Section 2171(c) which severely limit the fairness of
even those hearings which are provided for in the bill. In light of Goldberg v.
Kelly, it should certainly be made explicit that a hearing must be held prior to
the cut-off of welfare assistance. Perhaps the House Ways and Means Com-
mittee may have assumed that this and other basic procedural requirements for
such hearings would be incorporated as part of general standards of administra-
tive due process or pursuant to the requirements of the Administrative Procedure
Act. But whether welfare is administered by Federal, State or local officials,
it will inevitably be in the hands of thousands of different persons before whom
Innumerable hearings will be held. The basic standards governing those hearings
ought to be clear, full, and fair, and they should be written out in the governing
statute.

Section 2171(c) (3) also provides a standard of judicial review which purports
to cut off all such review of administrative fact determinations. As a part of
administrative due process or of statutory standards of review, courts have
regularly upheld the right of the judiciary to reject factual determinations
which are arbitrary and capricious or which do not have substantial evidentiary
support in the administrative record. In the main area where such judicial
review has been curtailed by Federal statute, government procurement (see 41
U.S.C. 321), the rationale has been that the further curtailment was really based
on the contract of the parties. Tbus it was reasoned that the parties had con-
tracted to limit the review of the contracting agencies in a dispute. But there
is no such contract between the welfare beneficiary and the government. Cer-
tainly the beneficiary cannot be deemed to have agreed, or be required, to accept
an arbitrary factual determination cutting off his or her basic subsistence.

Section 2171(a) (2) (0) provides no hearing in a case where the Secretary
decides to pay benefits to a person outside of the family because of asserted
failure of a member of the family to register for or accept work or training
under Section 2111. By contrast with Subsection (A) of Section 2171(a) (2),
which provides for a hearing if payments are made to a third party because of
asserted inability of the family member to manage his funds, Subsection (C)
appears to contemplate no such hearing. Moreover, because it refers back to
Section 2111 which, as we have observed, narrowly limits challenges to the
suitability of offered training or employment, Subsection (C) incorporates that
arbitrary standard by indirection. We believe Section 2171 should be amended
to remedy these deficiencies.

In these procedural areas, the Harris and McGovern proposals are notably
more explicit and more protective of the liberties of those subject to the program.
See Section 2006(c) of S. 2747 and Section 11 of S. 2372. In addition to providing
for administrative hearings prior to cut-off of benefits, both bills specify that
decisions in the first instance shall be subject to further administrative review
and "shall be fully reviewable" in the Federal courts. We understand this
language to rebut any claim that administrative fact determinations are binding
upon the courts, no matter how arbitrary or capricious they may be.

In general, both the Harris and McGovern proopsals show a greater concern
for procedural safeguards, including provisions for the payment of hearing
and litigation expenses where the assistance beneficiaries are unable to meet
those expenses-as will commonly be the case. The Harris bill also provides a
fuller measure of procedural protections, and a more limited basis, for making
welfare payments to third parties in lieu of the eligibles themselves. The Me-
Govern bill does not provide for third-party payments at all.

An important procedural protection which is expressly incorporated In the
Harris and McGorern bills and has no counterpart in either H.R. 1 or the
Ribicoff amendment Is an express requirement of notice and public hearing prior
to change In rules and regulations. Moreover, notice must be given directly to
groups certified and registered as organizational representatives of assistance
recipients, and periodically the Secretary must give direct written notice to all
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assistance recipients of the current requirements and rules of the program.
These are obviously important protections under a law which affects millions
of persons who suffer from educational as well as financial disadvantages and
who confront nearly Insuperable problems in learning about day-to.day changes
in administrative requirements. H.R. 1 contains another cut-off provision which
could have drastic consequences on affected individuals. Section 2175 permits
the Federal government to withhold unilaterally any payments due under other
provisions of law (e.g. veterans benefits) from a person who is alleged to have
deserted or abandoned his spouse or his children who continue to receive gov-
ernment welfare benefits.

The Ribicoff amendment contains the same offset provision. The Harris and
McGovern bills do not. This provision for unilateral offset and withholding with-
out a prior hearing could be cruelly unfair. Again, we refer the Committee to
the sound premise of Goldbcrg v. Kelly, supra-that the Constitution does not
permit welfare recipients tN be deprived of their benefits without a prior hearing,
because they have no alternative resources to support themselves while the argu-
inent goes on. Section 2175 ignores that principle.

BASIC FREEDOM OF .MOVENMET

Two features of H.R. 1 affect the basic liberty of Americans to move freely
within this country. One of these, Section 2156(c), permits states to imlose a
residency requirement of up to one year for supplemental state benefits. This Is
contrary to Shapiro v. Thompson, 394 U.S. 618. the Supreme Court's 190J9 decision,
and to the recent action of the Court in summarily affirming two lower court
decisions striking down residency requirements. 117yman v. Lopcf', No. 71-620 and
Dunn v. Rivcra, No. 71-679. 40 Law Week 3346 (January 25, 1972). No similar
provision in the Harris, Rlbicoff or McGovern proposals appears.

Section 2170 would enact a sort of Federal criminal non-support law, based on
interstate flight to avoid the duty of support. We believe this to be an unneces-
sary and needlessly stringent provision. We are not aware of any lack of coopera-
tion among the states in dealing with serious cases of interstate flight to avoid
the duty of child or spouse support. Moreover, we believe civil remedies have
proved both fairer and more effective to deal with this type of problem. We would
regret exceedingly any attempt to impose a Federal panel requirement to deal
with a problem of this sort. While the Ribicoff amendment preserves this bad
feature of H.R. 1, the Harris and McGovern bills contain no criminal penalties,
but make the deserting parent severely liable to the Federal government for
support and maintenance which the government provides to his or her depend-
ents.

CONCLUSION

Running through all these civil liberties problems in H.R. 1 is an underlying
question of equal protection of the laws. This constitutional guarantee simply
does not permit the Congress to legislate different standards for the poor anl
needy than those applied to the vast majority of our citizens in their dealings
with the government. As has been pointed out above, there is not a person in this
country who does not at one time or another have to register with ihe govern-
mient either to receive benefits or to satisfy some information or licensing require-
Inent. On the whole, because we see ourselves in the same situations, we have
insisted that these requirements be fair and impose the least burden necessary
on the citizen. Moreover, where the generality of standards has created the threat
or -arbitrariness in specific situations, we have insisted upon the fairest of admin-
istrative procedures and remedies.

The provisions of H.R. 1 simply do not measure up to this standard. There is an
implication that this law is addressed to a suspect class of people who must be
dealt with more harshly. Such underlying assumptions must be laid to rest
before real progress in welfare reform which takes account of human dignity
can be made. We urge this Committee and the Congress to correct these civil
liberties dangers so that the legislative effort in this area will be directed solely
toward the betterment of the lives of so many of our citizens.

Senator TALMADOE. Thank you for appearing.
Any questions? If not we will stand in recess until 10 o'clock Mon-

day morning.
(Whereupon, at 12:50 p.m., the committee was adjourned until Mon-

day, February 7, 1972, at 10 a.m.)
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MONDAY, FEBRUARY 7, 1972

U.S. SENATE,

Co. [m1IrEE ON FINANCE,
Wa8hington, D.C.

The committee inet, pursuant to recess, at 10 o'clock a.m., in room
2221, INTew Senate Office Building, Senator Russell B. Long (chair-
man) presiding.

Present: Senators Long, Anderson, Talmadge, Ribicoff, Byrd of
Virginia, Nelson, Bennett, Curtis, Jordan of Idaho, Fannin, and
Hansen.

The CIIAIRMAX. The committee will come to order.
The first witness this morning will be Dr. Hollis S. Ingraham, pres-

ident of the Association of State and Territorial Health Officers.
We are pleased to have you, Doctor.
Dr. INOGiAII-M. Senator Long-
The CHAIR3MAX. We have your statement here which we will print,

and I suggest that you summarize it.

STATEMENT OF HOLLIS S. INGRAHAM, M.D., PRESIDENT, ASSOCIA-
TION OF STATE AND TERRITORIAL HEALTH OFFICERS

Dr. IXNGRAIIAM. Senator Long and members of the committee. I ap-
preciate very much the opportunity of being here and I shall read
simple excerpts from the testimony that I have submitted.

The association, in general, strongly favors the thrust of the legis-
lation but does wish to comment on certain aspects of the medical care
provisions.

For example, H.R. 1 demands a reduction in the Federal medicaid
reimbursement rate by one-third after the first 60 days of general
hospital or skilled nursing home care unless the State establishes that
it has an effective utilization review program. We certainly agree
that this is good, but we do think that the very tight means of es-
tablishing utilization review is, as spelled out in the statute, un-
necessary.

The association agrees that periodic utilization and medical review
of hospital and long-termi care are essential, but we do not agree
that the specific means of accomplishing these prattles should-be
spelled out. We do believe that the individual States should be per-
mnitted to experiment with innovative utilization and medical review
programs best suited to their unique situations, such as selected sam-
pling on a significant percentage of medicaid cases.

In New York State, to cite an example, there are now more than
43,000 medicaid patients in more than 630 skilled nursing homes, all
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of whom, under this section of H.R. 1 and under existing medicaid
rules, must be individually screened annually. Moreover, under H.R.
10604, which became law 2 months ago, more than 24,000 medicaid
patients in intermediate care facilities were added to the caseload which
must be individually reviewed in this cumbersome manner. At a time
when there are pressing shortages in virtually all medical manpower
disciplines, we question whether the cost of this bed-by-bed review
approach is the wisest use of medicaid program funds.

We further believe that the categorical restrictions placed on mental
hospital inpatient care under this section of H.R. 1 are unduly strin-
gent. To reduce Federal medicaid reimbursement by one-third after
90 days and to cut off any degree of Federal aid after 365 days of care
in a lifetime will inveitably lead to serious hardship for families of
the long-term mentally ill who cannot qualify for other forms of pub-
lic assistance.

Our second question relates to another feature of section 207, the pro-
vision that the Secretary of Health, Education, and Welfare is to com-
pute a reasonable cost aifferential for reimbursement between skilled
nursing homes and intermediate care facilities. We believe this is at
odds with the thrust of H.R. 1 toward permitting States a greater
latitude in setting medicaid institutional policy.

New York and many other States have pioneered the area of costing
and we are loath to see this erosion of prerogatives. We believe that
only the individual State is in a position to judge purely local economic,
social, and geographic factors which combine to dictate the optimum
reimbursement patterns for the available mix of acute and long-term
care facilities.

We believe that this provision would deny the States one of the tools
most essential to helping them shape the development of their health
care systems.

In any event, we do think that it should be amended at least to spe-
cifically key the determination of this differential to include both op-
erating and capital costs. If this is not done the capital construction
and improvement loan programs operated by New York and other
States will be sharply handicapped.

For instance, intermediate care facilities seeking to provide new or
improved patient care facilities will be, in effect, penalized for their
efforts.

Finally, it should be clearly stated in this section of H.R. I that
however the differential may be established, the process will take into
account regional variations in long-term care facility operating costs.

Now, our third suggestion 'has to do with section 225 of H.R. 1 which
establishes certain limits on payments for skilled nursing homes and
intermediate care facilities. Here, H.R. 1 would limit the average per
diem costs for these categories of care countable for Federal financial
participation to 105 percent of such costs for the same quarter of the
preceding year.

As you know, the health care system is subject to national and re-
gional inflationary pressure beyond its control but unlike most other
industries, however, health care is subject also to a unique kind of
inflation, one dictated in part by revolutionary and costly advances in
technology which in turn engender new Federal and State rules aimed
at insuring that all health care facilities offer the best possible care.
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Because of this phenomenon, controlling the health care industry's
inflationary spiral is a most delicate process requiring great flexibil-
ity and full understanding of the medical, economic, and social forces.

In New York State where we pioneered in health care cost control
and in an increasing number of other States where cost control is al-
ready proving successful, we have seen progress only because we have
maintained a delicate balance between the encouragement of better
quality care and the moderation of costs of that care. Therefore, we
strongly urge amendments to the present form of H.R. 1 which would
specifically deal with these issues:

First, nonoperational costs: If capital construction or improvement
costs are to be calculated into that 5-percent ceiling, the impact on
nursing homes and intermediate care facilities throughout the Nation
wouldbe catastrophic. Facilities wishing to construct new structures
or to renovate existing plants would be effectively barred from doing
so. Moreover, States such as New York which have developed health
facility loan programs would see their efforts to upgrade health care
virtually killed. A flat 5-percent ceiling would have this impact simply
because the cost of amortizing construction and mortgage costs in to-
day's economy can constitute from 10 to 20 percent of the per diem rate
in a long-term care facility.

Second, concerning employee wages, H.R. 1, as presently constituted
excludes only those salary increases mandated under Federal mini-
mum wage legislation from the 105 percent calculation. But in New
York and many other States minimum wages well above the Federal
standard have been established and are periodically raised. Moreover,
many States are in the midst of a period of rapid upward adjustment
in health care industry wages. Labor contracts are being signed which
are fast propelling hospital and long-term care salaries up to and be-
yond the general wage levels of other industries. This adjustment is
ong overdue but it is costing, in many cases, far more than would be

permissible under a flat 5-percent inflation ceiling.
Third, improvements in care: A 5-percent limitation on increased

costs would also seriously jeopardize continuing improvements in the
quality of long-term care which flow from changes in State health
care codes and in Federal medicare and medicaid regulations. If the
added costs necessitated by essential regulations are to be calculated
into that 5 percent limit without exception, many long-term care fa-
cilities will be forced out of the medicaid program.

Our fourth principal area of concern relates to section 232 of H.R. 1
which spells out the means of determination of reasonable costs of
inpatient hospital services in both the medicaid and the maternal and
child health programs.

This section provides that while States will be allowed to develop
methods and standards for reimbursing the reasonable costs of med-
icaid supported inpatient hospital services, such costs cannot exceed
medicare rates. Now medicare operates on the premise that the average
daily cost for a spell of illness is less for a medicare patient than for a
medicaid patient.

Also we 'have some questions in our statement about the--whether or
not the medicaid method of determining costs is the best one and we
believe the two should not be tied together at this time.
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That summarizes the statement I wish to present to you and I ap-
preciate very much this opportunity of appearing before you.

The CHAIRMAN. Thank you very much.
Are there any questions, gentlemen?
Senator RIBICOFF. I have one, Mr. Chairman.
I am wondering, Dr. Ingraham, at present there are three different

HEW agencies involving the standard setting and standards of care
for medicare and medicaid. Does this pose any problem for the State
having three agencies telling you what you ought to be doing?

Dr. IxGRTA t. Yes; it does. They frequently are contradictory and
it does make much greater effort, of course, from our point of view. My
association believes that there is a tremendous necessity for combining
health agencies in Washington. As a matter of fact, we have proposed
that there should be one Department of Health and somewhat face-
tiously I said it should have just one telephone number precisely for
this reason, so that the States would know with whom they must deal
and would have uniform regulations and interpretations of regula-
tions.

Senator RInlcoFF. In other words, the Medical Services Administra-
tion, the Community Health Services, the Bureau of Health Insur-
ance-ought to be consolidated at least under the Assistant Secretary
of Health so there would be one directive going out to the States in-
stead of having three contradictory ones?

Dr. INORAXIA. It would be very helpful, sir.
Senator RiBiCOr-. That is all, Mir. Chairman.
The ChAIRSMAN. Any further questions, gentlemen?
Thank you very much, Dr. Ingraham.
Dr. INGRAIIAX. Thank you, sir.
(The prepared statement of Dr. Ingraham follows:)

PREPARED STATEMENT OF HOLLIS S. INORAHAl., M.D.

SUMMARY

1. The Association of State and Territorial Health Officers supports welfare
reform provisions of H.R. 1.

2. The Association endorses H.R. 1 provisions which would provide economic
and administrative incentives for individual states to improve the quality and
availability of health care.

3. The Association urges amendments to strengthen individual states' involve-
ment In administering health care components of H.R. 1 as follows:

A. Permit individual states to determine appropriate means of conducting
utilization and medical review of long-term care Title XIX (Medicaid) bene-
ficiaries (Section 207) ;

B. Permit individual states to determine appropriate Title XIX reimburse-
ment differential between skilled nursing homes and intermediate care facilities
(Section 207) ;

C. Exempt certain essential cost increases (capitalization, salary increases
and expenses mandated by Federal and state regulations) from five per cent limit
on long term care per diem rate inflation (section 225) ;

D. Permit individual states to set formulae for relating ledicald to Medicare
inpatient hospital rates (Section 232).

Mr. Chairman, members of the Committee. I am Dr. Hollis S. Ingraham. Im-
mediate past president of the Association of State and Territorial Health Officers
and Commissioner of Health of the State of New York.

The Association which was established in 1942, represents the public health
authorities of the 50 states, the District of Columbia. Guam, Puerto Rico, the
Trust Territory of the Pacific and the Virgin Islands. Prior to 1942. the leaders
of these agencies had met annually since 1902 when the Congress authorized
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the United States Surgeon General to convene meetings of state health officers.
As its name and history imply, the Association is intensely interested in any

national legislation which impinges upon the common weal of the citizen whose
good health we serve and whose best health interests we seek to represent in
Washington.

Most of the national debate over H.R. 1 has centered on the welfare reform
aspects of this historic legislation, aspects which my Association strongly sup-
ports. We believe that a Federal assumption of key public assistance responsi-
bilities would at once stabilize our welfare system and remove an increasingly
intolerable financial burden from the larger, urbanized states which now are
carrying a disproportionate share of what is, in fact, a common national problem.

However, too little of this debate has focused on a number of major changes
that enactment of this statute would wreak on the nation's health care system.
It is my purpose today to discuss briefly what some of these changes will mean
to the Individual states and to point out some provisions of this legislation
which my Association believes must be substantively amended if I.R. 1 is to
further the cause of sound, accessible health care in America.

The Association applauds the overall thrust of H.R. 1 with respect to its
health care provisions. We are particularly hopeful that this legislation, if
coupled with a sound national health insurance program, will have a significant
stabilizing effect on the revenue sources of our health care system. Such stability
would redound to the benefit of all segments of society by permitting more
rational planning for, and organization of, health care services.

We further applaud the emphasis that this legislation places on the role of
the individual states with respect to implementing many long-needed improve-
ments in the health care system, improvements which have previously been dif-
ficult, if not impossible, in some areas of the nation, largely because of uncertain
national policy and inadequate national financial support. This legislation would
make possible the extension to all areas of the country of several innovative con-
cepts already proven in New York and other major states. These include: truly
comprehensive health facility planning; the involvement of public health agencies
in actively promoting and reviewing the quality of institutional health care;
and the creation and encouragement of pre-paid preventive health care
organizations.

Armed with the incentives provided by H.R. 1, all states would be better
able to join In speeding the day when all Americans, regardless of economic
standing, will have ready access to high quality health care services whenever
and wherever they may need them-and at a price this nation can afford.

As my statement must be brief. I will confine my specific comments to four
provisions which the Association believes must be re-structured to ensure that
the administrative and financial tools provided In this legislation can be most
effectively used by the states in accomplishing the objectives of H.R. 1.

The first of our suggested amendments concerns Section 207 wherein a series
of incentives are established to encourage the states to emphasize preventive
health care under Medicaid.

While the Association strongly supports the intent embodied in these Incen-
tives, we fear that several of the disincentives provided in H.R. 1 to discourage
prolonged institutional care will, if not amended, cause major problems fof
the states.

For example, H.R. 1 demands a reduction in the Federal Medicaid reimburse-
ment rate by one-third after the first 60 days of general hospital or skilled
nursing home care unless the state establishes that it has an effective utiliza-
tion review program. At face value, this provision seems unquestionably good.
However. rather than establish the principle and permit leeway for its exe-
cution, the precise means of utilization review of nursing home services is spelled
out in the statute, to wit: each Medicaid patient must be individually reviewed
by a professional team whose members are neither directly involved with the
care of that patient nor employed by or financially interested in any skilled
nursing home.

The Association agrees that periodic utilization and medical review of hos-
pital and long term care are essential to ensuring that Medicaid services are
properly delivered. But we do not agree that the specific means of accomplish-
ing these practices should be spelled out in this detail in Federal legislation.
Rather, we believe that individual states should be permitted to experiment
with innovative utilization and medical review programs best suited to their
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unique situations such as selecting sampling on a significant percentage of Medic-
aid cases with application of modern computer technology to determine whether
the entire system is working to everyone's best advantage.

In New York State, to cite an example, there are now more than 43,000 Medic-
aid patients in more than 630 skilled nursing homes, all of whom, under this
section of H.R. I and under existing Medical rules, must be individually screened
annually. Moreover, under H.R. 10604 which became law two months ago. more
than 24,000 Medicaid patients in intermediate care facilities were added to
the caseload which must be individually reviewed in this cumbersome manner.
At a time when there are pressing shortages in virtually all medical manpower
disciplines, we question whether the cost of this bed-by-bed review approach
is the wisest use of Medicaid program funds.

We further believe that the categorical restrictions placed on mental hos-
pital inpatient care under this section of H.R. 1 are unduly stringent. To re-
duce Federal Medicaid reimbursement by one-third after 90 days. and to, cut
off any degree of Federal aid after 365 days of care in a lifetime will inevitably
lead to serious hardship for families of the long time mentally ill who can-
not qualify for other forms of public assistance.

Our second question relates to another feature of Section 207, the provision
that the Secretary of Health, Education and Welfare is to compute a reasonable
cost differential for reimbursement between skilled nursing homes and inter-
mediate care facilities.

This provision seems at direct odds with the thrust of H.R. 1 toward per-
mitting states a greater latitude in setting Medicaid institutional reimbursement
policy. Were this section consistent With thAt thrust, the states would determine
the proper differential, basing it on the econmonic realities of their own health
care system. New York and many other states have pioneered in this area and we
are loathe to see this erosion of our prerogatives. Only the individual state Is In
a position to judge purely local economic, social and geographic factors which
combine to dictate the optimum reimbursement patterns for the available mix of
acute and long term tare facilities. For the Federal governmeDt to pre-empt this
function would be to deny the states one of the tools most essential to helping
them shape the development of our health care system.

In any event, H.R. 1 should at the very least be amended to specifically key the
determination of this differential to include both operating and capital costs. If
this is not done, the capital construction and improvement loan programs operated
by New York and other states-wi-be sharply handicapped. To cite but one specific
impact of this provision if it is not amended: intermediate care facilities seeking
to provide nw or improved patient care facilities will be, in effect, penalized for
their effort.

Finally, it should be clearly stated in this section of H.R. 1 that however the
differential may be established, the process will take into account regional varia-
tions in long term care facility operating costs. This provision would be particu-
larly important to large, urbanized states where extensive rural areas surround
major urban centers.

Our third objection bas to do with section 225 of H.R. 1 which establishes cer-
tain limits on payments for skilled nursing homes and Intermediate care facilities.

Here, RH.R. 1 would limit the average per diem costs for these categories of care
countable for Federal finandcal participation to 105 per cent of such costs for the
same quarter 6fT the preceding year.

The health care system, like all other industries, is subject to national and
regional inflationary pressures beyond its control. Unlike most other industries,
however, health care is subject also to a unique kind of inflation, one dictated
in part by revolutionary-and costly--advances in technology which in turn
engender new Federal end state rules aimed at ensurini that all health care
facilities offer the beet poseble care, incorporating Innovative technology, new
classes of medical professionals, new medicines and new treatment methodologies.

Because of this phenomenon, controlling the health care industry's inflationary
Npiral Is a most delicate process equiring great flexibility and full understanding
of the medial, edonomic and seial forces working to push medical care costs up.

In New York Gtate, where we have pioneered In health care cost control, and In
an Increasing number of other states 'where oost control is already proving oue-
tssWf, we have seen progress only because we have nintained a delicate bal-
ance bdlween the encouragement of better quality care and the moderation of
costs of that care. The inflexible five per cent inflation ceiling dictated by H.R. I
could do incalculable damage to that balance.
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Therefore, we strongly urge amendments to the present form of H.R. 1 which
would specifically deal with these issues :

1. Non-operational cost.-If capital construction or improvement costs are to
be calculated into that five per cent ceiling, the impact on nursing homes and
Intermediate care facilities throughout the nation would be catastrophic. Facili-
ties wishing to construct new structures or to renovate existing plants would be
effectively barred from doing so. Moreover, states such as New York which have
developed health facility loan programs would see their efforts to upgrade
health care virtually killed. A flat five per cent ceiling would have this impact
simply because the cost of amortizing construction and mortgage costs in today's
economy can constitute from 10 to 20 er cent of the per diem rate in a long
term care facility.

All states, Including New York, bear the responsibility to ensure that all
health care facilities are professionally and structurally upgraded to meet at
least minhnum Federal and state standards. New York and many other states
have embarked on massive aid programs designed to make these improvements
possible. To underline the potential impact of a fiat five per cent inflation ceiling
on not only government but also private capitalization programs, I will detail
some of the experience New York has had over the past several years.

In 1966, when the New York State Department of Health assumed comprehen-
sive health facility "franchising" powers, we had 42,500 long term care beds In
operation, with fully half of these failing to meet current Federal and state
standards. Today, we have over 69,000 long term care beds in use, with only 11
ier cent of these under applicable standards to any substantial degree. More-
over, we have an additional 47,000 beds either under construction or planned
to be built by 1075, a number which will greatly expand our long term care
capacity and enable us to phase out existing substandard facilities over the next
several years.

Obviously, this progress in meeting New York State's long term care needs has
been costly. For the State, it has meant the commitment of almost $1 billion out
of health facility mortgage loan programs of $4.7 billions, to provide a means of
financing non-profit and public nursing homes and intermediate care facilities.
Also since 1966, private capitalization in New York State has financed hundreds
of millions of dolars of long term care facility construction and renovation.

The medical need for this massive infusion of capital is undeniable. But re-
paying that capital-a process which can be reflected in 10 to 20 per cent of a
long term care facility's per diem rate over 30 to 40 years--is unavoidable. To
deny these costs through imposition of an arbitrary per diem inflation ceiling
would yield only a short term, show-case financial saving. In the long view, such
a policy would result only in an unacceptable disservice to the medical needs of
our long term care population.

Unless H.R. I is amended specifically to exclude construction costs from that
five per cent ceiling, our health care system could face a dilemma of insoluble
proportions. Nursing homes and intermediate care facilities would have to choose
between shifting these costs to non-Medicaid patients, who comprise only 30 per
cent of some states' long term care patient populations, or eventually close their
doors to up to 70 per cent of those needing long term care.

2. Employee wages.-H.R. 1, as presently constituted, excludes only those
salary increases mandated under Federal minimum wage legislation from the
105 per cent calculation. But in New York and many other states, minimum
wages well above the Federal standard have been established and are periodically
raised. Moreover, many states are in the midst of a period of rapid upward ad.
Justment in health care Industry wages. Labor contracts are being signed which
are fast propelling hospital and long term care salaries up to and beyond the
general wage levels of other industries. This adjustment is long overdue-but it
is costing, in many cases, far more than would be permissible under a flat five
per cent inflation ceiling.

3. Improvements in care.-A five per cent limitation on increased costs would
also seriously jeopardize continuing improvements in the quality of long term
care which flow from changes in state health care codes and in Federal Medicare
and Medicaid regulations. If the added costs necessitated by essential regulations
are to be calculated into that five per cent limit without exception, many long
term care facilities will be forced out of the Medicaid program-and perhaps out
of business altogether.

Our fourth principal area of concern relates to section 232 of H.R. 1 which
spells out the means of determination of reasonable costs of inpatient hospital
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services under both the Medicaid and the Maternal and Child Health programs.
This section provides that while states will be allowed to develop methods

and standards for reimbursing the reasonable costs of Medicaid-supported in-
patient hospital services, such costs cannot exceed Medicare rates.

This provision if enacted without amendment, will generate a tremendous
accounting dilemma for all states in that It is impossible to equate Medicare and
Medicaid service costs. MedJeare operates on the premise that the average daily
cost for a spell of illness is less for a Medicare patient than for a Medicaid
patient. This disparity results from the actuarial fact that the Medicare patient,
due to age and general physical condition, is hospitalized longer for a given
illness than is his younger Medicaid counterpart.

If Medicaid rates must be equated with Medicare rates, it will be necessary
for each state to subject each individual medical service offered by each hospital
to the complex Ration of Cost to Charges (RCC) process mandated by Federal
rules. The effect of this process on this nation's more than 6,000 hospitals will be
tremendous. And particularly tragic would be the inflationary impact on services
provided to non-Medicaid-Medicare eligibles as the hospitals would be forced to
to look elsewhere to make up Medicaid deficits. Patients with indemnity-
type health insurance coverage would suffer the most as their limited health care
dollars would be eroded.

Rather than establish this impossible equation in Federal law, we strongly
urge that H.R. 1 be amended to permit the states to set their own formulae for
relating Medicaid to Medicare rates.

We in the states and territories are more than eager to work with Wash-
ington toward remedying the lingering ills of the nation's health care system. We
ask only that the Congress heed our plea and make the individual states truly
creative partners, rather than sidewalk superintendents, in this most critical
national task.

The CIIAIR-MAN. The next witness is Mr. Jeffery Cohelan, executive
director of the Group Health Association of America, Inc., accom-
panied by Dr. W. Palmer Dearing.

STATEMENT OF 3EFFERY COHELAN, EXECUTIVE DIRECTOR,
GROUP HEALTH ASSOCIATION OF AMERICA; ACCOMPANIED BY
W. PALMER DEARING, M.D., MEDICAL CONSULTANT, GHAA

Mr. CO11FLAX. Mr. Chairman, my name is Jeffery Cohelan. I am the
executive director of Group Health Association of America. GHAA
is the national association representing the major community and
consumer-oriented prepaid group practice plans in the United States
and Canada. Our affiliated plans are responsible for the health care
of 4 million people and in addition GHAA is the recipient of a Federal
grant for the purpose of organizing prepaid group practice plans in
some .33 cities over the next few years. Currently we are active in some
20 cities where our type of health maintenance organizations are in
various stages of development.

I am accompanied this morning. Mr. Chairman, by V. Palmer Dear-
ing, M.D.. medical consultant to GHAA and my immediate predeces-
sor. Dr. Dearing served as executive director for 10 years and before
that was the Deputy Surgeon General of the U.S. Public Health Serv-
ice. He is particularly qualified to speak on the subject of our interest
in this legislation.

Mr. Chairman, you mav recall that GHAA appeared before this
committee on April 25, 1971, during the hearings on various national
health insurance proposals. At that time we addressed ourselves in a
general fashion to the health maintenance organizations concept in the
context of our experience and expertise with regard to prepaid group
practice plans. We discussed, you will remember, the benefits which
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a well-structured health maintenance organization could offer as an
alternative form of health care delivery and set forth some of the dif-
ficulties and expense involved in their creation. We recommend specific
guidelines for those who seek to organize and those who seek to regulate
health maintenance organizations. We will not take the time of the
committee this morning to reiterate that testimony. We will confine
ourselves to the existing health maintenance organizations provisions
of H.R. 1. We also have some comments on catastrophic health insur-
ance and the peer review amendments in the event the committee con-
siders adding these to the bill.

Tlh hedlth maintenance organizations provisions of H.R. 1 will be
the first major legislative input into the health maintenance orga-
nizations concept and will have an important impact on the national
health policy. Thus in its work on the health maintenance organiza-
tions provisions of H.R. 1 this committee has an important opportunity
to improve the chances for financially sound and well-structured health
maintenance organizations.

Ultimately, we hope that providing medicare. benefits through pre-
payment to health maintenance organizations will result in medicare
beneficiaries constituting a substantial membership base in health
maintenance organizations.

But we do not expect any appreciable immediate increase in health
maintenance organizations membership until some time has elapsed
after the enactment and implementation of these provisions. Rather,
we think there will be a slow but steady growth of medicare bene-
ficiaries in health maintenance organizations which will somewhat
parallel the growth and acceptability of health maintenance organiza-
tions by the public as a whole. Medicare beneficiaries will be reluctant
to change traditional patterns of health care simply because an alter-
native system has been made available to them. The small number of
existinglhealth maintenance organizations in the country available for
immediate enrollment will likewise limit growth.

I turn now to catastrophic insurance, Mr. Chairman and members
of the committee, and I would like to comment on one proposal to help
solve the Nation's health care crisis which has attracted considerable
support among some segments of the health industry and public which
would seriously affect prepaid group practice plans. This is the pro-
posal to initiate a federally sponsored program of major medical or
catastrophic illness as the next step toward meeting the Nation's rec-
ognized health needs.

Group Health Association of America recognizes, expensive, long-
term illnesses. Our association would not oppose any effective measure
for dealing with this problem.

We urge this committee to recognize, however, that catastrophic
coverage is no substitute for comprehensive health coverage. More-
over. emphasis on catastrophic coverage right now would almost cer-
tainly undermine efforts long overdue and now underway to give
proper emphasis to primary care and ambulatory services. New em-
phasis on major illness would most certainly distort the allocation of
national health care resources, turning them again toward hospitaliza-
tion and other instituitonal treatment and away from prevention,
home care, and other neglected aspects of health care.
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All the catastrophic coverage proposals share the fundamental idea
that insurance should take over only after a family has paid hundreds
or even thousands of dollars for medical expenses.

Experts in health care economics who do not come from the vested
interests in the field tell us that national insurance limited to cata-
strophic coverage would accelerate the current inflation of health care
costs. Also, we have had sufficient experience in the years of medicare
to realize that providers will be motivated to raise their prices so that
a family or individual can become eligible for catastrophic benefits.
The net result would certainly be a further boost in charges for all
aspects of health.

Other testimony before this distinguished committee, notably that
of the AFL-CIO and the National Council of Senior Citizens, has
gone much more into detail with respect to the disastrous push toward
further inflation and the distortion of priorities in deployment and
use of our health resources that would result from a separate cata-
strophic illness insurance program.

If, however, catastrophic illness or major medical insurance were
to be enacted as a special benefit in whatever context, special provisions
must be made for group practice plans if they and their subscribers
are not be seriously disadvantaged and overcharged.

The comprehensive benefits of group practice plans include de facto
major medical benefits in their regular contracts. Whereas, major
medical coverage added upon typical commercial and Blue Cross-
Blue Shield contracts would cost $4 to $4.50 per month, the supplemen-
tal coverage added to a group practice plan benefit would cost in the
neighborhood of $1 to $1.50 per month. A single national premium
charging indemnity insurance rates would take about $3 per month
from the group practice plan subscribers.

Therefore, a catastrophic program based on cost reimbursement or
premium subsidy after large deductibles make the value of the cata-
strophic override worth worth much less to members of a prepaid
group practice than to other health plans. Further Lrepaid group
practice plans are built upon incentives for minimal hospitalization
and preventive health care. It would seriously diminish the effective-
ness of prepaid group practice plans in the health care market if these
differences were ignored.

In order to assure the members of our plans equitable treatment if
a catastrophic health insurance program along the lines of S. 1376 is
enacted, there should be provision for prepayment to group practice
plans on behalf of their members from the program. The prepayment
should equitably relate to payments from the program in the nonpre-
paid group practice area. This prepaid premium from the Federal
program should take into account the cost of care in the geographic
area where the plans operate. _

Furthermore, the prepaid premium should be integrated into the
regular pay structure of our plans. Such a prepaid premium under a
catastrophic health insurance program will help to preserve the equi-
table position of our members to that of members of other plans.

Prepaid group practices should not be required to cover all of the
services involved to the extent of the deductible under the catastrophic
program. This could cause diversion of the plan resources from higher
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priority services or might mean a further burden in the form of rate
increases on our members. This is especially true in the case of smaller
plans where such coverage has a greater actuarial impact.

At this point, Mr. Chairman, I submit for the record some sug-
gested language amending S. 1376 incorporating the foregoing.

I am on page 9 and I quote:
Section 2004(a) (4). In the case of an organization which provides or arranges

comprehensive health care services for a defined population, the Secretary shall
authorize per capita payments to such an organization on behalf of eligible in-
dividuals enrolled in such organizations. A combined per capita payment may be
made to such organizations for the services set forth in strbsections 2004(a) (3),
which are provided or arranged by such organizations. Such per capita payments
shall equal the average payments made on behalf of eligible individuals resid-
ing in the general geographic area served by such an organization and shall be
based upon the undertaking by such organizations or arrange services to eligible
individuals enrolled in such organizations and shall not be based upon specific
services rendered to each eligible individual.

Finally, Mr. Chairman and members of the committee, we have some
comments on the amendment introduced by Senator Bennett on Janu-
ary 25,1972, dealing with professional standards review organizations.

Our main concern with the peer review proposal from its inception
stemmed from review of prepaid group practice operations and pro-
cedures by physicians whose orientation has in the main been outside
a prepaid group practice setting. We were less concerned about the
historical antagonism of the professional societies to our system of
health delivery than we were about the lack of complete understand-
ing by most physicians of the complexities of our system.

Prepaid group practices have always had intrinsic peer review ob-
jectively rendered. It is the objectivity of peer review that has always
given us pause. We felt it would be difficult to establish by *statute a
system of peer review which m ould be free from bias and rendered
with a full understanding of our operation.

Also, Mr. Chairman, we have some concern with the authorization
and, indeed, the encouragement for PSRO's to go into the insurance
business through risk-sharing as provided in section 1170 of Senator
Bennett's amendment. This would seem to make possible a whole chain
of insuring organizations which were also carrying out PSRO func-
tions, but without any of the standards and controls so elaborately
provided for with respect to health maintenance organizations.

Also, whether or not PSRO's can also appropriately undertake risk
for the services they are supposed to monitor would seem to us
questionable.

Mr. Chairman and members of this distinguished committee, this
concludes our statement and we, of course, would be most pleased to
respond to any questions that you might have.

he CHAMMAX. Well, I am curious to know how you feel that
catastrophic insurance is going to distort the use of medical resources.
My impression is that in these catastrophic cases you either provide
the care or the person dies.

Now, the services are currently being provided. However, the fami-
lies have all theirjesources wiped out, and they are heavily in debt
for many years to come.

Now, where does that distort the use of services? The services are
being provided. It is just that the resources of the people have been
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wiped out and they are very deeply and hopelessly in debt for many
years to come.

Are you suggesting that in instances of catastrophic illness we just
let them die?

Mr. COIIELAN. No. On the contrary, Senator, as I am sure you would
recognize, we are very deeply dedicated to the idea of improvement
and expansion of our health care services in this country and to meet
some of the desperate needs that this committee is studying.

We do, however, feel that in relation to some of the things that are
going on-for example, health maintenance organizations and this
general conception which speaks to the question of providing health
care services and perhasps the use of resources more efficiently, that
to concentrate on this particular item in relation to these other things
could possibly drain away very valuable resources.

But, more importantly, we feel that if the committee is disposed to
enact such legislation, they do so with some understanding that this
should not detract from these other objectives that are contained in
the measures now before us, and that it also be recognized that it
should not be in conflict with the purposes of a health. maintenance
organization and that you recognize there is a very significant dif-
ference in the fee for service systems for health delivery and the pro-
payment system of health delivery.

TheCHAIRMAN. Of course, I am for ambulatory services, and we
will be doing more about that as time goes by. But my theory of insur-
ance is that you ought to insure yourself first from the risk that you
cannot afford to take.

Now, we care for the poor, under medicaid. We will probably
provide more care and that is going to cost a lot of money.

We are putting about another $1.5billion in this bill through medi-
care for the disabled.

Now, if you are not poor and you therefore do not qualify as a
medical indigent, you should be able to pay out, especially if you take,
as many families do,: a few months to pay for it-you might be able
to pay a $200 or $300 medical bill, but that is not what you need the
insurance for. What you need the insurance for is this type thing
which comes about once in a lifetime which can just completely wipe
out everything you have.

Senator Cu ris. Would you yield?
Does your plan take care of catastrophic cases?
Mr. COHELAN. Most of our plans provide for very comprehensive

coverage.
Dr. Dearing, would you care to comment?

* Senator Curis. I didn't mean to take his time; I just wanted to
know, do you have a ceiling or don't you?

Mr. COHxLAN. There are certainly limits, but we provide very gen-
erously in our comprehensive coverage.
- Senator CuRTs. I don't want to take the time.

Dr. DE.ARIXG. The group practice plans generally provide a great
proportion of catastrophic coverage and the figures which Mr. Cohelan
gave in his testimony of the rates are actual figures from the California
Kaiser experience, in which some of their insured groups have, by col-
lective bargaining, a catastrophic override which they are required



2395

to take and which the employer or somebody pays for; and this prices
out to about $4.50, whereas the cost of the added services to the-above
the Kaiser services is only about $1, so let's say they provide three.
quarters of what these gong catastrophic coverages now in existence
in the private market cost.

Senator CURTIS. Excuse me, Mr. Chairman. I didn't mean to
interrupt.

Mr. COIIMA.AN. Mr. Chairman, this would be the measure of the dif-
ference, in response to the Senator's question. We do cover just about
everything.

Senator Cuwris. Just about, but you don't tell your people you take
care of everything that happens?

Mr. COJIELAN. No, indeed, not quite, but we would add to that, Sena-
tor; this is the point. We would think that the catastrophic concept
should be cared for in a concept of comprehensive health care.

The C1AIRAN. Then you want me to vote for the Kennedy bill, I
take-it that is, the national health insurance bill?

Mr. COIRELAN. This is not the issue before us at this time.
There are many of our members, Senator, who are very actively in

support of it. However, that is not true of all our members. There is
a different view of that in terms of priorities in our own organization
so I am not prepared to, at this time, advise you on how we would
hope you might vote on some other issue. But I would think in respect
to the matters that are before you now, it is highly relevant to our
concerns and common interest and it has to do with the effect of any
legislation that might be drafted by this distinguished committee on
the existing health maintenance organizations arrangements or those
that are prospective, that we are setting up, and we are proposing the
health maintenance organization option subject to approval of this
committee.

If we, on the one hand, pass legislation that is going to inhibit the
development of this pattern of health care delivery it would, I think
you might agree, be a mistake or at least it should be guarded against
and we have suggested two things: We have suggested, on the one
hand, that this might distract from primary comprehensive health
matters. But if you do move in this direction, "Senator, we would hope
that you would'not inhibit the existing health maintenance organiza-
tions or those about to be formed by recognizing the difference-the
$1 to $1.50 as opposed to the $4.50.

The CHAIRMAN. That is fine. I am happy to recognize that and try
to incorporate that feature.

I have paid a lot of medical expenses in my lifetime, not only for
myself but for relatives, even to help pay a friend's medical bills
on occasion, and I am familiar with these catastrophic situations. I
have seen people who are either dear to me or dear to someone who in
turn was dear to me, have all their resources wiped out.

It is pretty disappointing for people to have everything they had,
wiped out, and that is what the insurance principle, is supposed to
protect against.

Mr. COHFLAN. Well, so far as insurance and the concept of insur-
ance, Senator, the concept as I understand it is to spread the risk;
and what we found in the health field is that this system of experience
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rating and all the rest is a combination of highly selective risks and
as a result we get all kinds of distortions in terms of this broad concept
of risk-taking.

When you look at the health care delivery system that we are
talking about, we are not delivering dollars; we contract to provide
services and this is a very important difference. We provide a set of
comprehensive health services and we do not pay out dollars. In fact,
I think the record will show that one of the great difficulties in the
health care delivery field with cost reimbursement formulas of one
sort or another is that they have been very inflationary because we
are dealing wtih dollars; we are not dealing with the offering of
services.

When you contract for one of the major programs in our country-
HIP in New York, the Kaiser Foundation Health Plan, the Group
Health Cooperative of Puget Sound which is the first one to occur
of about some 20 odd throughout the country that are of major sig-
nificance and importance-you contract for services and, of course,
what we are pointing out in reference to catastrophic is that most
members of most plans would be pretty well covered on a very serious
long-term illness.

The CHARMAN. That is in your group health plansI
Mr. COHEAN. That's right, sir, and that is the point. But if you

move into the direction of catastrophic we think it is vitally important
that you recognize that the difference between the indemnity program
and the provision of care program should be taken into account, and
that we ought to be allowed to make certain adjustments, for exam-
ple, in the form of increased benefits.

We can increase-
The CHAIPMAN. Let me ask you this: You are taking care of a great.

deal of catastrophic illness with group health, but how about the peo-
ple who are not in group health plans, aren't they in a pretty bad
situation with regard to the catastrophic illnesses?

Mr. COHELAN. Well, Senator, one of the things we perceive on the
basis of matters that am being considered at this session of Congress
is this very question. What you are discussing is the question of how
you finance medical care.

Now, to be sure, most prepaid group practice plans are available
for people of a certain level o disposable income but one of the
things that is developing in the matter that is now before you. H.R. 1,
is the question of providing an option for over 65 for a health main-
tenance organization. There is reason to believe and I think the rec-
ord will show there is great advantage and there will be savings in
costs to the Government that could flow from this. It certainly has to
be tested.

On the other hand, there is other legislation pending. The adminis-
tration, of course, has a bill before you, the Health Maintenance Orga-
nization Assistance Act. There is legislation pending in this honorable
body as well as on the other side and it is all addressing itself to the
question of the organization and the standards for a health mainte-
nance organization; but also it is speaking to the question of how the
low-income groups could possibly be handled in this configuration of
care and the question is simply one of financing. Either it comes from
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the productive process generally or it would come from income trans-
fers from Government and iis -perfect--lyfeasible and, in fact, many
of our programs under pilot programs now are caring for the loV-
income groups by contract with the Federal Government.

In Portland, Oreg., and in Seattle they have very excellent experi-
mental programs where they have about 9,000 individuals who are
selected from the OEO population and they are caring for them and
caring for them quite beautifully.

The same thing is true in other areas throughout the United States.
As a matter of fact, right here in Washington there is such a program
with the existing Group Health Association of Washington which is
the operating plan as opposed to the organization that I represent.
But the point is, Senator, that the low-income population, and the in-
come transfer populations, the income maintenance populations, could
conceivably work into a configuration of health maintenance organiza-
tion care.

The CHAIRMAN. Thank you very much.
Senator BENNEqr. Mr. Chairman, I have a couple of questions.
On the last page of your statement, you are very critical or a little

critical of the proposed PSRO program. You say prepaid group prac-
tices have always had intrinsic peer review objectively rendered.

I have underlined "objectively rendered." Are you afraid to have
someone else come in and look at your objectivity?

Mr. COHELAN. No. On the contrary, Senator, as the Senator well
knows, there has been a long history of hostility to the organization of
prepaid group practice programs and some of it is the result of mis-
understanding or just simply a lack of understanding on what the
general thrust in the quality of a group practice was. Many physicians
simply don't like group practice and, by the way-

Senator BE NTI. So you are saying that the private physicians are
hypocrites, they are biased, they cannot recognize good medical prac-
tice if it is practiced by a group and, therefore, you want to be pro-
tected-

Mr. COnELAN. Senator-
Senator BENNrr (continuing). From inspection by them?
Mr. COHELAzN. Senator, if I could respectfully suggest, we think

no such thing, sir. We are most respectful and most admiring of physi-
cians. As a matter of fact, we hold generally to the view that has been
advanced by the distinguished Professor Somers of Princeton Uni-
versity when he says no matter what health care delivery system we
have, sir, we must have gruntled doctors as opposed to disgruntled
doctors.

Your question is somewhat technical and I would like to ask, with
your permission, my colleague, Dr. Hearing, to respond to your ques-
tion because he is a physician.

Senator BENra'r. Before Dr. Dearing talks, let me ask another
question or two of you.

Do you know enough about the whole PSRO program, enough to
know if there is a PSRO review group formed in an area where there
are HMO's, that the doctors who practice in the HIMO's are expected
to participate in the PSRO review ?

Mr. ComLAN. I would be very pleased to hear that.

7"-78-7"--t. 15-12
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Senator BEXN, ,-r. Did not vou know it?
Mr. CO iELAN. Well, I now know it.
Senator BEN.FTT. Well, in other words, you have not read the PSRO

amendment very carefully to realize that that is a very essential partof it.
Did you also know that under the program-well, first, let me say

that the theory of the PSRO group is that it rotates; there is no single
appointment of people who are going to check every program and in
the course of the rotation we have what I would consider to be an
educational opportunity both for doctors in HMO's and doctors out-
side of HMO's crossing lines into the other fellow's business. Did you
know that under the proposal the PSRO group, if it is satisfied with
the objectivity of the review, in-house review, either in a, hospital or
in HMO can accept that review and not charge itself with attempting
to duplicate it?

Mr. COHIELAN. Senator, with all due regard, I know that you feel
this way about the program and that you have been very active in
sponsoring this and for the highest motives.

The problem, sir, is that in examining the question and in studying
it, I have learned from many physicians that the concept of peer review
is a very difficult one. I have been told that one of the major difficulties
is at the very beginning you start reviewing what is called normative
behavior. One physician explained this to me in some detail. It seems we
often are merely reviewing in many cases a lot of poor practices.
Whether or not this is going to yield what all of us would hope for is
doubtful.

We may be setting up an elaborate structure that is going to miss
the target.

But, more practically-
Senator BEN.N--r. Hlave you taken the opportunity, before you came

here, to check the experiment that has just been performed in New
Mexico?

Mr. Colm,.%x. No, sir; I am not aware of that. Perhaps Dr. Dearing
may have some familiarity with that and, again, I would say, I would
prefer that Dr. Dearing respond to this qu estion because essentially
it is a medical organization question.

Senator BENNETT. May I say one other thing to you?
The cost of medical care has skyrocketed; the expenses, particu-

larly in medicare, have risen so fast that there is not any question but
we must develop some kind of a mechanism to review and control it.

Now. it is my feeling that doctors are the only ones who should be
allowed to review the work of doctors; but if the PS]*O idea fails,
then you are going to have possibly the Department of HEW select-
ing people who will review it or you are going to have clerks in the
insurance groups reviewing it.; and I think you had better be a little
careful if you are going to reject it simply bcause-

Mr. COHELAX. Senator, in terms of-
Senator BENNETT. May I talk, please?
Mr. COHELAx. Excuse me, sir.
Senator BENNETr. I think you need to be a little careful if you are

going to reject it simply because the doctors in HMO's do not like
the doctors outside of HMO's.
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Mr. ConEIAN. Senator, I think the main point I am making as an
executive director and as a nonphysician is simply this is a problem
that I think the committee should take official notice of because it is a
reality; it has existed over time.

Now, as far as the medical organization question is concerned, I
would like to defer to Dr. Dearing.

Senator BENNE'rT. May I say, before Dr. Dearing talks, that we
have changed the text of the bill considerably to try to protect against
the fear that you have. Now, probably you haven't had time or an
opportunity to read the text but-

Senator ANDERSON. I want some comments on the New Mexico plan
you were talking about.

Senator BENNE-r. I understand tomorrow we will have a witness
who will talk about it. But, in a word, a PSRO group was formed in
New Mexico where they only have 800 physicians and they have re-
viewed the entire medical structure of New Mexico as it affects med-
icaid-provided by the State and, as I understand it, they are now
willing to say-the results have been so good that they are now con-
sidering recommending to the State government of New Mexico that
they remove all limitation on health care services on the basis of what
they found and what they have been able to accomplish.

Xow, you also said in your statement, which is not a part of your
written statement, that you objected to section 1170 in the bill because
it would permit the Secretary to turn over to the PSRO group the
review and payment of claims.

You did not read that this gives the Secretary the right to have a
demonstration of that program if he wishes? It is not a part of the law.
It does not turn this process over to the insurance companies; and if
,you object to the checkin of the feasibility of a relationship between
insurance companies and PSRO, would you object to the bill re-
quiring that we have a feasibility study ofthe combination of insur-
ance and review in HtMO's? You have been doing it but I am not sure
we understand exactly how successful it has been. Maybe we had better
check that.

Mr. CoH rwAN. Well, Senator, in the first place, let me say, sir,
that you will note in my statement I say we express some concern and
we are pointing up what we conceive to be a problem, and if the prob-
lem is being ameliorated as you describe I would say this was a very
happy development.
i The other ting is in relation to New Mexico's program, I think this
is a salutary development. As a matter of fact, it goes right to the
heart of many changes that are taking place throughout our country at
this time as the result of the 'health care crisis and because of the
attention of this committee and other committees of the Congress. But
I would say, sir, that it is a sad fact that some of this is coming rather
late and coming because of the surveillance of congressional commit-
tees about the situation.

In relation to prepaid group practice plans in, say, California, for
example, one of the very happy developments that occurred in relation
to this setting for the provision of medical care was the development
of the San Joaquin Medical Foundation which is a provider-controlled
operation and which is serving quite beautifully in that area: but the
point to this sort of development is that the existence of our other pro-
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grams has helped to upgrade medical services throughout our State
and in other States throughout the West.

Seantor BENNETT. Well, I will just ask you one final question: Are
you putting your organization in opposition to this section or are you
just suggesting that maybe we shou id look at it a little more carefully ?

Mr. COHELAN. We are doing two things: We are entering reserva-
tions to the PSRO section, Senator, and we are calling attention to
what we regard as some defects as it is presently drafted; and I would
like to have-Dr. Dearing-

Senator BE. Nr. You have not seen the latest draft?
Mr. COHELAXN. I haven't in my brief case.
Senator BqEirT. O.K.
Mr. COHELAN. May I ask Dr. Dearing to comment?
Dr. DEARING. Well, Senator Bennett, I believe, in response to your

last question, that I would emphasize what the director just said. We
are noting some potentials and ideas. I would put it in terms that we
believe, if this were to pass as enacted, the adminlistration-Secretary
of HEW and those who carry on and administer the program, monitor
it, judge its effectiveness organization by organization, PSRO by
PSRO-:need to be mindful of some of this history which gives us
concern.

Now, with respect to the New Mexico program, I think this is a fine
example-as I understand it and have heard reports on it-of what
can be done. At the same time the discussions we hear among the pro-
fession around the country who admittedly did not understand and
have not read, and some are even fearful of all the controls and the
administrative machinery that it will take to administer and monitor
this PSRO program, we have some fear that some places there will
be bias and even malice.

Although the amendment-your amendment-enjoins against this,
to try to get this into effect all over the country in a very short time,
it will be a monstrous administrative task and it maybe that some
of our people could get hurt before the 2 years, let's say, that it might
take for administration to catch up with all the local P OR's that will
be operated.

This is really more an expression of concern and a caveat, rather
than any objection to the principle and of the objectives. We well know
that there is a great need for it.

Senator BzNNrTT. It seems to me it would be a little hard for you
to object to the program when you say that you already conduct the
process inside your own organizations, and we face a problem. As
I say, the costs have gone up so high some method of control must be
instituted. If we don't let the physicians operate through the PSOR's,
then we are either going to have a bureaucrat or an employee of the
carriers-and I am sure the physicians would feel much worse about
that than they would about having another physician looking over
their shoulder.

Dr. DEAJUNG. I understand in New Mexico physicians who have
been working on this have been really quite excited about what they
have been able to accomplish in upgrading the professional practice
simply by the opportunity to review the claims.

With respect to section 1107, the claims payment--
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Senator BENNET. Wait a minute. The New Mexico physicians did
not review the claims in the sense you are talking about money. They
reviewed the medical practice.

Dr. DEARING. I understand.
Senator BENNETT. OK.
Dr. DEARNG. Our question about section 1107 is not with respect to

the claims review, which is the way into the system, and then the op-
S portunity, then, to see what goes on after the fact if they have not

done prior review of the procedure. It is the matter of the risk shar-
ing which, as we understand it, is an insurance function as distin-
guished from the review and the approval of procedures.

Senator BENNETr. Well, of course, there have been a number of
variations of the idea of peer review and the carriers would like very
much to put the carriers between the Federal Government and the
reviewers and, therefore, we feel that it may be necessary to conduct
some experiments to find out where best the carriers may fit into this
pattern.

Personally, I think the review should be conducted outside of any
control or regulation by the carriers and should be conducted by the
physicians related to the department directly rather than related to
the department through the carriers.

Mr. ComELAN. Senator, I would just comment as far as our prepaid
group practice programs that now exist are concerned and hopefully
those that are about to be formed, the concept of the autonomous
physician group is a most important component of our conception
and of our teaching about how to put together a prepaid group prac-
tice program and this autonomy includes internal review, medical
records; and so forth, in fact, one of the major advances of group
practice as opposed to solo practice is the fact there is this more or
less constant review of one's work.

Senator BENNrr. Of course, as I said at the very beginning, if your
doctors are serving in the PSRO group you preserve that autonomy
in part and you may eventually break down the bias or thought of
bias that exists.

I was just going to say you know there are many doctors who were
as disturbd at the effect of IMO's on their practice as the HMO doc-
tors apparently are disturbed at the prospect of review by outside
doctors on their work.

Mr. Co=.AN. Precisely, and, Senator, as we indicated before this
distinguished committee on other occasions, our general approach to
all of these matters is one of pluralism. We suggest--all that we are
suggesting in our proselytizing, if you will, for the prepaid mode of
care delivery is to give the American people this health alternative
as an option.

As the good Senator knows, in many States in our country we still
can't organize a health care system on this basis and the reason that
we are so concerned as it relates to peer review is there are these lin&r-
ing hostilities and we would not want to see this attitude further hinder
the development of a healthy health care delivery alternative in the
form of a health maintenance organization.

Senator BENxNEr. We have an overriding problem which is the
tremendous increase of the cost to the Government of providing the
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health care that the law says we must give to our people and we can't
ignore that simply because doctors who work in HMO's are suspicious
of doctors who w-k-outsid7e-.

Our solution is a kind of pluralism or maybe it is the other way
we put the two of them together in the PSIRO groups and let tli.m
participate in the review of each other's type of practice.

Mr. COHrELAN.. Well, ,enator, we would feel it very important for
you, as a legislative body, and such an important committee dealing
with this subject matter to be highly sensitive to the matter that we
raise as an issue. It could affect the quality of the program.

As to peer review generally, in my 13 months out of public office
and on this particular job, I have been undergoing a very intensive
study of what this is all about, although I was not without some ex-
perience before I came on this job. The questions that the Senator is
raising by his peer review program are questions that are being studied
most carefully throughout the country.

It was my privilege only a month ago or several weeks ago to be
in New Orleans with Dr. Elwood's group where the whole question of
quality care was being discussed in reference to the configuration of
health maintenance organizations, but it also had relevance to the entire
system, measures that would be acceptable for the determination. It
was framed in a health outcomes context in this particular brainstomn-
ing session. So I just want the Senator to know so far as I am con-
cerned, currently representing GHAA., we are most sensitive to the
problem but we think it quite proper to bring to the attention of this
distinguished committee our concerns because we want any such system
to work.

Senator BENN ,ETT. I have no further questions.
Senator ANDEJRSONx (presiding). Senator Curtis?
Senator CumTis. How does the group health plan work in a rural

area?
Mr. COHELAN. Well, Senator, in a rural area we have time-distance

problems and while it is thoroughly possible to work one, there are
some very serious problems in terms of the components.

In order to put together a viable health maintenance organization,
we at GHAA are pointing out that it takes from about 20,000 individ-
uals to 50,000 individuals in enrolled population to support a group of,
say, 10 full-time physicians; so clearly in sparsely settled areas it is
difficult.

Senator CURTIS. Give me those figures again.
Mr. CortELAN. It takes about 20,000 enrolled members, individuals,

in order to sustain a viable HMO program or prepaid group practice
program and if the Senator will use, say, $45 a month for a family of
four or as high as, say $60 a month for a family of four, and with a
quick calculation you can see what it will yield and roughly give you
what you have to finance and what you have to pay your mix physi-
cians and specialists.

The Kaiser Foundation says it takes about 50,000 before you can get
to even a breakeven point.

Senator CuRms. 50,000 members?
Mr. Comic w. Yes, sir.
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Senator CURTIS. Of course, it is not compulsory?
Mr. COIIELAN. No, sir; the essential components
Senator CURTIS. Iow much population do you need to get 20,000 or

50.000 members?
Mr. COIIELAN. What those ratios would be escape me at the moment.

The real problemm is to have a large enough population to enroll suffi-
cient members to generate your program. What is conceived of by cur-
rent development programs, Senator, feasibility studies are first made;
we in GHAA and others are invited to come into the community and
help organize such a program but clearly it is a function of population,
of the state of the economy, the employment patterns, the productivity,
and so on because primarily it is targeted for disposable income popu-
lation. Do I make myself clear?

Senator CUrrIs. Yes; to make 20,000 members would you need twice
that population?

Mr. CoILx. I would think even more than that, Senator. I think
you would have to have a much larger group.

Senator CURTIS. So what you are proposing really, isn't something
for the ,'arm and ranch country?

Mr. COIIELAN. I would not say that it was impossible but I would
think the arrangements would be different and would have to cover
a larger area. For example, it is conceivable to have a health main-
tenance organization in the State of Nevada. It would be conceivable
to have one in other population areas that were-where there was a
distance l)roblem, but you would have to work it out on a different
basis and you would certainly have to have some method of medical
evacuation. as it were, to get the people to the center.

Senator Ciwris. If your group practice does not take care of cata-
strophic cases without, any setting of a ceiling or limit, what is the
ceiling?

Mr. CO]IELA.. Dr. Dearing can you provide that data?
Dr. DEARINXO. Well, Senator Curtis, the plan--some plans have no

ceiling at all on hospitalization, continuing hospitalization, as much
as needed, 365 days a year. That is pretty near full coverage.

Senator Cu-rs. How many years?
Dr. DARixo. Pardon?
Senator CURTIS. How many years?
Dr. DEAM.-G. Indefinite; some for 1 year. but some plans-and I

believe GIIA here in Washington has nio limit on-no limit at all-
1IIP1 has 1 year and this takes care of the vast majority of the
catastrophic. Kaiser's have limitations on about 4 months fully paid
and another 4 months, say, at half pay: but as I described earlier,
their override takes care of financially about three-quarters of the
general category.

Senator CURTIS. I suppose that small percentage that are not taken
care of are of concern of the Congress?

Dr. DEARINo. Indeed so.
Senator CuRTIS. Because I visited a while back a husband, where the

wife was ill; neither one of them were 25 years old and they faced
a hospital bill just of a few weeks that amomted to $30,000.

Dr. DEAMXG. Yes, sir.
Senator CURTis. Now, to my mind that is catastrophic. I am not

quite in accord with my chairman's definition of catastrophic. Cata-
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strophic to me is something that just reaches outer limits. It can't
be done. It is not---every hig]i cost illness is definitely not catastrophic.
It may be that $30,000 would be catastrophic for most people but it
shouldn't be to someone who makes that much money in 1 year. But
the people who enroll in your setups they are not taken care of re-
gardless of how much of a burden they might face?

Dr. DEARING. Most have a high ceiling on hospitalization. The medi-
cal services-the doctor services are generally unlimited.

Senator CURTS. Well, of course, the big cost of medical care is the
hospital. The doctors' fees are percentagewise-

Mr. COITELAN. Senator, what the doctor is saying, most of our plans
are noted for the fact, sir, that they cover comprehensively both in-
patient and outpatient full hospitalization in several of the cases and
with exception in some of the cases. May I say to the Senator that the
packages will vary depending upon the need of the individual and in
some of our plans why there are several forms of services that are pro-
vided which would be a function of the premium or the dues as we call
it, membership dues, that you are able to pay; and the quotations that I
have been making have been of the optimum which would be a family
of four and these general ranges of expenditures for these services,
these health services.

Senator CuRTis. How old is this system?
Mr. CoIELAN. I would say that-Dr. Dearing-it goes back to the

turn of the century. does it not, with the railroads, but I think the
significant date would be 1945.

Dr. DFARING. It is earlier than that. The group plans started in the
depression and even predepression. I believe the Ross-Loos plan in Los
Angeles started about in 1930 and the Kaiser plans were in beini in the
late 1930's in construction work and then into the war, where they de-
veloped their full potential while serving an industrial population.

Senator CuRTIS. In the 25 or 30 years it has been operating, what is
the smallest community you now have?

Dr. DFAARIrG. Two Harbors, Minn., I think. They have had about
5,000 enrollees, it is up there at the foot of the Iron Range above
Duluth on Lake Superior and it has continued; it is mixed; they have
some fee-for-service patients and they also have an enrolled population.

Senator BEiNN'rP. How big is the town ?
Dr. DFARno. I don't remember; a few thousand.
Senator B iNNrr. How many?
Dr. DTARTNO. A few thousand. I would say-
Senator BENNrr. A smaller town than the number of enrollees in

the planI
Dr. DEAITNO. I think possibly.
Senator Curs. How many doctors are involve]?
Dr. )EARno. There are five or six doctors who provide the basic

services. They use outside services for specialties from Duluth and
things of lhat sort; but the core is there.

Senate CURMis. How far is Duluth?
Dr. PDwtiwo. Forty miles. perhaps.
Senator CunrIs. That is all, Mr. Chairman.
Senator ANDFRSON. Well, thank you very much for your presenta-

tion. We appreciate it.
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Dr. DEARiNG. Thank you, Senator.
(Statement by the Group Health Association of America presented

by Mr. Cohelan and Dr. Dearing follows:)

STATEMENT OF THE GROUP HEALTH ASSOCIATION OF AMERICA, PRESENTED BY
JEFFERY COHELAN, EXECUTIVE DIRECTOR, AND W. PALMER DEARING, I.D., MED-
ICAL CONSULTANT

INTRODUCTION

Mr. Chairman, my name is Jeffrey Cohelan. I am the Executive Director of
Group Health Association of America. GHAA is the national association repre-
senting the major community and consumer oriented prepaid group practice
plans in the United States and Canada. Our affiliated plans are responsible for
the health care of four million people and, in addition, GHAA Is the recipient
of a federal grant for the purpose of organizing prepaid group practice plans
in some thirty-three cities over the next few years. Currently we are active in
some twenty cities where our type of Health Maintenance Organization is in
various stages of development.

I am accompanied this morning by W. Palmer Dearing, M.D., Medical Con-
sultant to GHAA and my immediate predecessor. Dr. Dearing served as Execu-
tive Director for ten years and before that was the Deputy Surgeeon General of
the United States Public Health Service. He is particularly qualified to speak
on the subject of our interest in this legislation.

Mr. Chairman, you may recall that GHAA appeared before this Committee
on April 25, 1971, during the hearings on various national health insurance
proposals. At that time we addressed ourselves in a general fashion to the
Health Maintenance Organizations concept in the context of our experience and
expertise with regard to prepaid group practice plans. We discussed the benefits
which a well-structured Health Maintenance Organization could offer as an
alternative form of health care delivery and set forth some of the difficulties
and expense involved in its creation. We recommend specific guidelines for those
who seek to organize and those who seek to regulate Health Maintenance Or-
ganizations. We will not take the time of the Committee this morning to re-
iterate that testimony. We will confine ourselves to the existing Health Main-
tenance Organizations provisions of H.R. 1. We also have some comments on,
catastrophic health insurance and the peer review amendments in the event
the Committee considers adding these to the bill.

The Health Maintenance Organizations provisions of H.R. 1 will be the first
major legislative input into the Health Maintenance Organizations concept and
will have an important impact on the national health policy. Thus in its work
on the Health Maintenance Organizations provisions of H.R. 1, this Committee
has an important opportunity to improve the chances for financially sound and'
well-structured Health Maintenance Organizations. Ultimately, we hope that
providing Medicare benefits through prepayment to Health Maintenance Orga-
nizations will result in Medicare beneficiaries constituting a substantial mem-
bership base in Health Maintenance Organizations.

But we do not expect any appreciable immediate increase in Health Main-
tenance Organizations membership until some time has elapsed after the
enactment and implementation of these provisions. Rather, we think there will
be a slow but steady growth of Medicare beneficiaries in Health Maintenance
Organizations, which will somewhat parallel the growth and acceptability of
Health Maintenance Organizations by the public as a whole. Medicare benefi-
ciaries will be reluctant to change traditional patterns of health care simply
because an alternative system has been made available to them. The small
number of Health Maintenance Organizations now existing in the country and
available for immediate enrollment will not of themselves bring about rapid
growth.

Gradual development of Medicare involvement with Health Maintenance
Organizations has advantages. Unlike Medicare, where an entire system was
created overnight and-promptly covered millions, a slower rate of Health Main-
tenance Organization participation will afford time for re-examination, analysis,
and modification.

However, we have some problems with the present provisions of H.R. 1 as
they now exist. Under the present bill, the per capita payments to Health
Maintenance Organizations are limited to a maximum of 95% of the cost of the
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covered services if they were furnished by other than a Health 'Maintenance
Organization. We have no doubt that a well managed Health Maintenance Orga-
nization will have little difficulty providing the services within these limitations.
However, we feel that the Committee should re-examine this provision and set
the limitation at 100% of the cost of the services in the non-Health Maintenance
Organization area.

The Health Maintenance Organizations concept has been designed to provide
an alternative health care system. Through competition with existing systems
it is hoped that Health Maintenance Organizations will lead to higher quality.
more efficient health care with maximum economic utilization of the health
care dollar.

The real concern then, is medical care. The real test is who offers the most
attractive package of medical benefits. Under H.R. 1 a Health Maintenance
Organization can improve the medical package by using the difference between
the actual cost of care and the maximum limitation for additional benefits for
Medicare beneficiaries. The natural result of injecting competition in health
care delivery systems is to direct all systems of health systems toward improve-
ment in quality, efficiency, and economy. It would seem only fair to put the
competing systems on an equal footing.

We also urge the Committee to amend the definition of Health Maintenance
Organizations to require a minimum number of full-time physicians. Since 1903
GHAA has felt as a matter of policy a pre-paid group practice plan must have
a minimum of four full-time physicians in four basic specialtles-OB-GYN, in-
ternist or family practitioner, pediatrician and surgeon. Regulations under the
Group Practice Facilities Act of 1966 and the 1970 Health Cancer and Stroke Act
Amendments provide for this in the definition of prepaid group practice. We
know that a physician who spends part of his time in a prepaid group practice
and part of his time as a solo practitioner, has dual economic incentives, which
might act adversely to the prepaid group practice. This rule is just as applicable
to the Health Maintenance Organization.

CATASTROPHC INSURANCE

I would like now to comment on one proposal to help solve the nation's health
care crisis which has attracted considerable support among ,:ome segments of
the health industry and the public which would seriously affect prepaid group
practice plans. This is the proposal to initiate a Federally sponsored program
of major medical or catastrophic illness as the next step toward meeting the
nation's recognized health needs.

Group Health Association of America recognizes the problem of the tragic
cases of families bankrupted by serious, expensive long-term illnesses. Our Asso-
ciation would not oppose any effective measure for dealing with this problem.

We urge this Committee to recognize, however, that catastrophic coverage is
no substitute for comprehensive health coverage. Moreover, emphasis on catas-
trophic coverage right now would almost certainly undermine long overdue ef-
forts now underway to give proper emphasis to primary care and ambulatory
services. Now emphasis on major illness would most certainly distort the alloca-
tion of national health care resources-turning them again toward hospitaliza-
tion and other institutional treatment and away from prevention, home care
and other neglected aspects of health care.

All the catastrophic coverage proposals share the fundamental idea that in-
surance should take over only after a family has paid out hundreds or even
thousands of dollars for medical expenses.

Experts in health care economics who do not come from the vested Interests
in the field tell us that national insurance limited to catastrophic coverage would
accelerate the current Inflation of health care costs. Also. we have had sufficient
experience in the years of Medicare to realize that providers will he motivated to
raise their prices so that a family or individual can become eligible for cata-
strophic benefits. The net result would certainly be a further boost in charges for
all aspects of health.

Other testimony before this Committee-notably that of the AFl-CIO and'
the National Council of Senior Citizens--has gone much more into detail with
respect to the disastrous push toward further inflation and the distortion of
priorities in deployment and use of our health resources, that would result from
a separate catastrophic illness Insurance program.
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If, however, catastrophic illness or major medical insurance were to be en-
acted as a specific benefit in whatever context, special provisions must be made
for group practice plans if they and their subscribers are not to be seriously dis-
advantaged and over-charged. The comprehensive benefits of group practice plans
include de facto major medical benefits in their regular contracts. Whereas
major medical coverage added upon typical commercial and Blue Cross/Blue
Shield contracts would cost $4.00 to $4.50 per month, the supplemental coverage
added to a group practice [)lan benefit would cost in the neighborhood of $1.00
to $1.50 per month. A single national premium charging indemnity insurance
rates would take about $3.00 per month from the group practice plan subscribers.

Therefore, a catastrophic program based on cost reimbursement or premium
subsidy after large deductibles makes the value of the catastrophic override worth
much less to members of a prepaid group practice than to other health plans.
Further, prepaid group practice plans are built upon incentives for minimal
hospitalization and preventive health care. It would seriously diminish the
effectiveness of prepaid group practice plans in the health care market if these
differences were ignored.

In order to assure the members of our plans equitable treatment if a catas-
trophic health insurance program along the lines of S. 1376 is enacted, there
should be provision for prepayment to group practice plans on behalf of their
members from the program. The prepayment should equitably relate to pay-
ments from the program in the non-prepaid group practice area. This prepaid
premium from the Federal program should take into account the cost of care
in the geographic area where the plans operate. Furthermore, the prepaid
premium should be integrated into the regular pay-structure of our plans. Such
a prepaid premium under a catastrophic health insurance program will help to
preserve the equitable position of our members to that of members of other
plans.

Prepaid group practices should not be required to cover all of the services
involved to the extent of the deductible under the catastrophic program. This
could cause diversion of the plan resources from higher priority services, or
might mean a further burden in the form of rate increases on our members. This
is especially true in the case of smaller plans where even a single case has a
great actuarial impact.

At this point, Mr. Chairman, I submit for the record some suggested language
amending S. 1376 to accomplish the foregonig.

"Section 2004(a) (4). In the case of an organization which provides or arranges
comprehensive health care services for a defined population, the Secretary shall
authorize per capita payments to such an organization on. behalf of eligible
individuals enrolled in such organizations. A combined per captia payment may
be made to such organizations for the services set forth in subsections 2004 (a) (2)
and 2004(a) (3), which are provided or arranged by such organizations. Such
per capita payments shall equal the average payments made on behalf of eligible
individuals residing in the general geographic area served by such an organi-
zation and shall be based upon the undertaking by such organizations to provide
or arrange services to eligible individuals enrolled in such organizations and
shall not be based upon specific services rendered to each eligible individual.

PROFESSIONAL STANDARDS REVIEW

Finally, Mr. Chairman. we have some comments on the amendment introduce
by Senator Bennett on January 25, 1972, dealing with Professional Standards
Review Organizations.

Our main concern with the peer review proposal from its potential for review
of prepaid group practice operations and procedures by physicians whose orien-
tation has in the main been outside a prepaid group practice setting. We were less
concerned about the historical antagonism of the professional societies to our sys-
tem of health delivery than we were about the lack of complete understanding
of most physicians of the complexities of our system.

Prepaid group practices have always had intrinsic peer review objectively
rendered. It is the objectivity of peer review that has always been our concern.
We felt it may be difficult to establish by statute a system of peer review which
would be free from bias and rendered with a full understanding of our operation.

We have some concern with the authorization and indeed encouragement for
PSROs to go into the insurance business through risk sharing as provided in
Section 1170 of Senator Bennett's ameridwent. This would seem to make possible



2408

a whole chain of Insuring organizations which were also carrying out PSRO
functions, but without any of the standards and controls so elaborately provided
for with respect to Health Maintenance Organizations. Whether or not PSROs
can also appropriately undertake risk for the services they are supposed to.
monitor also seems questionable.

Mr. Chairman, this concludes our statement and we would be happy to respond
to any questions you may have.

Senator ANDERSON. Dr. Gibson?

STATEMENT OF ROBERT W. GIBSON, M.D., MEDICAL DIRECTOR,.
THE SHEPPARD AND ENOCH PRATT HOSPITAL, TOWSON, MD.

Dr. GiBsoN. Mfr. Chairman and members of the committee, my name
is Dr. Robert W. Gibson. I am medical director of the Sheppard and
Enoch Pratt Hospital. I am a trustee of the American Psychiatric
Association and the past president of the National Association of
Private Psychiatric Hospitals.

I am honored to have this opportunity to speak to you on behalf
of the American Psychiatric Association, whose 19,000 members have
the primary responsibility for the medical treatment of the mentally
ill in our country, and to express the views of the National Association
of Private Psychiatric Hospitals, whose 150-member hospitals have
the primary responsibility for the private hospital care of the mentallyill.

It has been my privilege to present testimony before this committee
in 1965, 1967, and again in 1970. Today I will speak about some issues
that have been discussed in previous testimony and will address some
new areas of concern. In the interest of time, my remarks will be quite
brief on those items covered in previous testimony. Appended to this
testimony I present is a relevant and more detailed statement from
previous testimony that I respectfully request be made a part of the
record.

Senator ANDFRSON. It will be made a part of the record.
Dr. GBSoN. Thank you.
In 1965 1 asked that mental health benefits be included under medi-

care and medicaid. Members of the Senate Finance Committee played
a major role in achieving what the psychiatric profession hailed as a
major breakthrough by providing broad benefits for the treatment of
the mental ill under both the medicare and medicaid programs, albeit
with some significant limitations.

In 1967 I discussed those provisions that imposed discriminatory
limitations on treatment of the mentally ill. Specifically, I asked that
under title XIX medical assistance for eligible individuals under the
age of 65--families with dependent children, blind, disabled, and in-
digent--be made available in psychiatric hospitals and community
mental health centers rather than being limited only to the general
hospital.

Under title XVIII, I asked-I asked at that time that the higher
coinsurance and top limits applied to outpatient psychiatric treatment
be removed in order that outpatient care of the mentally ill could be at
the same level as all other medical conditions. These limits were such as
to very much hamstring any kind of outpatient care of the mentally
ill; and I asked further for the removal of the 190-day lifetime limit
imposed only on treatment in a psychiatric hospital.
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The Senate Finance Committee was understandably concerned about
the potential fiscal impact of these recommendations and therefore
requested the Secretary of Health Education, and Welfare to study
existing programs of the law, evaluate the problems involved in ex-
panding or extending coverage for the mentally ill and to make recom-
mendations for change.

In 19702 I again expressed the concern of psychiatrists with regard
to the various limitations applied only to the mentally ill. In addition,
I indicated our concern about the proposed decreases in the Federal
medical assistance percentage-FMAPby one-third after 90 days
of care in a mental hospital and the limit on the FMAP for 365 days
of care in a mental hospital and in an individual's lifetime. At that
time, unfortunately, the study requested by the Senate Finance Com-
mittee for evaluation of the problems involved in expanding coverage
to the mentally ill was not available.

Today my request is again basically for the elimination of all the
discriminatory limitations applied to the treatment of the mentally
ill: removal of the 190-day limit under medicare on inpatient treat-
ment and removal of the higher coinsurance for outpatient care and
services; under medicaid the removal of restrictions that limit treat-
ment of eligible individuals under 65 to general hospitals. This is ex-
tremely important. This way the mentally ill could receive active
rehabilitative treatment in all accredited facilities including State
mental hospitals, private psychiatric hospitals, community mental
health centers and the general hospitals. Again, under medicaid, I
recommend the elimination of the provisions that would lower the
Federal medical assistance percentage-FMAP-for care in mental
hospitals.

Today I can now assert with confidence that these changes would
not create serious fiscal problems. The study requested by the Senate
Finance Committee-Research Report No. 37 by HEW, SSA, Office
of Research and Statistics, published in 1971, "Financing Mental
Health Care Under Medicare and Medicaid"-provides a detailed anal-
ysis of utilization and costs of psychiatric benefits under medicare and
medicaid. I will not dwell on these findings since this report has been
studied by this committee.

I do want to note, however, that in the fiscal year 1969 medicare and
medicaid expenditures for psychiatric services on behalf of patients
aged 65 and over represented only about 3.7 percent of the total medi.
care and medicaid outlay. It is of particular interest that the data
show that utilization of and charges for outpatient services under
medicare in 1967 were very low-less than 1 percent of all supplemental
medical insurance enrollees ever used the services-and total charges
were only $2.6 million.

Since the expenditures for psychiatric service represent a tiny per-
centage of the total outlay for all services, it is evident that broadening
the scope of benefits to make them equivalent to care for other medical
conditions would not impose a serious burden on the program. We
strongly support those provisions that would include under medicare
the disabled, including those disabled by mental illness; and, if pro-
visions are added for benefits to protect against catastrophic illness,
we would urge that these not perpetuate those restrictions under medi-
care that are discriminatory against the mentally ill. Mental illness is
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one of the worst catastrophes that can befall a human being and
adequate protection should be provided against it. We are also appre-
ciative of the efforts being made to alleviate the damaging effects of
social conditions which perpetuate poverty since the poor and disad-
vantaged all suffer a high incidence of mental illness.

I refer here particularly to the family program.
Further corroboration that the cost of psychiatric care can be cov-

ered comes from a study entitled "Insurance Plans and Psychiatric
Care: Utilization and Costs" now being completed by the American
Psychiatric Association under a grant from the National Institute of
Mental Health. The findings of this study by a panel of experts
headed by a leading health economist, Dr. Louis Reed, will be pub-
lished in the near future, and I will make a point of providing copies
to the members of this committee.

Specifically, this study shows that under a wide variety of health
insurance plans, the charges for hospital inl)atient care for mental
conditions are in the range of from 3 to 6 percent of charges for
inpatient hospital care for all conditions.

Under many plans which offer full coverage of ambulatory psy-
chiatric care, the number of l)hysician office visits for mental conditions
was from 2 to 4 )ercent of the total. Even under the high option of the
Blue Cross-Blue Shield plan for Federal employees which covers am-
bulatory psychiatric care on the same basis as ainbulatory care for
other conditions-80 percent of charges after $100 deductfble-bene-
fit )ayments for such care amounted in 1969 to an annual approXiflmate
figure of just $2.15 per person covered : and under this program which
provides virtually the same coverage for mental conditions as for all
conditions, total benefits paid for all types of care for mental condi-
tions including both inpatient and outpatient, amounted annually to
only $7.07 per person covered.

I cite this study particularly because this is an outstanding limit.
This is the highest kind of costs that are encountered.

The American Psychiatric Association study on utilization and costs
for treatment of mental illness shows that the cost of coverage for
psychiatric care under insurance programs is relatively small. I sub-
mit that both these studies demonstrate that it is economically feasible
for the Federal Government to provide a full range of active reha-
bilitative psychiatric care for the mentally ill indigent and disadvan-
taged under the medicare and medicaid programs; and, further, that
there need be no arbitrary restrictions on where the patient can obtain
this care; rather, it should be made available to the mentally ill indigent
and disadvantaged in all accredited facilities including State mental
health programs, the private psychiatric hospital, the community men-
tal health center, by private psychiatrists, in the general hospital and
in the health maintenance organization.

I am aware that many of these points were presented to this commit-
tee some 2 weeks ago in testimony on behalf of the State mental health
program directors. I would like to emphasize that we support their
recommendations for the increase in support for the mentally ill
indigent. We were particularly appreciative of Senator Long's com-
ments that clarified that it was intended in section 254 of H.R. 1 that
public hospitals for mental diseases might be certified, at least in
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distinct parts, as intermediate care facilities for the aged mentally ill.
I would now like to address my remarks to those provisions of HI.R. 1

related to HMO's, since section 207 would create incentives for States
to contract with HMO's or similar organizations by providing for an
increase of 25 percent, up to a maximum of 95 percent, in the Federal
medical assistance percentage to States having contracts with HMO's
or other comprehensive health care facilities.

Members of the American Psychiatric Association are supportive of
the concept of the HMO in terms of its emphasis on )reventive health
care and maintenance and because it shows promise under appropriate
circumstances of being an efficient delivery system. Psychiatrists are
concerned, however, that many prepaid group plans, prototypes of the
HIIO, have l)rovided little coverage for psychiatric conditions. 'We
urge that the legislation language concerning HMO's provide guaran-
tees that the mentally ill, particularly the mentally ill indigent and
disadvantaged, have an opportunity to obtain their treatment within
IHIO's. To this end we urge that the definition of an HMO specify
that it must provide those health services which a defined pol)ulation
might reasonably require to be maintained in good mental health as
well as good physical health.

We believe that expenditures under Federal programs should be
used to support active rehabilitative care and that they should be uti-
lized, not just to maintain the status quo but to improve State mental
health programs, community mental health programs and those serv-
ices provided by the private sector.

To this end we strongly sul)l)ort the establishment of and further
experimentation in the use of utilization review, medical audit and
peer review to assure the continued iml)rovement of services, the main-
tenance of quality of services and to provide guarantees to the Con-
gress that funds are used for the purposes intended. You can rely on
the members of the American Psychiatric Association to work toward
these goals. Thank you.

Senator ANDERSON. Any questions.
Senator CURTIS. How many or what portion of the company, as dis-

tinauished from various units of government, company health plans,
incTudo full psychiatric services? W

Dr. GIBsox. )By company you are referring to a prepaid group prac-

tice type of plan
Senator CURTIS. Well, regardless of how they handle it, a company

that is the employer of people often has through private insurance or
some other a heath and hospital plan for their employees.

Dr. GIBsON. Yes, sir.
Senator CuRTIs. My question is, do most of them include full psy-

chiatric services?
Dr. GiBsox. Most of the l)lans of that type do include some psy-

chiatric services. They almost all have some'limitations that are some-
what different than they have for other illnesses. For example, if the
particular plan involves an 80 percent coinsurance feature, they may
make it a 50-percent coinsurance feature for the psychiatric condition.
They often are somewhat more limited on the number of outpatient
visits; but as a general answer, most do provide some psychiatric cov-
erage but very few provide it on the same basis as other conditions.
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Senator CURTis. What is the situation in reference to Government
employees?

Dr. GmsoN. The Government employees' insurance program is one
of the very strongest plans in terms of psychiatric coverage. There are
virtually no special limits imposed on psychiatric care. I can say-

Senator CURTIS. It is treated like other illness?
Dr. GIBSON. Yes; it is treated just like another illness and I can say

as a generalization that psychiatrists are most appreciative and most
strongly endorse the leadership that has been taken because clearly the
Federal Government was instrumertcal in asking for this kind of cover-
age and it is a kind of leadership that has been taken to place the treat.
ment of the mentally ill on the basis of other individuals which we very
firmly believe in.

Senator CuTnris. That is all, Mr. Chairman.
Senator ANDERSON. Thank you very much.
Dr. GIBSON. Thank you.
(The appendix to Dr. Gibson's statement follows:)

Mr. Chairman and members of the committee, I am honored to have this op-
portunity 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 Associa-
tion 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 Committee for their
continuing interest in those provisions of the Social Security Legislation affecting
psychiatric care. And, we are particularly grateful to your Chairman, Senator
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 provi-
sions 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 psychiatric hospital.

Three years ago the reluctance to act on these recommendations because of
the deep-seated concern about the overall costs of the Medicare and Medicaid
programs was understandable. The apprehension about the total co8ts 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 psychiftrtio
treatment, 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 hodpital-
Izations. 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 Oommittee on Ways and Means on H.R. 17550 noting a wish "to encourage
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states to make more efficient use of health services" and a wish to "create in-
centives to encourage outpatient services and disincentives for long stays in
institutional settings."

Thus, I ask for the elimination of discriminatory provisions limiting outpatient
psychiatric care for the treatment of the aged under Title XVIII.

This would mean deleting the phrase "(c) Notwithstanding any other provi-
sion f this part, with respect to expenses incurred in any calendar year in con-
nection with the treatment of mental, psychoneurotic, and personality disorders
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 purposes of sub-
sections (a) and (b) only whichever of the following amounts is smaller: (1)
$312.50 or (2) 62 % 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 treat-
ment 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 in-
stitution to another and that Is exactly what can happen. Only infinitesmal finan-
cial savings could be achieved through this limitation and in fact it is possible
that by forcing patients into more expensive general hospital beds this 190 day
lifetime limitation Is Increasing the costs to thl program.

Therefore, I ask you to eliminate the 190 lifetime limit on treatment in a psy-
chiatric hospital under Title XVIII.

This would mean deleting the phrase "(3) Inpatient psychiatric hospital serv-
ices furnished to him after such services have been furnished to him for a total of
190 days during his lifetime." P.L. 89-97, Title XVIII, Section 1812(b).

In its Annual Report on Medicare, the Health Insurance Benefits Advisory
Council recommended the enactment of legislation which would allow the partici-
pation of community mental health centers in the Medicare program. Mental
health centers that are affiliated with general hospitals are certified under Medi-
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 of new centers have
developed Independently and are free standing. To qualify as a Medicare provider
for service and receive reimbursement for inpatient care, present law requires
that the free standing mental health centers meet the conditions of participation
for psychiatric hospitals.

We urge the enactment of legislation that would allow the participation under
Medicare of all qualified community mental health centers. This Is consistent with
the development of such centers throughout the country to provide more compre-
hensive treatment services, accessible to the population groups served.

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 appli-
cable to inpatient psychiatric benefits. Payment for outpatient services could be
made under Part B, on a reimbursable cost basis in much the same manner as out.
patient hospital services.

Turning now to Title 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 incomes and resources 'are insufficient to meet the costs of
necessary medical services. Recipients under the age of 65 may receive inpatient
psychiatric 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 units In general hospitals to treat the persons
now eligible for benefits under Title XIX. Furthermore, the psychiatric unit of
a general hospital provides only a limited spectrum of care-primarily diag-
nostic 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 psy.
chiatric 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 funda-
mentally inconsistent with the emphasis on community psychiatry so vigorously
supported by the Congress.

To do this, you must 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.

72-&78-72-ipt 5-is
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This would mean deleting the phrase "other than services in an institution
for ...mental diseases." P.L. 89-97 Title XIX, Section 1005 (a) (1).

I would now like to refer to Section 225, of HR 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 in a hospital for mental
diseases on 90 days occurring after December 31, 1970 (whether or not such
days are consecutive) the Federal medical assistance percentage with respect
to any such services furnished to such individual on an additional two hundred
and seventy-five days (whether or not such days are consecutive) shall be de-
creased by 331/ per centum thereof and no payment may be made under this Title
for any such services furnished to such individual on any day after such 275
days."

As indicated in the Report of the Committee on Ways and Means of HR
17550:

"The proposal to increase the Federal matching for outpatient, clinic and
home health services is directed at encouraging the States to provide early
diagnosis and treatment of illness, preventive services, and alternatives to in-
stitutional 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 months and for patients over 65 rarely continues beyond a
year."

Outpatient services should be encouraged not only because they are more
economical but because when used appropriately they are in the best interests
of the patient. The assumption that treatment of psychiatric inpatients does not
exceed three months is a generalization and over-simplification. In previous
testimony I have indicated that many elderly patients do respond to an active
treatment program in less than 90 days, but there also are significant numbers
that need care over a prolonged period. Arbitrary and inflexible limitations
such as those proposed will unquestionably deprive many patients of needed
treatment.

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 would encourage shifting such patients to more
expensive medical and surgical institutions where, incidentally, the psychiatric
needs would not be adequately met.

Admittedly some States have not effectively utilized the Medicaid funds avail-
able for psychiatric services. Nevertheless, these programs do have meaningful
potential and it would be a disservice to disqualify all in one sweeping judg-
ment. In attempting to eliminate those programs that are not delivering ef-
fective services, it would be preferable to insist on more adequate documenta-
tion of services rendered and to intensify utilization review.

A further limitation in Section 225 affects skilled nursing homes:
"(B) after an individual has received care as an inpatient In a skilled nursing

home on 90 days (whether or not such days are consecutive) during any cal-
endar year, the Federal medical assistance percentage with respect to any such
care furnished thereafter to such individual in the same calendar year shall
be decreased by 33 per centum thereof ;"

This limitation will ony intensify the plight of the elderly person suffering
from mental illness because many such patients with lesser degrees of mental
impairment are being cared for effectively in the skilled nursing homes. This
further withdrawal of support for older persons with psychiatric disabilities
would be most unfortunate.

In brief, I strongly favor the increased Federal medical assistance being
made available for outpatient hospital sertice but oppose those reductions and
lifetime limitations on the assistance available for inpatient services In a hos-
pital for mental disease and the curtailment of assistance for skilled nursing
home care.

Our associations ask for an insurance benefit system that would enable the
profession of psychiatry to provide the full range of psychiatric treatment 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 Government in
achieving this. We pledge our wholehearted support to the Congress and to
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the public and private agencies in making such an equitable system fully work-
able and maximally effective.

ROBERT W. GmsoN, M.D.,
Medical Director, the Sheppard and Enoch Pratt Hospital.

Senator ANDERSON. Dr. Catchings?

STATEMENT OF JAMES A. A. CATCHINGS, D.D.S., MEMBER, COU.N-
CIL ON DENTAL HEALTH, AMERICAN DENTAL ASSOCIATION;
PAST PRESIDENT, NATIONAL DENTAL ASSOCIATION; ACCOM-
PANIED BY HAL M. CHRISTENSEN, DIRECTOR, WASHINGTON
OFFICE, AMERICAN DENTAL ASSOCIATION

Dr. CATCHINGS. Mr. Chairlnan and members of the committee, my
name is Dr. James A. A. Catchings, of Detroit, Mich.

In addition to maintaining a private dental practice, I am a mem-
ber of the Council on )ental Health of the American Dental Associa-
tion and a past president of the National Dental Association. I am
here today on behalf of those two organizations. With me is Hal Af.
Christensen, director of the American Dental Association. We appre-
ciate this opportunity to present our views on some of the complex
health issues affected by provisions of H.R. 1. Our oral testimony is
brief, Mr. Chairman. Ve have, however, two appendixes attached to
it and would be grateful if they could also be made a part of the
record.

Senator ANDERSON. They" will be made a part of the record.
Dr. CATCHINGS. Hospital admissions for dental services under ined-

icare: H.R. 1, as passed by the House, has in sectioli 256 of part C of
title II a technical amendment that would remedy a source of con-
fusion that exists uider part A of medicare as presently written.

Briefly, the provision would permit a dentist to certify to the neces-
sity for hospital admission of a medicare beneficiary for treatment
of a dental condition. Upon such certification and admission the pa-
tient's hospital expenses would be covered on the Same basis as any
other medical admission. There would be, of course, no coverage of
the dental services themselves.

Enactment of the provision would eliminate an existing cumber-
some and unnecessary procedure and bring medicare into conformity
in this regard with typical health benefit programs in the private sec-
tor, including those offered to employees of the Federal Govern-
ment. We urge you to retain this provision of H.R. 1.

Equity in outpatient benefits coverage: Along this same line there
is need for a further clarifying amendment related to the definition
of a physician under section 1861 (r) of title XVIII. Although the
original intent behind this section was to make clear that a dentist
would be authorized to provide any covered service that legally is
within the scope of his license to practice, the administrators of the
program have narrowly construed the language to include only cov-
ered services that require surgical intervention. Thus, the expenses
of a patient with a condition such as an infection that can be treated
medically may not be reimbursed if the treatment is rendered by a
dentist, usually one who specializes in oral surgery, but would be re-
imbursed if the same treatment were rendered by a physician. The
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association requests that this inequity be remedied by adoption of
the following amendment to H.R. 1:

Section 1861 (r) of the Social Security Act is amended by striking
subparagraph (2) in its entirety and inserting in lieu thereof the
following:

(2) A doctor of dental surgery or of dental medicine who is legally author-
Ized to practice dentistry by the state in which he performs sucih function
but only wtih respect to (A) surgery or other treatment related to the jaw
or any structure contiguous to the jaw or (B) the reduction of any fracture of
the Jaw or any facial bone.

Professional standards review organization: In late January, Sen-
ator Bennett introduced amendment 823 to H.R. 1. This amendment
would establish a new title XI creating a professional standard re-
view procedure for services "for which payment may be made tinder
the Social Security Act."

It is apparent and understandable that the framers and supporters
of the amendment are anxious that the core structure of the SRO
not be fragmented but that instead the central responsibility for its
operations be clearly assig-ned to one organization, with the local medi-
cal society being the preferential choice.

Senator BE.NFETT. May I interrupt you at that point?
Dr. CATCHINGS. Yes, sir.
Senator BENNETT. That last statement is wrong. We have leaned

over backward to keep the local medical society from controlling the
PSRO and that is why we have insisted that it must be a separate
organization, that every doctor must be given access to it whether
or not he isa meinber of the medical society and, to the extent that
the leadership of the medical society encourages its members to par-
ticipate, we welcome that.

But we have-I have been very careful from the beginning to make
it clear that this is an organization that is entirely outside the -privately
organized medical societies.

Dr. CATCHINGS. Thank you very much, Senator.
We raise no basic objection to that framework. It is nonetheless true

that large numbers of dentists and other nonphysician health profes-
sionals render services under social security programs to many thou-
sands of beneficiaries. We have no doubt that physicians themselves
would be the first to concede that their training does not qualify them
to determine the necessity for or quality of dental care. If the PSRO
is truly going to work with respect to dental services, then it is essen-
tial to require that dental societies be delegated the responsibility for
the review of such services.

We have attached to our statement, as appendix I, suggestions for
changes in line with out recommendation. We urge the committee's
favorable consideration of them. Also included as appendix II are
recent official policy statements of the American Dental Association,
in which the National Dental Association concurs, underlining our
commitmentito a broad-based peer review system, containing sanctions
for governmentally financed health-care programs.

Medicaid: Beginning some 30 years ago, organized dentistry began
urging the Federal Government to take a more active role in bring-
ing dental care to the needy and near needy, especially the children
in those categories. Candidly, our representations met vith little sue-
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cess over the years. Xs short a time ago as calendar year 1966, total
public sector spending for dental care-Federal, State and local-
was $57 million; today it is about $260 million. Medicaid's enactment
marked the first time that some emphasis was put on dental care for
the needy and near needy by the public sector.

The committee may recall that at the time of medicaid's enactment,
Senator Ribicoff led a drive to include dental services for children as
a mandatory benefit under the program. The committee approved the
amendment and its approval was then confirmed by the full Senate.
Regretfully, the Ribicoff amendment 'Was deleted in conference. The
emphasis on dental care, then, has been optional rather than obliga-
tory; nonetheless, it generated a real beginning for the first time ii)
history.

This, we think, is one of the bright s pots in medicaid history. We
fully recognize that there are many other chapters that are not so
agreeable. There seems to be evident intention to make changes ill
medicaid, perhaps even beyond what is already in H.R. 1.

Our association's most urgent concerns is that the foothold estab-
lished by medicaid with respect to dental care not be lost. Indeed, that
foothold should be enlarged as swiftly as is prudent until comprehen-
sive dental care is reasonably available to every American irrespective
income.

The committee action on the Ribicoff amendment of 1965 was evi-
dence that it, too, feels this commitment. In the years since then, it is
true the entire Nation has had to face some sobering realities about the
difficulties that lie between concept and implementation of health
care. But nothing that has happened can justify a total Federal aban-
donment of its role in bringing dental care to the poor.

Our professional preference still is to concentrate first on children.
That is also, we believe, the most promising path from a fiscal point
of view. It may be that it is not feasible to include all children at once.
Perhaps we must proceed more modestly on an incremental basis. But
whatever ultimate course of action theicommittee takes with respect to
medicaid, we hope that it will provide adequately for dental care of the
poor, with emphasis on children.

Insurance against catastrophic illness: In his statement at the
opening (lay of these hearings, the chairman said he hoped "that the
committee will receive testimony regarding * * * insurance protection
against the costs of catastrophic illness."

A common factor in any proposal of this nature is the concept of a
deductible for personal health expenses, a deductible that, once satis-
fied, allow Federal assistance to start.

Some of the bills now pending would not permit a family to include
its dental care expenses in the computation leading toward satisfac-
tion of the deductible. Where this has occurred, as in S. 1376, we be-
lieve it to have been inadvertent.

Regular dental care is surely an intrinsic part of a family's total
health care. Public policy has long recognized it as such. as is shown,
for example, by its being part of the medical care deductions allowed
in Federal and State income tax returns. The preventive aspects of
care are more clear cut with respect to dental disease than with most
other kinds of illness since, despite its universal occurrence, most
dental disease is readily preventable.
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Dental care. services account for about 9 percent of the private health
dollar. An average family obtaining reasonably regullar dental care
might spend some $160 annually. To the family, that is clearly a
significant expenditure. Its addition to the deductible category, how-
ever, would not add unduly to the cost of the program. In any given
year, of course, some families iay well face larger expenditures for
dental treatment that cannot be postponed. Treatment for advanced
periodontitis, for example, can extend for many months and cost as
much as $700 to $1,000. Inclusion of such essential lelth expenditures
in the deductible category seems to us to be proper and necessary.

While most dental disease is admittedly not catastrophic as that
term is defined in this context, some manifestations can indeed have a
catastrophic effect on a family's finances. The two most obvious ex-
amples of this are oral cancer and cleft lip and/or palate. We urge
that consideration be given them in defining what constitutes disease
of a catastrophic nature.-

Mr. Chairman, this concludes our testimony. On behalf of the
National Dental Association and the American Dental Association,
I want to express our pleasure at having this opportunity to appear.

Mr. Christensen and I would be glad now to respond to any
questions.

Senator ANDERsox. Are there any questions?
Senator B.NNF-r. Mr. Chairman, I would like to express my thanks

to Dr. Catchings for his support of the principle of peer review and
to assure him that the language of the bill as it is finally adopted, if
any peer review is adopted, will make sure that only dentists review
the work of dentists as only doctors shoud review the work of doctors.

Now, we may not agree as to who is going to select those reviewers.
It seems to me that having taken a strong'stand on the principle that
organized medicine should' not be the.agency to select the doctors who
should participate in peer review, I have to take the same stand with
respect to organized dentistry, and I think in the end that is an
important phase of the success of the program.

Dr. CATCHINOS. Very important, Mr. Senator, and we certainly
thank you for your words on that.

Senator CURTIS. Mr. Chairman, I just want to refresh my memory
about these programs. Dental services per se are not included in
medicare, are they?

Dr. CATCHINGS. No; not per se.
Senator CURTIS. But I believe you said if a medicare patient would

have an infection and went to the hospital, and the infection was
handled by a medical doctor it would come under medicare?

Dr. CATCIINOS. Yes.
Senator CUTrns. Even though it was related to a tooth?
Dr. CATCHINGS. Maybe I would let Mr. Christensen answer it.
Mr. CHRISTENSFN. That is not 100-percent correct.
Senator CUIRTIS. Correct me on that so I get it straight.
Mr. CHIiSTTENSN. What is covered under medicare are those condi-

tions that may be treated either by a physician or a dentist. That was
the intent of the amendment that is in there now. All routine type
dental care is excluded specifically.

Senator CUTIs. What is the situation in reference to medicaid?
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Mr. CHRISTENSEN. Medicaid is an optional program with the States.
Some of them--New York, Massachusetts, Illinois-have fairly con-
prehensive programs. Others have little more than emergency care
9nd some not even that.

Senator CURTIS. So, insofar as the Federal law is concerned dental
services are in medicaid because the States could ao ahead-

r. CHRISTENSEN. That's right; they could do it and the Federal
Government in that case matches at a regular basis.

Senator CURTIS. And there the test is a matter of income?__
Mr. CrmISTENSEN. Right.
Senator CUTIs. I understand your recommendations about peer

review and I understand about the definition of doctors; I don't know
as I have used th- eight term, but are you at this time advocating
the expansion of any programs to include dental care?

Mr. CHRI-T-ENSEN. Only with respect to programs such as medicaid
which are for. the needy: We believe that those programs should in-
clude a reasonable provision for dental care.

Senator CURTIS. That is the law now so far as the Federal Govern-
ment is concerned?

Mr. CHRISTESENr. Right.
Senator CURTIS. That is all, Mr. Chairman.
Senator BENNETT. May I have 1 more minute, Mr. Chairman? I

want to say to Dr. Catchings that we will carefully study these recom-
mendations in your statement regarding the peer review concept and
we will include as many of them either in the language or in the report
as we can, consistent with the basic principle of the idea.

Dr. CATCHIN;S. Thank you.
Senator BYRD. Thank you, Mr. Chairman. Just one question of Dr.

Catchings.
What has been the experience of the dental profession with the

fluoridation program?
Dr. CATCHINGS. With the fluoridation program? -
Senator BYRD. Yes.
Dr. CATCOIINOS. The fluoridation program has gone over well in most

of the larger communities of the country. We find that we do have
forces that oppose it; forces that are not well grounded or well
founded. But in the cities, the larger metropolitan areas where the
program is working, we have found that it is working well; the in-
cidence of caries has been reduced greatly and we hope we will con-
tinue to expand throughout, the Nation.

Senator BYRD. You are convinced that it is a logical and sound thing
to do?

Dr. CATCHINGS. Yes sir.
Senator BYRD. I am interested in that. Twenty-five years ago, as a

newspaper editor, I championed that cause in Virginia. My dentist
friends sold me on the idea and it seemed sound and logical and it has
proved out over the years, you feel?

Dr. CATCHINGS. f think in the long run it will be proven conclu-
sively that it-is really necessary.

Senator BYRD. Thank you, Doctor.
Thank you, Mr. Chairman.
Senator ANDE&SON. Thank you very much.
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(The prepared appendixes I and II by Dr. Catchings follow:)

APPENDIX I

RECOMMENDATIONS REGARDING PROFESSIONAL STANDARDS REVIEW
ORGANIZATIONS

As indicated in the text of the statement presented to the Committee, the
dental profession is concerned that Amendment 823 to H.R. 1 does not make
adequate provision for the peer review of health services which are provided
under the Social Security Act by health practitioners other than physicians. Nor
does it accord any representation in the advisory or administrative mechanism
for other than physicians. The following amendments would correct these
deficiencies and are recommended to the Committee:

Section 1152(e) is amended by inserting after "of his profession." the follow-
ing: "Nor shall any such organization utilize the services of any individual who
is not a duly licensed dentist to make final determination with respect to the
professional conduct of any other duly licensed dentist or any act performed by
any duly licensed dentist in the exercise of his profession."

Section 1155(b) is amended by deleting "is authorized" and Inserting in lieu
thereof "is required".

Section 1155(c) Is amended by Inserting "and other providers" after "to
familiarize physicians" and further, by Inserting "other providers," after "ac-
tivities by physicians,".

Section 1155(d) (2) is amended by adding "and dental" after "medical".
Section 1162(b) is amended by deleting subparagraph "(B)" and inserting in

lieu thereof the following: "(B) Four members of the health professions, no more
than two of whom shall be physicians (one designated by the state medical
society and one designated by the state hospital association) and no more than
one of whom shall be a dentist who shall be designated by his state dental society;
and".

Section 1163(a) (1) is amended by deleting "physicians" and Inserting in lieu
thereof "members of the health professions".

Section 1163 is amended by deleting paragraph "(b)" and inserting In lieu
thereof the following: "(b) Members of the Council shall consist of physicians,
dentists and other health practitioners of recognized standing and distinction
In the appraisal of health services. A majority of such members shall be physi-
cians and dentists who have been recommended to the Secretary to serve on the
Council by national organizations recognized by the Secretary as representing
practicing physicians and dentists. The membership of the Council shall include
physicians and dentists who have been recommended for membership on the
Council by consumer groups and other health care interests."

APPENDIX II

EXCERPTS FROM: AMERICAN DENTAL ASSOCIATION GUIDELINES FOR DENTISTRY'S
POSITION IN A NATIONAL HEALTH PROGRAM

Review Procedures
1. Licensed dentists should be involved at all levels of review of the dental

aspects in a dental component of a national health program, and review of the
quality of professional services should be under the control of licensed dentists.

2. Dental societies should establish effective committees that have consumer
representation to ensure accountability to the public. The committees should be
well publicized and should provide for discourse between consumers and dentists.

3. Review In a dental component of a national health program should include
review of program design and administration, quality of services rendered, fee
questions and utiliation of services.

4. Continuing review of the design and administration of the dental compo-
nent of a national health program should include such matters as effectiveness
In meeting the dental need of the population, patient utilization, economy in
administration, effect of benefit patterns on dental health and dental practice,
provision of uniform forms and procedures, efficiency of administrative require-
ments, accessibility of dental care, utilization of fluoridation and effectiveness of
review procedures.
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5. Review of quality of dental care in a national program should include
review of the quality of services performed, review of the reasonableness of
procedures and whether the services were performed in accordance with pro.
fessional standards.

6. Review of treatment should be performed according to professionally estab-
lished guidelines through review techniques such as screening of claims, states.
tical audits, random sampling of records, review of radiographs, random exami-
nation of patients and evaluation of complaints.

7. Dental society review committees should be used In the dental component
of a national health program for review of professional matters, such as review
of services rendered and fee questions.

8. Channels of referral to dental review committees under a national program
should be open to the program administrators, dentists, insuring agencies and
patients.

9. Appeal procedures for all participants should be provided in the review
structure of a national program.

10. A dental review structure, In order to be creditable, must include appro-
priate sanction against abuse.

11. Effective review procedures should be developed to resolve fee questions,
to determine if fees are in accordance with provisions of the program, and to
assess whether fees are In fact usual, customary and reasonable when this pay.
ment method is used.

12. Effective procedures should be instituted to protect the review committee
members.

Senator ANDRSON. Miss Stone?

STATEMENT OF VIRGINIA STONE, CHAIRMAN, EXECUTIVE COM-
MITTEF, DIVISION OF GERIATRIC NURSING PRACTICE, AMERI-
CAN NUtSES' ASSOCIATION; ACCOMPANIED BY CONSTANCE
HOLLERAN, DIRECTOR, GOVERNMENTAL RELATIONS DEPART-
MENT, ANA

Miss STONE. Mr. Chairman and committee members, I am Virginia
Stone, chairman of the Executive Committee of the Division of Geriat-
ric Nursing Practice of the American Nurses' Association. Accom-
panying me is Constance Holleran, director of the Governmental Rela-
tions Department of thesAmerican Nurses' Association. Today I ap-
pear before you on behalf of the American Nurses' Association and
in the interest of time I will summarize the points we have made in
our complete statement, which you also have before you.

In relation to the health insurance for the disabled, the association
has urged over the years that disabled persons whose incomes are
limited, who are likely to require more health services and who ex-
perience difficulty in obtaining adequate insurance protection against
the cost of health services also be accorded benefits under the medicare
program. We urge the members of this committee to approve the ac-
tion of the House of Representatives.
I In relation to the social security retirement benefits, the American
Nurses' Association agrees with the increase in benefits effectively. June

.1972, and the provision for automatic increases to reflect cost-of-living
increases. The liberalization of the amount a beneficiary may earn
from the present $1,680 to $2,000 without, loss of social security income
is an improvement although we would have preferred a ceiling of
$2,700. The nurse of retirement age could help meet the health needs
of the community in many ways. She or he could give home nursing
care. teach home' health aides or work in one of many nursing homes
which say they cannot secure registered nurses. i
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As for child-care deductions, the American Nurses' Association has
long supported legislation which would liberalize child-care income
tax deductions for workingwomen. We are pleased that Congress has
provided tax aid for child-care expenses in the new law, Public Law
92-178. Day-care and household help deductions up to $400 per month
are now available to families with a yearly adjusted gross income of
$18,000 or under for the cost of care of children under age 15 and/or
invalids.

PROFESSIONAL STANDARDS REVIEW ORGANIZATION

As to the professional standards review organization, the Ameri-
can Nurses' Association agrees that provision should be made for
utilization review of health services to individuals and peer review
to insure that the services are of high quality. Our objection to the
proposed professional standards review organization is that it places
responsibility for surveillance of utilization and quality almost totally
on one profession-medicine-in the health field. It is our contention
that each profession within the health field should have the respon-
sibility, and be accountable, for developing standards of care within
his/her area of expertness. We submit that review of care in extended
care facilities, skilled miursing homes and home health agencies, where
the major constant service provided is nursing care, is the responsibil-
ity of nurses. In utilization review, we believe the approach should
be multidisciplinary, involving representatives of all tel health profes-
sions. We recommend that National nd State professional standards
review councils include in their membership representatives of other
health professions, in addition to physicians. We also recommend that
any organization, established within an area for the purpose of re-
viewing utilization, effectivness, and quality of services, be multi-
disciplinary.

Delegates to the recent White House Conference on Aging recom-
mended and they underscored that comprehensive health care services
become available. Services cannot be comprehensive unless all meni-
bers of the health t,-tm are involved in total planning and review.

Medicare and medicaid proposals: The American Nurses' Associa-
tion takes serious exception to two provisions relating to the medicare
and medicaid programs, for we believe they are not in the best interest
of patients.

The first provision, section 241, would set up a program to deter-
mine qualifications for certain health care personnel who do not have
educational credentials but have on-the-job experience.

I would like to remind you, when State licensure came into being
people with work experience were reviewed and educational require-
ments waived.

Under the present medicare and medicaid regulations that govern
extended-care facilities and skilled nursing homes, practical nurses
licensed by waiver can be employed. We have no objection to this as
long as registered nurse supervision is available. If the intent of the
provision in H.R. 1 is to test practical nurses licensed by waiver to
determine whether they may assume the role of charge nurse, and we
believe this is the intent, we would have serious objections. If this is
not the intent, the American Nurses' Association feels it is unnecessary
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to include the waivered licensed practical nurses in the groupings
named in section 241.

It is possible to test in a pencil-and-paper test for factual knowl-
edge; however, it is doubtful if it can effectively assess an individual's
level of understanding, ability to engage in interdependent and in-
dependent decisionmaking, ability to collaborate effectively with other
members of the health team and to coordinate diverse activities in pa-
tient care. Because of the complexities of health needs of the aged,
provisions should be made to encourage the use of the best prepared
health personnel rather than the least prepared personnel.

The second provision we object to is section 267, which would waive
the requirement that skilled nursing homes under the medicaid pro-
gram have at least one full-time registered nurse on the staff when the
skilled nursing home is in a rural area. Under the provision, standards
would be lowered for people in rural sections of the country.

A real concern of the American Nurses' Association is the lack of
clarity of several parts of the proposal which, perhaps, some of the
members of this committee could clarify for us.

What is your definition of rural? What proportion of nursing home
beds are located in rural communities by such definition? How many
rural area facilities are adjacent to medical centers? Is there a true
shortage of RN's in such locations? Is there an RN shortage in other
facilities in that same area? These last questions are asked because
there are indications from several State nurses associations that the
major problem is not a shortage of RN's but the fact that the salaries
and personnel policies of extended-care facilities are not being reviewed
and updated-and they are not competitive.

Recruitment programs are not as vigorous as they might be.
These questions are posed because of the necessity to consider a safe

level of care for all older people regardless of the location of the
facility.

The American Nurses' Association supports amendments to medicare
which would extend coverage to the cost of out-of-hospital prescrip-
tion drugs; would freeze at the present level of $50 the amount the
covered individual must pay in a given year; would eliminate the
requirement in H.R. 1 of daily copayments for the 31st through 60th
day of hospitalization. Increasing deductibles and coinsurance could
have the effect of screening out individuals most in need of care and
early treatment, possibly resulting in a more serious and costly illness.

We are in agreement that requiring a 3-day hospital stay before an
individual is entitled to medicare coverage of home health services
should be eliminated when care can appropriately and successfully be
given at home. Studies have indicated that given the opportunity, old
people prefer to remain in their homes.

We are strongly in favor of the establishment of an advisory com-
mittee on home health services to assist the Assistant Secretary for
Health and Scientific Affairs in the administration of home health
services provided under medicare, medicaid, and the maternal and
child health program.

We believe home health benefits under the medicare program have
been overcontrolled. Intermediaries have made arbitrary decision with
respect to the nursing care they will approve for payment. A.s an ex-
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.rmple, payment will not be paid for prevention of decubitus ulcer or
bedsoress but payment will be made after that has been developed and
is given care.

Since less than 1 percent of medicare expenditures have been used
to pay for home health services, it does not appear that the number
of home visits have been excessive. It is our opinion that the nursing
administration is in the best position to determine the need for services
in the home. Nursing in the home and homemaker home health aide
services can maintain individuals in their own homes, avoiding crisis
situations and serious breakdown that lead to need for the most expen-
sive care.

Again, the delegates to the White House Conference on Aging rec-
ommended that services be expended and broadened in the home so
that there would be alternatives of care available to the elderly.

The American Nurses' Association agrees with the proposal in sec-
tion 237, which includes utilization review requirements for hospitals
and skilled nursing homes under medicaid and maternal and child
health programs. We strongly support the belief that the same high
quality of care available to the general public should be given both
medicaid and medicare recipients.

In conjunction with the same quality of care given to both medicaid
and medicare recipients, the availability of health care to both cate-
gories of recipients would not be equal under the proposal in section
232, which deals with the determination of reasonable cost of inpatient
hospital services under medicaid and maternal and child health pro-
grams.

The American Nurses' Association supports the current reimburse-
ment policy, where States are required to reimburse hospitals for in-
patient care under medicaid on the basis of the reasonable cost form-
ula set forth in medicare. This proposal would probably reduce hos-
pital and home health care costs, but to the detriment of poor people
-Whose access to health services would be greatly curtailed because
sufficient medicaid funds would not be available. We oppose the pro-
posal in section 232 for we firmly support the belief that there should
not be a double standard, and that medicaid recipients should be elig-
ible for the same benefits as are available to medicare recipients.

I appreciate the opportunity to be here today and present the views
of the American Nurses' Association. Thank you.

Senator ANDERSON. Are there any questions?
Senator BE xNE. No questions.
Senator CuRTis. Yes.
The States license nurses, issue the licenses as to who is to be a reg-

istered nurse; is that right?
Miss STozrm. That is right.
Senator Crris. Medicare was enacted to help people meet the fin-

ancial burden of their illness and it was not enacted for the purpose of
transferring to Washington the direction and control of all the various
medical professions; and it is creating havoc in the country. To have
life and death over the continuation of a hospital being determined at
Washington just does not make sense at all.

On a different subject, I have a very well-qualified doctor in one
of our Nebraska communities who has done considerable work on a
paper on further utilizing the visiting nurse as a means not only of serv-
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ing the patients much better but also very materially cutting down the
costs of medicare and medicaid.

If I delivered that paper to you, would you furnish us with your
comments on his proposal?

Miss SToN.E. We would be delighed, sir.
Senator Curtis. He points out a number of specific cases where a

patient needs to have something done-a check made-it may be a
blood test or it may be something else-and if you get an ambularlce
and send the patient to the hospital it is part of medicare expenses;
but if they use a visiting nurse to do that very thing it is not covered.

Are you familiar with any of those problems? I
Miss STONE. Yes, sir; I think we also have to keep in mind what

it does to the old person to move them from one facility to another
if the service could be rendered at home instead.

Senator CURTIS. Yes; he cites a number of important illustrations;
he said in one situation a man 70 years-of-age had a pacemaker de-
vice inserted in his heart and when he was returned from the hospital
there was no provision for a visiting nurse checking him periodically-
pulse and just a few other things-to see if the pacemaker was work-
ing all right; and the only way he can get it taken care of is to go back
to the hospital.

Miss HOLLERAN. One of the serious problems the home health agen-
cies are facing right now, Senator, is that frequently the fiscal agent
who reviews the service rendered has disallowed reimbursement, indi-
cating it, is not skilled nursing care. The decision is being made at that
level. Many of the home heal th agencies are in serious financial diffi-
culties because they cannot collect for the kind of care they need to
provide.

Senator CURTIS. Who said it was not skilled?
Miss HOLLERAN. Those reviewing it.
Senator BENNErr. Blue Cross/Blue Shield.
Miss HOLLERAN. Frequently they say-
Senator CURTIS. Who is they?
Miss HOLLERAN. The agents that review the claims.
Senator CURTIS. For the Federal Government?
Miss HOLLERAN. Right.
Senator CuRTIs. For the Federal GoVernment?
Senator BENNETT. Insurers.
Senator CuRTIS. That is what I had in mind in my earlier remark.

We did not enact medicare to have the Federal Government run the
health professions or the hospitals; the States do that and the purpose
of medicare is to-like any other insurance company-relieve people
of their medical financial difficulties.

You feel if it had not been for those regulations the visiting nurses
and other nurses could have rendered a service that would have been
very beneficial to the patient as well as saved expense?

Miss HOLLERAN. Yes; and frequently the service has been provided
but the reimbursement has not been available.

Senator CURTIS. Well, Mr. Chairman, I would like to ask that the
statement entitled "A New Look at the Visiting Nurse," by Dr. Paul
Hoff, of Seward Clinic. Seward, Nebr., be inserted in the record.

Senator ANDERsON. Without objection, it will be done.
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Senator CURTIS. I will get yovi a copy and I will ask further if these
witnesses wish to make any conunent after they have had time to study
this, that it go in the same place in the record. That is all.

Senator ANDERSON. Thank you very much.
(The prepared statements of Virginia Stone, Constance Holleran,

and Dr. Hoff and comments of Constance Holleran on Dr. Hoff's
statement follows. Hearings continue on p. 2434.)

PREPARED STATEMENT OF VIRGINIA STONE, R.N., PH. D., AMERICAN NURSES'
ASSOCIATION

I am Virginia Stone, Chairman, Executive Committee of the Division of
Geriatric Nursing Practice of the American Nurses' Association, and Director,
Department of Graduate Studies, Duke Univerelty School of Nursing, and Presi-
dent, North Carolina Nurses' Association. Accompanying me Is Constance Hol-
leran, Director of the Government Relations Department of the American Nurses'
Association. I appear here today, representing the American Nurses' Association,
the professional association of registered nurses in the United States, to speak to
certain provisions in H.R. 1, the Social Security Amendments of 1971.

The American 'Nurses' Association has supported the provisions of the Social
Security Act and extensions and improvements in the system since its adoption.
It was the first organization in the health field to lend support for proposals to
provide health insurance coverage' for the aged through the social security
mechanism.

HEALTH INSURANCE FOR THE DISABLED

The Association has urged over the years that disabled persons also be ac-
corded benefits under the Medicare program. The disabled have limited income,
are likely to require more health services and, in addition, experience difficulty
In obtaining adequate insurance protection against the costs of health services.
We are in agreement with the House that the "unmet need for health insurance
protection among the disabled-is so great that this extension of protection
under Medicare should not be put off any longer." 1 We urge the members of this
Committee to approve the action of the House of Representatives.

- SOCIAL SECURITY RETIREMENT BENEFITS

We approve the increase in benefits effective June 1972 and the provision for
automatic increases to reflect cost of living increases; the liberalization of the
amount a beneficiary may earn from the present $1,080 to $2,000 without loss of
social security income, although we would have preferred a ceiling of $2,700. A
higher ceiling would be an inducement to many, nurses included, to return to
work, at least on a part-time basis. Registered nurses are in short supply. It
would seem that the nurse of retirement age could help meet the health needs of
the community in many ways; for example, by giving home nursing care, teach-
ing home health aides, or teaching in one of the pre-vocational health training
programs or working in nursing homes which say they cannot secure registered
nurses.

CH1ILD CARE DEDUCTIONS

The American Nurses' Association has long supported legislation which would
liberalize child care income tax deductions for working women.

The Association is pleased with the new law, P.L. 92-178, the Revenue Act of
1971, and the included provision dealing with tax aid for child care expenses. Day
care and household help deductions. up to $400 per month are now available to
families with a yearly adjusted gross income of $18,000 or under for the cost of
care of children under age 15 and/or invalids.

While we are dealing with the subject of child care, there is another aspect
of this problem that has not previously been dealt with. Unlike teachers, social
workers, and most other health professionals, the services of registered nurses,
practical nurses, nurses' aides are required around-the-clock, 24 hours a day,
seven days a week. This means that not only are child care services needed dur-

Social Security Amendments of 1971. Report of the Committee on Ways and Means on
H.R. 1, House Report 92-231.
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ing the day, but in the evening and during the night. Practical nurses and nurses
aides have the same needs. Hospitals, skilled nursing homes, and extended care
facilities currently suffer a shortage of these categories of manpower. There
are many indications that the needed manpower does exist and would join the
work force if the range of child care services was considerably expanded. We
should recognize, too, that in many circumstances fathers have the need for child
care services, if they are to work as well.

PROFESSIONAL STANDARDS REVIEW ORGANIZATION

The American Nurses' Association agrees that provision should'be made for
utilization review of health services to individuals and peer review to insure
that the services are of high quality. The present practice whereby fiscal inter-
mediaries and public officials make the decisions about the use of services and
the kind of care that will be covered has resulted in some arbitrary decisions
not related to an individual's need for care. This has-been especially noted by
home health agencies, and has resulted in hardship both to the agency and the
person requiring care.

Our objection to the proposed professional standards review organization is
that it. places responsibility for surveillance of utilization and quality almost
totally on one profession in the health field. For example, the proposed national
Professional Standards Review Council would be composed only of physicians,
The proposed Statewide Professional Standards Review Councils would also be
dominated by medical practitioners. Provision is made for health practitioners
to be appointed to State Advisory Groups.

Further, the P.S.R.O. is charged with the responsibility for review of the
professional activities of all health care practitioners and of institutions anti
agencies providing health services.

It is our contention that each profession within the health field should have
the responsibility, and be accountable, for developing standards of care within
his area of expertness. Obviously, the physician has the expertise to make judg-
ments about the need for medical care and the quality of that care. Other health
professionals, including nurses, are the most competent to make the Judgments
within their area of practice. In extended care facilities, skilled nursing homes
and home health agencies, the major constant service provided is nursing care.
We submit that review of that care is the responsibility of nurses. In assessing
the quality and totality of health care we believe there should be a collaborative
effort of all the health disciplines involved.

In utilization review we believe the approach should be multi-disciplinary,
involving representatives of all the health professions. The interests of the indi-
viduals needing services will be better served when the knowledges of a diverse
group are brought to bear on an issue or problem.

We, therefore, recommend that national and state professional standards
review councils include in their membership representatives of other health pro-
fessions, in addition to physicians. We also recommend that any organization,
established within an area for the purpose of reviewing utilization, effectiveness
and quality of services be multi-disciplinary.

MEDICARE AND MEDICAID PROPOSALS

There are two provisions relating to the Medicare and Medicaid Programs with
which we take serious exception because we believe they are not in the best
interest of patients.

The first provision, Section 241, would set up a program to determine qualifica-
tions for certain health care personnel who do not have educational credentials
but have on-the-Job experience. In all states there is provision for the licensing
of practical nurses. When these laws are initially enacted many individuals with-
out formal preparation were licensed by waiver. The requirements for such licen-
sure varied from state to state. In some, practical nurses took the national exam-
ination, called the state board test pool examination; in others, an examination
developed by the licensing authority; in others, the license was- granted without
examination.

Whatever the circumstances, the license issued by waiver is valid and cannot
be revoked or suspended without just cause'and evidence that the practical nurse
has violated the law. He or she can be employed but state law does stipulate that
the individual work under the supervision of a registered nurse.
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Under the present- Medicare and Medicaid regulations that govern extended
care facilities and skilled nursing homes, practical nurses licensed by waiver can
be employed. We have no objection to this as long as registered nurse supervision
is available.

However, if the intent of the provision in HR. 1 Is to test the practical nurse
licensed by waiver to determine whether she may assume the role of charge nurse,
rnd we believe this is the intent, we would have serious objections.

A charge nurse is responsible for the total nursing care activities in a facility.
Supervision of total nursing care is based on judgments which can only be
made as a result of knowledge acquired in an appropriate educational program.
Graduates of schools of practical nursing or waiver applicants are not taught
nor expected to plan, direct, or supervise patient care. Most laws stipulate
that they practice practical nursing under the direction of a licensed physi-
cian or registered nurse.

The practice of geriatric nursing involves a sequential process including:
(1) the assessment of nursing needs of older people based upon the following

factors:
The chronological age and effect of the aging process,
The multiplicity of the aged person's losses: social, economic, physiologic

and biologic,
The frequently atypical response of the aged to disease, coupled with

the different forms disease entities may assume In the aged person,
The accumulative disabling effect of multiple chronic Illnesses and/

or degenerative processes,
Cultural values associated with aging and social attitudes toward the

aged, and
Finally, the uncertainty of his remaining life span and the increasing

possibility of his death.
(2) planning and implementing nursing care to meet these needs; and
(3) evaluating the effectiveness of such care to achieve and maintain a

level of wellness consistent with the limitations imposed by the aging process.
This content Is not encompassed in educational programs preparing prac-

tical nurses and it is exceedingly doubtful that the LPN licensed by waiver
would have acquired this knowledge and these skills through experience.

It is possible to test in a pencil and paper test for factual knowledge. How.
ever, the effectiveness of a proficiency test to determine level of understanding,
the ability to engage in interdependent and independent decisionmaking, the
ability to collaborate effectively with other members of the health team and
coordinate diverse activities in patient care Is doubtful, no matter how well
the test is constructed.

We are all concerned that people in extended care facilities and skilled
nursing homes receive nursing care that is of high quality. The most effective
way to assure this Is through professional supervision and continuing educa-
tion of all nursing personnel.

The second provision we object to Is Section 267, which would waive the
requirement that skilled nursing homes under the Medicaid program have
at least one full time registered nurse on the staff when the skilled nursing
home is in a rural area.

A facility without a registered nurse on the staff is not providing skilled
nursing care. We do not believe that tax monies should be used to per.
petuate poor standards of nursing care. Requirements for Qafe care should
be the same for all people. Rural people would not have the same quality
available under this provision. When the Social Security Amendments of
1965 were enacted with provisions for M medicare and Medicaid, Congress
did indicate its interest in the provision of health services of high quality.

In May, 1971, the General, Accounting Office's Report to the Congress on
Problems in Providing Proper Oare to Medicaid and Medicare Patients in
Skilled Nursing Homes concluded: "There Is a direct relationship between
HEW requirements for skilled nursing homes and the provision of proper
care. Deficiencies in meeting these requirements should be a clear warning*
that patient health and safety may be in jeopardy and that many homes, par-
ticularly those having Inadequate nursing service and those involving in-
frequent physician's visits, are not capable of providing the level of skilled
nursing care that patients require."

In June, 1971, President Nixon, In his speech to the National Retired Teachers
Association and the American Association of Retired Persons, stated: "If there's
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any single situation In this country that symbolizes the tragic isolation and shame-
rut neglect of older Americans... it is the substandard nursing home, and there
are some. I don't believe Medicare and Medicaid funds should go to substandard
nursing homes in this country and subsidize them."

Health care facilities facing the problem of lack of qualified registered nurses
in the area should step up their recruitment program and review their salary and
personnel policies so that they are competitive. States unable to meet the require-
ments should take a look at and perhaps revise the system of health care services.
If the old and the poor are either unwilling or unable to seek medical attention
in a distant city, the most logical answer would be to bring the health care services
to them, rather than lowering standards and perpetuating unsafe and question-
able health care practices.

'The American Nurses' Association supports amendments to Medicare which
would extend coverage to the cost of out-of-hospital prescription drugs; would
freeze at the present level of $50 the amount the covered individual must pay in
a given year; would eliminate the requirement in H.R. 1 of a daily co-payment of
$7.50 by beneficiaries for the thirty-first through the sixtieth day of hospitaliza-
tion.

The Medicare program was intended to relieve elderly persons on a fixed Income
of the anxiety of meeting health care costs at a time of life when illness and
disability are more likely to occur. Increasing deductibles and co-insurance could
have the effect of screening out individuals most in need of care and early treat-
inent, possibly resulting in a more serious and costly illness.

We are in agreement that the requirement of a three day hospital stay before
an individual is entitled to Medicare coverage of home health services should
be eliminated when care can appropriately and successfully be given at home.

Health insurance in this country, whether provided through public or private
mechanisms has encouraged the use of the most expensive facilities for the
provision of care. The requirement of three days hospitalization prior to home
care perpetuates this practice. We urge that it be removed.

We support also the establishment of an advisory committee on home health
services to assist the Assistant Secretary for Health and Scientific Affairs in the
administration of home health services provided under Medicare, Medicaid a id
the maternal and child health program.

For the record, we would like to state that we believe home health benefits under
the Medicare program have been over-controlled. Intermediaries have made
arbitrary decisions with respect to the nursing care they will approve for pay-
ment. To be sure their decisions are based on regulations of the Social Security
Administration that are perhaps interpreted rigidly. On the other hand, the lira.
Citations on home health services in the regulations need to be reconsidered. Agen-
cies providing these services have a long history of controlling their activities and
unnecessary visits by nursing staff have been discouraged. Supervision of staff is
of a high caliber. Case conferences on patient needs and evaluation of the service
provided is a long established practice in these agencies. Since less than one per-
cent of Medicare expenditures have been used to pay for home health services.
there is some justification in believing the agencies are not given to overvisiting
for the sake of the Medicare dollar. It Is our opinion that the nursing administra-
tion is in the best position to determine the need for services at the home.

Traditionally, health insurance, whether provided through public or private
mechanisms, has encouraged the use of the most expensive facilities and pro-
viders, resulting in over-utilization of these and contributing to an inflationary
trend In costs. Nursing in the home and homemaker/home health aide services
can maintain individuals in their own homes, avoiding crisis situations and
serious breakdown that lead to need for the most expensive care.

The American Nurses' Association Is in accord with the proposal In Section
237 to Include utilization review requirements for hospital and skilled nursing.--
homes under Medicaid and maternal and child health programs. We have always
supported the belief that the same high quality of care available to the general
public should be given both Medicaid and Medicare recipients.

The American Nurses' Association is opposed to the proposal In Section 282,
which deals with the determination of reasonable cost of Inpatient hospital
services under Medicaid and maternal and child health programs. The organi-
zation supports the current reimbursement policy, where states are required to
reimburse hospitals for inpatient care under Medicaid on the basis of the reason-
able cost formula set forth in Medicare. This reasonable cost formula allows for

72-57&--72-pt. 5-14
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more care to be available to more poor people, and we believe this was the intent
of Congress. Under this new proposal in Section 232, hospital and home health
care costs would probably be reduced, but to the detriment of poor people whose
access to these health services would be greatly curtailed because sufficient
Medicaid funds would not be available. We firmly support the belief that there
should not be a double standard, and that Medicaid recipients should receive
the same benefits as are available to those covered by Medicare.

Finally, the American Nurses' Association does not agree with Section 265
which specifies that provision of medical social services would not be required
as a condition of participation for an extended care facility under the Medicare
program. As a professional group, we recognize the contribution that social work
has made in assisting the aged and in working with nurses and other health
professionals to improve conditions in nursing homes. It is the professional social
worker who is fully qualified to attend to the medically related social problems of
patients. It is this professional social worker's participation in staff training
programs, case conferences, and orientations to community services which enables
all of us, as a professional multidisciplinary team, to best meet the health needs
of this segment of our population covered by Medicare.

As a member of the largest group of professional people giving health care and
who are deeply concerned with the health of the American people, I appreciate
the opportunity to appear here today to present the views of the American
Nurses' Association.

STATEMENT OF THIE AMERICAN NURSES' ASSOCIATION, INC., SUBMITTED BY CON-

STANCE HOLLERAN, DIRECTOR, GOVERNMENT RELATIONS

STATEMENT ON CATASTROPHIC HEALTH INSURANCE

The position of the American Nurses' Association is that health care is a
basic right of all people. Government has a responsibility for assuring through
appropriate legislation that all people have equal access to such care.

We believe the health care provided should be comprehensive and consist
of preventive, health maintenance, diagnostic and treatment, restorative and
protective services.

The association believes that any system of national health insurance that
is initiated should provide these comprehensive services. Provision should also
be made in such a program to help meet the costs of a catastrophic illness
which can indeed have unfortunate economic consequences for an individual
or family.

Therefore. we would prefer to have catastrophic health insurance as one
element in a comprehensive program. Catastrophic illness can be the result
of lack of preventive and diagnostic services and of easy access to facilities
and health professionals. Payment for preventive and diagnostic services and
a shift to the use of ambulatory services-clinics, out-patient departments,
the home, neighborhood health centers could have an influence on the inci.
dence of catastrophic illness.

Additional public and private financing of health care services alone will
not guarantee that health care is accessible to all. If the health care benefits
are not comprehensive the consumer will be further encouraged to seek care
only in crisis situations.

Of course, as nurses, we are intimately aware of the financial hardships
and at times financial disaster of families of those with a catastrophic ill-
ness. Assistance to such families is, of course, needed. What is catastrophic
to one family is not to another so the conditions for eligibility must be
adjusted to size of family, income, length of illness (long term care at a
lower cost than crisis care can still be catastrophic) loss of earning power and
other factors.

A NEw LOOK AT TIE VISITING NURSE

(By R. Paul Hoff, M.D., Seward Clinic P.C., 311 Jackson Street, Seward,
Nebr.)

You are 75 years old and live in a nursing home. Your sight is very poor
and your arthritis painful. You are diabetic and have been given 20 units
of insulin every day for the past four years. No laboratory tests have been
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done in those four years to check to see if you are still taking the correct
dosage of insulin. What about those odd dizzy spells that come out of nowhere?
Medicare will not pay to have you admitted to the hospital overnight for
diagnostic work. There is no doctor in the town where you live and your
arthritis will not allow you to ride in a car to the town where there is one.

You are 67 years old and have been in poor health for several years.
As a result, you have been on welfare for those years. Coumadin therapy is
necessary to treat your condition, and it is very important that the Coumadin
level in your blood be checked occasionally. For you, this means a trip to the
hospital or the doctor's office by ambulance. Welfare will not allow this expense

Your husband Is 70 years old and-has just had a pacemaking device inserted
into his heart. This is your first day at home alone with him since he came
some from the hospital. The last few weeks have been so frightening. Do you
remember just what the nurse and doctor told you about checking your hus-
band's pulse and the signs of trouble to watch for? You hate to bother the
doctor, but it would be so reassuring to talk with someone about your husband's
care.

We met situations like these just last summer when a town of about 1,300
people fifteen miles south of our town lolt their doctor. This town has no
hospital, but does have two nursing homes; one with a 120-bed capacity and
the other with a 65-bed capacity. These elderly patients plus a number of others
living alone in their homes presented a long list of problems. How could these
people be given good medical care and service staying within the framework
of services allowed by Medicare, the County' Welfare Department, and the
private insurance companies? We feel we have found a way to do this and have,
in fact. been doing this for six months, but Medicare and welfare have disallowed
payment.

About two years ago, our hospital began an intensive and coronary unit that
has been received by the nursing personnel with great enthusiasm. Of the 30
registered nurses who work at the hospital, 18 have voluntarily taken a full
course in coronary care nursing. They are also trained in using IPPB apparatus,
resmitative procedures. and taking blood for laboratory studies. Among these
nurse.. was a young woman who had formerly been the assistant to the nursing
supervisor at the hosptia!. Because of her family, she did not wish to work on a
full-time basis and was working part-time last summer.

Would It be lxissible for our office to hire this capable nurse to be a "visiting
nurse" to the town without a doctor? She would certainly not be a "visiting
nur.e" in the old sense; bed baths, enemas, and backrubs would not be her forte.
On her weekly visits to this town she might find herself running an electro-
cardiogram, drawing blood to be sent to a laboratory and making a call in a
home to observe and reassure a patient recently dismissed from the hospital.
We began to plan.

The patients who would benefit most seemed to fall into two broad categories;
(1) Those who are bedfast or incapacitated in some way that makes travel by
automobile very difficult and (2) Those who have recently been dismissed from
the hospital. Any of these patients might need blood drawn for "blood thinning"
therapy or follow up for other drug administration. A visit by this nurse to
the coronary patient newly home from the hospital could be very beneficial
and reassuring. Diet and medications could be discussed again and the home

- observed for any factors that might be harmful to the patient. While in coronary
care, relatives often are not thoroughly briefed on their responsibilities when
the patient is dismissed. We like to get our patients home as-soon as possible.
This in turn is a saving to the patient, his insurance company and/or Medicare
or county welfare.

A new mother just home with her firstborn child would certainly benefit from
a visit by this nurse. The new mother may have felt when she was in the hospital
that she had her instructions well in her mind but after a nearly sleepless night
or two, she would probably welcome a refresher course and some reassurance.
The visits by this nurse were not meant to replace the usual appointments to
the doctor's office made for those dismissed from the hospital. In some cases an
earlier dismissal from the hospital is possible when It is known that the patient
will tie observed at home In a few days. Neither would the visit of the nurse to
the bedfast or incapacitated eliminate t4' need for calls by the doctor at times.
With the observations by the nurse and 'tbb result of the tests performed by her
or with her help, a judgment could be maide about the need for the patient to be
seen by the doctor or hospitalized.



2432

Recently, there have been a number of articles written about the development
of medical assistants in the rural areas to help the general practitioner. We
needed an idea that we know would work and that we could begin to use right
away.

The Visiting Nurse Association in the state capitol and the Medicare office for
the state were contacted for their opinion. It seems that no program like this
has been initiated in the state. No encouragement or discouragement were found,
only the comment, "it has never been done."

The fee to charge for the visit of this nurse was a problem that took careful
consideration. At first we thought we would charge mileage plus a charge for
whatever service she performed. The Home Health Care Service in the state
capitol charges $7.50 for a call by one of their nurses, plus medications or any
extras. However, this is strictly a nursing service. We decided to charge $6.00
per visit by the nurse, plus any laboratory or medications to be charged as
usual.

Our new visiting nurse program has now been in operation over six months.
The result has been very pleasing. Our nurse has been met with enthusiasm by
people in nursing homes and in their own homes; and she, herself, enjoys this
new job and looks forward to continuing in this capacity.
, We would like to mention some of the interesting cases we have found in the
six months we have operated this program.

In one of the nursing homes we found a little elderly lady who was deaf and
almost totally blind and confined to bed. She had been on 20 units of NPH
insulin for the past four years without having had a blood sugar evaluation dur-
ing this time. Blood sugar tests were done and after evaluation she was placed
on 55 units of insulin daily. This lady is now much more alert and able to be up
and about with help. She must have been bordering on diabetic acidosis before
her insulin was increased.

Several cases were found where the patient has been on a digitalis prepara-
tion for a long time. After electrocardiograms were taken it was found that these
patients were in heart block. The digitalis was either discontinued or enhanced
in some way to improve the patient's condition.

There is a grand gentleman who has been a paraplegic for many years due to
a spinal injury, who has been visited by our nurse.He is in his home and cared
for by his wife. He ehas osteoarthritis, and scoliosis and lordosis of his back. He
was hospitalized two years ago with a broken leg. He has an indwelling catheter
and has intermittent bladder infections that are controlled if caught early. He is
diabetic. He is able to get around in a walker, built-up shoes and braces; but get-
ting down the steps from his home, into his car, out of his car and into our office
to have blood drawn for laboratory tests is often more than he can tolerate. It has
been so successful to have our nurse call this man and tell him not to eat until
she gets to his home the next morning. She draws the blood for the laboratory
and takes it to our office where we run the blood sugar and call him if he needs
to change his medication or diet. Cost comparison: $11.00 total if he is seen in the
office $12.00 If the nurse visits. Medicare has allowed neither the nurses calls nor
the laboratory fee, yet they would pay the entire fee in the office.

A physician from our office recently made a rushed trip to the town 15 miles
south to examine an elderly woman found unconscious in her home. By the
time he arrived she had regained consciousness. After a brief examination he
decided that she needed further evaluation. She flatly refused to be hospitalized
or to take the 15 mile trip to be seen in the office. She did agree to allow our
nurse to visit her in her home and take an electrocardiogram and draw blood
for laboratory work. While doing the electrocardiogram, our nurse found a large
firm, indented mass in the lower quadrant of this woman's breast. When con.
fronted with this situation, she did finally agree to have a mastectomy. Had
it not been possible to comply with this woman's wishes and allow her to have
tests taken at home, she might have refused examination altogether which
would have resulted in her tumor eventually forming a draining wound that
would have caused her great misery, plus long-term hospitalization at the ex-
pense of Medicare and family. In our opinion, because of this program, Medi-
care was probably saved enough to fund our whole program for a year!

We have puzzled over the past two years as to the cause of an idiopathic
anemia in two gentlemen, one in a nursing home in the town 15 miles to the
south and the other in a nursing home in our town. We have had adequate
consultations with no answers as to etiology. Until we find the cause, we must treat
the symptoms. This means periodic hemoglobin determinations (blood tests)
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and the administration of blood transfusions when the red blood count gets too
low. Both of these men are very frail, one of them being completely blind and
partially deaf. It is helpful to have our nurse visit them and draw blood for
their laboratory tests. The only other alternative is to have them transported
by ambulance at least once or twice a month to the hospital at a total cost of
well over $50.00 per trip.

Obviously, as well as being a service bringing better medical care to people,
we feel our program is cutting costs to the taxpayer.

A couple was having difficulty conceiving. They put in for adoption. Three
months later they were-called to come and get their infants. That's right, twin&
They were tickled pink . ..but also frightened. They were not used to children
after nine years of marriage and to suddenly have two less than 10 days old
was "a little much." Examination and consultation in our office by the doctor
was followed-in three days with a home visit by our nurse. The new mother has
mentioned at least three times how much this meant to her and what a tremen.
dous bmtAsLt_ gave her. Money saved?-none-worry, sleep, saved?-how do you
start to measure?

An -elderly county patient in the nursing home 15 miles t6- the south of our
town recently had an embolectomy. She recovered from the surgery, but would
ordinarily have been kept in the hospital a rather long time as she was on
Coumadin therapy and needed to have blood tests every few days to be sure
she was on the correct dosage of Coumadin. Due to our program, she was able
to be dismissed to the nursing home soon after surgery; her blood was checked
by the nurse in the nursing home. There was undoubtedly quite a difference
between the bill to Medicare for this lady. Thirty to forty dollars per day
versus six dollars every week plus the laboratory fee for the visits by our nurse
in the nursing home.

The list could go on and on, but the reader should be getting the idea by now!
Hereare a few quotations from a booklet prepared by the American Medical

Association, American Hospital Association, American Public Health Asso-
ciation, American Public Welfare Association, Blue Cross Association, National
Association of Blue Shield Plans, National League for Nursing, and the Public
Health Service."

(1) "As a home care program Is developed it should be planned to eventually
provide service to all patients residing in the area who would benefit from the
program. To be effective, a home care program should be operated in a manner
that preserves traditional physician-patient relationships;

(2) A home care patient, in general, is one whose needs and home and family
situation are such that the care he requires can be provided most appropriately
in his place of residence. Visits to a physician's office, clinic, or hospital out-
patient department are not feasible or cannot meet all his medical care needs.
He does not need professional observation and treatment 24 hours a day and
the nursing and other therapeutic services his doctor prescribes may be brought
to him on an intermittent basis, with good results;

(3) The home is not appropriate for all chronically ill patients in all stages
of their illness. It can, however, be the most desirable setting for many more
patients than are currently served; and

(4) This guide which deals with the development of coordinated home care
programs recognizes the existence of other guides for the development of home
care services. It does not, in any manner, attempt to standardize or stereo-type
home care programs."

Oi~r experience to date, however, is that -unless it is a stereo-typed "public-
health" type program it Is doomed to failure because it will not be accepted by
Medicare.

I hope that the fact that this is an idea that originated in an area other
than a metropolitan medical center, without the use of public funds for develop-
ment, will not preclude its use as one way to help the elderly and shut-ins get
the care they deserve. However, it must be recognized and accepted by the wel-
fare and Medlcare organizations.

To date, they have not only disallowed the fee for nurses visits, but also the
laboratory and electrocardiogram fees. (The very same procedures that are
fully allowed in our oiilc6 or hospital.) We are currently about $2,000.00 in the -

I Guide for Development and Adminitration of Coordinated Rome Care Programs, Pub.
lie Health Service Publication No. 1570, December, 19r)(;.
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red on our program because we have picked up the tab for the nurse and pald'
for laboratory and electrocardiogram intepretations sent to independent lab.
oratories and cardiologist& We cannot continue this independently. Hopefully
these agencies will change their rules and reimbursement will be allowed.

AMERICAN NURSES' ASSOCIATION, INC.,
New York, N.Y., February 7, 1972.

Senator CARL T. CURTIS,
U.S. Senate,
New Senate Office Building,
Wa8hington, D.C.

DEAR SENATOR CURTIS: I have reviewed as you requested the paper "A New
Look At The Visiting Nurse" by R. Paul Hoff, M.D. of Seward Clinic, Seward
Nebraska and I think he has very clearly pointed out both the potential for
service and the problems in obtaining reimbursement, for home nursing care.
Visiting Nurse Associations have been providing such services for a long time. The
problem with federal reimbursement for services for "skilled nursing care" has
been a serious one for many of these home health agencies. Financial disaster
is facing many of them that Provide services such as those described by Dr.
Hoff and they cannot be reimbursed, as the person reviewing the claim says the
service Is not "skilled nursing."

I am happy to have had the opportunity to read Dr. Hoff's article. He is
correct that in the long run money could be saved and patients needing care
would be happier and better served. Professional nursing Judgment Is allowed
to decide which nursing services shoud be provided under various federal health
programs.

We hope we can count on your support on this Important Issue.
Sincerely yours,

CONSTANCE HOLLERAN,
Director, Government Relations.

Senator ANDERSON. Dr. Wiggins?

STATEMENT OF JACK G. WIGGINS, PSYCHOLOGIST, CLEVELAND,
OHIO, MEMBER, BOARD OF GOVERNORS, COUNCIL FOR THE AD-
VANCEMENT OF PSYCHOLOGICAL PROFESSIONS AND SCIENCES
(CAPPS), AND EXECUTIVE COMMITTEE; ACCOMPANIED BY
A. EUGENE SHAPIRO, DIPLOMATE, CLINICAL PSYCHOLOGY,
CONSULTANT IN PSYCHOLOGY, ST. MICHAELS HOSPITAL,
NEWARK, N.J.

Dr. WmGINs. Mr. Chairman and members of the committee, I am
Dr. Wiggins, a psychologist from Cleveland, Ohio. I am accom-
panied by A. Eugene Shapiro of New Jersey. We would like to sub-
mit our written statements for the record and confine our oral remarks
to excerpts from our written statements.

Senator ANDERSON. Without objection, that will be done.
Dr. WImiNS. Thank you.
We generally have a favorable reaction to the intent of H.R. 1

and would like to restrict our comments to the utilization of psycho-
logical services.

T have asked Dr. Shapiro to share this time with me and if lie may
make some introductory remarks, please. Dr. Shapiro?

Dr. Si Apmo. By way of introduction, I am Dr. A Eugene Shapiro, a
diplomate in clinical psychology, and I have been in private practice
for close to 20 years. I am a consultant in psychology to St. Michaels
Hospital in Newark, N.J., a general hospital, an I have a staff
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appointment to another general hospital, the Newark Beth Israel Med-
ical Center.

I have also been involved with the professional affairs of psychology.
I have been chairman of the insurance committee of the State of New
Jersey. I have been on the committee of health insurance and am
currently serving on the American Psychological Association and am
on the board of directors of the New Jersey Psychological Association.

In general, what I would like to communicate, as I leave my notes
and siare some thoughts with you for the sake of brevity, is the
concept that is stated on page 6 of the original Medicare and Medicaid
Act, Public Law 89-97, which states: "Free choice by patient guaran-
teed."

It is a short section ; it states:
Any individual entitled to insurance benefits under this title may obtain health

services from any institution, agency or person qualified to participate under
this title if such institution, agency or person- undertakes to provide him such
services.

We believe strongly that psychologists are independently qualified
to provide those services for which they are licensed in 44 States and
in the District of Columbia to provide, providing they are function-
ing with the scope of their practice, within the scope of their license,
and providing te service which medicare and medicaid has under-
written.

In principle, we believe every individual has the right to health
benefits regardless of age, area of residence, ability to pay, and that
the primary determinant should be need for service. But we also
strongly believe that those in need of health services should have the
right to choose from licensed professionals functioning within the
scope of their practice which psychologists by training are well quali-
fied to provide.

All laws that have been passed to regulate the practice of psycholo-
aists call for a minimum of a doctorate from a recognized university

internship in an approved setting, and postdoctoral training. We have
every evidence to believe that our controls over the profession are
sufficient to insure our continued functioning as an independent pro-
vider of health benefits.

The effectiveness of the control over our profession and the ethical
functioning of psychologists is reflected in the fact that while the cost
of malpractice insurance for most medical specialties has continued to
rise to astronomical heights as the public has sought redress through
the courts, the cost for malpractice insurance for psychologists has
continued to decline. At present, a private practicing psychologist can
receive professional liability insurance in the amount of $300,000 to
$900,000 per year for a cost of $40 per year.

In 15 years that psychologists have had malpractice insurance, there
has not been one case that has gone to the courts.

There is significant evidence that suggests that early intervention
in the treatment of mental health disorders reduced overall costs of
medical expenses. Studies by Cummings and Follette at Kaiser-Per-
manente clearly show that early intervention and utilization of psy-
chotherapeutic services tend to reduce overall medical costs.

In this connection, we wonder how many aged people are seeing
physicians for a variety of physical ailments which really reflect their
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need for someone to talk to, someone to listen to them, someone who
will given them interest and concern and professional treatment. How
many dollars are spent for purported medical care that might be
treated less expensively and more productively as a mental health
problem?

Surely if any group were to be singled out for having emotional
problems concomitant with conditions outside their control, the poor
and the aged fit this category.

The committee, I am sure, is concerned always about fiscal matters
and costs and I would like to bring your attention to the precedent of
the Civil Service Commission in providing health benefits to the civil
service employees under the Aetna plan a majorprovider for mental
health benefits. Psychologists are included as independentproviders
of mental health services and the experience reported by Aetna has-
been clearly favorable. As a matter of fact, they have been one of the
carriers that have not increased their costs.

The CHAMPUS program for civilians, the civilian health and medi-
cal program for uniformed servicemen, covers about 6 million lives of
servicemen and their benefits also include psychologists as independ-
ent providers of health services. Their recent findings, and I quote
Mr. McKenzie, were: "Laudable."

We feel very strongly there should be no limitation in the law that
places psychologists licensed in 44 States and ancillary to another
profession; namely, medicine, and as such, adds additional costs per-
haps to the Government as one gets certified and recertified with no
evidence whatever there is any fiscal savings and, in fact, there is con-
siderable evidence that it may add to the costs.

Dr. WIGmIrs. Thank you.
I am on the executive committee of the Council for the Advancement

of Psychological Professions and Sciences. In addition, I am the chair-
man of the Committee on Health Insurance of the American Psy-
chological Association, although I am not at present speaking for the
APA, which organization will submit a statement to the committee
consonant with our testimony today.

The American Psychological Association has 32,000 members and
represents both the science and the profession of psychology. About
15,000 of our members are supplying mental health services directly to
the public. The remainder of the membership have teaching positions
in universities and medical schools, are condicting research or serve
in an administrative capacity.

The APA Committee on Yealth Insurance strives to assure that:
high quality mental treatment services are available to the public
through their insurance contracts. One of the major objectives of this
committee. is to remove from health insurance contracts those provi-
sions which interfere with mental health treatment or availability of
services. We share this objective in common with the council-CAPPS.

Medicare contains some built-in limitations which restrict the pat-
terns of care and availability of services for individuals suffering from
mental, psychoneurotic or personality disorders. While there are pro-
visions for the diagnosis and treatment of mental, psychoneurotic and
personality disorders under Part B, they must either be provided by
a doctor of medicine or a doctor of osteopathy or incident to his serv-
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ices. The result of these provisions has been to restrict the delivery of
mental health services to the point that less than 1 percent of the
patients served by psychologists are 65 years of age or over.

In effect, this has excluded the diagnostic and treatment service of
psychology to recipients of medicare benefits. This is contrary to the
intent of H.R.. 1, which is to make fullest use of health personnel.

Psychology has established itself as an independent health profes-
sion through its training, public acceptance of its services provided
and through statutory regulations. Our training leading to the Ph. D.
degree and experience at hospitals, clinics and other service facilities
has qualified psychologists to provide direct services to the public.
Psychologist practice without medical certification, direction or super-
vision according to professional practice statutes in 44 States and the
District of Columbia. In the remaining six States, psychologists prac-
tice without medical direction or supervision using voluntary controls.

State legislatures have recognized the inequities in private insur-
ance contracts which have denied the claims of policyholders for the
diagnosis and treatment of mental, psychoneurotic and personality dis-
orders when the policyholder was attended by a psychologist. Ten
States have now enacted laws which require insurance carriers to re-
imburse their policyholders for the diagnosis and treatment of nervous
and mental disorders whether the services are rendered by a psycholog-
ist or. a psychiatrist.

To our knowledge this has not resulted in any additional premiums
to the policyholders or exceptional increases in utilization. These laws
have been well received by.the public.

Several insurance carriers, recognizing this inequity, have volun-
tarily included psychology as a qualified provider of services as a
physican for the purposes of their contract for the treatment of mental
disorders. Therefore, we believe that continuing the practice of re-
quiring that mental health services for the recipient of medicare be
.provided only by psychiatrists causes an unnecessary hardship on the
beneficiaries of medicare and creates an unnecessary artificial short-
age of qualified- providers of service for nervous and mental conditions.
Failure to include psychological services without medical referral
produces a condition of featherbedding physicians' fees. The cost of
certification and recertification by doctors of medicine or osteopathy
only can require an extra visit to the doctor and produce another
fee chargeable to the medicare program.

However, the reality is that because of the cumbersome reimburse-
ment procedure, psychological services are little used and the treat-
ment of the mentally ill becomes a private preserve of organized
medicine.

In addition to these potential costs, it must be noted that by reducing
the number of providers of services arbitrarily, you create an infla-
tionary imbalance between supply and demand for services. The pres-
ent restriction upon the availability of psychological services is such an
inflationary procedure because it reduces the access of the public to
qualified providers of services. This is totally unacceptable to the
profession of psychology.

We concur with the American Psychiatric Association; there must
be multiple methods of referral.
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Furthermore, several studies including those of Drs. Cummings and
Follette and the Group Health Association of Washington, D.C., have
demonstrated that medical utilization tends to decrease if adequate
counseling services are included in health insurance plans. If I may,
Mr. Chairman, without unduly burdening the record of these hearings,
I would like to introduce at thiis point in my remarks these studies for
the record.

To summarize these studies, they demonstrate that short-term inter-
vention and psychotherapeutic counseling not only reduce diagnostic,
X-ray, and laboratory studies but also reduce the incidence of hos-
pitalization. Thus the cost of additional counseling services would be
more than offset by the reduction of costs of hospitalization and un-
necessary laboratory and X-ray studies.

This has been clearly demonstrated in health maintenance organi-
zation. The cost savings in the health maintenance organization's
concept tend to be the result of reduction in hospital utilizatioij. W e
wish to point out that psychological services tend to be outpatient-
based rather than hospital-based services. Thus the diagnostic and
counseling services of psychology could serve as a deterrent to over-
utilization of medical seIvices which are already in short supply and
hospital beds of which there is a chronic shortage. Our crises inter-
vention studies show that the prompt effective counseling with people
tends to reduce the number of people entering mental hospitals, as well.

We believe that utilization control must occur through peer review
mechanisms rather than through the source of referral. The profession
of psycholoo- has established its own peer review mechanism which is
accepted by the health insurance industry.

For the reasons cited, we ask that H.R. I be amended so that psy-
chologists will be listed as physicians for the purpoe of providing
diagnostic and treatment services for mental, psycchoneurotic, and per-
sonality disorders as well as for the diagnosis aid treatment of mental
retardation, vocational rehabilitative services, and child care services.

Thank -ou. This concludes my remarks and if you have any ques.
tions we would be glad to respond.

The CHATRM.AN (now presiding). Any questions, gentlemen?
Senator FANIN. Mr. Chairman, Dr. Shapiro, when you were talk-

ing about in 15 years psychologists have had malpractice insurance
there has not been one case that has gone to court, are you familiar
with a case in Flagstaff, Ariz., a recent case, where there was a mal-
practice case? I do not know whether it was a psychiatrist or psycholo-
gist, but I know there was a case where they had the patient under
extreme tension and what they refer to as a fit of rage and she had a
heart attack and passed away and there was a lawsuit and about a
$50,000 settlement.

Dr. STIAPFno. I really do not know. My figures which are relatively
recent, indicate no case has come to court. There have been, as you
probably know, some tvl)es of services generally referred to as en-
counter groups or that kind of thing which are done by psychiatrists
and by some psychologists and apparently there have been cases that
have come up because of that.

Senator FANNIN. This is recent and very widely publicized because
the license of that practitioner-I do not know whether it was a psy-
chologist or a psychiatrist-but I would like to know because of your
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statement hero and I will check into this matter and I wish you would,
because I would like to be informed.

Dr. SHAPIRo. I am sure we would get our feedback through the
association.

Senator FANNIN. I believe the name was Miller but I am not sure
of the name. I know it was a recent case and the license of the practi-
tioner was canceled but they were able to get the patient into a very
high tension, extreme tension, and caused a fit of rage and a heart
attack.

Dr. SHAPIRO. Well, I really don't know and I certainly will look
into it. All I know is we right now can get $300,000 and $900,000
liability, malpractice insurance, at a cost of $40 a year.

Now, this is like no experience, so if there have, been cases, and even
this one, it has not affected my premium rate. If it goes up next year
it would be a psychologist; if it does not it was a psychiatrist. But
our record has been

Senator BENNETT. Do you speak to each other?
Dr. WIGGINs. Yes, sir; as a matter of fact, I practice with a psy-

chiatrist; we have a joint practice.
Dr. SHAPIRO. Generally speaking, the roles of psychologists and

psychiartrists are quite friendly . Very often we overlap more with one
another than they do with their own medical brethren.

Senator BENNE r. This is what I would think.
Senator FANNIN. Thank you.
The ChAIRMAN. Thank you very much, gentlemen.
Dr. SHAPINO. Thank you.
(The prepared statements with attachments of Dr. Wiggins and Dr.

Shapiro and a statement of the American Psychological Association
follows. Hearings continues on p. 2479.)

PREPARED STATEMENT AND REPORTS BY DR. JACK G. WIGGINS

Mr. Chairman and Members of the Committee:
My name is Dr. Jack G. Wiggins. I am a psychologist from Cleveland, Ohio

and am a member of the Board of Governors of the Council for the Advancement
of Psychological Professions and Sciences (CAPPS), and serve on its Executive
Committee. One of the objectives of the Council is to insure that there are an
adequate number of psychologists available to serve the health and mental health
needs of the public and to insure that the public has ready access to psychological
services.

In addition, I am Chairman of the Committee on Health Insurance of the Amer-
can Psychological Association though I am not at present speaking for the APA,

'which organization will submit statement to the committee consonant with our
testimony today. The American Psychological Association has 32,000 members
and represents both the science and the profession of psychology. About 15,000
of our members are supplying mental health services directly to the public. The
remainder of the membership have teaching positions in universities and medical
schools; are conducting research, or serve in an administrative capacity. The
APA Committee on Health Insurance strives to assure that high quality mental
treatment services are available to the public through their insurance contracts.
One of the major objectives of this committee is to remove from health insur-
ance contracts those provisions which interfere with mental health treatment
or availability of services. We share this objective in common with the Council
(CAPPS).

Medicare contains some built in- limitations which restrict the patterns of
care and availability of services for individuals suffering from mental, psycho-
neurotic or personality disorders. While there are provisions for the diagnosis
and treatment of mental, psychoneurotic and personality disorders under Part B,
they must either be provided by a doctor of medicine or a doctor of osteopathy
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or incident to his services. The result of these provisions has been to restrict the
delivery of mental health services to the point that less them 1% of the patients
served by psychologists are 65 years of age or over. In effect, this has excluded
the diagnostic and treatment service of psychology to recipients of medicare
benefits. The intent of H.R.-i, according to the House Ways & Means Committee,
is to make fullest use of public health personnel. I quote Page 107, Union Calendar
No. 86: "Your committee believes that failure to make the fullest use of com-
petent health personnel is of particular .concern because of the shortage of such
personnel." HR.-1 does not provide remedy of this shortcoming of the original
Medicare Act. Therefore, we are requesting HR-i amend its definition of the
term "physician" to include services of a psychologist for the diagnosis and
treatment of mental, psychoneurotic and personality disorders as well as for
the providing of diagnostic and treatment services for the mentally retarded,
vocational rehabilitative services and child care counseling.

Psychology has established itself as an independent health profession through
its training, public acceptance of its services provided and through statutory
regulations. Our training leading to the Ph.D. degree and experience at hospi-
tals, clinics and other service facilities has qualified psychologists to provide
direct services to the public. Psychologists practice without medical certification,
direction or supervision according to professional practice statutes in 44 states
and the District of Columbia. In the remaining 6 states, psychologists practice
without medical direction or supervision using voluntary controls. The problem
in the existing legislation was pointed out eloquently by Senator Harris of
Oklahoma in his comments on the Senate floor on November 23, 1967, when the
Senate voted to amend the Social Security Act Amendments of 1965 regarding
Medicare: "The present defects in existing legislation arise from the fact that
two independent but equally well-qualified professions, psychiatry and clinical
psychology, offer similar and frequently identical services to the public. How-
ever, present regulations require that the services of clinical psychologists be
reimbursed only if included in a physician's bill or as part of 'the charges of a
clinic directed by a physician. This restriction denies the patient direct access
to the many qualified clinical psychologists who are independent practitioners
and unaffillated with clinics or private physicians."

State legillatures have recognized the inequities In private insurance con-
traqts which have denied the claims of policyholders for the diagnosis and
treatment of mental, psychoneurotic and personality disorders when the policy-
holder was attended by a psychologist. Ten states have now enacted laws which
require insurance carriers to reimburse their policyholders for the diagnosis
and treatment of nervous and mental disorders whether the services are rendered
by a psychologist or'a psychiatrist. To our knowledge, this has not resulted in any
additional premiums to the policyholders or exceptional increases In utilization.
These laws have been well received by the public. Several insurance carriers.
recognizing this Inequity, have voluntarily included psychology as a qualified
provider of service as a physician for the purposes of their contract for the treat-
ment of nervous and mental disorders. Please Include such companies as Pru-
dential, Occidental, Liberty Mutual, and Massachusetts Mutual. The Aetna
Life & Casualty Insurance Company has included psychologists as qualified
physicians under the mental health benefits for its federal employees contract.
Another form of similar recognition of psychological services was initiated by
the Civilian Health & Medical Program for Uniformed Servicemen (CHAMPI, )
in July, 1970. Mr. Vernon McKenzie, Special Assistant to the Asst. Secretary for
Health and the Environment of DOD, stated before the Senate Post Office and
Civil Service Committee on November 2.3. 1971 that the inclusion of psychologie:d
services without medical referral has been well received by the dependents of
military servicemen.

At the inception of Medicare, there was considerable concern about over-
utilization of services and it was felt that one of the cost control factors would
be that all services would be at the direction or incident to a physician's services.
The experience of private insurance carriers in regard to inclusion of psy-
chological services for the treatment of nervous and mental disorders has Indi-
cated that this provision has not materially affected their cost experience.
Therefore, we believe that continuing the practice of requiring mental health
services for the recipients of Medicare be provided only by psychiatrists causes
an unnecessary hardship on the beneficiaries of Medicare and creates unneces-
sary artificial shortage of qualified providers of service for nervous and mental
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conditions. In fact, failure to include psychological services without medical
referral, in effect, produces a condition of "featherbedding" physician's fees. The
cost of certification and recertification by doctors of medicine or osteopathy only
can require an extra visit to the doctor and produce another fee chargeable to the
Medicare program.

However, the reality is that because of the cumbersome reimbursement proce-
(lure, psychological services are little used and the treatment of the mentally
ill becomes a private preserve of organized medicine. In addition to these poten-
tial costs it must be noted that by reducing the number of providers of services
arbitrarily, you create an inflationary imbalance between supply and demand for
services. The present restriction upon. the availability of psychological services
is such an inflationary procedure because it reduces the access of the public to
qualified providers of service. This Is totally unnacceptable to the profession of
psychology. We concur with the American Psychiatric Association that this re-
sults in unnecessary delays in treatment which In the long run may be more
costly and damaging to the patient. The American Psychiatric Association in
their testimony submitted to the House Ways & Means Committee on National
Health Insurance in November, 1971 stated as follows:

"With reference to the psychiatric services that should be covered, the APA
Board of Trustees stressed its opposition to'any provision whereby psychiatric
care would be covered under insurance only when such care is received upon
referral by the family physician or general practitioner. We based this opposi-
tion on the grounds that such a provision is not compatible with early detection
of psychiatric illness and easy access to psychiatric care. Experience indicates
the necessity for direct accessibility of the patient to such care and for multiple
mechanisms of referral. Self-referral, frequently upon the suggestion of the
foreman, teacher, or clergy, or referral by a community agency frequently leads
to early diagnosis and treatment, and may prevent or rluce the disability that
might otherwise occur."

Furth.-rmore, several studies including those of Drs. Cummings and Follette
and the Group Health Association of Washington, D.C. have demonstrated that
medical utilization tends to decrease if adequate counseling services are included
in health insurance plans. If I may, Mr. Chairman, without unduly burdening the
record of these hearings, I would like to introduce, at this point in my remarks,
these studies for the record.

To summarize these studies, they demonstrate that short-term intervention
and psychotherapeutic counseling not only reduce diagnostic, X-ray, and labo-
ratory studies but also reduce the Incidence of hospitalization. Thus, the cost of
additional counseling services would be more than offset by the reduction of costs
of hospitalization and unnecessary laboratory and X-ray studies. This has been
.clearly demonstrated in Health Maintenance Organization. The cost savings
in the Health Maintenance Organizations concept tend to be the result of reduc-
tions in hospital utilization. We wish to point out that psychological services tend
to be out-patient based rather than hospital based services. Thus, the diagnostic
.and counseling services of psychology could serve as a deterrent to overutilization
.of medical services which are already in short supply and hospital beds of
which there Is a chronic shortage,+ Our crises intervention studies show that the
prompt effective counseling -with people tends to reduce the number of people

-entering mental hospitals, as well.
- We believe that utilization control must occur through peer review mecha-
nisms rather than through the source of referral. The profession of psychology
has established its own peer review mechanism which is accepted by the health
;insurance industry.

For the reasons cited, we ask the HR-1 be amended so that psychologists will
be listed as physicians for the purpose of providing diagnostic and treatment
services for mental, psychoneurotic and personality disorders as well as for the
.diagnosis and treatment of mental retardation, vocational rehabilitative serv-
ices, and child care services.

Thank you very much.

PREPARED STATEMENT OF DR. A. EUGENE SHAPIRO
Mr. Chairman and Members of the Committee: I am grateful for this opportu-

.nity to share my thoughts with you on this important issue. I am Dr. A. Eugene

.Shapiro, a Diplomate in Clinical Psychology and in private practice for close
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to twenty years. I am also a Consultant in Psychology to St. Michaels Hospital in
Newark, New Jersey, a General Hospital, and I have a Staff Appointment to an-
other General Hospital, the Newark Beth Israel Medical Center.

I have also been Involved with the professional affairs of psychology. I have
been Chairman of the Insurance Committee of the New Jersey State Psycho-
logical Association for approximately five years. For the past three years I served
on the Committee on Health Insurance of the American Psychological Associa.
tion. I am on the Board of Governors of the Coifncil for the Advancement of the
Psychological Pr,'essions and Sciences and on the Board of Directors of the
New Jersey Psychological Association, an organization of one thousand psychol-
ogists In our State, and I am Past President of the Essex County Psychological
Association in New Jersey. Thus. in addition to my professional activities and
my involvement with professional organizations, my primary concern has been
to work toward providing health services to all of the citizens of.the United
States in an equitable, non-discriminators fashion.

Our basic principle reflects contemporary thinking that health is'a "right"-
and should be provided to all regardless of age, area of residence, I.e. rural or
urban, or ability to pay. The primary determinant should be need for service. We
also strongly believe that those in need of health services should have the right
to choose from licensed professionals functioning within the scope of their prac.
tice. We believe that any legislative limitation which precludes this privilege
of free selection is not in the best interests of the patient, prevents innovative
approaches to treatment and is often poor economics. My primary Interest, of
course is in the mental health field. In the context of this hearing, it would be in
terms of those eligible for Medicare and Medicaid, although the basic Interest
goes beyond these groupings. As a psychologist, I of course, will focus on the
importance of licensed or certified clinical psychologists independently providing
mental health services.

Although many in this room are aware of what psychologists are-their train-
ing, where they function, and the restraints and restrictions that are legally
and professionally applied to insure ethical and competent behavior-there may
be some factors that this Committee Is not aware of, and I should like to take
this opportunity to acquaint you with this background material. -

Psychology is relatively unique among the providers of health services in that
the majority of psychologists do not provide direct services to the public. Of the
thirty thousand members of the American Psychological Association, only about
forty percent view their functioning primarily In the health-related area. The
major portion, the sixty percent are involved primarily in scientific research or
in the academic field. Of the forty percent who function in the health delivery
area, most are employed in institutional settings, that is hospitals, mental hy-
giene clinics or related institutions, such as prisons, homes for the mentally re-
tarded, or other public health agencies. Only about seven percent of the member-
ship of the American Psychological Association are primarily engaged in the
private practice of psychology. However, many psychologists who are employed
in clinical or institutional settings do have part time private practices and pro-
vide a necessary service to the public supplemental to their primary employment.
An interesting note is that approximately eighteen hundred psychologists teach
in medical schools.

It is unnecessary to reiterate to this Committee the major mental health prob-
lems that confront the poor and aged. Surely if any group were to be singled out
for having emotional problems concommitant with conditions often outside their
control, the poor and aged fit this category.

Psychologists have the training and credentials and controls to function as
independent practitioners to supply this public need. Psychologists are now
licensed or certified to function independently as providers of mental health serv-
ices In forty four states and in the District of Columbia. In fact, this very Con-
gress passed the act to license psychologists for Independent practice in Wash-
ington, D.O. In the few States in which psychologists do not have statutory regu-
lation, the State Association has set up non-statutory regulations to control the
profession.

Psychologists are well trained. All laws that have been passed that regulate
the practice of psychologists call for a minimum of a Doctorate from a recog.
nized University, internship in an approved setting and post-doctoral training.
We have every evidence to believe that our controls over the profession are
sufficient to insure our continued functioning as an independent provider of
health benefits. In addition to the regulations imposed by law, the American
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Psychological Association has a strong ethical code and each State has Its own
ethical procedures, usually consistent with that of the parent organization.
Furthermore, the American Psychological Association has established ten Re-
gional Review Committees, coinciding with the ten regional areas of H.E.W.
where questions involving matters of third parties, psychologists or insurance
carriers can be adjudicated. These Insurance Review Committees are consistent
with those of other professional organizations such as medicine, dentistry,
optometry, etc.

The effectiveness of the control over our profess in and thq ethical functioning
of psychologists is reflected in the fact that whi'.e the cost of malpractice insur-
ance for most medical specialties has continued to rise to astronomical heights as
the public has sought redress through the Courts-the cost for malpractice Insur-
ance for psychologists has continued to decline. At present, a private practicing
psychologist can receive professional liability insurance in the amount of $300,000
to $900,000 per year for a cost of $40.00 per year. In fifteen years that psychologists
have had malpractice insurance, there has not been one case that has gone to
Court. Why then have psychologists not been included In Medicare-Medicaid
provisions In any meaningful way? Perhaps because at the time of passage
of Public Law 89-97 in 1965 the Congress had insufficient knowledge of the scope
and function of psychologists. But since that time psychology has been accepted
as an independent provider of mental health services by many insurance carriers
and many providers of benefits to constituents or employees.

The Civilian Health and Medical Program of the Uniformed Services (CHAM-
PUS), covering five and one-half to six million lives, about a year and a half
ago accepted psychologists as independent providers of mental health benefits. In
recent testimony before the Subcommittee on Compensation and Employees
Benefits of the Senate Committee on Post Office and Civil Service. Mr. Vernon
McKenzie, Special Assistant Secretary of Defense for Health and Environment
testified that all comments regarding the utilization of psychologists as providers
of mental health services were "laudable". At the same hearing Mr. Malcolm
McIntyre, Coordinator, Aetna Life and Casualty, the second largest carrier under
the Federal Employees program testifiefl that in the year they have recognized
psychologists as independent providers of health benefits to federal employees
who come under their plan' they have had no problem whatever. Mr. Andrew
Ruddock, Director, Bureau of' Retirement, Insurance and Occupational Health,
United States Civil Service Commission, stated to this Subcommittee that the
Civil Service Commission favors the inclusion of psychologists as independent
health practitioners in its contracts for health benefits for Federal employees.
Major insurance carriers such as Massachusetts Mutual, Occidental Life In-
surance Company and the Prudential Life Insurance Company of America have
indicated that utilizing licensed and certified psychologists as independent pro-
viders of mental health benefits does not increase utilization costs, nor does
it significantly add to any actuarial costs.

Although there is no evidence that including psychologists as independent
practitioners increases costs or utilization, there is significant evidence that sug-
gests that early intervention in the treatment of mental health disorders reduces
overall costs of medical expenses. Studies by Cummings and Follette at Kaiser-
Permanente 1 clearly show that early intervention and utilization of psycho-
therapeutic services tend to reduce overall medical costs. In this connection we
wonder how many aged people are seeing physicians for a variety of physical
ailments which really reflect their need for someone to talk to, someone to listen
to them, someone who will give -them interest and concern. How many dollars
are spent for purported medical care that might be treated less expensively and
more productively as a mental health problem? What price do we pay when a
poor deprived youngster who needs care for emotional problems does not receive
help and later acts out his problem in an antisocial way? Psychologists of course
do not have all the answers-no one does-but we can and should be available to
provide the help we can.

Under Title XVIII-Health Insurance for the Aged, page 6 of Public Law
89-97, Section 1801 deals with "Prohibition Against Any Federal Interference"
and Section 1802 pertains to "Free Choice By Patient Guaranteed". We believe

' Cummings, N. A., and Follette, W. T. Psychiatric Services and medical utilization in
a prepaid health plan setting; Part II. Medical Oare, 1968, 6(1). Follette, W. T., and Cum-
mings, N. A. Psychiatric services and medical utilization in a prepaid health plan setting.
Medloel (Tare, 1967, 5,25-35.
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strongly in these two statements. We believe that they have inherent in them the
great traditions of freedom of choice for individuals with minimal external reg-
ulatory control. We ask that the profession of psychology also be guaranteed a
prohibition against Federal interference and that patients be given free choice.
As stated on page 6 Section 1802 "Any individual entitled to insurance benefits
under this title may obtain health services from any institution, agency, or per-
son qualified to participate under this title if such institution, agency, or person
undertakes to provide him with such services." Licensed or certified psychologists,
functioning within the scope of their practice are competent to provide such
services and by doing so, will meet a social need, increase the number of qualified
providers of mental health benefits and may provide new and innovative ap-
proaches to the treatment of psychological conditions of the groups that we are
all concerned about.
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IN Two PREOuS SD vD ,, the psychiatric
practitioner's contention that emotional
disturbed patients do not seek organic
treatment for their complaints following
the intervention of psychotherapy have
been Investigated. Although it has long
been recognized that a large number of the
physical complaints seen by the physician
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are emotionally, rather than organically,
determined, the more precise relationship
between problems in living and their pos-
sible expression through apparent physical
symptomatology has been difficult to test
experimentally. As noted in the previous
study, the CHI Project1 demonstrated that
users of psychiatric services were also sig.
nificantly frequent users of medical serv-
ices, but the Project was not able to answer
the question of whether there is a reduc-
tion in the use of medical services follow.
ing psychotherapy.

Because the facilities and structure of
the Kaiser Foundation Health Plan accord
an experimental milieu not available to
Avnet, the original pilot project in San
Francisco was able to demonstrate a sig-
nificant reduction in medical utilization
between the year prior to psychotherapy,
and the two years following its interven-
tion. Certain methodologic problems in.
herent to the pilot study indicated caution
and the need for refinement and replica.
tion to avoid arriving at premature conclu-
sions. The lack of a control group of what
might be termed psychologically-disturbed
high-utilizers who did not receive psycho.
therapy was a serious omission in the first

72-673 O-?2-pt. 6- 5
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experiment Furthermore, an error in the
tabulation of inpatient utilization was dis-
covered after the experiment had been
concluded.it In addition, the question was
raised whether the patients studied might,
subsequent to the two years following
psychotherapy, revert to previous patterns
of somatization or, as a new pattern,
merely substitute protracted and costly psy-
chotherapy for previous medical treatment.

The Problem
This study investigated the question of

whether there is a change in patients'
utilization of outpatient and inpatient med-
ical facilities after psychotherapy, compar-
ing the patients studied to a matched
group who did not receive psychotherapy.

Psychotherapy was defined as any con-
tact with the Department of Psychiatry,
even if the patient was seen for an initial
interview "only. The year prior to the initial
contact was compared with the five subse-
quent years in both groups.

The problem can be stated simply: Is
the provision of psychiatric services associ-
ated with a reduction of medical services
utilization (defined as visits to other medi-
cal clinics, outpatient laboratory and x-ray
procedures, and days of hospitalization)?

Methodology
The setting: The Kaiser Foundation Health
Plan in the Northern California Region is

i The authors acknowledge their debt to Dr.
M. F. Coflen for this and other suggestions, and
to Mr. Arthur Weissman, Medical Economist,
Kaiser Foundation Medical care entities, for his
expert, consultation.

Ul At that time days of hospitalization per
patient and by year were tabulated from each
patient's outpatient medical records. Subsequent
investigation has revealed that only about a
third of the outpatient charts reviewed contained
summaries of hospital admissions, and that tabu-
lation of inpatient utilization must be made di-
rectly through the separately-kept inpatient
records.

a group-practice prepayment plan offering
comprehensive hospital and professional
services on a direct service basis. Profes-
sional services are provided by the Per-
manente Medical Group-a partnership of
physicians. The Medical Group has a con-
tract to provide comprehensive medical
care to the subscribers, of whom there were
more than a half million at the time of this
study. The composition of the Health Plan
subscribers is diverse, encompassing most
socio-economic groups. The Permanente
Medical Group comprises all major medical
specialties; referral from one specialty
clinic to another is facilitated by the or-
ganizational features of group practice,
geographical proximity and use of common
medical records. Hiring the years of this
study (1959-1964), psychiatry was essen-
tially not covered by the Northern Cali-
fornia Health Plan on a prepaid basis, but
in some areas of the Northern California
region psychiatric services were available
to Health Plan Subscribers at reduced
rates. During the six years of the study, the
psychiatric clinic staff in San Francisco
consisted of psychiatrists, clinical psycholo-
gists, psychiatric social workers, resident
psychiatrists at the third- or fourth-year
level, and psychology interns, all full-time.
The clinic operates primarily as an out-
patient service for adults (age eighteen
or older), for the evaluation and treatment
of emotional disorders, but it also provides
consultation for noq-psychiatric physicians
and consultation in the general hospital
and the emergency room. There is no
formal "intake" procedure, the first visit
with any staff member being considered
potentially therapeutic as well as evalu-
ative and dispositional. Regardless of pro-
fessional discipline, the person wvho sees
the patient initially becomes that patient's
therapist unless there is a reason for trans-
fer to some other staff member, and he
continues to see the patient for the dura-
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tioiof-the therapy. An attempt is made to
schedule the first interview as soon as pos-

-sible-after the patient calls for an appoint-
ment. There is also a 'drop-in" or non-
appointment service for emergencies so
that patients in urgent need of psychiatric
help usually can be seen immediately or at
least within an hour or two of arrival at
the clinic.

One of the unique aspects of this kind
of associated health plan and medical group
is that it tends to put a premium on health
rather than on Illness, i.e., it makes pre-
ventive medicine economically rewarding,
thereby stimulating a constant search for
the most effective and specific methods of
treatment. The question of how psychiatry
fits into comprehensive prepaid medical
care is. largely unexplored; there are not
many settings in which it can be answered.
Another feature of group practice in this
setting is that all medical records for each
patient are retained within the organization.

Subjects: The experimental subjects for
this investigation were selected system-
atically by including every fifth psychiatric
patient whose initial interview took place
between January 1 and December 31, 1960.
Of the 152 patients thus selected, 80 were
seen for one interview only, 41 were seen
for two to eight interviews (mean of 6.2)
and were defined as "brief therapy," and
31 were seen for nine or more interviews
(mean of 33.9) and were defined as 'long-
term therapy."

To provide a control group, the medical
records of high medical utilizers who had
never presented themselves to the Depart-
ment of Psychiatry were reviewed until a
group was selected which matched the
psychotherapy sample in age, sex, socio-
economic status, medical utilization in the
yea 1959, Health Plan membership in-
cluding at least the years 1959 through
1962, and criteria of psychological distress.

Thus, each experimental patient was
matched with a control patient in the
criteria above, but without reference to
any other variable. Both samples ranged
in age from 24 to 62, with a mean of 38.1.
Of these, 52 per cent were women and
63 per cent were blue-collar workers or
their dependents. The satisfaction of so
many criteria in choosing a matched con-
trol group proved to be a tedious and
time-consuming procedure.

Review of the medical records of the
psychiatric sample disclosed consistent and
conceptually useful notations In the year
prior to the patients' coming to psychother-
apy, which coud be considered as criteria
of psychological distress. These consisted
of recordings, made by the physicians on
the dates of the patients' visits, which were
indicative of those patients' emotional dis-
tress, whether or not the physicians recog-
nized this when they made the notations.
These (38) criteria were assigned weights
from one to three in accordance with the
frequency of their appearance in medical
records and in accordance with clinical
experience about the significance of the
criteria when encountered in psychothera-
peutic practice. The criteria, with weights
assigned, are presented in Table 1. In
comparing the charts of the psychiatric
patients with those of Health Plan patients
randomly drawn, it was determined that
although some criteria were occasionally
present in the medical records of the latter,
a weighted score of three within one year
clearly differentiated the psychiatric from
the non-psychiatric groups. Accordingly,
therefore, in matching the control (non-
psychotherapy) group to the experimental
(psychotherapy) group, the patients se-
lected had records which indicated scores
of three or more points for the year 1959.
The mean weights of the three experi-
mental groups -and the control group in
terms of the 38 criteria of psychological



2448

TADLE 1. Criteria of Pjzyc€c Jg Disiruss vilk A ssgded Weights

One point Two points Three points

1. Tranquilizer or sedative re- 23. Fear o( cancer, brain tu- 34. Unsuwbantiated complaint
uted. mor, venerea disease, heart there Is something wrong

2. octor's stateent pt. is disease, leukemia, diabetes, with genitals.
tense, chronically tired, was etc. 35. Psychiatric referral made
reassured, etc. $24. Health Questionnaire: yes or requested.

3. Patient's statement as in on 3 or more psych. ques- 36. Suicidal attempt, threat,
no. 2. tions. or preoccupation.

4. Lump in throat. 25. Two or more accidents 37. Fear of homosexuals or of
05. Health Questionnaire: yes (bone fractures, etc.) homosexuality.

on I or 2 psych. questions, within 1 yr. Pt. may be 38. Non-organic delusions
6. Alopecia areata. alcoholic. andor halluci nations; par.
7. Vague, unsubstantiated 26. Alcoholism or its compli- anoid ideation; psychic

cations: delirium tremens, thinking or psychotic be-
8. Tranquilizer or sedative peripheral neuropathy, cir- havior.

yen. rhos.
9. Vitamin Bit shots (except 27. Spouse is angry at doctor

for pernicious anemia). and demands different
10. Negative EEG. treatment for patient.
11. Migraine or psychogenic 28. Seen by hynotist or seeks

headache, referral to hypnotist.
12. More than 4 upper respira. 29. Requests surgery which is

tory infections per year. refused.
13. Menstrual or premenstrual 30. Vasectomy: requested or

tension; menopausal sx. performed.
14. Consults doctor about diffi. 31 Hyperventilation

culty in child rearing, syndrome.
15. Chronic allergic state. 32. Repetitive movements
16. Compulsive eating (or over- noted by doctor: tics,

eating). grimaces, mannerisms, tor-
17. Chronic gastrointestinal up- ticollis, hysterical seizures.

set; aereophagia. 33. Weight-liting and/or
1& Chronic skin disease. health faddism.
19. Anal pruritus.
20. Excessive scratching.
21. Use of emergency room: 2 or

more per year.
22. Brings written list of symp-

toms or complaints to doc-
tor.

Refers to the last 4 questions (relating to emotional distress) on a Modified Cornell Medical Index-a
general medical questitaire given to patients undergoing the Multiphasic Health Check in the years
concerned (1959-62).

TASLE 2. Scores!. Crilesi of P Dislrm, s
for Ike Expaiwavhds Groups.aa Cik lGru

during Obs Yor Prior go Psycholhwapy (1959)

Group

One session only
Brief therapylong-teri therapy

Total
score

264
134
246

No. of
patients

sO
41
31

Average

3.30
3.27
7.94

All experimebta
(psyot 152 4.24

control (nom.

P629 -152 4.13

distress are presented in Table 2: note
that there was no significat difference
between this dimension of the two groups
in 19%.

In order to facilitate comparison of the
experimental (psychotherapy) and control
(non-psychotherapy) group one last cri-
terion for inclusion in the matched group
was employed. Each subject In the control
group had to be a Health Plan member
for the first three comeutve years under
Investigation inasmuch as the experimena
roup, thoug dm staig attrto In
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TABLE 3. Ulisation of Out.Oa~ien Medical Services (Excluding Psychsiatry) by PsydsodheraI'y Group6s for
Ike Year efore (I-B) and Va Five Yrs After (I-A, Z-A. J-A, 4-A, S-A) t1. Ini~i

Interview, axd SJe Corresponding Yews for the Non-psychiatric Group

Group I I-B I-A 2-A 3-A 4-A 5-A

One session only, unit score 911 815 612 372 321 217
No. of pts. 80 80 80 57 53 49
Average 11.4 10.2 7.7 6.5 6. 1 4.4

Brief therapy, unit score 778 471 354 202 215 155
No. of pts. 41 41 41 32 30 27
Average 19.0 11.S 8.6 6.3 7.2 5.7

Long-term therapy, unit score 359 323 279 236 151 108
No. of pts. 31 31 31 27 24 19
Average 11.6 10.4 9.0 8.7 6.5. 5.7

All experimental
(psychotherapy) groups, unit score

No. of pts.
Average

Control (non-
psychotherapy) group, unit score

No. of pts.
Average

2048 1609 1245 810 687 480
152 152 152 116 107 95
13.5 10.6 8.2 6.4 6.4 5.1

1726 1743 1718 1577 1611 1264
152 152 152 127 111 98
11.4 11.5 11.3 12.4 14.5 12.9

continued membership after that time, re-
mained intact for those years.

Dependent variable: Each psychiatric pa-
tient's utilization of health facilities was
investigated first for the full year preced-
ing the day of his initial interview, then
for each of the succeeding five years begin-
ning with the day after his initial inter-
view.

The corresponding years were investi-
gated for the control group which, of
course, was not seen in the Department of
Psychiatry. This investigation consisted of
a straightforward tabulation of each con-
tact with any outpatient facility, each
laboratory report and x-ray report.* In ad-
dition a tabulation of number of days of
hospitalization was made without regard to
the type or quantity of service provided.
Each patient's utilization scores consisted
of the total number' of separate outpatient
and inpatient tabulations.

"These procedures were counted as one even
if there were more than one laboratory or x-ray
proedur per rqeort in the hart

Results

The results of this stddy are summarized
in Table 3, which shows the differences by
group in utilization of outpatient medical
facilities in the year before and the five
years after the initial interview for the psy-
chiatric sample, and the utilization of out-
patient medical services for the correspond-
ing six years for the non-psychotherapy
sample.

The data of Table 3 are summarized as
percentages in Table 4, which indicates a
decline in outpatient medical (not includ-
ing psychiatric) utilization for all three
psychotherapy groups for the years follow-
ing the initial interview, while there-is a
tendency for the non-psychotherapy pa-
tients to increase medical utilization dur-
ing the corresponding years. Applying
t-tests of the significance of the standard
error of the difference between the means
of the "year before" and the means of each
of the five "years after (as compared to
the year before), the following results ob-
tain. The declines in outpatient (non-
psychiatric) utilization for the "one ses-
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TABLE 4. Comparison of the Year Prior to the Iniil Iteriew With each Succeeding Yea, Indicating
Per Co Dedie or- Per Ce t grease (Laoer Shown is Parenthses) in Ouspatipe Medca

(Nox-Psghiatrie) Uilisation by Psychotherap:y Grouping, and Corresponding
( ompaio for t h) Control Group, Wth Levls of Si ificasc

i.A 2-A 3-A 4-A 5-A

Group change Signif. change Sign(f. change Sigxs7. change Signif. change Sigif.
One session only 10.5 NS 32.8 .05 44.75 .05 46.5 .05 61.4 .01

Brief therapy 39.5 .05 53.2 .05 66.8 .01 62.1 .01 70.0 .01

Long-term
therapy 10.0 NS 22.3 .05 25.0 .05 43.0 .05 50.9 .05
All experimental
(psychotherapy)
groups 21.4 .05 39.2 .01 48.2 .01 52.3 .01 62.5 .01

Control (non.
psychotherapy)
group None - None - (8.8) NS (27.2) .05 (13.2) NS

sion only" and the long-term therapy'
groups are not significant for the first year
following the initial interview while the
declines are significant at either the .05 or
.01 levels for the remaining four years. In
the "brief therapy" group, there are statis-
tically significant declines in all five of the
years following the initial interview. As
further indicated in Table 4, there is a
tendency for the control group to increase
its utilization of medical services, but this
proved significant for the "fourth year
after" only.

The question was raised as to whether
the patients demonstrating declines In
medical utilization have done so because
they have merely substituted protracted
psychotherapy visits for their previous
medical visits.

As shown in Table 5, the number of
patients in the one-session-only group who

return in the third to fifth years for addi-
tional visits is negligible. Comparable re-
sults are seen in the brief-therapy group.
In contrast, the long-term-therapy group
reduces its psychiatric utilization by more
than half in the "second year after," but
maintainsfthis level in the succeeding three
years. By adding the outpatient medical
visits to the psychiatric visits, it becomes
clear that whereas the first two psycho-
therapy groups have not substituted psy-
chotherapy for medical visits, this does
seem to be the case in the long-term
psychotherapy group. These results are
shown in Table 6, and indicate that the
combined outpatient utilization remains

-abour the same from the. "year before"
to the "fifth year after" for the third psy.
chotherapy group, "vhile declines are evi-
dent for the first two psychotherapy
groups. As regards the combined. (medical

TABLS 5. A wage Number of Psyckoheapy Sssions per Yeaw/or Fiw Yars by Experimental Group
Group 1-A 2-A 3-A 4-A S-A

Onee muion only 1.00 0.00 0.00 0.02 0.06
Bridetherapy 6.22 0.00 0.09 0.57 0.52
Lon-term therapy 12.33 5.08 5.56 5.88 5.05
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TABLE 6. Combined Aserag e(Outpaliewl Medical pus Psycholheapy Visits) of Utilisation by Years
Before and After Psychotherapy for the Experimental Groups, and Total Oupatiea

Utilioao by Corresponding Years for the Control (Non-psychiatrk) Group

Group I-B I-A 2-A 3-A 4-A 5-A

One session only 11.4 11.2 7.7 6.5 6.1 4.5
Brief therapy 19.0 17.7 8.6 6.4 7.7 6.2
Long-term therapy 11.6 22.7 14.1 14.3 12.4 10.8
All experimental
(psychotherapy) groups 13.5 15.3 9.2 3.3 7.9 6.2
Control group 11.4 11.5 11.3 12.4 14.5 12.9

plus psychiatric) utilization, the long-term
psychotherapy group Is not appreciably
different from the control (non-psychi-
atric) group.

Investigation of inpatient utilization re-
veals a steady decline in utilization in the
three psychotherapy groups from the "year
before" to the "second year after," with
the three remaining "years after" main-
taining the level of utilization attained in
the "second year after." In contrast, the
control sample demonstrated a constant
level in number of hospital days through-
out the six years studied. These results
are shown in Table 7, which indicates that

the approximately 60 per cent decline in
number of days of hospitalization between
the "year before" and the "second year
after" for the first two psychotherapy
groups is maintained to the "fifth year
after"; this decline is significant at the .01
level. The inpatient utilization for the
"long-term therapy" group in the "year
before" was over twice that of the non-
psychiatric sample, and about three times
that of the first two psychotherapy groups.
The significant (.01 level) decline of 88
per cent from the "year before" to the
"second year after" is maintained through
the "fifth year after," rendering the inpa.

TABLE 7. Number of Days of Hospitaiation and Averages by Psychotherapy Group for the Year Before and
the Five Years After Psychotherapy, and the Corresponding Period for the Non-psychotherapy Group

(Note: Hea th Plan average is .8 per year for patients 20 years old or older.)

Group I-B I-A 2-A 3-A 4-A 5-A

One session only, days/year 117 78 52 32 33 31
No. of pts. 80 80 80 57 53 49
Average 1.46 0.98 0.65 0.56 0.62 0.63

Brief therapy, days/year 66 44 31 24 23 23
No. of pts. 41 41 41 32 30 27
Average 1.61 1.07 0.76 0.75 .77 0.85

Long-term therapy, days/year 153 37 19 18 16 13"
No. of pts. 31 31 31 27 24 19
Average 4.94 1.09 0.61 0.67 0.67 0.68

All experimental
(psychotherapy) groups, days/year 336 159 102 74 72 67

No. of pts. 152 152 152 116 107 95
Average . 2.21 1.05 0.68 0.64 0.67 0.71
SMnifMauce .05 .02 .05 .05 .05

Control (non-
psychotherapy) group, days/year 324 307 477 255 208 197

No. of pt. 152 152 152 127 111 98
Avere 2.13 2.02 3.07 2.02 1.87 2.01

se NS .05 NS NS NS
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tient utilization of the third psychotherapy
group comparable to that of the first two
psychotherapy groups.

In terms of decline in use of Inpatient
services (days of hospitalization), however,
the long-term psychotherapy group and
the control group are different, in that the
former patients significantly reduce their
inpatient utilization from the "year before"
to the "fifth year after." However, the
small size of the samples limits the con-
clusions that can be drawn.

Discussion

The original pilot study of which this
project is an outgrowth was proposed by
the senior author as an aid in planning for
psychiatric care as part of comprehensive
prepaid health-plan coverage. It had long
been observed that some of this psychiatric
clinic's patients, as well as many patients
in the hospital for whom a psychiatric
consultation was requested, had very thick
medical charts. It was also repeatedly
noted that when these patients were treated
from a psychiatric point of reference, i.e.,
as a person who might have primarily emo-
tional distress which was expressed in
physical symptoms, they often abandoned
their physical complaints. It seemed rea-
sonable to expect that for many of these
people, psychiatrically-oriented help was
a more specific and relevant kind of treat-
ment than the usual medical treatments.

This would be especially true if the ef-
fects of psychiatric help were relatively
long-lasting, or if a change in the patient
affected others In his immediate environ-
ment. In the long run, the interruption of
the transmission of sick ways of living to
succiding generations would be the most
fundamental and efficient kind of preven-
tive medicine. It therefore seemed imper.
active to test the intuitive impressions that
this kind of patient could be treated more
effectively by an unstructured psychiatric

interview technique than by the more
traditional medical routine with its di-
rected history.

The BalintSZ S have published many
valuable case reports which describe the
change in quantity and quality in patients!
appeals to the general practioner after
the latter learns to listen and understand
his patients as people in distress because
of current and past life experiences. It
would be difficult, however, to design a
statistical study of those patients and of a
matched control group treated for similar
complaints in a more conventional manner.

Psychiatry has been in an ambivalent
position in relation to the rest of medicine:
welcomed by some, resented by others,
often, however, with considerable polite-
ness which serves to cover up deep-seated
fears of and prejudices against "some-
thing different." In a medical group associ-
ated with a prepaid health plan, conditions
are favorable for integrating psychiatry
into the medical fraternity as a welcomed
and familiar (therefore unthreatening)
member specialty. The inherent ease of
referral and communication within such
a setting would be much further enhanced
by the factor of prepayment, which elim-
inates the financial barrier for all those
who can afford health insurance. For
many reasons, then, this setting provides
both the impetus and the opportunity to
attempt an integration of psychiatry into
general medical practice and to observe
the outcome. In the past two decades,
medicine has been changing in many sig-
nificant ways, among which are prepaid
health insurance, group practice, increas.
ing specialization, automation, and a focus
on the "whole person" rather than on the
"pathology."

Forshan 7 and others have suggested that
at some not-too-distant date the patient
will go through a highly automated process
of history, laboratory procedures and phys-
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Iicd tests, with the doctor at the end of the
line doing a physical examination but oc-
cupying mainly the position of a medical
psychologist. He will have all the results
of the previously completed examinations
which he will interpret for the patient,
and he will have time for listening to the
patient, if he wishes to do so. The "Multi-
phasic Health Check,"4 which has been
used for many years in the Northern Cali-
fornia Region in the Kaiser Foundation
Medical Clinics and which is constantly
being expanded, is just such an automated
health survey, and Medical Group doctors
are in the process of becoming continually
better psychologists. Eventually many more
of the patients who are now seen in the
psychiatric clinic will be expertly treated
in the general medical clinics by more
"compleat physicians."

A study such as this raises more ques-
tions than it provides answers. One ques-
tion alluded to above is whether, with an
ongoing training program such as Balint
has conducted for general practitioners at
Tavistock Clinic, internists might not be
just as effective as psychiatric personnel

-in helping a greater percentage of their
patients. A training seminar such as this
has been conducted by Dr. Edna Fitch in
the department of Pediatrics of Perma-
nente Medical Group in San Francisco for
many years and has been effective in help-
ing pediatricia to treat, with more in-
sight and comfort, emotional problems of
children and their families and physical
disorders which are an expression of emo-
tonal distress.

Using a broader perspective than the
focus on the clinical pathology, one can
wonder what oclal, economic or cultural
factors are related to choice of symptoms,
attitudes toward being "sick' (mentally
or physically), attitudes toward and ex-
pectations of the doctor, traditios of
family mes, superstitions relating to

bodily damage, child raising practices, etc.
How often is the understanding of such
factors of crucial importance for effective
and efficient treatment for the patient? Of
special interest in general medical practice
and overlooked almost routinely by phys-
icians (and by many in the psychological
field) are the "anniversary reactions" in
which symptoms appear at an age at which
a relative had similar symptoms and/or
died.

Health Plan statistics indicate an in-
crease in medical utilization with increas-
ing age in adults. This is consistent with
the relatively flat curve seen in the "med-
ical utilization" of the control sample over
the six year period and is in marked con-
trast to that of the experimental sample.
There is the implication in this that some
of the increasing symptoms and disability
of advancing- years are psychogenic and
that psychotherapeutic intervention may
in some cases function as preventive med-
ical care for the problems associated with
aging as well as preventive medicine in
children.

A certain percentage of the long-term
psychotherapy group seems to continue
without'diminution of number of visits to
the psychiatric clinic; these patients appear
from the data to be Interminable or life-
long psychiatic utilizers just as they had
been consistently high utilizers of non-
psychiatric medicid care before. They
seem merely to substitute psychiatric visits
for some of their medical clinic visits. A
further breakdown of the long-term group
into three parts, e.g., les than 50, 50 to
150, and more than 150 visits, would prob-
ably help to sort this population's utiliza-
tion into several patterns. More precise
data on these groups would suggest modi-
fications in classifications and methods of
therapy or might suggest alternatives to
either traditional medical or traditional
psychiatric treatment in favor of some at-
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tempt to promote beneficial social changes
in the environments of these chronically
disturbed people.

Sources of Criticism
(1) One problem in providing a con-

trol group comparable to an experimental
group in this kind of study is that, al-
though undoubtedly having emotional
distress, and in a similar "quantity" ac-
cording to our yardstick, the control group
did not get to the psychiatric clinic by
either self. or physician referral. The fact
that the control patients had not sought
psychiatric help may reflect a more pro-
found difference between this group and
the experimental group than is super-.
ficially apparent. One cannot assume that
the medical utilization of this control
gcu would change if they were seen- in

e sychiatry Clinic. (This objection will
be minimized in the prospectivee part
of this study, which witl be reiortedin
another paper). Although the average in-
patient utilization for the three combined
psychotherapy groups is the same as that
of the control group in the year before
(1959), the inpatient utilization of the
long-term psychotherapy group is two and
a half times that of the control group.
If the study were extended to several
years before, rather than just one year, it
would become evident whether this was
just a year of crisis for the long-term
group or whether this had been a longer
pattern of high inpatient utilization.

(2) Patients who visit the psychiatric
clinic may, for one reason or another, seek
medical help from a physician not associ-
ated with the Medical Group so that
his medical utilization is not recorded in
the clinic record, the source of informa-
tion about utilization. In the long-term-
therapy group the therapist is usually
aware if his patient is visiting an outside
physician, and although it is an almost
negligible factor in thit group, there can
be no information in this regard for the
one-session-only and brief-therapy groups
without follow-up investigation.

(3) There is no justification in assure.
ing that decreased utilization means bet-
ter medical care, necessarily. Criteria of

improvement would have to be devel-
oped and applied to a significantly large
sample to try to answer this important
question.

(4) Patients may substitute for physical
or emotional symptoms behavioral dis-
turbances which do not bring them to a
doctor but may be just as distressing to
them or to other people.

(5) The "unit" of utilization cannot be
used as a guide in estimating costs, stand-
ing as it does for such diverse items. In
itself the units are not an exact indicator
of severity of illness nor of costs. A per-
son with a minor problem may visit the
clinic many times, while a much more
severely ill person may visit the clinic in-
frequently. Even more striking is the
variation in the cost of a unit, varying
from about a dollar for certain laboratory
procedures to well over a hundred dollars
for certain hospital days (with admis-
sions procedures, laboratory tests, x-rays,
consultations, etc.) each worth one
"unit." To arrive at an approximation of
costs, the units have to be retabulated
in cost-weighted form.

Suggested Further Studies
(1) The question of treatment of pa.

tients by non-medical professional clini-
cians has been argued for more than a
half century. It is generally recognized
that there are not enough psychiatrists
now and that there will not be enough in
the foreseeable future to treat all those
persons who have disabling emotional dis-
orders. In the late President Kennedy's
program for Mental Health this lack was
recognized; the recommendation for pro-
fessional staff for community Mental
Health Centers included clinical psychol-
ogists, psychiatric social workers and other
trained personnel. Having little distinction
in our psychiatric clinic between the vari-
ous disciplines as far as their functions
are concerned, it would be feasible and
interesting to compare therapeutic results
of the disciplines as well as Individuals
with various types of patients and vari.
ous types of psychotherapy.

(2) Is length Tof treatment correlated
with diagnostic category, original prog-
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nosis by therapist, socio-economic level
of patient, discipline and orientation of
therapist, or "severity of pathology?

(3) What happens to the spouse, par-
ents, and children of the patients who
are seen in psychiatry?

(4) Are there distinguishing patterns
of complaints in the three psychotherapy
groups

(5) How do blue-collar patients differ
from white-collar or professional patients
in number of interviews, diagnostic label,
use of medication, recommendation of
hospitalization, and type of complaints?

(6) What is the nature of the illness
that resulted in hospitalization before the
patient came to psychiatry-and after?
How often was this a diagnostic work-up
because the internist could not find "any-
thing wrong" in the clinic?

Summary

The outpatient and inpatient medical uti-
lization for the year prior to the initial in-
terview in the Department of Psychiatry
as well as for the five years following were
studied for three groups of psychotherapy
patients (one interview only, brief therapy
with a mean of 6.2 interviews, and long-
term therapy with a mean of 33.9 inter.
views) and a control group of matched
patients demonstrating similar criteria of
distress but not, in the six years under
study, seen in psychotherapy. The three
psychotherapy groups as well as the con-
trol (non-psychotherapy) group were high
utilizers of medical facilities, with an aver-
age utilization significantly higher than
that of the Health Plan average. Results of
the study indicated significant declines in
medical utilization in the psychotherapy
groups when compared to the *control
group, whose inpatient and outpatient uti-
lization remained relatively constant
throughout the six years. The most signifl-
cant declines occurred in the second year
after the initial interview, and the one-

interview-only and brief-therapy groups
did not require additional psychotherapy to
maintain the lower utilization level for five
years. On the other hand, after two years
the long-term-psychotherapy group attained
a level of psychiatric utilization which re-
mained constant through the remaining
three years of study.

The combined psychiatric and medical
utilization of the long-term-therapy group
indicated that for this small group there
was no over-all decline in outpatient uti-
lization inasmuch as psychotherapy visits
seemed to supplant medical visits. On the
other hand, there was a significant decline
in inpatient utilization, especially in the
long-term-therapy group from an initial
utilization of several times that of the
Health Plan average, to a level comparable
to that of the general adult Health Plan
population. This decline in hospitalization
rate tended to occur within the first year
after the initial interview and remained
generally comparable to the Health Plan
average for the five years.
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Dozs rsxmionnmAyr ALrT the pattern
of medical care? Can emotionally distressed
patients who might benefit from psycho-
therapy be Identified by screening a group
of patients taking a health checkup? Will
an automated psychological test be useful
in such a screening process? These are the
questions we set out to answer in this
study.

The first question has been studied and
the results reported by the authors.? It was
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found that psychotherapy patients initially
were high "utilizers," but that after psycho-
therapy their utilization declined signifi-
cantly. On the other hand, the utilization
of the matched controlr group (not re-
ceiving psychotherapy) did not decline.
The brief therapy and one-session-only psy
.chotherapy groups had the largest decline
in outpatient utilization, which theoretically
helped to offset the cost of providing the
psychotherapy. The decline In outpatient
utilization of the long-term psychotherapy
group was not enough to offset the cost of
psychiatric and non-psychiatric treatment,
being greater than the cost of prior medical
utilization alone. However, this group
showed considerable decline in days of hos-
pitalization, which helped to make their
psychiatric, care financially less costly, in
this setting..

A major criticism of Part I was that, al-
though the psychotherapy and 'control"
groups were matched socioeconomically
and demographically, In medical utilization
and in degree of, emotional distress, the
groups remained different in one crucial re-
spect: the psychotherapy sample, whether
sel - or physician-referred, voluntary pre-
sented themselves to the psychiatric clino,
In contrast, the matched group did not
come to the psychiatric clinic even If re-

11 , 4 ., .
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1ABLE 1. Criteria of Psychological Disress with Assigned Weights

One point Two points Three points

1. Tranquilizer or sedative re- 23. Fear of cancer, brain tu- 34. Unsubstantiated complaint
quested. mor, venereal disease, heart there is something wrong

2. Doctor's statement pt. is disease, leukemia, diabetes, with genitals.
tense, chronically tired, was etc. 35. Psychiatic referral made or
reassured, etc. 024. Health Questionnaire: yes requested.

3. Patient's statement as in on 3 or more psych. ques- 36. Suicidal attempt, threat, or
no. 2. tions. preoccupation.

4. Lump in throat. 25. Two or more accidents. 37. Fear of homosexuals or of
05. Health Questionnaire: yes (bone fractures etc) within homosexuality.

on I or 2 psych. questions. I yr. Pt. may be alcoholic. 38. Non-orgnicdelusionsand/or
6. Alopecia areata. 26. Alcoholism or ts compli- hallucinations; paranoid idea-
7. Vague, unsubstantiated pain. cations: delirium tremens, tion; psychotic thinking or
8. Tranquilizer or sedative peripheral neuropathy, cir- psychotic behavior.v1n. rhosis.
9. Vitamin Bi, shots (except for 27. Spouse is angry at doctor

pernicious anemia). and demands different
10. Negative EEG. treatment for patient.
11. Migraine or psychogenic 28. Seen by hypnotist or seeks

headache. referral to hypnotist.
12. More than 4 upper respira- 29. Requests surgery which is

tory infections per year. refused.
13. Menstrual or pmenstrual 30. Vasectomy requested or

tension; menopausal sx. :per
14. Consults doctor about diffi. 31. Hyperventilation syndrome.

culty in child rearing. 32. Repetitive movements
IS. Chronic allergic state. noted by doctor: tics,
16. Compulsve eating (or over- grimes, mannerim, to-

eating). ticollis, hysterical seizures.
17. Chronic gstrointestinal up- 33. Weight-lifting and/or health

set; aereoipagia. faddim.18. Chronic si dfiaas
19. Anal prrtus.
20. Excessive scratching.
21. Use of emergency room: 2 or

mor per year.
22. Brings written list of symp-

toms or complaints to doctor.

Refers to the last 4 questions (relating to emotional distress) on a Modified Cornell Medical Index--a
general medical questionnaire given to patients undergoing the Multlphasic Health Check In the years
6onaeied (1959-62).

feared by their physician. The nature of
the different between the two groups
made conclusions tentative. The question is
crucial, because it may be that the group
which did not come to the psychiatric clinic
is unable to make use of psychiatric services
In a meaningful matter, and that psycho.
therapy would nA decrease the medical
utilization of this group. The most obvious
way to provide a valid control group would
be to choose a large sample by uniform
criteria and randomly divide it into two
pats, then treat the two parts differently
and observe the results. The present paper
is a report on such a prospective study.

Method

The getting: The Kaiser Foundation
Health Plan of Northern Califona is a
group-practice prepayment plan ofig
comprehensive hospital and pr
services on a direct-service basis. Profes
slonal services are provided by the Pema-'
nente Medical Group-- partnership of
physicians The Medical Group has a con-
tract to provide compr medical
care to the members of the Plan, of whom
there were three-quarters of a million at
the tHe of this study. The composition
of the Health Plan membership Is diverse,

- 7 -
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encompassing most socioeconomic groups,
The Permanente Medical Group comprises
all major medical specialties; referral from
one specialty clinic to another is facilitated
by the organizational features of group
practice, geographical proximity and the
use of common medical records. During
the years of this study (1965.1966), only 17
per cent of Health Plan members were eli.
gible for psychiatric benefits on a prepaid
basis, but in most areas of the Northern
California region psychiatric services were
available to Health Plan Subscribers at re-
duced rates. The psychiatric staff in the
San Francisco Clinic, where the present
study took place, consists of psychiatrists,
clinical psychologists, psychiatric social
workers, and psychology and social work
interns. The clinic operates primarily as an
outpatient service for adults and children
for the evaluation and treatment of emo-
tional disorders, but it also provides con-
sultation for non-psychiatric physicians and
consultation in the general hospital and the
emergency room. There is no formal "in-
take" procedure, the first visit with any staff
member being considered potentially thera-
peutic as well as evaluative and disposi-
tional. Regardless of professional discipline,
the person who sees the patient initially
becomes that patient's therapist unless there
is reason for transfer to some other staff
member, and he continues to see the pa-
tient for the duration of the therapy. An
attempt is made to schedule the first inter-
view as soon as possible after the patient
calls for an appointment. There is also a
"drop-in" or non-appointment service for
emergencies so that patients in urgent need
of psychiatric help usually can be seen im.
mediately or at least within an hour or two
after arrival at the clinic.

One of the unique aspects of this kind
of associated health plan and medical group
b that it tends to put a premium on health
rather than on illness, i.e., it makes prm-

ventive medicine economically rewarding,
thereby stimulating a constant search for
the most effective and specific methods of
treatment. Another feature of group prac-
tice in this setting is that all medical records
for each patient are maintained within the
organization.

The subjects: The source of the population
for this study was 10,667 patients who vol-
untarily presented themselves in a six.
month period to the San Francisco Kaiser-
Permanente Automated Multiphasic Clinic
for a health cheek, part of which includes
19 computerized procedures, ranging from
simple body measurements to complex lab-
oratory tests. 2 A routine part of the three-
hour series of examinations is the adminis-
tration of a psychological test known as the
Neuro-Mental Questionnaire, or NMQ.4

This consists of 155 dichotomous questions
which (eventually, when the test is fully
developed) will identify approximately 60
psychological categories. Each question is
printed on a separate pre-punched card,
which the patient must deposit in either the
"true" or the "false" section of a divided
box. For this study only the six major psy-
chological categories were used: depression,
hysteria, obsessional, panic and anxiety at-
tacks, passive-aggressive, and schizophrenia.
(This probably would identify most of the
patients who could be identified by the full
test, because 87 per cent of the patients
seen in the Department of Psychiatry fall
into one or more of these six categories.)

The NMQ was computer-scored, and re-
sults were sent to the investigators within
24 hours of the time the patient had the
questionnaire. The medical charts of the
patients identified by the test were reviewed
for evidences of psychological distress In
the 12-month period prior to the Multi-
phasic examination.

"Criteria of wychological disrem" (devel-
oped in Part 1' and presented n Table 1)
refer to physicians' notes in the patients'
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TABLE 2. Psychological, Socioeconomic and Demographic Characteristics of 822-pationt
Sample with Positive NMQ and Plus-3 or More on Criteria of Distress

NMQ categories
(with category number)

Neur'otic
Depressive
Hysteric
Obsessional
Obs. hysteric
Panic/anxiety
Phobic

Character disorders
Anal char.
Depressive
Hysterical
Phobic
Paaslvelagr.

Sado-masoch.
Psychotic
Schizophrenic
Pseudo-neur.

Schis.

30
16
25
16, 25
22
24

13. 25
25. 30 (13)
13. 16
16. 24
13
13. 16. 30

37
37. 25. .30
(plus I more)

TOTALS

Totals

Mesp ase: 4S.1
No. tresen: 70.1
Blue ;oler: $3.2
Uykx: 71.5
Subuwbab: 25.0
Ruae: 3.2
NewrolIr: 42.8
Char. dis.: 31.5
Psyebotic: 25.4

310 109 Is 280

medical charts which indicated emotional
distress, whether or not the physicians rec-
ognized them as such. These 38 criteria
have assigned weights from one to three, a
weighted score of three within one year
being accepted as an indication that a pa-
tient is in psychological distress. Accord-
ingly, patients for the present study had 1)
a "positive NMQ," and, 2) a score of three
or more points in "Criteria of Psychological
Distress," for the 12 months prior to taking
the Multiphasic examination.

Of the 10,667 patients who took the
NMQ, 3,682, or 36.4 per cent, yielded a
positive score in one or more of the six
NMQ categories (depression, hysteria, ob-
sessional, panic-anxiety, passive-aggressive,
schizophrenic). Of this group, 822 (7.7 per
cent) also scored three points or more in
"criteria of distress." Of the 6,985 patients
who did not score positively on the NMQ,
only 56 (0.8 per cent) scored three or more
points on the "Criteria of Distress." Thus
the use of scales *in only six categories of
the NMQ proved to be a useful method of
eliminating two-thirds of the Multiphasic

population in our search for a group of ex-
perimental subjects.

The psychological, socioeconomic and
demographic characteristics of the 822-pa-
tient sample are given in Table 2. It will be
noted that the mean age of 45.1 years is.
higher than the mean age of 38.1 years for
patients generally seen in the Department
of Psychiatry. Because the NMQ was ad-
ministered to only the first 100 patients tak-
ing the Multiphasic examination each day,
rather-than the full 130, appreciably more
women were tested than men, because the
men tend to make evening appointments.
Consequently, 71.0 per cent of the sample is
composed of women. It will be noted fur.
ther that in the 822-patient sample 43 per
cent were categorized as neurotic, 32 per
cent as having character disorders and 25
per cent as psychotic. There was no differ-
ence between the percentages of blue-col-
lar patients and white-collar patients diag-
nosed "psychotic."

Experimental condition: AH patients with
both positive NMQ's and three or. more
"distress" points were alternately, assigned

Blue collar White collar

Urban Suburban Rural Urban Suburban Rural

352 (42.8 per cent)
37 11 2 43 2 1 96
12 S I 2 4 2 26
23 6 35 6 70
10 3 2 12 3 30
25 II 13 7 1 57
25 9 2 19 IS 73

261 (31 .8 per cent)
4 2 3 2 -it

26 7 2 Is 3 56
IS 8 1 14 2 1 41
21 12 I 20 7 1 62
27 S I 25 13 71
6 3 1 8 2 20

209 (25.4 per cent)

55 19 3 44 20 1 142
21 a 2 24 II 1 6?
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to either the referred or non-referred ('con-
trol) groups. For the referred patients the
computer printed out the following 'con-
siderrule": Consider referral to p.jchiatrj
for emotional problems. The 411 patients
assigned to the control group did not, of
course, have such a consider-rule on their
print-outs.

The physician participants: A few weeks
after the Multiphasic screening, every pa-
tient has a routine follow-up office visit with
one of 32 internists. At this time the physi.
cian interviews the patient, completes the
physical examination, reviews the clinical
information from all sources, and provides
appropriate treatment or referral. Prior to
conducting the present experiment, the
physician co-author of this paper met with
the internists, explained the nature of the
study and solicited their individual cooper-
ation. They were informed that they would
be seeing patients whose Multiphasic print-
outs would contain the consider-rule sug-
gestinj referral to psychiatry. This was to
be regarded as one more item of informa-
tion to the physician, who would weigh it
along with his total knowledge of the pa-
tient and make the ultimate decision
whether to make such a referral. The Intern.
ists also were advised that other patients
would comprise the control group of the
study, would not have the consider-rule in
their print-outs, and would be undistin-
guishable from the other Multiphasic pa.
tients they would see routinely on follow-up
visits.

Thus, "referred" patients (consider-rule)
might or might not be referred to psy-
chiatry, and, if referred, might or might not
choose to come; or, if not referred by the
internist, they might come to the psychi-
atric clinic through other channels. On the
other hand, control patients (no consider-
rule) might be referred to psychiatry as the
result of the routine practice of medicine in
this setting and without regard to the ex-

I1216S to 6/66
oMQ to I "11O, 667 patients

pot. toMo [ e.
I 6. 4%t 6.6

I I
CHART CRITERIA CHART CIlERIA

sit v1. ?%I S 6 (0. 8%t)
DISTRESS 0SRS

computer con- |ive co-I

fi~~t~ Not re1d fito 1 e
I YCH . P CH.H. I
0 t VLJ

5 PATIENTS SEEN
UN PSYCH. CUNIC

S PATIENTS SEEN
IN PSYCH. C LiNIC

Fw. i.

periment, and, again, might choose to come
or not to come to the psychiatric clinic.
The various possibilities are shown in Fig-
ure1.

Results
No Experimental Generation of a
Psychiatric Populrt/on

Six months after the last experimental
subject consulted with his internist on his
Multiphasic follow-up visit, only five of the
411 patients given the consider-rule had
made and kept appointments in the psy-
chiatric clinical This figure is exactly the
same as the number of patients from the
control group who made and kept appoint-
ments In the psychiatric clinic. Thus, the
experimental conditions failed to generate
a psychiatric population, and were in no
way superior in obtaining early referral to
psychiatry than the usual, routine medical
practice in this setting. (See Fig. 1.)

Within the referred group there were
found to be 40 patients who had previously
been seen in the psychiatric clinic, and in
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the control group there were 42. None of
the 82 patients previously seen in psycho-
therapy returned during the course of the
experiment.

UsefuWes of Automated Screening
The NMQ, as part of an automated multi-

-phasic screening, proved to be a useful in-
strunent In identifying a population within
which the patients in emotional distress
would be found. As seen in Figure 1, 36.4
per cent of the patients with positive NMQ's
als were in emotional distress, while less
than one per cent of the patients who did
not have positive NMQs were found to be
in emotional distress.

Degree of Internists' Participation
At the conclusion of the primary phase of

this study, and after the last patient had
undergone his follow-up visit, 30 of the 32
participating internists were interviewed
individually to determine their reactions to
the computerized procedure and why they
did or did not refer to psychiatry. As noted
in Figure 1, about half the patients given
the consider-rule in their computer print-
outs actually were referred to psychiatry by

-their-internists according to notations to
that effect In the patients' charts.

a. Ten (33 per cent) of the internists
did not even recall seeing a consider-
rule for referral to psychiatry; 20 (67
per cent) stated they saw instances of
such a consider-rule, but the number
seen varied from one to 15.
b. Of the 20 internists. who saw the
consider-rule, eight made no referrals,
four referred all such patients, and
eight referred half or mre.

_c. Reasons given for reluctance to refer
centered mostly about the physician's
feelings regarding having to deal with
an emotional problem when his time
with the patient was limited. He felt he
would open a 'Pandora's box" that
could not appropriately be handled

in the fifteen minutes allotted for the
initial return visit. The second most
often-mentioned reason for not refer-
ring was the physician's knowledge of
the patient and his circumstances.
Typical of this was the reply: 'I know
this patient well. I referred him before
and he wouldn't go. I had no reason
to believe he would go this time." Or,
"1 know this patient has emotional
problems, but we have been handling
them here because she is reluctant to
see a psychiatrist." A third type of
response by the physician was one of
antagonism to the procedure. A few
internists complained that it was 'cold"
or "impersonal."
d. Internists who made referrals re-
marked that it made their job some-
what easier. They were startled by the
accuracy of the consider-rule, for after
opening up the Issue of emotional prob-
lems, they found their patients eager to
discuss them. One physician stated he
felt more comfortable referring a pa-
tient to psychiatry when the patient
could blame the computer and not the
doctor.
e. Ultimately, the internist's individual
procedure regarding referral to psychi-
atry seemed little affected by the con-
sider-rule. Physicians who routinely
and easily refer to psychiatry continued
to do so in the experiment, while
physicans who usually do not refer
to psychiatry essentially ignored the
consider-rule. For the most part, it was
the individual physciahl's mode of
practice thatmattered.

Degree of Outpatient and Inpatient

Medical Utilization

Each referred and control patient's utili-
zation of health facilities was investigated
for the full year prior to the patient's hav.
ing taken the Multiphasic screening. This

72-$If 0- Y2 - pt. 5 -16



2462

TABLE 3. Average Utilization of Outpatient Medical Services for the Year Prior to the
Aultiphasic Screening for Both Referred and Control Groups by Diagnosis,

Socioeconomic Status, and Residence (Excluding Rural)
Blue collar White collar

Urban Suburban Urban Suburban Totals

Neurotic
No. patients 135 45 124 37 341
Score 2538 886 2505 673 6602
Mean 18.8 - 19.6 20.2 18.4 19.4

Character disorder
No. patients 99 37 88 29 253
Score 1168 396 994 336 2894
Mean 11.8 10.7 11.3 11.6 11.4

Psychotic
No. patients 55 19 44 20 138
Score 677 217 480 234 1608
Mean 12.3 11.4 10.9 11.7 11.6

Pseudo-neurotic
No. patients 21 8 24 11 64
Score 452 158 571 289 1470
Mean 21.5 19.7 23.8 26.3 22.9

investigation consisted of a straightforward
tabulation of each contact with any outpa-
tient facility, each laboratory report and
x.ray report. In addition, a tabulation of
number of days of hospitalization was made
without regard to the type or quantity of
service provided. Each patient's utilization
scores consisted of the total number of
separate outpatient tabulations. These re-
sults are summarized in Table 3 (outpa.
tient) and Table 4 (inpatient). The rural
patients were excluded, inasmuch as their
number was too small to contribute sig-
nificantly to the results. As expected, no sig-
nificant differences were found between
the experimental and control groups, and
both groups are combined (with rural pa-
tients excluded) in Tables 3 and 4.

All 796 patients (26 rural patients ex-
cluded) were significantly high utilizers of
both outpatient and inpatient medical serv-
ices.

A 2 x 3 X 4 analysis of variance of the
796 patients indicated no significant differ-
ence in terms of blue versus white collar,
or urban versus suburban conditions, as re-
gards the utilization of both outpatient and
inpatient medical services.

There was a significant difference in the
degree of utilization of both outpatient and
inpatient medical services in terms of diag.
nostic category. The neurotic patients had
the highest outpatient utilization, whereas
the psychotic patients had the highest in.
patient utilization.

The outpatient utilization of the pseudo-
neurotic schizophrenic resembled that of
the neurotic, while the inpatient utilization
of the pseudoneurotic schizophrenic is not
significantly different than that of the
psychotic.

Patients with character disorders utilize
outpatient services at the same rate as psy-
chotics, but their inpatient rate is approxi-
mately half-way between neurotic and psy-
chotic inpatient rates.

Discussion
Research in human behavior is easy to do,

but difficult to do well. A research design
may look fine on paper, but may not be
feasible in fact. Such was the case with the
present experiment: no experimental popu-
lation was generated. This result can be
instructive, however, and we will proceed to
search for serendipitous results. Human
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TABLE 4. Average Utilisajion of Inpatient Medical Services (Days of Hospitisagon) for
the Year Prior to the Multiphasic Screening for Both Referred and Control
Groups by Diagnosis, Socioeconomic Status, and Residence, Excluding Rural*

Blue collar White collar

Urban Suburban Urban Suburban Totals

Neurotic
No. patients 135 45 124 37 341
Score 170 60 165 48 443
Mean 1.26 1.34 1.33 1.29 1.30

Character disorder
No. patients 99 37 88 29 2,3
Score 285 93 239 84 701
Mean 2.88 2.51 2.72 2.91 2.77Psychotic
NO. patients 55 19 44 20 138
Score 235 94 200 79 608
Mean 4.27 4.95 4.54 3.95 4.41

Pseudo- neurotic
No.patients 21 8 24 11 64
Score 10S 39 122 58 324
Mean 5.00 4.88 5.08 5.27 5.03

(Note: Health Plan Average is 0.8 per year for patients 20 years old or older.)

subjects cannot be manipulated for experi-
mental or therapeutic purposes in the same
way that animals or machines can. This
applies to the doctors in this experiment
as well as the patients.

this observation may be timely and rele-
vant now when vast sums of money are
being spent in developing mental health
programs, many of which are designed on
paper from an armchair and have never
been proven to be clinically effective.

A recent paper from the University of
California at Los Angeles Alcoholism Re-
search Clinic' found the results to be the
same in a group of alcoholics raikdomly as-
signed by court probation to one. of three
treatment conditions: (1) a psychiatrically.
oriented outpatient alcoholic clinic, (2)
Alcoholics Anonymous, (3) no treatment.
One might conclude that the answer to the
problem of alcoholism may not be the pro-
vision of a multitude of 'alcoholic clinics"
across the country. Similarly, it has never
been demonstrated that a "suicide preven-
tion center" has lowered the incidence of
suicide in any community. We might, on the
other hand, expect that such a center would
be likely to increase (1) preoccupation with

suicide in the community, (2) the number
of suicidal threats, and (3) the number of
suicidal gestures. In other words, if people
volunteer to play dramatic life-saver, we
can confidently expect others to volunteer
to threaten self-destruction. Nevertheless,
we have suicide prevention centers popping
up all over the land.

The question is to what extent psychi-
atric patients can be 'found" in the com-
munity and then successfully treated. Is it
possible and worthwhile to induce an ever-
greater percentage of the population to get
some treatment to improve mental health?
Are the patients who come to a psychiatric
clinic via the common traditional channels
(referral by self, relative, friend, family
doctor) more or less treatable than those
produced by newer "case finding" methods
in the community?

The setting in which this study was done
is unusual in having had a psychiatric clinic
as part of comprehensive health services for
about 15 years. For this reason there was no
large reservoir of patients needing and
wanting psychiatric services which they
could not afford. Note that 10 per cent of
the patients identified as emotionally dis-
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turbed and in acute distress already had
been seen in the psychiatric clinic. Many of
the others in this group undoubtedly have
been referred but will never be seen in
psychiatry for a number of reasons, among
which may be the following: (1) they have
too much invested in their roles of being
(physically) sick; (2) they have major
physical illnesses which they and their doc-
tors use to ignore the emotional illness;
(3) they are terrified by the idea of mental
illness ("craziness*); (4) there is often a
payoff for "real," i.e. physical, illness, but
not for emotional disturbance from family,
friends, doctors, Insurance companies. The
fact that 90 per cent of these patients have
never gotten to the psychiatric clinic dem-
onstrates that non-psychiatric physicians
have been treating and will continue to
treat the bulk of the emotionally-disturbed
people in the population.

While we have demonstrated that emo-
tionally-disturbed patients who are seen in
psychiatry reduce their use of other medical
services, we are still unable to detbrmine
whether this would hold true for all those
patients identified by our double-screening
technique as likely candidates for psycho-
therapy.

One should be cautious in using sta-
tistics from mental health clinics when they
deviate from the averages reported by most
other clinics. It has often been reported that
about one per cent of a population will
seek psychiatric services per year. The
Group Health Insurance study' showed the
pattern of response that is usually seen
when a population is offered low-cost psy-
chiatric services for the first time: increased
utilization for the first few months due to
an accumulation of need for such services.
After that, the demand stabilizes. Active
"promotion" of psychiatric benefits did not
increase the utilization of psychiatric serv-
ices in their population.

It is possible to report a much higher

rate of utilization, e.g., 5 per cent/year, if
one organizes his psychiatric clinic in the
following manner: (1) "crisis" orientation;
(2) very brief therapy and counselling;
(3) representing the psychiatric staff mem-
ber as "your friendly family counselor";
(4) fostering dependency relationship by
encouraging patients to return frequently-
whenever they have to make decisions, feel
anxious or depressed, etc.; (5) counting
each family member as a separate patient
when a family is seen together; (6) most
of all-by counting each return to the
clinic a "new patient." Unfortunately, the
higher the percentage, the more effective
the service.

Antes muerto que mudado (death rather
than change), a Spanish proverb quoted by
Lichtensteln' In his classic monograph on
identity, dramatizes the tremendous dy-
namic force behind the human being's need
to maintain his identity-a force that has
priority over all forces motivating a person's
behavior and life style. Many otherwise
baffling aspects of the behavior of individ-
uals, groups and nations become cler if
this force is recognized. Patients do not
want to change, in fact resist change, even
though their lives are full of misery and
pain. A psychotherapist, then, is relatively
helpless unless the patient is highly moti-
vated, i.e., in a great deal of "pain." Getting
a patient to the office of a psychotherapist is
likely to be a waste of everybody's time
unless the patient is "ready" or motivated
for some kind of change. It is, of course,
the psychotherapist's job to foster and capi.
talize on every shred of motivation he can
find. Many emotionally-disturbed people in
the community may seem to "need help"
but are not at all Interested in change. This
is certainly true of a high percentage of
alcoholics, 'hippies," addicts, "psychopaths,"
criminals and many other types whom the
community at large thinks "need help."

The assessment of the effectiveness of
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psychotherapy has always presented great
difficulties, conclusions varying from "psy-
chotherapy is worthless" to the behavior
therapists' claim of as high as 86-95 per cent
effectiveness in 30 interviews or fewer."
By far the best investigation of brief psy-
chotherapy was done by the Tavistock
group, reported by Malan.10 We need much
more high-quality research of this kind in
assessing the value of mental health pro-
grams.

It is interesting to note the few differ-
ences between blue-collar and white-collar
workers (Table 2). The blue-collar patients
are more apt to be in only three (of 14)
categories: hysteric; panic and anxiety at-
tacks; and depressive character; and less
likely to be obsessional. Otherwise, the two
groups are comparable in percentages in
the other neurotic and character-disorder
categories and in all the psychotic catego-
ries. The "pseudoneurotic schizophrenic"
category defines a group of patients who
have a wealth of symptoms of many kinds.
These patients are the ones that seek pro.
fessional help constantly, who "never get
well" and may make up a large percentage
of those long-term patients in the office of
every physician, psychotherapist and psy-
choanalyst.

The similar percentages of incidence of
psychoses in blue-collar and white-collar
groups may reflect the greater impartiality
of the computer than the clinician, if we
accept the contention of Hollingshead, et
d.,s that middle-class psychotherapists tend
to over-diagnose psychosis in patients of
lower socioeconomic classes as compared
with those of middle or upper classes.

Summary
During a six-month period, 10,667 pa-

tients taking the Automated Multiphasic
Screening Examination (Kaiser-Permanente
Medical Center, San Francisco) were given
a computerized psychological test as a

routine part of that screening. The tests
revealed that 3,682 patients, or one third,
had evidence of neurosis, personality dis.
order, or psychosis. Of these, 822 (or 7.7
per cent of the total Multiphasic patients
tested) also had high degrees of "emo-
tional distress." The 32 internists conduct-
ing the Multiphasic follow-up examinations
received computer-printed "consider-rules"
suggesting referral to psychiatry for half
(411) of these patients, while the other half
served as a control group and did not have
such a "consider-rule."

It was found that attempts at early de-
tection of emotional problems did not gen-
erate more psychiatric clinic patients than
those generated through routine medical
practice in this setting. There was consider-
able resistance on the part of physicians to
the "artificiality" of referral by automated
procedures, and there was a comparable
rejection by patients of a referral made as a
result of such procedures.

The population selected by this auto-
mated psychological screening method were
high utilizers of medical services. Where
neurotics tend to use outpatient medical
services, psychotic patients tend to use in-
patient medical services. Patients with per-
sonality disorders seem to use both. No
differences in utilization rates were found
in terms of blue collar versus white collar,
or urban versus suburban.

The implications of these findings are:
(1) attempts at early detection of psy-
chiatric problems wil not create as great a
demand for psychiatric services as might be
expected; (2) whereas many patients seek-
ing outpatient medical treatment may be
reflecting neurotic problems, psychotic pa.
tients often manifest symptoms which so
simulate a variety of baffling problems that
they are hospitalized for medical diagnostic
workups. Patients withpersonality disorders
seem to require both outpatient and inpa-
tient attention in above-average amounts.
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Effect of a Short-term Outpatient Psychiatric Therapy
Benefit on the Utilization of Medical Services in a

Prepaid Group Practice Medical Program

Ihvio D. GLoBEmC, M.P.H.," GoLW Kw 7, MA., Am Bm Z. LoCm M.S.1

A pilot study was conducted to measure the effect of a short-term outpatient
psychiatric therapy benefit on the utilization of general medical services at
Group Health Association of Washington, D. C. (GHA), a prepaid group prac-
tice medical program. The study group consisted of 256 patients who were
referred for such outpatient therapy and who were GHA members for a full
12-month period both before and after the psyciatrie referral. Study patients
experienced a marked reduction during the year after referral as compared
with the prior year in the utilization of GHA nonpsychlatric physician services
and laboratory or x-ray procedures. The reduction in number of patients seen
was 13.6 per cent for nonpsychatric physician services, and 15.7 per cent for
laboratory or x-ray procedures. In terms of visits made, reduction was approxi.
mately 30 per cent for each of these services. Basic finding of reduced utilize.
tion was still obtained when factors of age, race, sex, psychiatric diagnosis, and
number of therapy sessions attended under benefit were taken into account.
Results support findings of reduced utilization In other studied and suggest
more efficient utilization of appropriate medical services as a result of short.
term outpatient mental health benefit in prepaid health plan settings.

ON. ni Tm PASr decade have significant
increases in mental health benefits been in-
cluded in the rapid growth in health insur.
ance protection through private voluntary
insuring organizations. Since 1963 the Na-
tional Institute of Mental Health (NIMH)
has actively stimulated this development by
encouraging the expansion of private vol-
untary health insurance coverage for mental
health.5 In a collaborative effort with the

Chlf, Evaluation Studies Section, Biometry
lo Branch, National Institute of Mental Health, Chevy

Chase, Maryland.
f Program Analyst, Group Health Association,

Inc., Washington, D.C.
t Assistant Chief, Center for Epidemiologic

Studies, National Institute of Mental Health, Chevy
Chase, Maryland.

I The Federal Employees Health Benefits pro-
gram, which became effective in 1900 under an
Act of Congress, is the largest employer-sposored
contributing health insurance program In the
world covering more than seven million persons,
Including employees, annuitants, and dependents.

NIMH, the United States Civil Service
Commission, which administers the Federal
Employees Health Benefits program,11 re-
quested insurance carriers and health plans
participating in that program to incorporate
new or improved mental health benefits,
particularly coverage for outpatient services,
into their existing benefit structures.

A total of some four million people are
enrolled in community prepaid group prac-
tice health plans which are essentially com-
prehensive in their health coverage Prior
to 1900, when the federal employees pro-
gram went into effect, these plans in the
main were without prepaid mental health
benefits. However, all federal employees
enrolled in these plans now have some men-
tal health coverage, including outpatient
benefits; and similar coverage is also avail-
able to other members and contractor
groups in these plans.
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With the adoption of mental health bene-
fits in prepaid group practice plans, it has
become possible to evaluate to some extent
the effects that these benefits might have on
patient utilization of nonpsychiatric medical
services covered by the plans.1.' Group
Health Association of Washington, D.C.
(GHA) cooperated with the Biometry
Branch of the NIMH in conducting a small
pilot study directed towards this question.
This paper reports on the results of that
study which is based on the first years
experience with a mental health benefit at
GHA before benefits were expanded and
before the total population of GI{A was
included.

Setting and Nature of Short-Term
Mental Health Benefit

The Group Health Assooiation of Wash-
ington, D.C. is a comprehensive prepaid
group practice program whose participating
population resides almost entirely in the
metropolitan Washington, D. C..area and is
comprised of three groups: federal govern-
ment employees, D.C. transit workers, and
general members. In November 1964, GHA
included a limited outpatient mental health
benefit in its structure of benefits for its
government employee group who then com-
prised 66 per cent of the GHA participant
population of approximately 54,000. In
January 1965, this benefit was extended to
the general members who accounted for 18
per cent of the participant population. Thus,
84 per cent of the GHA population had some
coverage for short-term outpatient psy-
chiatric care at the inception of the partially
prepaid benefit. Acute short-term hospital
care had previously been part of the bene-
fit structure.

At its initiation, the GHA mental health
benefit offered under prepayment was essen-
tially as follows: GHA paid up to 15 dollars
for each of 10 therapy sessions in a mem-
bership-year for outpatient treatment of
acute mental illness and emotional disorders

subject to significant improvement through
short-term outpatient therapy.* A CHA
screening psychiatrist determined eligibility
for referral on benefits. When the patient
was referred by a GHA nonpsychiatric
physician to the GHA screening psychiatrist
for evaluation purposes as to eligibility for
benefits, there was no charge to the patient
for that visit or visits. During the study
period, a patient could also self-refer to the
screening psychiatrist. An evaluation of the
patient's psychiatric condition was made by
the screening psychiatrist and, on the basis
of his diagnostic impression, he recom-
mended appropriate psychiatric care where
indicated, and he determined whether GHA
coverage for benefits could be approved.
If short-term therapy was authorized under
the benefit, the patient was referred to psy-
chiatrists or other mental health disciplines.
If the condition was chronic, and hence not
covered by the benefit, referral could still
be made to another agency or psychiatrist,
but no payment would be made by GHA
for such care.

Study Design

The basic study plan was to compare,
for the case group under study, the utiliza-
tion of GHA medical services before and
after each patient was referred on benefits
for short-term outpatient psychiatric ther-
apy. The "before period was the 12-
month interval immediately preceding the
date of referral by the screening psychia-
trist. It was considered likely that virtually
all of the patients undergoing therapy
would have completed such care during
the first three months immediately follow-
ing referral. Since such therapy was apt

The limit of 10 therapy sessons was a renew-
able benefit each memberuhlp-year (Le., year be.
ginning with each anniversary date of Joining the
plan). Thus, if therapy was Initited towards the
end of one membershp-yer and carried into the-
next, the patient could actually have as many as
19 seasons for the same rdea.
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to affect the utilization of GHA services
during this period, and to allow sufficient
time for completion of the therapy on bene-
fits, the 'after" period of 12 months' dura-
tion was taken to begin three months
following the referral date. Thus, the rec-
ords for each study patient were reviewed
for a 27-month exposure period, although
the three-month "psychiatric therapy inter-
val" was not to be included in the Obefore-
after" analysis of medical services utili-
kation.

For purposes of the study, it was desire.
able that the study group be confined to
persons who were covered by the same
mental health benefit. It was, therefore
decided to limit the study group to all
patients enrolled under the "high option"
or 'premium" plan who were referred on
benefits AN psychiatric therapy during the
first year the benefit structure was in ef.
fect." Thus, as a by-product, the results of
the study could provide a baseline for any
future studies based on a revised benefit
structure. (After the first year, the CHA
mental health benefit was substantially in.
creased and broadened.)?

Since the GHA mental health benefit
during the study period applied only to the
federal employee and general member
groups (including covered family mem-
bers), they comprised the study population.
The GHA medical records for these en-
rollees were reviewed by CHA staff to
Identify all patients who were referred to,
and seen by, the screening psychiatrist dur-
ing the period November 1, 1964 through
October 31, 1985, the first full year in which
the psychiatric benefit was in effect. To
protect the confidentiality of the patient, in-
dividuals were not identified by name to the
study staff. Also, it should be noted that the
m fen al psychiatric notes are not part

Under the lOW otion" or standardd" plan,
GHA Paid up to 10 .dolas(u compa with 15
dol=r under "hgh opton") per tirapy WeL.
Only about 10 per cent of the OHA members ar
MMed fn the "low opto" plan.

of the medical record and were not made
accessible for this study.

A total of 728 patients (excluding CHA
staff and dependents) were referred to the
screening psychiatrist. Of this total, 409
patients were excluded from the study be-
cause they were judged nelg0le for
coverage under this benefit or because they
overtly refused psychiatric care. Specifi-
cally, 161 were judged not to be In need and
hence not referred for outpatient psychiat-
ric care; 197 were referred for psychiatric
care but not on benefits; referral was de-
ferred for 45 patients; and 6 patients who
would have been referred on benefits
overtly refused to accept such care.

The records for the remaining 317 pa-
tients seen by the screening psychiatrist
were reviewed for the 27-month period
referred to earlier. From this total, 81 were
eliminated from the study as follows: 57
cases were not available for the full 27-month
period (35 began membership less than
one year prior to the date seen by the
screening psychiatrist, and 22 terminated
their membership within the 15-month
period following that date); for four
patients the files were not available. This
left 258 patients who comprised the study
group. Of the final study group, 197 were
enrolled in the federal employee program
and 59 were general members-approxi-
mately In the same ratio to one another that
these two groups comprised in the total
GHA population.

As a point of interest, the age distribu-
tions were examined for the 409 patients
Ineligible for benefits and the 61 elIgibles
who did not otherwise meet the study
criteria. The age distribution for the former
group was found to be very similar to that
of the 256 study, patients; however, the
latter group of 81 patients had a somewhat
younger age distribution than the final
study group.

Data extracted from the medical records
were counts of all visits to GHA physicians
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for medical care, all visits for x-my and
laboratory procedures, as well as the num-
ber of visits made for psychiatric therapy
under the mental health benefit. Other data
abstracted for each patient, where available
were age, race, sex, and psychiatric diag-
nostic impression. Information on psychiat-
rie and nonpsychiatric hospitalizations re-
corded in the medical record was also ex-
tracted. However, study data on hospitali-
zations were incomplete because such In-
formation was not generally recorded on
patients who were hospitalized outside of
GRA auspices. Also, during the period of
study, the GHA hospitalization information
was not consistently available in the prog.
ress notes which formed the primary
source of data for this pilot study.

Results

The distribution of the study population
by age, sex, and race is shown in Table 1.
Approximately 70 per cent of the study

group were from 25 to 64 years of age at
time of referral on psychiatric benefits. In
contrast, only 50 per cent of the total GHA
participant population (in the federal em. -

ployee and general groups) were in this
age group during the study period.$ About
60 per cent of the study group were female,
which was slightly higher than the pro-
portion of females in the total GIA mem-
bership. With respect to race, about 83
per cent of the study group were Caucasian,
Although no precise data on race are avail-
able for the total GHA membership, the
proportion of Caucasians in the total mem-
bership is estimated to have been appreci-
ably less than that in the study group.
Specific psychiatric diagnosis for each pa.
tent was not uniformly recorded in the
medical records. However, from information
which was recorded, based on the evalua-
tion of the screening psychiatrist or the
psychiatrist providing therapy, it was pos-
sible to classify the psychiatric diagnostic

TABrz 1. Distribution of Study Croup by Age, Race, Sex, and
Psychiatric Diagnostic Impression

Patient
characteristics Number Per cent

Total study group 25 100.0
Aego p (yam

15-24 49 19.1
25-44 97 37.9
45-64 82 32.0
65+ 6 24

Race
Caucasian 210 8.7
Other 44 17.3
Unknown 2

Sex
Male 100 301
Female 158 60.9

Psrgd~tric impression
- 40 20.7

Ps oneuross 106 54.
Personality disorder 21 10.9Transient sitational
O sonalty dsorder 22 .11.4

Unknown. 63

Base on total patients for whom Werctrsicswr known.
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TAsuz 2. Conparison of Number of Patients Seen and Visits Made During Year Before and
Year After Psychiatric Referral by Type of Service

Patients Seen (N = 256) Visits Made*
Year Year Year Year

Service before after Per cent before after Per cent
(nonpsychlatric) referral referral change referral referral change

Physician serOes 243 210 -13.6 1264 876 -30.7
Laboratory or x-ray 210 177 -15.7 795 558 -29.8

* Each visit for laboratory or x-ray services was counted only once regardless of the number of
procedures performed at each visit.

impression into broad categories for three
fourths of the study group. Among those
for whom the diagnostic impression was
determined, 21 per cent were classified
psychotic, 55 per cent psychoneurotic, 11
per cent with personality disorders, 11 per
cent as having a transient situational per.
sonality disorder, and 2 per cent were con.
sidered to have some other psychiatric prob.
lem.

Initially, the data were analyzed separately
according to the specific medical depart-
ment or ancillary service in which the pa.
tients were seen (i.e., internal medicine,
other nonpsychiatric medical department,
laboratory, x-ray). Almost 95 per cent of
the visits by the study patients for physi.
cian services were made to the department
of internal medicine. However, since the
study findings for visits to internal medi-
cine were similar to those for other non-
psychiatric medical departments, the data
for all medical departments were combined
in the analysis presented here. Similarly,
with respect to ancillary services, the find-
ings on visits for laboratory procedures
were essentially the same as those for x-ray
visits, so the data for laboratory and x-ray
services were also combined.

Study findings presented below compare
separately the physician and ancillary
(laboratory or x-ray) services received by
the study group during the 12-month
periods before and after referral on psy-
chiatric benefits, by age, race, sex, diagno-

sis, and number of psychiatric therapy ses-
sions attended on benefits. It was not possi-
ble to conduct a "before-after" analysis with
respect to utilization of psychiatric services.
Although some psychiatric counseling was
provided on a fee-for-service basis prior to
the initation of the mental health benefit,
there was no psychiatry department as such
at GHA at that time and, therefore, no com.
parable or meaningful basis tor comparison.
Thus, the "before-after" analysis was
limited to utilization of nonpsychiatric
medical services.

Table 2 shows the number of study pa-
tients who received care from the various
GHA departments, except psychiatry, and
the number of visits made to these depart-
ments during the "before" and "after"
periods. Also shown is the per cent decrease
from the "before" period to the "after"
period with respect to number of patients
seen and number of visits made. Each visit
for laboratory or x-ray services was counted
only once regardless of the number of pro-
cedures performed at each visit.

It is clearly evident from these data, in
terms of persons seen and visits made, that
medical and ancillary services were each
provided to more of these patients and more
frequently before psychiatric referral than
after. Thus, the reduction in the number of
patients seen by the nonpsychiatric medical
departments was 13.6 per cent, and for
laboratory or x-ray procedures, 15.7 per
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TAzsz & Per cent Decrease During Year After Referral as Compared with Prior Year in Utilization
of Nonpsychlatrle Physician Services and Laboratory or X-ray Procedures, Amoring to Patient

Characteristics and Psychiatric Therapy on Benefits

Per cent decrease after refemal

Patients seen Visits made
Patient characteristics Number

and In Physician Lab or Physician Lab or
therapy received study services X-ray services X-ray

Total Study Croup 2W 13. 15.7 30.7 29.8
Age (years):

0-14 22 4.5 21.1 23.8 35.0
15-24 49 17.4 15.8 3.1 33.0
25.44 97 15 17.9 29.7 27.4
45-64 82 115 13.0 31.7 30.8
65 & over 6 20.6 20.0

Race:
Caucasian 210 13.1 15.9 26.1 30.5
Other 44 14.0 14.7 49.0 25.6
Unknown 2

Sez
Male 100 16.1 23. 37.8 47.6
Female 156 12.0 10.9 26.0 18.0

Psychiatric impres sio :
Pschosis s 40 25.0 28.6 35.0 29.0

P -ih s 106 10.0 6.7 23.4 23.3
47 44 12.2 46.9 32.2

Unknown 63 19.0 26.7 14.7 41S
Psychktric therapy

sesom :
Nooe 70 10.9 24.1 39.2 22.6
1-9 75 127 18.5 30.4 2
10 or more 104 11.0 6.0 23.3 3.3
Unkown 7 50.0 44.4

'Per cent not shown in any cell where bise (number before rderral) was less than 10.

cent. Similarly, in terms of number of visits
made, the reduction was approximately 30
per cent both for physician services and for
laboratory or x-ray procedures.

Viewing the reduction in utilization
another way, the average (mean) number
of visits made by the 256 study patients,
during the -before and "after" periods,
repecively, were 4.94 and &42 for physi-
cian services, and 3.11 and 2.18 for labora-
tory or x-ray procedures.

Overall, the study group experienced a
total reduction of some 30 per cent in the
number of visits made for physician and
ancillary services. The difference between
the periods before and after referral with

respect to the number of patients seen was
statistically signlfic1nt (P<.001)" for
physician services as well as for laboratory
or x-ray procedures. Similarly, for each of
these services, the reduction in the mean
number of visits was also statistically stg-
nificant (P<.001).f

The study data were analyzed further to
determine whether the observed decreases
after psychiatric referral held for various
subgroups of the study population. Thus,

"MeNemneis chi-square test for correlated
samples was used.

The twotailed t-tet of paired (before-f)
differences was used.
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TA9Iz 4. Number and Per cent of Persons with Fewer, Same, or More Visits in Year After
Referral Compared with Year Preceding Referral, by Type of Service

Visits before Physician Services Laboratory or X-ray
and

after referral Number Per cent Number Per cent

Total study group 258 100 258 100

Fewer vistsIn year after referral 152 59.4 134 52.3

Same number of visits both years 42 16.4 50 19.5

More visits in year after referral 62 24.2 72 2&1

for both physician services and ancillary
services, the before and "after" periods
were compared with respect to the per cent
change in number of persons served and
total visits made according to age, race, sex,
psychiatric diagnostic impressions and num-
ber of psychiatric therapy sessions attended
under benefit.

The findings presented in Table 3 clearly
show the overall consistency of reduction in
utilization of the physician and ancillary
services by the study group. Although
some variation existed in the extent of de-
crease (partly due to small numbers in
some cells), the pattern of reduced utili-
zation of these services held throughout
each of the distributions.* There was par-

" For both of the service categories, statistical
tests of significance were performed omparng the
various age groups, Caucasians with those of other
rao, males with females, the various diagnostic
categoriM, and those who had no psychiatric
therapy sessions under benefit with those who had
10 or more sessions. With respect to persons sPen,
each patient was classified as to whether or not
he showed a "befoeafer" reduction In number
of visits made, and a chi-square test was used to
empame the dichotomous distributions for the

various comparison groups. None of these com-
pauiso was significant at the .05 level. With
respect to visits made. either an analysis of
variance or a two-tailed t-test was made of the
difference between the comparison groups in the
mean "before-after" reduction in number of visits.
in only one Itsnce (the greater reduction oh-
sewed among males dm females in average
M e of laboratory or x-ray visits, P<.02) was
the obsewed difference statistically signficant at
the .5 level.

ticularly little yariation in the per cent
change by age. It is also of interest to note
that patients who did not avail themselves
of the short-term outpatient therapy benefit
generally showed as great a relative reduc-
tion in utilization of medical services as did
those who received the full benefit of at
least 10 sessions.

Another indication of the consistency of
reduced utilization of physician and ancil-
lary services after psychiatric referral is
evident in the data in Table 4. Here, a
determination was made as to whether
each patient made fewer, more, or the same
number of visits during the 12-month period
after psychiatric referral as he or she made
during the prior year for physician services
or for laboratory or x-ray procedures. Only
about one fourth of the study patients made
more visits for physician services after re-
ferral than before in contrast with the al-
most 60 per cent who made fewer visits
after referral. Similarly, only 28 per cent
of the patients made more visits for labora-
tory or x-ray procedures after referral than
before, while 52 per cent made fewer such
visits. Both of these differences were statis-
tically significant (P<.001)." When the
patients were grouped according to the
actual number of visits made in the year
preceding referral, this pattern of fewer

The chf-square tet was employed to test the
equality of the number of patients showing a
decrease in number of visits with those showing
an Increase.
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visits held for virtually all groups of patients
who had at least two visits in the prior year
for physician or ancillary services. The
greatest relative reductions occurred among
those who made the most visits during the
prior year. Thus, of the 81 patients who
made more than five visits for physician
services during the year preceding referral,
64 (79 per cent) made fewer visits in the
post-referral year than they did in the prior
year.

Discussion

The consistent results of this pilot study
dearly indicate that the short-term outpa-
tient psychiatric benefit at GHA was associ-
ated with a decrease in the utilization of
physician and ancillary services under the
plan. Not only was there a decreased utili-
zation following psychiatric referral for the
study group as a whole, both with respect
to the number of persons seen and the num-
ber of visits made, but this decreased utili-
zation held-to a greater or lesser degree-
for all subsegments of the population
studied.

Of some interest in this regard Is the re-
lationship between utilization of physician
and ancillary services at GHA and the num-
ber of therapy sessions attended under the
short-term psychiatric benefit. Note has
been made of the fact that the study pa-
tients who did not attend any outpatient
therapy sessions under benefits (although
referred by the screening psychiatrist for
such care) showed as great a relative reduc-
tion of medical services utilization as did
those who received all or part of their
authorized therapy. This finding would
seem to imply that the visit to the screening
psychiatrist alone may have had a beneficial
effect on the patient, at least to the extent
that the patient apparently had reduced
need or desire for physician or ancillary
services following the screening. However,
it should be noted that some patients re-
ferred on benefits may have elected to oh-

tan their psychiatric therapy outside the
GHA benefit structure at their own expense.
Unfortunately, the GHA records do not
ordinarily reflect such outside care. In any
event, it is clear that whether or not the
referred patients as a group actually availed
themselves of the benefit provisions, they
showed a reduced subsequent utilization
of general medical services provided by the
group practice plan.

It is reasonable to assume that the ob-
served reduction in utilization of physician
and ancillary services at GHA to a large
extent reflects a reduced need or desire for
such services, rather than a shift by the
patients to other sources for their medical
attention at additional cost to themselves
(although, undoubtedly, some such shifting
did occur). This assumption is based upon
the fact that these patients continued to
maintain their CHA membership through-
out the 27-month study period, and that the
very great majority did return to CHA for
at least some medical attention during the
"after' period.

When viewed in terms of the effect on the
provider of services, the reduction in use of
physician and ancillary services at GHA
would seem to imply a reduction in cost
which would otherwise occur in the pro-
vision of such services and, theoretically, a
more efficient utilization of appropriate
services. There was no attempt to do any
cost-benefit analysis in this study, the pri-
mary purpose of which was directed at
utilization without regard to costs. However,
an inference could be made that the cost
savings due to reduced utilization would be
reflected in the entire benefit structure with-
out setting forth dollar amounts.

Comment should be made about the pos-
sible effect of hospitalization on the study
findings, since a question might be raised
as to whether or not there was appreciably
more hospitalization in the period alter
psychiatric referral than in the prior-referral
year. As mentioned previously, during the
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period of study, the CHA hospital records
were not totally coordinated with the medi-
cal record, which was the principal data
source for this study. Therefore, the effect
of episodes of hospitalization on the study
findings could not be evaluated. With re-
spect to psychiatric hospitalization, how-
ever, since the study group excluded all
patients whom the screening psychiatrist
considered to have a chronic condition re-
quiring inpatient or long-term outpatient
psychiatric care, it is very unlikely that
more than a handful of study patients would
have required such hospitalization. In any
event, the study findings were of such
magnitude and consistency that they are
unlikely to be materially affected by the
factor of hospitalization.

Another consideration relates to the study
design whereby each patient was used as
his own control in the 1,efore-after" com.
parson. The absence of a suitable control
group in this pilot study, against whom the
before-after" findings of the case group

could be compared, limits the conclusions
which can be drawn at this time; however,
efforts are underway in a broader study to
obtain similar data for such a comparison
group. The question which arises here is
whether the study patients, having already
received medical attention one year, would
be likely to require more or less care in the
following year. If need for less care were to
be expected, this might account, at least in
part, for the reduction in utilization ob-
served among the study group. However,
the GHA experience in the past indicates
that patients using the plan, with its em-
phasis on preventive services and early
detection of chronic disease, tend to use the
services increasingly in subsequent years.
Th is supported by the following data for
the total CHA experience around the study
period, which show a level or rising per
capita utilization in contrast to the observed
finding of markedly reduced utilization by
the study group.". 4

Year
ending

September
30

1963
1964
1965
1966

GHA Per Capita Utilization
Office

Consul- Labora- Radio-
tations tory logy

3.65 3.88 1.08
3.77 4.43 1.08
3.77 5.06 1.14
3.71 5.25 1.12

Follette and Cummings also studied
medical utilization before and after psy-
chiatric therapy in a prepaid health plan
setting. namely the Kaiser Foundation
Health Plan in the Northern California
Region. Their case group consisted of per-
sons who received psychotherapy defined as
any contact with the plan's department of
psychiatry. The medical utilization for the
year prior to the initial contact with that
department was compared with the utili-
zation for each of five subsequent years,
both for the case group and a matched con-
trol group who did not receive psychother-
apy. The outpatient medical services in that
study included visits to outpatient medical
(nonpsychiatric) clinics and contacts for
outpatient laboratory and x-ray procedures;
however, these three types of service were
lumped together in the analysis. Despite
differences in the setting, benefit structure,
mental health disciplines utilized, and study
design from those of the GHA study, Fol-
lette and Cummings also found a significant
decline in utilization of medical services
following psychotherapy. -

A further, although limited, indication of
reduced utilization of general medical ser-
vices following outpatient psychotherapy is
contained in an unpublished report of an.
other study. In 1965, the Health Insurance
Plan of Greater New York (H.I.P.) in.
stituted, as a demonstration project, a men-
tal health service which, upon referral by a
group physician, provided an outpatient
psychiatric treatment benefit in one of its
medical groups. One section of the final re-
port of that project' submitted by H.IP. to
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the National Institute of Mental Health,
which partly supported the demonstration
project, contains an analysis of the relation-
ship between psychiatric treatment and the
use of medical services including family
physician office visits, specialist office visits,
and x-ray and laboratory services. Due to
sample size limitations and other consider-
ations, the results of this analysis were
viewed in the report as exploratory only.
The "treatment" group (those seen in the
mental health service for consultation or
treatment) and three comparison groups
were employed in a "before-after" analysis
of medical utilization for periods covering
one year before the appropriate "study" or
"consultation" date and each of two years
after. Although the report notes that the
analysis did not demonstrate a consistent
pattern across all comparison groups, it
also states that the analysis- indicated

". some tendencies pointing to lower
medical utilization in the group to whom
psychotherapy was available."

The supporting evidence of the Kaiser,
H.I.P., and GHA studies strengthens the
hypothesis of reduced utilization of medical
services, and more efficient utilization of
appropriate services, as a result of short-
term outpatient mental health benefit in
prepaid health plan settings.

On the basis of the findings of the GHA
study presented in this paper, the authors
are now initiating a broader study which
will include a "before-after" evaluation of

the utilization of GHA medical and hospital
services by all family members of patients
referred on psychiatric benefit and will also
employ one or more comparison groups.
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STATEMENT OF THE AMEICAN" PsYcHOLOGICAL ASsOcUIATION, SUBIriED BY
KENNETH B. LrrrLz, IXE0UTIVE OFFIOu

This is a statement by the American Psychological Association expressing
its concern that the important relationships between psychology and the field
of health be fully understood by those planning for the future of our national
health effort. Four main points are presented:

That the health effort of the nation, to be truly effective, must plan for
dealing with the emotional and behavioral factors contributing to or result.
Ing from illness.

That most mental health problems are not medical problems but psycho-
logical ones.

That psychologists by training are eminently qualified to deal as prac-
titioners with such problems.

That in the long run the health needs of the public will best be served
by policies encouraging free access to a variety of competing modes and
concepts of practice.

Although it is difficult to determine the number of people suffering from
mental disorders, it has been generally accepted that approximately 10% of the
noninstitutional population is, at any given time, afflicted with some form of
mental or emotional disturbance of sufficient intensity to require professional
care. Also, It is generally estimated that half of the patients treated by general
practitioners have emotional or behavioral complications (Follman, 1970). In
addition mental illness, if not detected and treated, may interfere significantly
with a person's acceptance of and response to other treatment for physical illness.
Failure in the past to provide for the determination of the extent and sig-
nificance of these disabling emotional disorders In the physically ill and the
physically healthy has led to waste of expensive medical resources accompanied
by either serious delay in, or neglect of, appropriate treatment.

Further, If one of the goals of a comprehensive national health planning
effort is to diminish the need of Individuals for hospitalization, It must recog-
nize the significant number of health problems arising because people
smoke too much, drink too much, eat too much of the wrong kinds of food.
drive to fast, worry too much. push themselves too far, or too readily yield
to ultimately debilitating outlets for escaping their problems of living. Ulcers.
complications from diabetes and other diseases. cardiovascular problems leading
to premature death-or to permanent invalidism, especially among the elderly-
may all be brought on or exacerbated by the stress of chronic anxiety. We firmly
believe that an attack on the root causes of self-defeating behavior is as import-'
ant to the health of the nation as Is inoculatlot for diptheria and smallpox.

What role can psychologists play in this health maintenance approach?
Much of It hinges on the approach to the health problems described above.
Psychologists are often confused with their medical colleagues, the psyehiatrists.
particularly since the services of a sizable number of psychologists parallel those
of psychiatrists as they deal with problems of mental disturbance. (Psychologists
have been licensed or certified i 48 states to perform psychological services.
Many of these services-Including psychotherapy-are similar to those per.
formed by psychiatrists.)

Psychiatrists are trained first as physicians and their approach to mental
Problems has a medical orientation. Psychologists. however, are typical trained
in graduate schools of arts and sciences In programs leading to a Ph. D. degree.
Psychologists by training tend to view symptoms such as discomfort, anxiety. un-
happiness, as the result of an individual's failure to deal effectively with life's
problems. The symptoms are frequently signs, not of a medical illness, but of
ineffectiveness in coming. With this kind of perspective psychologists are break.
Ing away* from traditional. somatically-oriented solutions to heAlth problems
and attempting to deal with problems of living by a variety of Procedures flowing
from the science of psychology. The attempt is to provide Individuals with more
effective behavior patterns or more constructive alternatives for the use of
existing behavior.

Psychologists have for many years been concerned with Individual differences
In ability and aptitude. They have developed tests and other Initruments for
understanding and assessing such dimensions within individualap From the Infor-
maton gained from such tests, they have helped Individuals to utilize their
relatively strong abilities and encouraged them to avoid areas In which their
aptitudes do not augur adequate performance. Similarly, psychologists have

72-51 3 0 - 71 - pt. 5 - 17
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used a variety of procedures to modify the skills of individuals so that they may
be maximally effective in coping with problems with which they are confronted.
It is not surprising in the light of this expertise that psychologists have been
significantly involved in personnel selection and in the design and evaluation of
training programs in the armed forces and industry.

We would also stress the uniquely significant role being played by psycholo-
gists in psychotherapy and other forms of behavior modification. It is encourag-
ing that the new behavior therapies have been successful enough to represent a
breakthrough in dealing with a large variety of behavioral problems from class-
room management to phobias. These approaches typify the psychologist's goal of
emphasizing the individual behavior patterns appropriate to given situations. The
approaches flow from the fundamental knowledge about psychological processes
that have been gained from the laboratory and brought to maturity in practice.
Learning has been a major subject matter area in experimental psychology for
at least fifty years, and psychologists have played a leading role in education
throughout that time. (It should be pointed out that many of the helping pro-
cedures are relatively short term and can be performed with minimal training.
Teachers anl parents, for example, can be taught the procedures almost on a
prescription basis. Thus these forms represent relatively inexpensive investments
in the health of the nation. We would hope their use would contribute to curbing
the cost of any national health program.)

The psychologist with a social and community orientation can also make con-
tributions to the overall health picture by efforts to make the social structure
more supportive of the individual's abilities.

The role of the psychologist in the long range view of health planning thus is
seen as one of researcher, teacher, and provider of services. As a researcher the
psychologist has, as we have noted, developed conceptually new ways to view
what in the past were considered to be medical problems Research activities of
psychologists are contributing to the fundamental understanding of a number of
health-related conditions and behaviors. The seminal work of psychologists
Schachter with obesity, Shakow on schizophrenia, and Miller with autonomic
conditioning, etc., are significant advances that will enable us to deal more
effectively with factors contributing to poor health and disease.

Psychologists are to a large extent teachers. As many as 1,500 of them are
employed in medical schools in teaching and research capacities, and many more
are engaged in training the 2,000 doctorates, the 5,000 masters and the more than
30,000 bachelors degree recipients in psychology each year.

Third, psychologists are performing direct mental health type activities In a
wide variety of institutional settings. Approximately 18,000 psychologists present-
ly hold statutory or non-statutory credentials regulating psychological practice
in the various states While many of these are currently employed in non-profit
institutional settings and a small minority may be trained in non-health related
professional activities, the great majority represent a pool of professional per-
sonnel competent in the rendering of personal mental health services to those in
need. A corollary fact is that 85% of psychologists have their major employ-
ment in public service settings (schools, universities, hospitals, public agencies
and the like) while under 10% are full-time self employed. Many of those in
institutional employment may do additional part time consultation or service
for a fee.

We have pointed out that psychologists have approached the health area with
some fresh perspectives and have provided alternative solutions and a healthy
competition. We firmly believe that psychology has significant contributions to
make to the broad area of health care. The scope of planning efforts for the
health programs now being considered implies a major system that may affect
the shape of health care for a long time to come. We urge that this system be
kept open, that various health professions be allowed to participate on equal
terms so that new techniques by all professional groups may be evaluated com-
petitively for cost effectiveness. We believe that psychology Is developing and
will continue to develop high quality effective procedures to deal with health
problems. We feel that the health of the country will profit if we, and other pro-
fessionals who will make their contributions from non-traditional viewpoints,
are not frozen out of the health system prematurely. Competition provides the
arena for evaluation of effectiveness; it also serves to inhibit needless cost
increases

The message of the foregoing remarks is that the inclusion of mental health
care in national health planning may be an inexpensive form of preventive medi-
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cine. Studies on the effect of short term psychotherapeutic Intervention on medi-
cal utilization have suggested that it tends to reduce the need for expensive
medical services. Mental health treatment does not necessarily entail the
stereotyped long term interraction of a troubled individual with a high priced
professional. New procedures are being developed that are short term and may
be performed by professionals of various kinds at various levels of training and
experience. We are encouraged that the thinking of many legislators takes a
broad view of the problems of health. Consideration of the health maintenance
organization concept is a commendable option to break impasses In the delivery
system. We hope that the general health maintenance concept forms a founda-
tion for all health legislation in the interest of both cost and effectiveness.

The CHAIRMAN. The next witness will be Mrs. Hilda Robbins, mem-
ber of the Public Affairs Committee of the National Association for
Mental Health and president of Pennsylvania Mental Health, Inc.

STATEMENT OF HILDA ROBBINS, MEMBER, PUBLIC AFFAIRS
COMMITTEE, NATIONAL ASSOCIATION FOR MENTAL HEALTH;
PRESIDENT, PENNSYLVANIA MENTAL HEALTH, INC., FORT
WASHINGTON, PA.

Mrs. ROBBINS. Mr. Chairman and members of the committee, as
Senator Long has said, my name is Hilda Robbins. I live in Fort
Washington, Pa. I have been an active citizen volunteer in the field
of mental health since 1956 when I was a volunteer on the wards of
Norristown State Hospital. Since that time I served as trustee of that
hospital for 9 years and I am on the Governor's Advisory Committee
for Mental Health and Mental Retardation and, as you said, a mem-
ber of the Advisory Association for Mental Health. All of this is
relatively unimportant but the thing I would like to impress the mem-
bers of the committee is that I speak for the mentally ill.

The National Association of Mental Health does not represent any
other profession--doctors, psychiatrists, nurses, psychologists. We do
not represent the hospitals or the delivery of any kind of services.
Through the years it has been our purpose to work for the improve-
ment in the mentally ill and it is for that reason that we are so vitally
concerned about the recommendations that we have made today.

You have the complete testimony that we have prepared for you
and we have made six specific reconu endations. However, I think it
safe to say that all of those six could be boiled down into two very
important points:

The first is that we believe that now is the time to completely elim-
inate all of those discriminatory restrictions that have been placed on
the mentally ill through the years; and the second is that we believe
that all of this legislation should be directed toward receiving services
wherever possible outside of a hospital situation.

Now, I will briefly go into the specific recommendations.
Under medicare, coverage of inpatient psychiatric service is limited

to 190 days for a lifetime, There is no such limitation for physical
illness

Our position has been that it is morally indefensible to limit cover-
age to a group of people based on their diagnosis.

I can understand that there would have been some concern about
the experience of this several years. However, you have had repeated
testimony that has established the fact this is not prohibitively
expensivew



2480

In the financing care of the mentally ill under medicare and medic-
aid in a report that was asked for by this committee, they found
medicare and medicaid illness coverages have an average length of
stay over 90 days.

Therefore, it would seem that placing a lifetime limitation on
medicaid of 365 days, as is currently recommended by H.R. 1, is cer-

'tainly not necessary.
It is more logical to place a limitation on the number of days per

benefit period with no limit on the number of benefit periods.
This would provide for a creative expenditure of Federal funds

because it would motivate State hospitals to develop active treatment
programs to rehabilitate the patient during the time for which Federal
funds are available. It would encourage earlier discharges thus help-
ing to avoid the debilitating effects of long-term institutionalization.
However, if after a period of time the patient needs further care in an
institution, a full benefit period should again accrue to the patient.

The current practice under medicaid of limiting coverage in mental
institutions to those age 65 and over received comment in "Financing
Care of the Mentally Ill Under Medicare and Medicaid." The report
states:

Psychiatric experts consulted by the staff stressed two facts: (1) the age restric-
tion in title XIX excluded people in age groups most likely to benefit from
active treatment in the psychiatric hospital; (2) if such treatment were made
available under medicaid this would contribute to the rehabilitation of young
and middleaged adults and facilitate their return to the community as econom-
Ically productive and useful members of society.

Last year, Senator Long, chairman of this committee, proposed in-
cluding inpatient services to children up to the age of 22, and we
applaud this. It certainly is a step in the right direction, but there is
still a vast majority of people who need the benefits of medicaid, those
people between 22 and 65.

Therefore, NAMH recommends that all discriminatory provisions
relating to the care of the mentally ill under titles XVIII and XIX
be removed. If, however, the Congress, in spite of the knowledge now
available as to utilization and costs, believes it must limit coverage of
inpatient services for the mentally ill, we recommend that such limita-
tions relate only to length of stay per spell of illness and suggest 40
days as a reasonable period. There is no logical reason for age discrim-
ination or lifetime limitations.

To encourage alternatives to institutional care we know that H.R. 1
provides an incentive for States to contract with health maintenance
organizaions. We applaud this and believe that the same incentive
should be provided to community mental health centers. These centers
have already conclusively demonstrated their ability to reduce insti-
tutional care. Therefore, NAMH recommends that community men-
tal health centers be included among those organizations for which
the State would receive a 25-percent increase in the Federal medicaid
matching moneys. y s t

H.R. -also specifically states that in order to discourage prolonged
stays in institutions there should be limits on medicaid hospitalization
benefits. NAMH certainly supports that concept; however, current
medicaid provisions tend in the opposite direction. For example, to
receive medicaid payment, inpatient services must be given in a gen-
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oral hospital setting. This means that a mental health center which
has been fully approved for Federal construction and staffing funds
would be denied medicaid funds if it is not associated with a general
hospital.
The task force on medicaid and related programs recognized the

need for the general broadening of availability of services in State
medicaid programs, and they recommended and I am qouting: "Inno-
vative facilities for provision of medical care-for example, neighbor-
hood health centers, community health centers, group practices, out-
patient services of hospitals which provide neighborhood, compre-
hensive ambulatory care and other facilities-should be included as
eligible vendors which recipients under title XIX may elect and be
encouraged to use, assuming appropriate standards of health care are
met."

However, you will notice in that there is no mention of the men-
tally ill, no emphasis on ambulatory care.

At the present time this is not a requirement under medicaid; it is
not included in the medicaid plans of a number of States.

At present there are close to 500 community mental health centers.
It makes good sense for these centers to become the vendors of medicaid
funds. Therefore, NAMH recommends that community health centers
be included among required vendors for medicaid plans for both in-
patient and ambulatory--outpatient, partial hospitalization, medica-
tions, et cetera--services.

Another point where there is decided discrimination against the
mentally ill-indeed, it is distressing when we are bending every
effort to end discrimination in various social security amendments
that this new one has been proposed in H.R. 1. In the description of an
intermediate care facility, services provided to individuals under age
65 do not include services of any public institution for mental diseases
or mental defects.

The foregoing plainly points out this discrimination is based not
only on age but on diagnosis. Therefore, NAMH recommends that
H.R. 1 be amended to include intermediate care for the mentally ill
under age 65 on the same basis as the mentally retarded.

I am sure that members of this committee are aware that a sub-
stantial, though decreasing proportion of mentally ill persons require
prolonged treatment and care, long enough to become an. economic
catastrophy to their families. We are, therefore, especially interested
in the terms proposed for coverage under-for the proposed title XX,
and we are frankly dismayed that the same top limits are proposed for
mental illness coverage as those that prevail for medicare and medicaid.

It seems quite illogical to us to label a program "catastrophic insur-
ance" if, in addition to the substantial deductibles and coinsurance
proposed to be taken off the bottom, there are also limits at the top.
There is really only a layer of coverage, with patient liable for pay-
ment both below and above. Therefore, we recommend that there be
neither coinsurance nor limitation on coverage of those few unfor-
tunate people who become entitled to the benefits of title XX.

I woud point out here-this is not in my testimony-that indeed it
might be reasonable to assume that a person would be covered up to,
say, $2,000 to meet their first payment. However, as you have solicited
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information from your questions today, it is a rare insurance policy
that has complete coverage for mental illness. So in many cases the
same thing of early payment that is available for physical illnesses
is simply not there for the mentally ill.

I come to the last point that we are recommending: In some States
medicaid funds have gone to the general treasury rather than into the
State's mental health bud get. We understand that several States are
now in the process of developing legislation which would make it pos-
sible for medicaid reimbursement for mental health service to be
returned to the mental health program. To permit medicaid dollars
which were intended for the treatment of mental illness to be diverted
into a State's general fund is inexcusable. Health moneys should not
be used to build highways.

Therefore, NAMH recommends that within 1 year of the enactment
of these codial security amendments, no Federal medicaid moneys for
the treatment of mental illness shall be paid to States where those
moneys are diverted from such treatment. Even in those States where
laws dictate that such moneys must be received into general revenue
funds, the State must show that appropriations for the State's mental
health programs are increased by at least as much as the income from
medicare-medicaid funds, plus any amounts attributable to general
salary increases.

Thank you for this opportunity of being here today. I am partic-
ularly pleased to have a chance to be here. I hope that my appearance
has not jeopardized our exemption and our standing with the IRS.
We have become particularly and acutely aware of this when we seek
an opportunity to share this kind of information from a citizens'
organization that we place ourselves under extreme scrutiny from this
organization. I would be happy to answer questions that you might
have.

The CHAIRMAN. Any questions?
Thank you. We will try to do as much as we can to try to persuade

the majority of the Senate to go along with necessary coverage for
mental illness. That is the most neglected part of our program.

Mrs. ROBBINS. We certainly think it is one of the most neglected
parts and I am certainly pleased to hear your sentiments.

(The prepared statement of Miss Robbins follows:)

STATEMENT ON BEHALF OF THE NATIONAL ASSOCIATION FOR MENTAL HEALTH, INC.,
PRESENTED, BY HILDA ROBBINS, FOBT WASHINOTON, PA.

Mr. Chairman and members of the committee, my name is Hilda Robbins. I
reside in Fort Washington, Pennsylvania. I am appearing today in behalf of
the National Association for Mental Health. I am a member of this Association's
Board of Directors and its Public Affairs Committee. I have served on a number
of other committees for this organization.

The National Association for Mental Health is the national citizens' voluntary
organization working toward the improved care and treatment of the mentally
ill; for improved methods and services in research, prevention, detection, diag-
nosis and treatment of mental Illness; and for the promotion of mental health.

I have been an active citizen volunteer in the field of mental health since 1956
when I served as a volunteer on the wards of Norristown State Hospital (Penn-
sylvania). Since then I have served as President of the Mental Health Associa-
tion of Southern Pennsylvania and am currently the President of Pennsylvania
Mental Health, Inc., the Statewide citizens mental health organization. The
latter two organizations are affiliated with the National Association for Mental



2483

Health. I served also as a member, representing citizen-laymen concerns and
interest, on the following bodies:

Pennsylvania Governor's Advisory Committee for Mental Health and Mental
Retardation;

Montgomery County (Pennsylvania) Mental Health Mental Retardation
Board;

Vice President, Norristown State Hospital Board of Trustees;
Board of Trustees-Community Services of Pennsylvania; and
Board of Directors, Horizon House, Philadelphia, Pennsylvania.

DISCRIMINATION AGAINST PEOPLE WHO ARE MENTALLY ILL IN MEDICARE AND
MEDICAID

In past testimony before Congress, NAMH has opposed provisions in Medicare
(Title 18) and Medicaid (Title 19) of the Social Security Act, which discrimi-
nated against people who are mentally ill. Under Medicaid, Federal payment for
inpatient services in an institution for mental diseases is limited to patients
age 65 and over. There is no such limitation for the physically ill. Under Medi-
care, coverage of inpatient psychiatric services is limited to 190 days lifetime in
a psychiatric hospital. This limitation does not exist for physical Illness.

Our position had been that it is morally indefensible to limit coverage to a
group of people based on their diagnosis. Now there is evidence from actual
Medicare experience that the limitation is not economically warranted. The
study, Financing Care of the Mentally Ill Under Medicare and Medioaid,1 found
that Medicare mental illness discharges had an average length of stay of 39 days
(median 30 days) and only 6% had a length of stay over 90 days. ITerefore,
placing a lifetime limitation on Medicaid of 365 days (including both complete
and partial benefits) as currently recommended by H.R. 1, is not necessary. It is
more logical to place a limitation on the number of days per benefit period with
no limit on the number of benefit peri"d8.

This would provide for a creative expenditure of Federal funds because it
would motivate State Hospitals to develop active treatment programs to reha-
bilitate the patient during the time for which Federal funds are available. It
would encourage earlier discharges, thus helping to avoid the debilitating effects
of long-term institutionalization. However, if after a period of time, the patient
needs further care in an institution, a full benefit period should again accrue
to the patient.

The current practice under Medicaid of limiting coverage in mental institu-
tions to those 65 and over received comment in Financing Care of the Mentally
Ill Under Medicare and Medioaid. The Report states ... "psychiatric experts
consulted by the staff stressed two facts: 1) the age restriction in Title XIX
excluded people in age groups most likely to benefit from active treatment in the
psychiatric hospital; and 2) such treatment made available under Medicaid
would contribute to the rehabilitation of young and middle-aged adults and facil-
itate their return to the community as economically productive and useful mem.
bers of society".

Last year the distinguished Chairman of this Committee proposed including
inpatient services to children, up to age 22, for reimbursement under Medicaid.
This Is a step in the right direction. However, it continues to discriminate
against those ages 22 to 65.

RECOMMENDATION

Therefore, NAMH recommends that all discriminatory provisions relating to
the care of the mentally Ill under titles XVIII and XIX be removed. If, however,
the Congress, in spite of the knowledge now available as to utilization and costs,
believes it must limit coverage of inpatient services for the mentally ill, we
recommend that such limitations relate only to length of stay per spell of illness
and suggest 40 days as a reasonable period. There is no logical reason for age
discrimination or lifetime limitations.

INFORMATION SUPPORTING THE NEED FOR INCLUDING MENTAL HEALTH CENTERS
IN THE 28 PERCENT MEDICAID INCENTIVE, IN H.& 1

To encourage alternatives to institutional care, H.R. 1 provides an in-
centive for states to contract with Health Maintenance Organizations. States

1 Published in 1970 by the U.S. Department of Health, Education, and Welfare.
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under contract to HMOs and other facilities providing comprehensive health
care would receive an increase of 25% (up to a maximum of 95%) in the
Federal Medicaid matching formula. We applaud this and believe that the
same incentive should be provided to Community Mental Health Centers,
which have already conclusively demonstrated their ability to reduce institu.
tional care. For example, the admissions to Philadelphia State Hospital from
communities served by Mental Health Centers during 1967-69 fell by
21.1% compared with the year prior to the development of Commu-
nity Mental Health Centers (1960). During those same years admissions
to Philadelphia State Hospital from non-center served areas increased by
81% over 1966. As another example, there has been a substantial re-
duction in admissions to Torrence State Hospital (Westmoreland County,
Pennsylvania) from communities with Mental Health Centers. In the fiscal
year ending June, 1909, the average monthly admissions to Torrence was 85.
Within the following year, four new Community Mental Health Centers were
established in communities served by Torrence State Hospital. The average
monthly admissions to Torrence declined by 25% during that year and the
trend has continued downward.

This experience has been duplicated in many communities throughout the
Country and is reflected In the continuing sharp National decline in State
Mental Hospital population.

I RECOMMENDATION

NAMH recommends that community mental health centers be included among
those organizations for which the State would receive a 25% increase in the
Federal medicaid matching monies.

MEDICAID SHOULD ENCOURAGE USE OF COMMUNITY MENTAL HEALTH CENTERS

H.R. 1 would place limits on Medicaid hospitalization benefits in order, to
"discourage prolonged stays in institutions". NAMH supports that concept.
Current Medicaid provisions, however, tend in the opposite direction. For exam.
ple, to receive Medicaid payment, inpatient services must be in a general hos.
pital setting. This means that a Mental Health Center, fully approved for
Federal construction and staffing funds, will be denied Medicaid funds If It
is not associated with a general hospital. The Medicaid patient requiring in.
patient care would not be directed toward the Center, which offers a wide
range of services whose very purpose is to discourage prolonged and expensive
inpatient care. Instead, the patient would be sent to the general hospital-whose
average daily cost is $75, which might or might not be affiliated with a Mental
Health Center whose average daily inpatient cost is $83.

Moreover, the same situation exists for outpatient services. Outpatient services
may be reimbursed by Medicaid if they are part o a Community Mental Health
Center, but only if they are also a part of hoptifdl outpatient services. The one
exception Is if the State Plan for Medicaid includes clinic services. In that
case, outpatient services may be covered even though the outpatient services
are not given through a hospital facility.

In commenting on this point, the study, Financing Care of the Mentally ll
Under Medicare and Medicaid stated:

"There are no national data on utilization by the States of Title XIX funds
for support of community mental health services, although it is known that
only 80 States and the District of Columbia, have taken advantage of the
option to provide clinic services. The potential for use of community mental
health services as an alternative to hospital Inpatient care is suggested by the
experience in one State where Medicaid payments. for persons under treatment
in community mental health centers have accounted for 5 to 00 percent of
the income of the individual centers in the State. Indeed, the Taek Force on
Medicoad and Related Programs recognized the general need for broadening
the availability of services In State Medicaid programs, recommending that:

"Inovative facilities for provision of medical care (e.g., neighborhood health
centers, community health centers, g tup practices, outpatient services of hoe.
pitals which provide neighborhood, comprehensive ambulatory care and other
faoli ties) should be included as eligible vendors which recipients under Title
XIX nay elect and be encouraged to use, assuming appropriate standards of
health care are met.



2485

"However, a omprehensive program of services for the mentally ill, with
emphasis on ambulatory care, at present Is not a requirement under Medicaid,
and is not included In the Medicaid plans of a number of States."

A total of 452 Community Mental Health Centers has been funded. Of those,
300 are i full operation. An additional 118 Will be funded ,by the 1972 budget Just
passed by Congress. ft mlakes good sense for these Centers to become the "ven-
dors" for Medicaid funds for both inpatient and outpatient services, regardless
of whether or not they are hospital affiliated.

RECOMMENDATION

Therefore, NAMH recommends that community mental health centers be in-
cluded among required vendors for Medicaid plans for both Inpatient and ambula-
tory (outpatient, partial hospitalization, medications, etc.) services.

NEW DISCRIMINATION IN MEDICAID

It is distressing when we are bending every effort to end discrimInation in
various Social Security Amendments, to find new discrimination proposed in
H.R. 1. In the description of an Intermediate care facility, services provided to
individuals under age 65 do not include services of any public institution for
mental diseases or mental defects. The mentally retarded can quality if: (a) pri-
mary purpose is to provide health or rehabilitation servies; (b) if the patient
is receiving active -treatment.

The foregoing plainly points out that the discrimination is based not only on
age, but also on diagnoate.

RECOMMENDATION

Therefore, NAMH recommends that H.R. 1 be amended to Include Intermediate
care for the mentally Ill under age 65 on the same basis as the mentally retarded.

CATASTROPHIC HEALTH INSURANCE

Mr. Chairman, we are well aware of your concern for -people who are mentally
III. It was largely through your efforts that the Federal Government became a
partner in sharing costs of care for Indigent patients over 65 in mental hospitals.
We are aware of your interest In providing similar coverage for children through
age 21. We are also aware of your interest in a catastrophic health insurance
program.

A substantial, though decreasing, proportion of the mentally ill persons re-
quires prolonged treatment and care, long enough to become an economic catas-
trophe to their families.

We are, therefore, especially interested 4n the terms proposed for coverage and
are frankly dismayed that the same top limits are proposed for mental illness
coverage as in Medicare.

It seems quite Illogical to us to label a program "catastrophic insurance" if, In
addition to -the substantial deductibles and co-insurance proposed to be taken off
the bottom, there are also limits at the top. The net result might better be called
trouble insumnce, for, in effect, there Is only a layer of coverage with the patient
liable for payment both 'elow and above. And, in the case of mental illness, unless
our earlier recoxnmendations are accepted, this layer Is so thin as to be of little
value.

BRECOM MENDATION

We, therefore, recommend that there be neither co-insurance nor limitation
on coverage of those few unfortunate people who become entitled to the benefits
of Title XX.

INAPPROPBIATE USE OF MEDICAID FUNDS BY THE STATES

In some States, Medicaid funds have gone to the general treasury rather than
into the State's mental health budget. We understand that several states are now
in the process of developing 'legislation wbich would make it possible for Medic-
aid reimbursement for mental health service to be returned to the mental health
program. Tb rpermit Medicaid dollars vhleh were intended for the treatment of
mental illness to be diverted into a State's general fund is Inexcusable. Health
monies should not be used to build highways.
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RECOMMENDATION

Therefore, NAMH recommends that within one year of the enactment of these
social security amendments, no Federal Medicaid monies for the treatment of
mental Illness shall be paid to States where those monies are diverted from such
treatment. Even in those States where laws dictate that such monies must be
received into general revenue funds, the State must show that appropriations
for the State's mental health programs are increased by at least us much as the
income from Medicare-Medicaid funds, plus any amounts attributable to general
salary increases and other "cost of living" increments.

SEPTEMBER 22, 1971.
The CHAIRMAN. The next witness will be Royce P. Noland, execu-

tive director of the American Physical Therapy Association.

STATEMENT OF ROYCE P. NOLAND, EXECUTIVE DIRECTOR, AMER-
ICAN PHYSICAL THERAPY ASSOCIATION, WASHINGTON, D.C.

Mr. NOLAND. Mr. Chairman, I am Royce Noland, executive director
of the American Physical Therapy Association. The prepared state-
ment of our association is before you. I request that it be made a part
of the record of these hearings.

The CHAIRMAN. It will be.
Mr. NOLAND. My remarks will highlight this written statement

which addresses itself to three major provisions:
H.R. I provides for the extension of medicare coverage to the totally

disabled. We of our association fully support this logical expansion.
Section 241 provides that the SecretarV will initiate a program of

proficiency testing for certain health workers. We oppose this section
not because we are opposed to the concept of proficiency testing but
because we feel the section fails to provide adequate guidelines, con-
straints, and needed determination tests. I would refer you to the writ-
ten statement for the details of our position on that matter.

Under section 251 of the bill there are two important provisions af-
fecting physical therapy services for the beneficiaries. The first pro-
vides for the services of physical therapists in their outpatient center
or at the patient's home. This is a much needed provision that will be
of profound value to the beneficiaries, particularly those who are re-
mote from hospitals or other private outpatient facilities. We strongly
support this section.

Also under this same sectio.i 251 is another provision we refer to as
the salary equivalency provision. We are offering substitute language
for this section which is found on page 11 of my written statement.
This provision is a cost containment approach. We acknowledge that
there has been abuse or misuse of the program in some prior settings.
We abhor this as much as anyone and support any reasonable cost
mechanism.

Therefore, we are sympathetic to the concept of this provision..
Basically it would use the cost of personnel employed by a provider as
the basis to determine reasonable costs of personnel Working under
arrangement with the provider. Conceptually, it is simple; in appli-
cation it is complex. We feel that the language needs to be amplified
and clarified.

Our proposed alternate language is then only technical in nature.
We feel that it will continue to the optimum and reasonable imple-
mentation of the rational intents of this provision.
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In the main, our alternate language would (1) distinguish between
full and part-time situations and give special consideration to the part-
time situation; (2) it would instruct the comparisons for reasonable-
ness of costs be between facilities of similar size, scope of service and
utilization; (3) it would more clearly specify the overhead factors
that would be recognized for reimbursement and, finally, (4) provide
for recognition of productivity.

We make this last recommendation for we feel there is little value in
controlling wages, salaries or any other means of compensation unless
there is some measure of the amount of services being generated for
this compensation whatever the form it might take.

We urge the committee to carefully consider and we hope adopt this
substitute language.

In a draft intermediary letter by the Social Security Administration,
the proposed, among other things, a formula to determine this equiv-
alency feature as it appears in H.R. 1 using their formula and their
figures, the following would be the result: If a person working by con-
tract or under arrangement with a provider worked 52 weeks a year,
did not take any vacation, was never sick, worked all holidays, Christ-
mnas and all, and assuming he had a sufficient patient load to stay fully
occupied, he could earn up to but no more than the average salary of
a staff physical therapist in a hospital. This is not a pipedream of ours;
it was an actual proposal of the Social Security Administration. For
this reason and for other concerns we have about the implementation
of this section, we urge the adoption of our clarifying language so
that reasonableness might be assured in the implementation of this
otherwise very appropriate cost containment proposal.

Thank you, Mr. Chairman.
The CHAIRMNAN. Thank you very much, sir.
(The prepared statement of Mr. Noland follows:)

PREPARED STATEMENT OF ROYCE P. NOLAND, EXECUTIVE DIRECTOR, AMsaIOAN
PHYSICAL THERAPY ASSOCIATION

The American Physical Therapy Association represents over 18,000 qualified
physical therapists in the United States. This constitutes well over 80 percent of
the physical therapists in the country. Licensing acts prevail in all 50 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 advanc-
ing 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 the program should see as
the singular goal to merely arrange financial details, spend allotments, and
reimburse vendors. If optimums are to be reached then there must be a coUabora.
tion between government agencies and the health professions so that continuous
attention 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 possi-
ble from the resources that are available. It is to this end that we present the
following testimony on H.R. 1, specifically in respect to additions and amend-
ments to the provisions related to Medicare.

Much of the content of H.R. 1 was contained in similar legislation that was
pending before the 91st Oongress. Since this Association did present its view
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before the Senate Finance Committee on that previous legislation, this state-
ment will be directed to only three of the provisions of H.R. 1:

1. Bill Section 102, related to Coverage Under Medicare for Disability
Beneficiaries.

2. Bill Section 241, Program for Determining Qualifications for Certain Health
Care Personnel

3. Bill Section 251, relating to:
(a) (1) Inclusion of services of the physical therapist in his office or at

the residence of the patient, and
(b) Limitation on payment for several health personnel via a salary

equivalency method

BILL SECTION 201--COVFAOE FOR DISABILITY BENEFICIARIES

The physical therapist in his daily activity encounters persons afflicted with
total disability. Because of this vantage point, the -physical therapist acutely
aware of the needs of these persons and the Justice of extending benefits to them.
Regardless of what other extensions might be made to the Medicare program,
we can conceive of no other group more appropriate to add to this Medicare
beneficiary group.

BILL SECTION 241-PROFIOIENCY TESTINO

The American Physical Therapy Association objects to inclusion of physical
therapists in the "Program for Determining Qualifications for Certain Health
Care Personnel" which H.R. I. would require HEW to establish. The section would
cover "practical nurses, therapists, laboratory technicians and technologists,
x-ray technicians, psychiatric technicians, or other health care technicians," but
not, registered nurses. It requires that "the Secretary . . . shall develop. -.
and conduct . . . a program designed to determine the proficiency of individuals
who do not otherwise meet the formal educational, professional membership, or
other specific criteria established for determining the qualifications , . ."
We presume this section was included in the blll because there are not enough
academically qualified allied health workers in certain categories to meet all
the needs of Medicare patients. Such a profound shortage does not exist in the
field of physical therapy. There are more than 24,000 qualified physical therapists
In the United States today, of which 18,000 are practicing their profession full
or part time, With few exceptions this number is ample to meet the current
demand for physical therapy for both Medicare and non-Medicare patients.

Our Association has taken substantial steps to assure that future physical
therapy personnel needs will be met.

We feel that we must, at this point, state without qualification that the op-
position of the APTA to this provision does not indicate that this profession seeks
to protect its own vested interests. It is noteworthy that the American Physical
Therapy Association was among the first of the allied health groups to pioneer de-
velopment of paraprofessional assistants. The Association did this without a
nickle of federal assistance and at a time when few professions were talking
about "new types of allied health workers," as the press so fondly refers to them.
In fact, there are at present 31 academic programs training physical therapist
assistants. In addition, we are attempting to increase the number of schools
producing physical therapists at the baccalaureate or postbaccalaureate level.
There are now 59 schools, five of these having started in the last two years. The
result of the combination of the two levels of schools will by 1973 double the
number of physical therapy personnel being graduated each year.

It would seem obvious then, that the Association is concerned with upgrading
the quality of service the patient ultimately receives and producing an ade-
quate manpower supply of qualified personnel.

But we are concerned about the provision for another reaso.n In our estima-
tion there does not exist today a formal method of gaging the proficiency of a
physical therapist. The tests that do exist carry no guarantee that the person
who passes the examination will practice with the same skill and knowledge as the
physical therapist who has graduated from an accredited program.

While we grant that there are many things which physical therapists can learn
to do and do well with on-the-job training, there are other areas of professional
practice which today require more formal and scientifically based education.

For example:
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A physical therapist is confronted with a middle-aged patient, paralyzed on
one side as the result of a brain tumor which was successfully removed. The
physician turns to the physical therapist to evaluate the extent of the paralysis,
estimate the degree of return the patient can expect 'and design a rehabilitation
program. But to make those judgments, the physical therapist must know some-
thing of neuroanatomy and neuropathology in order to understand the effect
the tumor had on the central nervous system. Then the physical therapist must
understand the complex nature of the muscle systems which permit normal
functioning, that is, walking, sitting, and standing. As the patient progresses,
the physical therapist must decide on changes in program, such as increasing
the difficulty of exercises, or replacing the patient's long-leg brace with a short-
leg brace. Each of these decisions is based on individual patient needs and no
two patients are alike.

The disabilities of some patients require very accurate evaluations of muscle
function. These tests are done (in addition to other methods) electrically by a
method called electromyography. Although physicans performed these tests initi-
ally, more and more physical therapists are being trained in school to perform
electromyography. This test can help the physican and the physical therapist dif-
ferentiate nervous system diseases.

Training in these kinds of. skill and knowledge levels can only be adequately
accomplished through a course-work setting.

Thus, the lack of a formal background in anatomy, neuroanatomy, physiology,
physics, or the function of muscle, could handicap a physical therapist in making
independent judgments about the present state of a patient or his progress. Since
there is no severe shortage of qualified physical therapists in the nation today,
and because there are no guarantees that existing proficiency tests can ac-
curately Judge a physical therapist's qualifications, we do not think that the
inclusion of physical therapy in the proficiency testing program required in
H.R. 1 is worth the risk of lowered quality health care for patients--the ultimate
beneficiaries of all our efforts.

BILL SECTION 251 (a) (1)-sERVICES BY INDIVIDUAL PHYSICAL THERAPISTS

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 amendments now before the Oongress. Inclusion of the pro-
prietary physical therapist in the program will enhance the 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 mechanisms which will make not only the
cost reasonable but the nature and duration of services appropriate to optimum
health care.

An alternative to the $100 ceiling would be to identify an 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 continu-
ation. This might occur via recertification by the physician, recertification by
a utilization review body, or by consent of professional consultants within the
offices of the fiscal intermediary.

DILL SFrOX 251 (C)--SATARY EQUIVAENOY

Our Association has recognized that there has been in selected and isolated
situations, misuse of the program either out of ignorance of intent of the scope
for the program or in certain instances, apparent calculated effort to abuse the
program. We deplore misuse regardless of the circumstances or motivation. We
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recognize that the House Ways and Means Committee sharing our concern over
misuse, real or potential and the increasing costs of the program, is seeking a
device to bring about reasonableness in the cost for physical therapy services.
We are sure that is the desire of the Finance Committee. We would concur in
the concept of appropriate control mechanisms which would effectively bring
about only reasonable charges for the service of physical therapy. It is our
contention that the concept of trying to bring this about by arbitrarily equating
to a "salary" level, is neither realistic nor will it be effective in bringing about
the desired end.

Although we sympathize with the motivation for this amendment, we urge
that it be altered and that the point of scrutiny to establish reasonableness of
the cost be at the level primarily between the provided and the fiscal intermediary.

It must be recognized that the larger share of physical therapy services
rendered under the auspices of a home health agency or in extended care facili-
ties are rendered by physical therapists who are participating with the provider
of service on a less than full time basis. Many of these physical therapists main-
tain treatment centers of their own. This implies overhead costs inherent in
any type of professional practice and absence from their treatment center repre-
sents a need to be fiscally productive to the extent to meet costs of operation of
their facility, plus a reasonable income for the practitioner. Salary equivalency,
as described in this Section of H.R. 1, does not assure this.

We presume that the purpose of this section is to effect cost controls-not to
regulate wages or income. It is in this context that we respond to this section.
In this context we concur with the concept to wit: that two providers of similar
size, scope of service, etc., should not have markedly different personnel costs,
whether the personnel are employees of the provider or if the personnel are
working under arrangement.

We contend that reasonable cost containment can be achieved, controls over
abuse can be attained, and still reasonably accommodate the many and varied
work situations in which physical therapists are needed.

A proposal to amend this Section of the bill is attached. It does not, however,
represent a change in objective or thrust. It is, instead, a technical proposal to
more equitably achieve the mutually desired end.

The APTA proposal would (in contrast to present H.R. 1 language):
(a) distinguish between full time and part time services in any given provider

setting,
(b) more clearly specify the overhead factors that would be recognized as

part of the reasonable costs and,
(c) provide for recognition of productivity,
(d) instruct that when comparisons are made the facilities be of similar size,

scope of service, and utilization.
The rationale for these proposals follow.
Just as it is not valid or reasonable to compare personnel costs (salaried per-

sonnel or otherwise) between facilities of dissimilar size or scope, neither is it
valid to compare salary bases in institutions having full time personnel with the
compensation level and methods for the less than full time situation. The un-
certainties, the markedly varying patient load potentials, the need to maintain
other treatment facilities and the absence of the normal expectation of longevity
inherently make the less than full time situation one that lends itself to com-
pensation methods and amounts dissimilar to employed compensation (i.e. salary
or hourly rate). This is not to suggest the absence of reasonable control. Other
third party payer programs such as intermediary private plans, state industrial
schedules, and other governmental programs that have fixed allowable charge
schedules could serve to establish reasonable "going rates" to assure that the
reasonable cost concept could be protected.

Although the report of the House Ways and Means Committee is specific in the
types of related expenses incurred by nonemployee physical therapists .that would
be reimbursable, the language of the bill is inadequate to insure congressional
interest. For this reason that language has been strengthened and has been made
more specific.

One of the principal advantages to the provider and third party payer of hiring
personnel under arrangement is that the personnel costs be related to the per-
sonnel needs and that the program is not paying for personnel costs of unneeded
personnel as will normally happen in the employed situation due to varying patient
loads with relatively fixed personnel costs. This protection of the program should
not be sacrificed. By making productivity a considerable factor, "value received"
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can better be assured and the efficiency and proficiency of the nonemployee phys.
ical therapist will be stimulated. This is not intended as a measure of results but
a determined "amount" of services. The simplest unit is a patient visit. The more
complex is a relative value system. Any method used should distinguish between
individual patient services, group treatment and the routine servicess of aides.

The data base necessary to establish the productivity quotient is easily dis-
cernible and is usually a routine part of the reporting records for Medicare, other
third party payer programs and the Hospital Administration Services Reports
(sponsored by ABA).

Physical therapy demonstrates one of the best manpower distribution pictures
of any health profession. A major reason for this is the wide variety of employ-
ment relations that have been developed through the years to gain optimum
utilization of the physical therapist in a number of situations and setting The
present H.R. 1 language would impair this distribution picture. We submit the
following substitute language for the purpose of accomplishing the cost contain-
ment goals inherent in the H.R. 1 language but also to accommodate these various
work situations so that this desirable manpower distribution and utilization
picture will not be adversely effected.

APTA PROPOSED ALTERNATE LANGUAGE FOR SECTION 251, PARAGRAPH 5

(Present language is reproduced exactly, new language is underscored. Deleted
language is shown in bold bracket:)

(5) Where physical therapy services, occupational therapy services, speech
therapy services, or other therapy services or services of other health related
personnel (other than physicians) are furnished by a provider of services, or
other organization specified in the first sentence of section 1881(p), or by
others under an arrangement with such a provider or other organization, thp
amount included in any payment to such provider or organization under this
title as the reasonable cost of such services shall not-

"(a) where such services are perLormed on a full-time basis or the equivalent
of full-time basis exceed an amount Lequal to the salary] which would reasonably
have been the cost for such services [to the person performing them] if they
had been performed in an employment relationship [with such provider or orga-
nization1 (rather than under such arrangement) with a provider or organization
of similar size, scope of services, and utilization, taking into account productivity
plus the cost of such other expenses incurred by [such] a persons(s) not working
as an employee, as the Secretary may in regulations determine to be appropriate,
or

"(b) where such services are not performed on a full-time or equivalent to a
full-time basis, exceed an amount which would reasonably have been paid for such
services to the person performing them taking into account productivity and the
cost of other expenses such as maintaining an office and travel time incurred by
such person not working as an employee, as the Secretary may in regulations
determine to be appropriate."

The CHAMMAN. The next witness will be Mrs. Florence Moore, ex-
ecutive director of the National Council for Homemaker-Home Health
Aide Services, Inc.

STATEMENT OF FLORENCE MOORE, EXECUTIVE DIRECTOR, NA-
TIONAL COUNCIL FOR HOMEMAER-HOME HEALTH AIDE SERV-
ICES, INC.; ACCOMPANIED BY MISS PATRICIA GILROY, EXECU-
TIVE DIRECTOR, HOMEMAKER SERVICE OF THE NATIONAL
CAPITAL AREA, WASHINGTON, D.C.

Mrs. MooPR. Thank you, Mr. Chairman. In the interest of time, I will
read a portion of this testimony; however, I request that all of the writ-
ten statement, including the attachment entitled "Whereas," appear in
the record.

The CHAIRMAN. It will be.
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Mrs. MooRi. My name is Mrs. Florence Moore. I am presenting this
testimony in my capacity as executive director of the National Council
for Homemaker-Home Health Aide Services, Inc., a nonprofit, tax-
exempt organization, with offices at 1740 Broadway, New York, N.Y.
I am accompanied by Miss Patricia Gilroy, executive director of the
Homemaker Service of the National Capital Area, 815 Mount Vernon
Place NW., Washington, D.C.

The National Council is a membership organization with a member-
ship of over 300 agencies which provide homemaker-home health aide
services. In addition, 50 health and welfare organizations. both State
and National, 200 individuals, and several business and industrial
corporations support the development of lhomemaker-home health aide
services through an annual membership in the council.

The council's goal is availability in all sections of the Nation of
homemaker-home health aide services to support individuals and
families in their homes when there are disruptions to family life due
to illness, disability, social disadvantage, or other problems, or where
there is need of help in enhancing the quality of daily life.

Our goal in testifying is to discuss certain aspects of H.R. 1 which
would have specific and far-reaching implications for homemaker-
home health aide service if the bill were to be passed as it is written
at present.

Homemaker-home health aide service helps families to remain to-
gether in their own homes when a health and/or a social problem
strikes or helps individuals to return to their homes after srecialized
care. The homemaker-home health aide, as a member of the health
and/or welfare team providing service in the home carries out assigned
tasks in the family's place of residence, working under the supervi-
sion of a professional person who-also assesses individually the need
for the service and has responsibility for implementing the plan of
care.

Some recent pertinent developments require special comment.
1. In the January 1969 and in the November 1970 issues of the Fed-

eral Register, the National Council for Homemaker-Home Health Aide
Services was named by the Social and Rehabilitation Service of the
Department of Health', Education, and Welfare, as a national stand-
ard-setting body for homemaker-home health aide services. Partly in
response to this'designation and with the active support and assistance
of its members and other relevant national organizations, the council
has developed and is implementing a national approval program which
offers agencies throughout the country, whether under volifitary, gov-
ernmen~tal or proprietary auspices, 'help in assuring the quality of
their homemaker-home health aide services.

2. The national council was invited by Dr.-Arthur Flemming, chair-
man of the 1971 White House Conference on Aging, to plan a special
concerns session on homemaker-home health side services at this
important decennial meeting. This session was held December 1, 1971.
An account of this special concerns sessions appears in the White House
*Conference on Aging report. Most other sessions of the conference
also stressed the need for the development and funding of this service
to help the aging remain in or return to their own homes rather than
be placed in costly institutions.



President Nixon, at the closing session of the conference, specifi-
cally states:

We can give special emphasis to services that will help people live decent and
dignified lives in their own homes, services such as home-health aides, home-
maker and nutritional services, home-delivered meals, transportation assistance.

As we testified recently before the House of Representatives Com-
mittee on Ways and Means, it is critical that a sound and broadly
conceived plan for comprehensive home health services including home.
maker-home health aide services, be a basic component of any national
health insurance legislation.

Until such national health insurance materializes, the present pro-
grams must be improved. For example, Federal regulations relating
to home health service, one of the covered benefits under medicare,
have consistently been narrowed so that now far too few individuals
can qualify for the service under medicare. It is essential that the
narrow definitions and restrictive coverage plaguing the present home
health service aspects of the medicare program be eliminafed. Far from
providing the promised help to the Nation's aged, medicare has been a
source of frustration and dashed hopes that needed care would now be
available where and when it was needed. The narrow definitions and the
restrictive coverage have resulted in less than 1 percent of the national
medicare expenditures being used to provide home health services.'
Yet, the national council hears consistently from doctors, nurses, social
workers, social service departments of hospitals, visiting nurse services,
public welfare and public health departments, homemaker-home health
aide agencies, and a host of other organizations that a service urgently
needed to help people remain in or return to their own homes is home.
maker-home health aide service. In fact, this need is so pressing that
proprietary concerns have recognized it and are rapidly springing up
throughout the country to make the service available to those who can
pay for it on a profitmaking basis.

Medicare and medicaid programs should provide and pa for home
health service, not only as an alternative to further hospital and nurs-
ing home care--although this is very important-but it must also pro-
vide for a comprehensive range of home health services for the neediest
group of all, the chronically ill and aged. In England, with a popula-
tion of almost 49 million people, some 71,000 honghelp-homemaker-
home health aides--are employed primarily to povite service to the
older chronically ill patients. In the United States, with a population of
over 200 million people, there are less than half this number available
to serve all the individuals and/or families who need them. Care at
home should be available whether or not a patient has been in the hos-

al, if it is to serve the patient and community to its optimum extent
the standpoint of efficient service at a lower cost. Under the

present law a part A beneficiary must be hospitalized before he is
eligible for home health services which focuses the financial incen-
tive on hospitalization. Under part B of medicare, prior hospitalization
is not required. However, the reaulations are so stringent under both
part A and part B that few individuals can meet the qualifications.
Allowing institutional care to continue to be the primary focus for
Federal financial support of health care is highly unsatisfactory in
terms of human costs and in terms of financial costs.

Second Annual Report--Oper&tlon of Medicare Programs, January 20, 190.

-5730 - 72- pt. 5 - 18
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We commend the action taken in November 1970, when through
regulations published in the Federal Register, the Social and Re-
habilitation Service of the Department of Health, Education, and
Welfare, mandated that State plans must provide for homemaker
service by April 1974 for those awed, blind, or disabled persons cov-
ered under titles I, X, XIV and XVI of the Social Security Act.

We urge that a similar mandate for all families with children who
are in need of homemaker-home health aide service be promulgated
whether through law or regulation. We recognize that in-home service
has been mandated for children of families referred to and enrolled
in the work incentive program, and for other persons for whom the
agency has required training or employment. It should be mandated
for all families requiring help in maintaining suitable homes for
children.

We are pleased to note that homemaker service is specifically listed
among the social service programs included in the language of H.R. 1.

The council's greatest concern with title IV of H.R. 1 involves the
proposed limitations on open-ended appropriations for social serv-
ices--except child care and family planning. A fixed appropriation
would be devastating in its effect on the development of needed human
services generally and on homemaker-home health aide service in
particular.

Homemaker-home health aide service is now recognized as a basic
health and welfare service which should exist in every community.
It does not exist in many parts of the country, although it has been
developing rapidly in recent years This expansion has been acceler-
ating as administrators, professionals, and others have begun to rec-
ognize the service's almost unlimited potential for strengthening fam-
ily life, enabling children, aging individuals, the ill, and those with
handicapping conditions to remain in or return to their own homes,
and preventing that development of a wide variety of problems such
as mental breakdown, juvenile delinquency, malnutrition, truancy,
and absenteeism from work. There are only 30,000 homemaker-home
health aides to serve all these categories of social and health needs. At
a minimum, the people of the United States should have available
300,000 homemaker-home health aides.

A ceiling on Federal financing will retard the development of the
service for the poor and near poor who have no means to pay for the
service themselves. Existing programs will not be able to grow to meet
demonstrated need, and in effect, the expansion of the service will be
halted, just when it is on the brink of becoming a major positive force
for the most natural resource any country can have--its people.

The CHAIMMAN. Incidentally, I might just interrupt you to state
some of us are planning to use a lot of public service money we hope to
make available to make jobs for working people, just put it in what
you are talking about here, rather than paying people to sit home and
do nothing, but qualify a lot of people to help provide services at home
for sick people and that sort of thing who need those services, just as
you have indicated in your statement. It is a very neglected area of
services that should be provided to ill people especially the aged who
can't get out.

Mrs Moon. Right. I might say some of our agencies have found



2495

some splendid homemaker-home health aides from among the ranges
of the welfare recipients.

1. Professional personnel is in short supply and it is expensive. Para-
professional or allied professional help must be utilized where and
when appropriate from the standpoint of safe and effective care.
Homemaker-home health aide service is an exemplary utilization of
the less expensively prepared individual;

2. All forms of social and health service, including homemaker-
home health aide services, must meet basic standards of qualty. The
Council strongly endorses the concept of assuring quality services
through utilization review and other standard-setting mechanisms,
such as nationally recognized voluntary self-regulating programs in-
cluding that established by the National Council for Homemaker-
Home Health Aide Services;

3. To meet established national standards, homemaker-home health
aides must be carefully selected, trained and supervised, but they do
not require an extensive educational 'background. Therefore this voca-
tion is proving to be a realistic choice for many educationally disad-
vantaged, but capable individuals. Often these are middle aged or
older women and men. In many communities, homemaker-home health
aides are recruited directly from families whose only source of avail-
able income has been public welfare. In some instances this source, of
employment has enabled the family to become self-supporting; in
others, a minor amount of subsidization is still required. Growingnumbers of agencies are developing career ladders and are providing

job mobility for many such individuals. Many homemaker-home health
aide agencies have part-time positions available which enables mothers
to work during the hours their own children are in school. Thus the
community stands to gain doubly from this service as previously un-
employed individuals become self-sustaining.

4. Homemaker-home health aide services enable the "breadwinner'!
to retain or return to his or her job, knowing that the ill or dependent
number(s) of the family is well cared for. Some 24 voluntary home-
maker-home health aide agencies in New Jersey report, among other
statistics, that in 1970 their services prevented 2,435 instances of ab-
senteeism from work.

5. Homemaker-home health aide services are needed by rich and
poor alike and must be available when and where they are needed.
The community as a whole stands to gain from a physically and men-
tally healthy population as well as t individuals and families con-
cerned. However, without the continuation of a secure funding base
for the poor and near poor, agencies will not be able to develop the
quality and quantity of services required throughout the Nation, even
for those who can afford to pay for the service.

The National Council for Homemaker-Home Health Aide Services
urges:

1. That open ended appropriations for all social services, and par-
ticularly for homemaker-home health aide services be continued since
the provision of these services is vital in helping individuals and fami-
lies to maintain, or regain their independence and self-sufficiency so
essential to a healthy society;

2. That homemaker-home health aide services be recognized al
wth child care and family planning as a major helping "tool" whiN
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must continue to have the Federal assistance required to enable the
needed expansion of the service;

3. That homemaker-home health aide service be specified as one of
the integral parts of home health services in titles XVIII and XIX
of the Social Security Act; and

4. That legislative mechanisms be developed to enable the formula-
tion of regulations appropriate to meeting the needs for in-home social
and health services of people throughout the Nation.

Thank you.
The CHAIRMAN;. Thank you very much.
(Mrs. Moore's prepared statement with attachment follows. Hearing

continued on page 2507.)
STATEMENT OF THE NATIONAL COUNOIL FOB HOMEMAKER-HOME HEALTH AIDE

SEvICES, INc., PRESENTED BY FOR.ENCE MOORE

INTRODUCTION

My name is Mrs. Florence Moore. I am presenting this testimony in my capac-
ity as Executive Director of the National Council for Homemaker-Home Health
Aide Services, Inc., a non-profit, tax-exempt organization, with offices at 1740
Broadway, New York, N.Y. 10019. 1 am accompanied by Miss Patricia Oilroy,
Executive Director of the Homemaker Service of the National Capital Area, 815
Mt. Vernon Place, N.W., Washington, D.C. 20001.

The National Council is a membership organization with a membership of over
800 agencies which provide homemaker-home health aide services. In addition,
50 health and welfare organizations, both state and national, two hundred indi-
viduals, and several business and industrial corporations support the develop-
ment of homemaker-home health aide services through an annual membership in
the Council.

The Council's goal Is availability in all sections of the nation of homemaker-
home health aide services to support individuals and families in their homes
when there are disruptions to family life due to illness, disability, social disad-
vantage, or other problems, or where there is need of help in enhancing the qual.
ity of daily life.

PURPOSE IN TESTIFYING

Our goal in testifying is to discuss certain acpects of H.R. 1 which would
have specific and far reaching implications for homemaker-home health aide
service if the bill were to be passed as it is written at present.

DEFINITION OF SERVICE

Homemaker-home health aide service helps families to remain together In
their own homes when a health and/or a social problem strikes or helps in-
dividuals to return to their homes after specialized care. The homemaker-home
health aide, as a member of the health and/or welfare team providing service In
the home carries out assigned tasks in the family's place of residence, working
under the supervision of a professional person who also assesses individually
the need for the service and has responsibility for implementing the plan of care.

AEENT DE VUOPMENTS

Some recent pertinent developments require special comment.
1. In the January 1969 and in the November 1970 issues of the Federal Regfeter,

the National Council for Homemaker-Home Health Aide Services was named by
the Social and Rehabilitation Service of the Department of Health, Education,
and Welfare, as a national standard-setting body for homemaker-home health
aide services. Partly in response to this designation and with the active support
and assistance of its members and other relevant national organizations, the
Council hus developed and is implementing a national approval program which
offers agencies throughout the country, whether under voluntary, governmental
or proprietary auspices, help in assuring the quality of their homemaker-home
health aide servicesL



PC 2. The National Council was invited by Dr. Arthur Flemming, Chairman of the
1971 White House Conference on Aging, to plan a Special Concerns Session on
Homemaker-Home Health Aide Services at this Important decennial meeting.
This session was held December 1, 1971. An account of this Special Concern
Session appears in the White House Conference on Aging report. Most other ses-
sions of the Conference also stressed the need for the development and funding
of this service to help the aging remain In or return to their own homes rather
than be placed in costly institutions.

President Nixon, at the closing ses.Ion of the Conference, specifically states:
"We can give special emphasis to services that will help people live decent and
dignified lives in their own homes, services such as home-health aides, homemaker
and nutritional services, home-delivered meals, transportation assistance."

TITLE 1! OF HR. I-MEDICARE, MEDICAID, AND MATERNAL AND CHILD HEALTH

As we testified recently before the House of Representatives Committee on
Ways and Means, it is critical that a sound and broadly conceived plan for com-
prehensive home health services including homemaker-home health aide services,
be a basic component of any national health insurance legislation.

Until such national health insurance materializes, the present programs rtist
be improved. For example, Federal regulations relating to home health service,
one of the covered benefits under Medicare, have consistently been narrowed
so that now far too few individuals can qualify for the service under Medicare.
It is essential that the narrow definitions and restrictive coverage plaguing the
present home health service aspects of the Medicare program be eliminated. Far
from providing the promised help to the nation's aged, Medicare has been a
source of frustration and dashed hopes that needed care would now be available
where and when it was needed.

The narrow definitions and the restrictive coverage have resulted in less than
one percent of the national Medicare expenditures being used to provide home
health services.' Yet, the National Council hears consistently from doctors, nurses,
social workers, social service departments of hospitals, visiting nurse services,
public welfare and public health departments, homemaker-home health aide agen-
cies, and a host of other organizations that a service urgently needed to help people
remain in or return to their own homes Is homemaker-home health aide service. In
fact, this need is so pressing that proprietary concerns have recognized it and
are rapidly springing up throughout the country to make the service available
to those who can pay for it on a profit making basis.

Medicare and Medicaid programs should provide and pay for home health
service, not only as an alternative to further hospital and nursing home care-
although this is very important-but it must also provide for a comprehensive
range of home health services fVr the neediest group of all, the chronically Ill
and aged. In England, with a population of almost 49 million people, some 71,000
homehelps (homemaker-home health aides) are employed primarily to provide
service to the older chronically ill patients. In the United States, with a popula-
tion of over 200 million people, there are less than half this number available to
serve all the individuals and/or families who need them. Care at home should
be available whether or not a patient has been in the hospital, if it is to serve
the patient and community to its optimum extent from the standpoint of efficient
service at a lower cost Under the present law a Part A beneficiary must be hoe-
pitaltzed before he is eligible for home health services which focuses the financial
incentive on hospitalization. Under Part B of Medicare, prior hospitalisation is
not required. However, the regulations are so stringent under both Part A and
Part B that few Individuals can meet the qualifications. Allowing institutional
care to continue to be the primary focus for Federal financial support of health
care is highly unstisfactory in terms of human costs and in terms of financial
costa
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We commend the action taken in November 1970, when through regulations
published in the Federal Repeter, the Social and Rehabilitation Service of the
Department of Health, Education, and Welfare mandated that stateplans must
provide for homemaker service by April 1974, for those aged, blind, or disabled
persons cover under tIes I, X, XIV and XVI of the SolSeurty A
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TITLE IV--THE FAMILY PROROAMS-THE SOCIAL SERVICES PROGRAMS

We urge that a similar mandate for all families with children who are in need
of homemaker-home health aide service be promulgated whether through law or
regulation. We recognize that in-home service has been mandated for children of
families referred to and enrolled in the Work Incentive Program, and for other
persons for whom the agency has required training or employment. It should be
mandated for all families requiring help in maintaining suitable homes for
children.

We are pleased to note that homemaker service is specifically listed among the
social service programs included in the language of H.R 1.

The Council's greatest concern with Title IV of H.R. 1 involves the proposed
limitations on open-ended appropriations for social services-except child care
and family planning. A fixed appropriation would be devastating in its effect on
the development of needed human services generally and on homemaker-home
health aide service in particular.

Homemaker-home health aide service is now recognized as a basic health and
welfare service which should exist in every community. It does not exist in
many parts of the country, although it has been developing rapidly in recent
years, This expansion has been accelerating as administrators, professionals and
others have begun to recognize the service's almost unlimited potential for
strengthening family life, enabling children, aging individuals, the ill, and those
with handicapping conditions to remain in or return to their own homes, and
preventing the development of a wide variety of problems such as mental break-
down, Juvenile delinquency, malnutrition, truancy, and absenteeism from work.
There are only 30,000 homemaker-home health aides to serve all these categories
of social and health needs. At a minimum, the people of the United States should
have available 300,000 homemaker-home health aides.

A ceilng on Federal financing will retard the development of the service for
the poor and near poor who have no means to pay for the service themselves.
Existing programs will not be able to grow to meet demonstrated need, and in
effect, the expansion of the service will be halted, Just when it is on the brink of
becoming a major positive force for the most important natural resource any
country can have-its people.

A few short examples are given to illustrate some of the ways in which this
service helps individuals and families.

KOMEMAmM-NOME HEALTH AIDE SERVIOR PROVIDES MOTHER SUBSTITUTE

When their twin boys were just five months old, Mrs. Smith had an operation
for cancer. The doctor referred the family to the Cancer Society, saying the
prognosis was extremely poor. Besides the twins the Smith's had three older
children, and Mr. Smith, a city policeman, could think of no relatives who could
assist him during this crisis.

A homemaker-home health aide was placed In the Smith home for eight hours,
seven days a week. After six weeks this was changed to a six-hour day, five days
a week, as Mr. Smith was able to secure baby-sitting services. Mrs. Smith was
returned to the hospital a few months later and died. Mr. Smith had emergency
surgery one week after his wife's death. Through these crises the homemaker-
home health aide service was increased again and for about two weeks twenty-
four-hour service was given. The Smith children were able to remain In their
own home under the care of trusted and known "mother substitutes," while
permanent plans for the family were being developed.

HOMEMAKER11-HOME HEALTH AIDE SERVICE AIDS IN RAISING QUALITY OF FAMILY LIFE

Nine undisciplined children (ages 11 to 1) and an unmotivated mother...
referral by school due to offensive body odors... home found in complete dis-
array.. . no clean linen... fecal piles on foors... urine soiled cloths in bath
tub and closets . . . bed bugs . , . inadequate refrigeration ... . grimy floors.., lead
poIsoning . .. , children appeased with candy when complaining of hunger... poor
budgeting... Immature disciplinary response& Positive reaction during 24 weeks
of instruction . . (1) regular washing and ironing .... (2) mother attending
clnic.,. (8) butdgeting allowed purchase of refrigerator... (4) extermination
accomplished... (5) family began to eat at table... (6) minimal control Of bed-
wetting.. . (7) school attendance improved ... (8) mother keeping children on
schedule of duties... (9) children developed pride in personal appearance. ..
(10) mother attended group sesions regularly... (11) mother aware of defi-
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clencies in disciplining... (12) desiring to be more effective... (13) referred to
public agency for continuation of instruction.

HOMEMAKER-HOME HEALTH AIDE SERVICE ENABLES AN AGING PERSON TO RETURN HOME

Mrs. Schmidt, 79 years old, went to a nursing home upon the advice of her
physician, but was extremely unhappy and returned to her own home. Referred
to the home health agency by the doctor, Mrs. Schmidt was maintained at home
under an appropriate plan with a homemaker-home health aide assisting with
personal care, shopping, meal preparation and light housekeeping on a four-hour,
three-day a week basis.

OTHER IMPORTANT POINTS

Several points which must not be overlooked in this discussion include the
following:

1. Professional personnel is in short supply and it is expensive. Paraprofessional
or allied professional help must be utilized where and when appropriate from
the standpoint of safe and effective care. Homemaker-home health aide service
Is an exemplary utilization of the less expensively prepared individual;

2. All forms of social and health service, including homemaker-home health
aide services, must meet basic standards of quality. The Council strongly endorses
the concept of assuring quality services through utilization review and other
standard-setting mechanisms, such as nationally recognized voluntary self-regu-
lating programs including that established by the National Council for Home-
maker-Home Health Aide Services;

3. To meet established national standards, homemaker-home health aides must
be carefully selected, trained and supervised, but they do not require an extensive
educational background. Therefore this vocation is proving to be a realistic choice
for many educationally disadvantaged but capable individuals. Often these are
middle-aged or older women and men. In many communities, homemaker-home
health aides are recruited directly from families whose only source of available
income has been public welfare. In some instances this source of employment has
enabled the family to become self-supporting; in others, a minor amount of sub-
sidization is still required. Growing numbers of agencies are developing career
ladders and are providing Job mobility for many such individuals. Many home-
maker-home health aide agencies have part-time positions available which en-
ables mothers to work during the hours their own children are in school. Thus
the community stands to gin doubly from this service as previously unemployed
individuals become self-sustaining.

4. Homemaker-home health aide services enable the 'breadwinner" to retain or
return to his or her Job, knowing that the ill or dependent member(s) of the
family is well cared for. Some 24 voluntary homemaker-home health aide agencies
in New Jersey report, among other statistics, that in 1970 their services prevented
2,435 instances of absenteeism from work.

5. Homemaker-home health aide services are needed by rich and poor alike and
must be available when and where they are needed. The community as a whole
stands to gain from a physically and mentally healthy population as well as the
individuals and families concerned. However, without the continuation of a secure
funding base for the poor and near poor, agencies will not be able to develop the
quality and quantity of services required throughout the nation, even for those
who can afford to pay for the service.

SUMMARY

The National Council for Homemaker-Home Health Aide Services urges:
1. That open ended appropriations for all social services, and particularly for

homemaker-home health aide services, be continued since the provision of these
services Is vital in helping individuals and families to maintain, or regain their
independence and self suffelency so essential to a healthy society;

2. The homemaker-home health aide services be recognized along vith child
care and family .7.,nning as a major helping "tool' whio, must continue to have
the Federal assletance required to enable the needed empanmion of the semice;

3. That homemaker-home health aide service be specified as one of the integral
parts of home-health services In Titles XVIII and XIX of the Social Security
Act; and

4. That legislative mechanisms be developed to enable the formulation of regu-
lations appropriate to meeting the needs for in-home social and health services of
people throughout the nation.
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Whereas ..
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. it is generally recognized that the best and most
desired place for children and adults to live is in
their own homes; and,

... it is known that a home once broken is much more
difficult to re-establish; and,

... it has been found that thousands of individuals of
all ages could remain in their own homes or return
to their own homes from foster care or institution-
al care if suitable in-home care were available; and,

... individuals recover more quickly in familiar and
supportive surroundings when care at home is the
appropriate choice of services; and,

... care at home in many instances is an economical
alternative to out-of-home care; and,

... comprehensive health and welfare services delivered
in the home are required to meet human need and
support family life and homemaker-home health
aide services are an important part of such services;
and,

(1)

fCopyr!l Na&Uow Counml for Iommaa oM Hllh Aids Suwim, Inc. 1971
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... appropriate use of homemaker-home health aide
services in conjunction with other needed services
may prevent physical, emotional or social break-
down where individuals or families are severelydis-
organized or under extreme stress; and,

.. homemaker-home' health aide services are fre-
quently sought and needed by rich and poor alike,
though the services are still in short supply; and,

the use of homemaker-home health aides facilitates
better utilization of professional manpower; and,

.. homemaker-home health aide services offer em-
ployment and career ladder opportunities to
thousands of capable women and men; and,

... homemaker-home health aide services should be
available to any..person irrespective of race, creed,
color, national origin, income level, or where an
individual or family is located when they are need-
ed and are a sound, desired, and responsible plan.

(2)
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THE GOAL...

The goal of the National Council for Homemaker-
Home Health Aide Services is availability in all sections
of the nation of homemaker-home health aide services
in the home to support individuals and the family
when there are disruptions due to illness, disability,
social disadvantage, or other problems, or where there
is need of help in enhancing the quality of daily life.

HOW TO ACHIEVE IT...

Standards

The National Council for Homemaker-Home Health
Aide Services believes that such services may be pro-
vided by either a health or a social service agency,
under public auspices, a non-profit voluntary agency,
or a proprietary agency. Whatever the agency auspice,
they must meet basic standards set by a responsible
national agency, with appropriate machinery for the
enforcement of the standards. Wherever possible, state
and local standards should exceed the level feasible for
basic national standards.

Service

Homemaker-home health aide services should be used
to prevent family breakdown, to maintain individuals
and families in their own homes, and as an adjunct to
preventive, rehabilitative and treatment services and/or
as the treatment service of choice.

The services are flexible in meeting a wide range of
needs. They are effective in strengthening the use of
many other health and welfare services, such as day
care, consumer education, a,1d out-patient treatment of
both physical and psychiatric conditions.
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Service (Con'd)

Homemaker-home health aide services, whether offered
by a social welfare or a health agency, are a team
service involving both professional and allied staff.

People have the right to remain in their own homes if
that is theirugjce and if a desirable plan can be made.
Homemak lb health aide services should be con-
tinued syWJg as they are the appropriate type of care.

Support

Funds from non-governmental sources as well as funds
from state and local governmental sources are required.

Also, there must be federal funding, on a generous
matching basis, with receipt of the needed service not
conditional upon receipt of any other health or welfare
service. Such federal funding should be available with-
out a fixed ceiling.

Rates for such services should be set on the basis of
inclusive reasonable cost. Services should be free to all
who meet customary income tests for health or welfare
services. Other individuals or families should be able to
purchase care based on their ability to pay.

Agencies may provide the service directly or make the
service available through contract with other agencies
where this arrangement meets the needs of a given
community.
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HOMEMAKER-HOME HEALTH AIDE SERVICE

A Definition

The service goes by a variety of names, but whether it is called
"homemaker service," "home health aide service," or "home-
maker-home health aide service," it is an in-home service
under the auspices of a public agency or non-profit voluntary
health or welfare agency or a proprietary agency.

Providers of the service include visiting nurse associations and
other home health agencies, local welfare departments, and
other family and child welfare service organizations under
various auspices.

Some provide homemaker service as their only service; others
provide it for just one age group or problem group such as for
the aged, children, or the sick. Still others serve a wider range
of clientele or problem categories.

In any event, qualified persons employed, trained and super--
vised by local agencies are assigned to work with individuals or
families as needed, such as in care for the young and the old,
the sick, the mentally ill, the retarded, the disabled, or the
disadvantaged. The need for homemaker-home health aide ser-
vice is determined by a professional person who functions as
an essential part of the service.

This service helps individuals to maintain themselves in their
homes and, as appropriate, to strengthen their functioning and
raise the quality and level of their daily living.

Homemaker-home health aides work under the supervision of
a social worker, a nurse, or another member of the profession-
al team responsible for helping to resolve the problem that
made the service necessary ii a particular home.

(S)
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HOMEMAKER-HOME HEALTH AIDE

A Definition

A homemaker-home health aide is a trained, supervised per-
son who works as a full-fledged member of a team of profes-
sional and allied workers providing health and/or social ser-
vices.

The homemaker-home health aide is employed as a staff mem-
ber of an agency to which she is accountable for her perform-
ance. The homemaker-home health aide is assigned to work in
the home of an individual or family when home life is disrupt-
ed by illness, disability or social disadvantage or when the
family or individuals within the family are in danger of physi-
cal, social or emotional breakdown because of disorganization
or stress with which they are unable to cope effectively. The
homemaker-home health aide may also be assigned to work
with groups whose members are in need of help in raising the
quality of their home life.

The nature of the work of the homemaker-home health aide is
practical, psychological, and educational. Under professional
supervision of a nurse, social worker, or other appropriate
professional, she gives needed care to children and families, to
the aged, to the chronically ill, to persons convalescing at
home, to the physically handicapped, to the mentally ill, and
to those who are socially incapacitated.

Among many, ways appropriate care may be given are the
following: care for children during the absence or incapacity
of the parent; performing or helping to perform household
duties - marketing, preparing meals, cleaning the house and
doing the laundry; providing personal care such as giving a bed
bath, helping the patient with prescribed exercise or reporting
to the professional health supervisor changes in the patient's
condition; teaching through demonstration and practical
suggestions how to care for children, the value of and how to
prepare nutritious meals, how to budget,-how to market and
how to organize a household; providing emotional support and
understanding; observing strengths and weaknesses in in-
dividual and family functioning to assist the professional mem-
bers of the team to make an adequate plan.

Through such service the homemaker-home health aide helps
individuals and families to sustain, attain or regain their abili-
ties to maintain themselves in their own homes and to enhance
the quality of their daily life.



2507

The CHAIMAN. We had not previously scheduled but we have had
requests to hear from the National Federation of Social Service Em-
ployees and 37 organizations. Is Ozzie Edwards here?

STATEMENT OF OZZIE EDWARDS, NATIONAL FEDERATION OF
SOCIAL SERVICE EMPLOYEES AND AFFILIATED ORGANIZA-
TIONS

Mr. EDWARDS. Mr. Chairman, I came without a prepared text be-
cause of our feelings that are emanating from people all over the
country in reference to the consideration of legislation of H.R. 1 wel-
fare reform that will destroy the family unity throughout thiscount ry.

I didn't prepare a text that talked about the adverse effects to FAP,
at the excuse that we are against liberalized benefits for our senior
citizens and the aged. We are but to sacrifice the old and the children
with the hidden myth that our welfare mothers and fathers do not
want to work and are on the lowest totem pole, Mr. Chairman, I
vehemently object to this classification.

We feel that our mothers throughout this country are doing a job
by raising their children and that there is no question of illegitimacy
for every child is legitimate.

We question a guaranteed floor of $2,400 for a family of four tak-
ing away from the northern States and giving it to the southern States
that refuse to come up to minimum levels of payments for their own
constituents. Mr. Chairman, we question the exclusion of the food
stamps. We question Senator Talmadge's amendments of forced slav-
ery making people accept jobs without entry level, upward mobility,
relevant training and promotional opportunity. Mr. Chairman, we
question that.

We are concerned for we feel that when the citizenry is knowledge-
able of the points, the citizenry will react, and people know that your
bill that you are considering is not for the good of the poor of this
country. Mr. Chairman, we question that.

Second, in the area of the nonexclusion of the parents rights in a
legal matter, that is, if a family's chek is taken away it can be
given to somebody outside of the family, a third party vendor pay-
ment, Mr. Chairman, we question that. May I reiterate a point that
we did in Haynesville, Ala., where a welfare mother's check was gven
to a white lady who took the check and paid for the food for those
children but she worked as a maid in that lady's kitchen. Vendor
payment, we question that.

We didn't come before this committee to talk about the employ-
ment rights. We know that the concern is not for the workers. We
know that. We know that in Washington, D.C. this weekend, parents
from 40 States and child care advocates questioned your child de-
velopment cooperation with nonparental involvement. Mr. Chairman,
we question that.

And I shall conclude, for I didn't come here to be rhetorical and I
would beg that this Committee would let me submit a written, academ-
ic intellectual report of how we do feel. However, I would like to move
from this podium and talk to a parent, Mrs. Joyce Kursman, who can
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tell you how she feels about what you plan to do to the children of this
country. [Applause.]

The CHAIMAN. It is against the rules of this Committee to conduct
a demonstration and we would like to ask you to not to engage in
demonstrations or applause or booing or anything of that sort through
the testimony of the witnesses. Go ahead.

Mrs. KURSMAN. I 'have been asked by the parents represented here
in Washington representing over 40 States in the United States to
speak. I have not come with any prepared speech but, Mr. Chairman,
I am going to speak as a parent of a child, of three children, I am
going to speak as a parent representing 10.5 million children in these
United States of America, who do nothave comprehensive child care
benefits as are necessary to our children.

Our children for a long time have been the point of legislation, of
ridicule, of all kind of stuff, OK, I can't get the words together but I
think, Mr. Chairman, you know what I am coming to. We are tired of
having our children used as distrust, political pieces of a chessboard,
if you will.

Mr. Chairman, our children are people. We are people, and as peo-
ple of this United States it is time that you, Mr. Chairman, and the
Congress of these United States started listening to us, started hear-
ing what we want for our children. We want our children, who are
the poor children through no fault of their own, and through no fault
of ours as mothers of those children to have equal rights and benefits
as do other children in these United States. Because they come from
poor families, families with troubles, they should not be prejudiced
against. H.R. I is a discriminatory piece of legislation. Mr. Chapman,
it is a slap in the face of the intelligence, the intelligence, sir, of these
parents of these United States. We have done-our homework, sir. We
have got ourselves together, and we know WAere H.R. 1 is coming
from and it ain't coming from the people and it ain't for the people.

How can it be for the people when it talks about an income of
$2,700. The income now, instead of $3,950 which is not even realistic,
this $2,700 wage level represents only three-fourths of the minimum
wage. Under H.R. 1 they don't even want to give us food stamps. They
have already been taken away from so many parents, families. Some
States have 'been cut to such a minimum they can't worry about hous-
ing. They are being put out on the street because instead of paying
the rent they are worrying about feeding their children. They are
worrying about putting some clothes on their backs.

We are not asking to live in palaces. We are not asking to have
caviar and steak and lobster like some of you in Washington do, at
our expenses, because as poor as we are, every time we walk into a
store we are paying our taxes.

I come from the State of New Jersey and I pay tax to say good
morning to my neighbor, in a sense.

We may, some families collect welfare and I am tired of people say-
ing "we are giving that to you." Mr. Chairman, the families who are
on welfare, as I previously stated, are not there because this is their
choice. They have children who they are concerned for and they don't
want to be there. They want to get themselves together and get off, and
that is going to be our objective.
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But in the meantime are we to sacrifice the children, our children,
at the expense of a piece of worthless legislation, a piece of legislation
thht cuts and demoralizes the people and parents and children of
the country. I am tired of my child and these people of these U.S.
children, of the poor being used for some political football.

Mr. Chairman, if I sound excited, it is because I am. I have come
to conference after conference, I have fought at my city level, at m y
comity level, my State level and now we got ourselves together at a
national level and we are becoming to move in full force as we have
been doing today and the last week against this H.B. 1 bill. We have
been to see our Senators and our Congressmen, letting them know how
we feel, but you, Mr. Long, Mr. Chairman, you have got to listen to
us. We parents have got ourselves together, we know where this thing
is coming from. A mother, with a child 3 years old, telling her
she has got to go to work for a wage of $1.20 an hour. Mr. Chairman.
Lincoln freed the salves. some 150 years avo. We ain't going back to
that, and this is what this is.

A mother who has children on welfare should have a choice just
like anybody else in this country to decide what kind of work she wants.
It should not be necessary for her to sign and be given a job and if
she refuses that job at that fee of $1.20 an hour she will lose her grant.
This should not he necessary. Mr. Chairman. The opportunity under
H.R. 1 for parents is nil. There is nothing there for the parents. OK.
They have nothing to say about the care that is going to be given
to thie children. You talk about. socialism. This is socialism, Mr. Chair-
man, putting mey child in a day care center, not getting any educational
benefits, just having a babysitter waiting on him. What is this child
going to benefit. When he comes to the public school system, and keep
in mind, Mr. Chairman, as you know, I am sure you know, that sveral
of o11r States do not have kindergartens so we are putting our children
right into first grade, OK. A lot of school systems have kindergartens
so they can get themselves together a little' bit. Our' day care services
as they, are now give our children this educational readiness that is
needed because they have been oppressed too long, because they have
lived in the ghettos. in the filth and the dirt and not been given the
opportunity to get what they need, so that when they are in school
and when they put their fo4t in that schoolroom they are together
equal with the other children at. school, equal in education, equal in
health, welfare of those children, equal and together.

Mr. Chairman, I as a parent representing these parents, am vehe-
mently opposed to H.R. 1. There is not one iota in it that we can deal
with, and we ask, we implore this Committee, don't deal with this
because you are wasting time. It is just a waste of time, because our
parents, registered voters throughout the United States, are getting
themselves together. and it is not going to get-it is niot going to go
any place. so you are wasting your time dealing with this kind of
legislation.
T think I have covered the main aspects. I thank you, Mr. Chair-

man, we were not on your agenda but I just want. to reiterate one more
time without. being repetitious, Mr. Chairman. on behalf of 10.5 mil-
lion children, please, for God's sake hear us. Thank vou. [Applause.]

The CHATIMAIN. Thank you very much. Thank you for your testi-
money. The Committee will meet at 10 o'clock tomorrow.

72-573-72--lit. &-19
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Mr. EDWARDS. I have one more thing to say as you pass. I know you
have got to vote but these people came from 40 States and as that
parent said the thing is coming, you can't divide us anymore on the
race issue, it is colorless. Before you open the door despite what you do,
and you are not going to pass anything out of this committee because
as you are, you are against the children, there is a plan in this country
that our children are going to eat and you are going to feed us.[Applause.](Whereupon, at 1:10 p.m. the hearing was recessed to reconvene

Tuesday, February 8,1972, at 10 a.m.)



SOCIAL SECURITY AMENDMENTS OF 1971

TUESDAY, FEBRUARY 8, 1972

U.S. SENATE,
Co.IMiirEE oN FINANCE,

W1aslington, D.C.
The committee met, pursuant to recess, at 10:00 a.m., in room 2221,

New Senate Office BuMldng, Senator Herman E. Talmadge presiding.
Present: Senators Long (Chairman), Anderson, Talmadge, Nelson,

Bennett, Curtis, and Jordan of Idaho.
Also present: Representative Clark of Pennsylvania.
Senator TALMADGE. The committee will please come to order.
It gives me great pleasure this morning to welcome as the first wit-

ness before our committee Dr. F. William Dowda, who is a warm friend
and a valued constituent.

Dr. Dowda has had an outstanding career as a practicing physician.
He was a diplomate of the American Board of Internal Iedicine, a
member of the recently established National Institute of Medicine. He
is presently president of the Georgia Medical Care Foundation and
president-elect of the Medical Association of Georgia.

I have had many conversations and visits with. Dr. Dowda over a
period of several years and I know of his deep interest in trying to
make medical care available for all the people of this country at the
cheapest possible cost to the taxpayers of America.

Accompanying Dr. Dowda today is Mr. James E. Bryan, who is the
Washington representative of the American Association of Founda-
tions for Medical Care.

Bill, we welcome you to the committee. We are delighted to have
you, and you may proceed as you see fit.

STATEMENT OF F. WILLIAM DOWDA, M.D., SECRETARY AND MEM-
BER, BOARD OF DIRECTORS, AMERICAN ASSOCIATION OF FOUN-
DATIONS FOR MEDICAL CARE; ACCOMPANIED BY 3AMES BRYAN,
CONSULTANT, WASHINGTON REPRESENTATIVE, AAFMC

Dr. Dowa%. Thank you, sir.
Mr. Chairman and members of the Senate Finance Committee, I am

honored to have the opportunity of appearing before you this morn-
ing. I appreciate the recitation, enator, of my qualifications to appear
before you as a praticing physician, and my basic position here this
morning is to support Senator Bennett's amendment to H.R. 1 to
establish professional services review organizations throughout the
United States. This was submitted to the Senate on January 25, 1972.

(2511)
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I do ha%'e within me this morning Mr. James Bryan who is our con.
suitant in medical care administration and the Vashington represent
ative of the American Association of Foundations for Medical Care.

We of the American Association of Foundations are gratified to.
filld in your committee release No. 66 of September 30, 1970, and re.
cently reiterated by Senator Bennett the statement that if his amend-
nient becomes law, "organizations representing substantial numbers
of plhysicians in an area, such as medical foundations and medical
societies, would be invited and encouraged to submit plans meeting
the requirements of the prograins."

We assure you that members of our national assication will take
whatever practical)le stel)s may be requiired by this legislation to qual-
ify for recognition and to se:ve as PSRO's in their respective areas
of operation.

We emphatically commend the continued effort of Senator Bennett
which we hope will again be endorsed by the members of this dis-
tinguished committee and also hope the Senate as a whole endorses
efforts to encourage the effective review mechanism whereby, to use
Senator Bennett's words. practicingg physicians call, in organized and
publicly accountable fashion determine on a comprehensive and on-
going basis if services are medically necessary and if they meet quality
standards."

In presenting this amendment to the Senate on January 25 last,
Senator Bennett generously cited the efforts of foundations in New
Mexico, Colorado, and our own State of Georgia to effectuate the
PSRO concept, and he stated a basic )rincil)le that we strongly be-
lieve in, that "only physicians are capable of deciding whether a serv.
ice is medically necessary or meets proper quality standards. There-
fore, peer review must mean just that--only physicians should review
physicians." A pervasive sophisticated peer review program is the
very heart of the foundation function.

At the same time, we concur with Senator Bennett's further state-
ment that if his amendment becomes law, "the Government, the public,
and the professions can and should audit the review process itself to
determine what review activities are occurring. Additionally,"-as
Senator Bennett points out--"we, the public, can and should review
aggregate statistics from each review organization in order to deter-
mine the overall effectiven,, 's of the review process." Foundations for
medical care are firmly committed to the necessity of strong public
participation in determining the scope, cost and availability of service
and in helping to shape the future of our medical care delivery sys-
tems.

There has been some comment about-the worry about-turning
the folks loose in the henhouse and I think with this in mind I am
sure this is going to come up, that it might be helpful at this point to
summarize recent foundation experiences in three areas. These are
New Mexico, Georgia, and San Joaquin County. Calif. I talked with
Dr. John Wood of thlo Colorado Foundation yesterday before coining
here and his experience generally goes along with those of these three
areas, so I will limit my comments to these three States.

Dr. George Boyden, president of the New Mexico Foundation, in.
forms us that preliminary estimates indicate that the New Mexico
medicaid program is becoming cost-effective and will probably stay
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within its budget this year for the first time since the inception of the
medicaid program In New Mexico. I think this is an extremely im-
poltant and critical statement.

Dr. Boyden also reports that the most impressive factor in this brief
5-month 'period has been the extremely effective work of hospital
utilization review committees in the New Mexico foundation's hos-
pital admission precertification program. Both through this hospital
utilization review activity and through claims review, Dr. Boyden
reports that education of the reviewing physicians themselves has
been an unanticipated side benefit.

In California, a UCLA study of a pilot prepayment program for
medicaid, conducted by the San Joaquin Foundation for Medical Care,
utilizinl peer review, reaffirms the results of Dr. Boyden's study. It is
clearly I(emonstrated that more patients were seen at a lower total cost
than 'in the nearby control county of Ventura. For the same dollar
benefit, the San Joaquin medicaid patients also received more pre-
ventive services, such as immunizations, consultations and outpatient
diagnostic and therapeutic services than were delivered in the con-
trol county.

Our foundation's immediate medicaid activities in Georgia parallel
and confirm the findings r-elorted in New Mexico and California. Our
impIact has .also been registeredl in the field of nursing hiomec services
where exlpendlitures are clown 15 percent. from this time last. year.
When this report was )rel)ared last week, I did not have the action of
the Senate Subcommittee on Budget of the State of Georgia. It has
subsequently acted and the Senate Appropriations Committee has cut
from the medicaid budget for this current fiscal year $3.5 million.
This is from the Georgia budget alone. If one adds the Federal match-
ing funds this results in a savings on the medicaid program for the
current year that is occurring of approximately $12 million.

Senator TALMADUR. Will you yield at that point, )r. Dowda?
Dr. DoWDA. Yes, sill.
Senator TAL-MADGE. I presume Georgia would be about the average

State; Georgia is about average size in population. If we multiplied
that by 50 States we are talking al)out a savings of $600 million.

Dr. DOWDA. Actually, Georgia has a population in excess of 4 inil-
lion, people and we have approximately 400,000 on medicaid.

Our calculations would be somewhat in the neighborhood of $1
billion.

Senator TAL.MADGE. $1 billion?
Dr. 1)OWDA. Yes, sir.
Senator TALMIADGE. Do you attribute all that saving to peer review?
Dr. DOWDA. Yes, sir; very frankly, I do. At this time last year at

exactly the same point in the budget we had expended 82 percent of
approximately al[ funds in the. medicaid budget and it was only 6
months old. This year, in reviewing what our expenditures have been,
we only have expended 27 percent of the budget and it is still 6 months
old. The difference has been we feel in the peer review that the
physicians of Georgia have been doing in this intervening period of
time.

Senator TALMADGE. It is a remarkable success story and I congratu-
late you.

Dr. DOWDA. Thank you, sir.
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Added to this, during the past year we have been adding 5.000
medicaid recipients per month to the rolls that we already have; so
what we have is a decreasing budget with an increasing population of
medicaid recipients.

We feel that all of this has been done without any sacrifice in qual-
ity. In fact, we believe that the quality has im)rov ed and, in c)opera-
tion with the regional medical program, the foundation and the
medical association of Georgia are working to solve the problems of
accessibility and acceptability into the medical care system. This has
been done largely in our Staie by the development of access stations.
These access stations provide paramedical and skilled nursing care
such as nurses and physicians' assistants who can provide emergency
first aid, cardiopulmoniary resuscitation. and also arranging for t riage
and transportation. So 'we feel the medicaid recipients and other
patients in the State of Georgia are getting a new entry into the
health care system.

The basic objectives of the foundation for medical care are precisely
as are those of the PSRO and that is (1) to monitor the quality-
of care provided by community physicians on a continuing basis; (2)
ascertain that each'medical service is rendered in the most appropriate
and least expensive setting: () help assure that the scope of care
rendered each patient is sufficient to his need, but not excessive.

Beyond these objectives of PSRO, foundations concern themselves
with a determination that the price of medical service, whomever
rendered, is reasonable.

But the essence of the foundation's contribution to modern medicine
is its revolutionary effect on the educational processes of medicine. The
physician's relationship to the foundation permits him to take full
advantage of the health care delivery opportunities which his com-
munitv a-id scientific advances offer him, without fear of recriminatory
liability.

It seems apparent the PSRO has already been convincingly demon-
stiated bv foundations for medical care. Here, in self-contai'ned com-
munities'of manageable size. the medical profession has accepted and
has learned how to discharge a collective responsibility for providing
comprehensive medical services a. predictable costs to the individual or
the group contracting for servi

Participating physicians lip e vested their representatives in the
foundation structure with the , ower to contract for provision of their
services and to monitor and e'valuate these services whr:n rendered.
Physicians themselves, on the broadest scale, are encouraged to par-
ticipate in the evaluation processes. Through the foundation mecha-
nism, solo physicians thus achieve for tl-emselves and their patients
the factors of quality control and efficiency that pre usually attributed
to group medical practice. In effect, the foundation for medical care
functions as a clinic without walls. It has the added flexibility of being
able to care for rural as well as urban populations.

The experience of our more mature foundations has already demon-
strated that they are able to carry out the function described in this
amendment with respect both to post facto review of services rendered
and to the prospective evaluation of elective or tionemergent medical
services.
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We are prepared to support the maintenance of high standards for
qualification of foundations for designation as PSRO units, recog-
nizing that. creditable pIerformance by each foundation will enhance
tile standing of all of them and, convemsely, that inadequate perform-
ance by any tends to discredit all.

We also strongly approve the provision in section 1169 of tech-
nical asmsistance for organizations having a "potential for meeting
the requirements of a PS110," and the provision, in section 1170, o
aid for PSRO's wishing to test or demonstrate their ability to "assume
responsibility and to assume risk with respect to the review and pay-
ment of claims for health care services."

The foundation for medical care movement originated in Cali-
fornia 18 years ago and in recent years has spread to more than 30 other
States. Each month brings news of additional areas into the foundation
fold.

lese foundations grow out of a recognition by the medical pro-
femion that it is vitally challenged to put its own house in order and
to d(emonstrate'its ability to monitor, to evaluate and to assure the
the highest. possible quality of professional performance by each in-
dividual physician. "

The development of fomdations for medical care and their hoped-
for recognition and encouragement by the Federal Government,
through the Bennett amendment, will briig the medical profession and
G'overnme~t together in a practical working relationship that is esen-
tial to the success of any future program for health insurance what-
ever' its nature an(1 scope may be. This legislation will help to break
down the continuing lack of mutual trust and cooperation which has
kept. so many Federal medical care programs from operating with
real eflieiencey and satisfaction. not only to the patient and the doctor
hut also the Government as well. It will help progressive medical
Ita(lers to mol)ilize the great potentials that lie within the medical pro-
fession for responsible and effective community service.

On belhalf of the American Association of Foundations for Medical
Care, 1 wish to thank you. 'Mr. Chairman, and all of you gentlemen,
for the oppolunity of l)resenting this testimony.

Senator BEN.- -rFAr. Mr. Chairman, I obviously would like to take
this opportunity to thank )r. Dowda and his associate for this testi-
monv. It is heartening, after 2 years of fighting, to realize that the
PVO program and ifs potential is being understood. There was very
properly alot of misunderstanding and a lot of questions about the
progtra~i when it was introduced and we who introduced it have
learned a. lot in the 2 years and if you compare the text of the amend-
ment that is offered to this bill to tihe original text offered 2 years ago,
you will see how we have tried to adjust the ideal to fit the realities of
the situation, not only as it involves doctors but also hospitals and
other providers of health services.

I am not sure it is perfect now but it is very heartening to know that
there are those in the country, and I dare hope that the majority of the
organizations in the medical profession in the country are coming to
realize the necessity for this kind of a mechanism and realize that we
are trying to develop the most effective mechanism; and I am happy
to know that in New Mexico and in Georgia the mechanism is working
as well as it is.
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Senator TALMADGE. Doctor, I want to congratulate you on your
statement,. My recollection is that the Medical Association of Georgia
was one of the first States, if not the first State, Georgia Medical Asso-
ciation, to endorse the peer review idea; was that not correct?

Dr. DOWDA. That is correct, sir.
Senator TALMADOE. I addressed a medical group in Boston a year

ago and I found at that time there was considerable diversity of o)in-
ion among the medical profession about the desirability of having
peer review.

Do you still have that diversity of opinion or is it overwhelmingly in
favor of peer review at the present time?

Dr. DOWDA. As you know, actually, almost 20 States now have pub-
licly gone on record as endorsing Senator Bennett's amendment-
their State medical association.

I find actually as we attend meetings of the American Medical Asso-
ciation that almost uniformly that physicians are in favor of peer
review and feel that it should be done in the method as described in
Senator Bennett's amendments.

Senator TALMA)GE. I found isome objection to it in some quarters
before they fully understood it. Once they understood the fats, I
found overwhelming support for it. Is that about what you -have
concluded?

Dr. I)owDA. Yes, sir.
Senator TAL.IADo, . Thank you very much. No further questions,

Mr. Chairman.
The CH.AIRTAN (presiding). Doctor, I want to congratulate you on

your very fine statement. You have perceived what was obvious to me
from the beginning,,that. Senator Bennett. was trying to do some-
thing that would be in the best interests of the medical profession, as
well as in the best, interests of the Government and the citizens.

I find it, difficult to believe anyone could believe that with his cre-
dentials, Senator Bennett would be sincerely sponsoring something
that would undermine or do any violence to tlie high ethical princil)les
of the medical profession; and I am happy to see that doctors suclh as
yourself have studied this matter impartially and found its merits
and rallied to its support.

Thank you for your statement.
Dr. DoWDA. Thank you very much, sir.
The CHAIRMA-N. Our next witness will be Mr. Warren W. Simonds

and Mr. Charles R. Gage, on behalf of the Louisiana Hospital Asso-
ciation.

Mr. SIMIONDS. Thank you, Mr. Chairman.
The CHAIRMAN. I am not sure whether it would increase your stand-

ing with your associates in the hospital association to know that you
and I were classmates in school, Mr. Gage, but I claim that as a fact
from time to time when I am trying to get some votes among hospital
administrators. Maybe it is better for you to keep quiet.

STATEMENT OF WARREN W. SIMONDS, PRESIDENT, LOUISIANA
HOSPITAL ASSOCIATION, ACCOMPANIED BY CHARLES R. GAGE,
EXECUTIVE DIRECTOR, LHA

Mr. SlSIONDS. Mr. Chairman, I am Warren W. Simonds, associate
administrator of the Baton Rouge General Hospital, Baton Rouge,
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La. I appear today as president of the Louisiana Hospital Associa-
tion, a nonprofit federation of public and private hospitals, both non-
profit, and proprietary.. Our membership includes practically all the
hospital beds in Louisiana.

With me today, as noted, is Charles R. Gage, executive director of the
association, and I might note there are several other members of the
association in the audience. AWe appreciate the opportunity to appear
here today.

There are several features of II.R. 1 with which we are in complete
agreement-and-there are several others which we believe not to be in the
best interests of the public or of hospitals.

The issue of overriding importance to hospitals in Louisiana and,
we believe, to hospitals throughout the Nation, is the authority which
would be granted to States by-section 232 to determine cost reim-burse-
ment for the care of medicaid patients.

In our opinion, this section clearly is intended to permit the States
to pay less than would be payable under the medicare forimih, which
formula we think does not now fully compensate hospitals for their
true costs.

Section 232 as presently written provides that payment for inpatient
hospital services under the medicaid and maternal and child health
programs slm-tbe-determined "in accordance with methods and stand-,,
ards which shall be developed by the State, except that the reasonable
cost of any such services as determined under such methods and stand-
ards shall not exceed the amount which would be determined under
section 1861 (v) as the reasonable cost of such services for purposes
of title XVIII."

Since hospitals are reimbursed at cost for services rendered under
title XVIII, if we are to be reimbursed in accordance with another

,standardor formula developed by a State agency which cannot exceed
reasonable cost as determined for' medicare patients, it appears the
new cost determination will either be the same as the medicare cost
or iess. If it turns out to be the same, we question the need to require
hospitals to compute their cost on two different bases. If the cost is
computed to be less than for medicare patients, we maintain that hos-
pitals and their paying patients are in no position to absorb any addi-
tional unreimbursed costs.

In responding to an assertion that adoption of section 232 may result
in development of 50 different definitions of cost, all less than medicare
cost, with multiple accounting problems, the Commissioner of the
Social and Rehabilitation Service of the Department of Health, Edu-
cation, and Welfare wrote one of our sister hospital associations last
year in part as follows:

Although it is possible that the existence of multiple reimbursement plans may
complicate reimbursement at first, once these plans are tested and perfected,
states will undoubtdl-y-proflt by one another's experiences. Reimbursement plans
which have been demonstrably superior will be adopted by more than one state.
While some temporary Inefficiency or administrative complications might also
occur, in the long run this proposal will foster independence and innovation
among States-.

We reiterate, if States are going to be allowed to experiment with
developing reimbursement programs which are limited on the maxi-
mum side to cost, the resulting cost to the medicaid program may be
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less, but adopting a formula for computing cost will not insure that
the cost itself is reduced.

The inescapable result will be that tile private patients who are not
beneficiaries of either the medicare or the medicaid programs will find
their bills inflated in order for hospitals to recover the amounts not
reimbursed through an inequitable medicaid formula. Our experience
in the past prior to the adoption of title XVIII was that hospitals were
faced with accepting whatever the welfare department or the health
department had in its budget to care for the patients for whom they
assumed a responsibility.

We suggest that instead of section 232, a substitute section be drafted
to stipulate that when hospitals provide care for patients admitted
under title XVIII or title XIX of the Social Security Act, or- any
other program for which the Federal Government is responsible for
payment either in full or in part, the institutions be reimbursed at
cost with th actual cost being determined in accordance with the
American Tospital Association's statement on financial requirements
of health care institutions and services.

We believe it is imperative and only fair that the-Government as a
purchaser of hospital services participate in meeting the hospital's full
cost of providing services in the community on the same basis as other
payers for similar services. This would require the deletion of the lim-
iting language contained in section 1861(v) (c) of Public Law 89-97
and inserting language defining the term "reasonable cost" to mean
"the total monetary resources which a health care institution needs or
will need to provide the services it offers."

We believe adoption of section 228 which provides for advance ap-
proval of extended care and home health coverage under medicare will
go far to alleviate certain inequities and hardships presently experi-
enced by extended care and home health care agencies. We commend
this section to you.

In the interest of saving time, we refer you to a statement made by
this association to the Senate Finance Committee on September 22,
1970, iii which we expressed our opposition to Senator Bennett's
amendment to establish professional standards review organizations
by medical societies. We support and encourage and thoroughly be-
lieve in the principle of peer review, but we believe Senator Benrjett's
amendment as originally presented had serious deficiencies, many of
which were outlined in our testimony on September 22, and, I might
say parenthetically, Senator, I was not aware there was a revision to
this which we will have to get together and take a look at.

Senator BENNErr. You probably were not aware of the original text
because it never included a proposal to establish professional standards
by medical societies.

Mr. SIMONDS. I can't comment on that, sir.
Senator BEiNNErr. So that is my only comment at this point, 'Mr.

Chairman.
Mr. SIMONDS. Thank you.
We believe that medical audits and utilization review are properly

functions of the organized medical staff which operates within an in-
stitution and not of a medical society or other outside organization. In
the event the organized medical staff within Q.n institution does not

I .
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establish a functioning peer review mechanism, establishment of an
outside utilization review team or PSRO would be lofrical.

We believe section 243 which establishes an appear for providers of
care from determination involving their cost reports is i step in the
right direction. Unfortunately, this section does not provide judicial
review where the Secretary affirms the Provider Reimbursement Ap-
peals Board's decision. We request that a provision be added to allow
judicial review of all administrative decisions adverse to the provider.

As a practicing hospital administrator, I am in contact from time to
time with the administrators of other health care facilities in Louisiana
and in other States and with the financial managers of these institu-
tions. I am convinced that monetary savings can be made in the area of
deductibles by revising the spell-of-illness concept of the medicare
law to provide beneficiaries with unlimited inpatient hospital care-
365 days a year-with a deductible per admission, plus a small daily
charge for each day of hospitalization. It is believed that with no in-
crease in cost to the program the deductible could be considerably less
than the current deductible of $68 with an additional payment of $1
per day of hospitalization. This would eliminate major administrative
problems and could save substantial amounts in reduced administra-
tive costs. We urge the committee to improve the medicare program
in this manner or to at least require the Department of Health, Educa-
tion, and Welfare to conduct experiments along this line to determine
the practicality of our premise.

The Louisiana Hospital Association believes that the majority of
the citizens of the United States are more concerned about the cost
of catastrophic illness than they are about the cost of minor illnesses.
Most Americans can afford, either through insurance or through other
resources, the occasional hospitalization which happens to each of us,
but it is natural to fear unusually high costs of a catastrophic illness
which may result in an individual ha-ving to sacrifice his life savings
and/or sell his home in order to meet monumental hospital and medi-
cal bills.

We suport the concept of catastrophic health care insurance and
believe adoption of this type of program would be well received by
the health professionals of our Natioi as well as by the citizens.

Mr. CQiairman, as the complexity of the operation of health care
facilities increases, 've believe that the university programs in hos-
pital administration need to be strengthened so that adequate num-
bers of qualified administrators or managers will be available not only
for hospitals but also for community health agencies, planning coun-
cils and other functions.

Inasmuch as the Senate Finance Committee has the responsibility
for medicare and medicaid, and since these two programs have been
the leading forces in intensifying the demands for trained administra-
tors and managers, we believe it would be appropriate to make some
provision to strengthen the accredited schools of hospital administra-
tion. We have discussed this problem with the executives of the asso-
ciation of university programs in hospital administration who tell us
that the present funds for supplements, student assistance, et cetera,
are only available to hospital administration programs taught in
schools of public health.
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We would like to introduce and leave with you a concise statement
of the problem and recommended solutions which have been prepared
by the association of university programs in hospital administration.
We commend it to your earnest consideration. I- have the statement
here, Mr. Chairman.

(The statement referred to follows:)

IMPROVING HEALTH SERVICES MANAGEMENT

-The Problem: Major changes in health services finance and delivery create new
management requirements at all levels from hospitals to government agenctls.
These new needs are superimposed on a system which Is already undermanaged
and therefore unable to respond effectively to demands for better health services
and more public accountability. An investment In management development and
capacity must be made as part of any system Improvement.

Hospital and Health AdministrationI is a relatively new but well established
profession. Public support for this field has been peripheral to other programs and
very limited. Any new federal health program must recognize limits on effective
implementation imposed by the shortage of professionally trained health ad-
ministrators and include provisions to resolve the problem.

Existing Resources: Thirty universities offer master's degrees in Hospital and
Health Administration. These programs have very limited resmirce with which
they train future administrators, conduct continuing education to improve )res-
ent administrators, prepare new faculty, conduct research on the health system.
These programs are accredited by an agency recognized by the U.S. ('ommission-
er of Education and are bound together in a corporate body organized for their
Improvement.

The thirty graduate programs have the potential to overcome the problem of
health management capacity. But they are small, with an average annual en-
rollmentof 26 students each and less than four full-time faculty members.

Present federal support is limited to project and traineeship grants under
Section 306 and 309 of the Public Health Service Act. These grants have faired
poorly In competition with fields of public health with no management orientation
and draw upon an appropriation which has been virtually stable for the last four
years and is projected to remain unchanged. It is clear that an investment in
management development must be mandated by those who understand its im-
portance to the success of any health program. The management problems of
Medicare and Medicaid prove this point.

What Is-Needed: Support to accredited graduate programs in Health and
Hospital Administration for: Faculty Training, Faculty Expansion, Student
Support, Continuing Education, Community Consultation Services.

A competitive grant program on the order of five million dollars a year Is rec-
ommended. This amount, though modest, far surpasses all available resources and
would substantially upgrade the nation's health management training capacity.

The CHAIRUIAX. Let me just ask you about the catastrophic problem.
Where you have, people who come into your hospitals without in-

surance against major medical problems, what do you do with catas-
trophic situations that run up into a very huge medical bill; how do
you handle it? Do you carry them on the'books for a long time, try to
move them oN'er into charity hospital, or what?,

Mr. SIMoxi)s. Well, those two options, Mr. Chairman, are both avail-
able. Some folks come to us and have the capability within resources or
the family gets together and they divide up the balance that is due
among the various sons and daughters and everybody assumes a por-
tion of the burden.

Sometimes individuals have to go into bankruptcy; sometimes we
are able to effect a transfer of a patient before discharge to a charity
hospital facility. These are all possibilities.

The CHAIRMAN. If we administered this in the same way and in
the same bookkeeping fashion that we administer medicare, wouldn't
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you know pretty well how to go about getting reimbursement for your
expenses?
Mr. SI-MONDS. Yes, sir.
The CHAIRMAN. All right.
Now, there is one other thing th'at concerns me. In this bill we are

going to take care of the disabled under medicare. That is a bi addi-
tional Federal expenditure. If we add catastrophic to that, we will have
another major program. Are we going to be needing more facilities?
I didn't see anything in your testimony to suggest how you think we
ought to go about getting additional facilities. Can you make a sug-
gestion on that?

Mr. SrMONDS. Yes, sir, Mr. Chairman; I can.
I think that, on the average, hospitals in the United States are uti-

lized to the extent of approximately 65 or 70 percent average daily oc-
cupancy. This is a problem in the hospital which I operate, the Baton
Rouge General Hospital, in that we will average approximately 75,
perhaps a little higher this 7e~ir, 75 or 80 percent of occupancy. I
t-hink there may be some situations in which the public might have to

'begin to tolerate )erhal)s lengthy-I say "lengthy"-perhaps a 3-, 4-. 5-
week or perhaps even a 2- or 3-month delay for elective procedures. We
would obviously have to take care of emergencies, but I think the an-
swer to your question is the hospitals of this Nation will have to operate
at a higher percentage of occupancy which can only be accomplished
given the cooperation of their medical staffs.

The CHAIRMAN. What is your suggestion, Mr. Gage?
Mr. G.GE. Mr. Long, I 'iould like to think that with proper utili-

zation, review, and control of admissions, control of the length of
stay, I would like to think that with the availability of catastrophic
illness it wouldn't automatically mean there would be more cata-
strophic illnesses, that the people who are having catastrophes now
are already being taken care of; they just can't pay for their bills.
This would not. I think, increase that, length of stay or make more
of that typ of illness. It would just make it a little bit easier for
them to see light fihanciallv.

The C IAIR-MAN. In other words, they are already being cared for?
The doctors are already providing the service; the hospitals are al-
ready doing the job? The problem is that when they leave the hos-
pital they are hopelessly in debt?

MIr. GAE.. That's right..
The CHAIRMAN. And the hospital has debts on its hands that might

never get paid ?
Mr. G.G;E. This type of illness has to be taken care of. This is not

a minor illness or something that can be put off. This is the type of
thing that people have to be hospitalized for and they will-anrd they
ca n not pay for it now.

As I see it, a catastrol)hic provision would merely pay for it and not
create more of that, type of illness. Nobody wants to get sick.

The CHAMMAN., So when some have ar-gued that to take care of
catastrophic insurance would tend to distort. your use of medical fa-
cilities in that area as compared to, let's say, the area of preventive
illness, then do I take it that your reaction to. it is that you are taking
care of this already, that, you would not be providing any additional
service'?
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It is just that there would be a way arranged to pay for it which
does not now exist.

Mr. GAGE. I would like to think that would be true. It perhaps ought
to be considered that we would write into the provision some type of
outpatient care for a person who does have al illness but who could be
cared for in his home, which would save hospital dollars; and here,
again, I am banking strongly on some type of utilization review to
get those patients out when they need to go.

The CHA1IRMA.-N. There is one other thing that concerns me. It seems .
to me we are not making the best use of what we have. I heard com-
p)laints about difficulty getthig doctors in rural hospitals and also in
New Orleans in the general practice area, because everybody seems
to want tospecialize.

Why couldn't or why shouldn't these medical schools-and if they
don't do it why shouldn't we, as a condition of grants we are making
to them, insist they require in their admission that some of these
students they a'e admitting should agree to serve in some of these rural
hospitals or agree to go into general practice for a while to prevent
us from developing a shortage in one area?

M r. SIiro.NDs. I think, Mr. Chairman, if I may comment on that,
that it mnijht be well, and I think I read someplace there is aleady ,a
proposed regulation or, perhaps something relating to scholarship
funds that young men and women going into medical school in return
for these scholarship funds would agree to work for a certain length
of time in rural or outlying communities and, hopefully, once they get
out into these rural areas and get to understand the country life, they
might like this and agree to stay on.The CHAIRMAN. Well, even if they don't, somebody has to do it. if
they do it for a while, especially when they are starting out, that would
render a service. The experience I have had is that we have a shortage
of doctors in certain areas, yet at the same time we have boys standing
in line trying to go to medical school. I think we should say, "We can
get you in there all right, if you would be willing to serve where you
are needed most."

Mr. GAGE. We are really getting out of our own area of competency
here when we talk about the practice of medicine because we are not
l)hysicians. But I can say from the hospital's point of view, that we are
cooperating with the Student American Medical Association now in a
program w-hich encourages medical school students to work each sum-
mer in rural hospitals in our State, whereby the administrator and the
medical staff will take one or two students, bring them to the rural
community, pay them a. small stipend during the summer vacation
period , so the student may work with a practicing physician, work in a
I hospital, do various chores, to help him get adjusted to the idea of
rural life; and the thought by the Student American Medical Associa-
tion and the AMA and our State medical society and by our hospital
association is that in this way we will encourage students in their
formative period to get accustomed to practicing in rural areas. Wo
think this is going to help some.

The CHAMrMAN. Senator Bennett?
Senator BENmNEr. Mr. Chairman, just one or two questions:
Is the length of stay in your hospitals increasing or. decreasingI
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Mr. SIBIONDS. The length of stay in our hospital, sir, hasremained
stable both before and after medicare, interestingly enough. Louisiana
had a strong Kerr-Mills program before we caie into medicare.

Senator BENNErr. I am not talking just about medicare patients but
all patients.

Mr. ST3IONDS. Yes, sir; I was comiing to that. In general, the stay is
remaining the same; it is about five and a half days average for all
patients. It is about 10 days for 65 and over.

Senator BENF.'EI'r. It iS fairIy low on the scale compared with other
States ?

Mr. SIM3roNDS. Yes, sir.
Senator BE, NETT. Probably couldn't be reduced much. This is an

interesting day for me because I began it with a conference with
representatives of the Utah Hospital Association who made the state-
ment that since the Bennett amendment was introduced 2 years ago,
probably in anticipation of its adoption, the length of stay in general
in the country is decreasing, but. apparently yours is level.

In your statement you make a strong pitch, which I can understand,
fr the validity of your in-house review process. Our friends from
I ;-tah this morning, who are hospital administrators, smiled and said
in many hospitals the in-house review is a paper tiger. Is that true in
your hospital ?

ir. S[to.MONDs. No, sir. We have a strougZ utilization review committee
a, this present time in our hospital. It is being effective; it is becoming
more effective every day, I -ouid say.

Senator BENNETr. Do You realize that under the Bennett amend-
ment if you do have a strong in-house utilization review process that it
can take over the 'eview in that particular hospital provided there is
an occasional overview from the PSRO organization outside to see
that it maintains its standards?

It is not the intention of the Bennett amendment to supplant your
in-house revipw-

Mr. SimoNDs. I see-
Senator BENNE-r (continuing). With outsiders but to validate its

effectiveness and to get rid of the paper tiger.
Mr. S MONDS. Very good.
Senator BiNNxETTar. You say in the event the organized medical staff

within an institution does not establish a functioning peer review
mechanism, establishment of an outside utilization review team
would be logical.

Would you change the words "establish" and "functioning" to indi-
cate that if there does not, exist an effective review mechanism that an
outside review temri would be logical ?

Mr. Si~roxn. Yes, sir; I would go along with the word "effective"
very definitely.

Senator BE.xNxET. Then, of course, and I recognize that you are
concerned chiefly about the proce.ses of medical service in hospitals.
There is a great deal of medical service given in nursing homes where
they can't have in-house review process?

Mr. SmUtONDS. That is correct.
Senator BE,.NNrTT'. Would you think that professional review mech-

anisms might be useful in reaching the patients who are being served
in nursing homes?
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Mr. SiMoNDS. Yes, sir; I would think this might be a valuable ap-
proach inasmuch as at least in our particular section all physicians
)racticing in almost all of the nursing homes and probably nursing

hon,3 do not have the organized medical approach to the extent the
individual hospital does. in other words, some organization of this
type might be pertinent.

Senator BENNmr. Are you aware of the experiment that has taken
place in New Mexico?

Mr. S MONDS. No, sir; I have not heard of it.
Senator BN..NE-Irr. I think that might be a very interesting thing

to you and very much worthwhile ; and I am sure the staff of the com-
mittee can provide you with the details. All of the doctors in New
Mexico, 800 of them, organized a peer review mechanism. They re-
viewed all the hospitals: they reviewed all the nursing honies; they
discovered that 30 percent of the patients in nursing home did not
need to be there and I was told this morning that th , have agreed
that 50 percent of the services in hospitals in New Mexico are ade-
quate; in other words, there is no necessity for them to review those
particular services; and you heard Dr. Do0wda say that PSRO had
reduced the cost of medicaid in Georgia very substantially, so I
hope you will go home and take another look at the value of pro-
fessional review. It is based on the theory that only doctors should
review the work of other doctors, that we shouldn't have a clerk hired
by an insurance company who undertakes to say whether a patient
has been in a hospital too long or whether a particular surgical l)ro-
cedure was unnecessary; and I hope-I am encouraged by the fact
that your statement says-you are still standing on the statement
of 2 years ago. A lot of things have happened to the alnendment in the
last 2 years.

Thank you, Mr. Chairman.
The CHAIRMAN. Senator Curtis?
Senator Cuirris. I might say to you I am very much interested and

concerned about, the problems of these families who have a catastrophic
illness, but I have on question:

<What provisions can you suggest if we put in such a program that
will prevent the catastrophic program from becoming a national
health program for everybody ?

Mr. S~ioNDs. Mr. Curtis, i think the best thing I can say about the
catastrophic health insurance program or perhaps the best analogy is
to compare it to residential fire insurance. Most of us don't deliberate-
ly go around setting fire to our own homes. I guess there are a few folks
who do so for a variety of reasons; by the same token, most of us don't
try to go around having strokes that keep us in the hospital 3 months
and so on.

Senator GURTIS. No; I understand that. I was thinking of the polti-
ical end, the definition of catastrophic. I want to do something about
catastrophic illness; I am not arguing about that at all. I think these
people who are faced with medical bills of $20,000, $30,000 and so on,
and even possibly lesser amounts, that that should be of. concern.
In our definition of catastrophic do you have any suggestions we could
write in that would prevent next year the definition of catastrophic
being lowered a little bit, and next year, and so on, and in about 5
years by definition it covers most of people's illnesses?
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Mr. SIMONDS. Mr. Curtis, I think you have touched upon a point
which has concerned me greatly since the advent of medicare,.of the
redefinition of a variety of things-reasonable costs, for example, and
I have really no way, since politics is really out of my realm of ex-
pertise: I could not offer any suggestions.

Senator CURTIS. It is Out of mine, too. but, it, worries me at times.
Mr. SIEMONDS. It worries us, too, sir, in that we have seen a variety

of areas in which we started out in 1966 with a certain definition and
certain understanding, and by the time we reach 1972 it has been
considerably revised and I share your concern.

Senator (uw'rIs. Oh, yes. Medicaid was presented to this committee
as something that would cost a couple of hundred million, maybe
$400 million.

Well, I just thought maybe you had a suggestion on that and I
hope this committee can arrve at-or somebody will come along with
a definition that is acceptable.

Mr. GAGE. I would think if I had to spend the first $10,000 of my
money in order to collect on some catastrophic illness coverage be-
yond $10,000 that would be a pretty good deterrent.

Senator CURTIS. I am not worrying about the patient doing those
things.

Mr. GAGE. I am thinking about the medicare age limit. We have
been concerned about the fact that medicare started at age 65. What
happens when somebody says make it 62 or make it 60, 45-that is
another approach to national health insurance. My personal feeling
is that 6y P roviding a catastrophic illness coverage it would be like
a safety valve, taking off some of the pressure Wihch presently exists
for a national health insurance.

Senator CURTIS. I think that is true.
Mr. GAGE. I may be naive in saying that but I feel that way and

hopefully that the general public will accept it in the same way.
Senator CURTIs. Well, I think that is true. I can't quarrel- with you

at all and I am just inquiring that we might write the very best one
possible because I think it might fall in the same pitfall as family
assistance now. It has gotten to be an auction.

The proponents originally started out with $1,600 and raised their
own bid to $2,400 and somebody else has bid $3,000 and somebody has
bid $4,000, $4,200, and we aren't near the election yet. The auctioneer's
hammer isn't about to go down and I don't know what is going to
happen. What I am trying to say is we have a problem in the cata-
strophic illness that deserves to be met and we ought to do our very
best to write whatever is done in such a way that it does that job and
no more.

I was impressed by your remarks concerning the reimbursement of
hospitals by medicare. Would you regard the provision in the House
bill as being worse than what it is now F

Mr. SiMoNDs. Mr. Curtis, I think that when the reimbursement of
hospitals is changed in such a way as to say the Government money-
and I think this is the basic goal of some of the provisions-that the
institutions that are providing care can only recover their losses by
passing it through in the form of price changes to paying patients or
those who pay for them.

s2-.73-72-pt. 5-20
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Senator CURTIs. That is wrong and I don't like it: but what I mean
is there anything in this bill that the House sent over to us that makes
the situation worse than it is now?

Mr. SimoNDs. Section 232.
Senator CURTIS. You think that is not an improvement to our

present situation ?
Mr. SimONsDS. No, sir; I don't see how it would improve the situation.

It, would complicate it tremendously.
Senator CURTiS. In your remarks concerning the hospitals, would

that apply equally to the extended care facilities?
Mr. S MONDS. Yes, sir; I believe it could.
Senator CURTIS. This week I received a letter from a very fine indi-

vidual who manages an institution in Nebraska. They ar closing out
their extended care facilities because of the arbitrary procedure for
reimbursement on an item, I think, of $50,000. They have to accept
$37,000 and they cannot stand the $13,000 loss so they are just clos-
ing it.

We hear an awful lot about medical services in the rural areas and
I am concerned about it, too: but my first objective is to get the
Government to stop closing medical 'facilities and that is what is
happening in my State. They just hound little communities, nitl)ick
about one thing or another in their hospital. I imagine more patients.
or as high a percentage of patients, walk out, on their own streng th
as any other hospital. But they have lost sight of the fact that the
medicare was an act to help people meet the financial burdens of
illness and not to take over the licensing and running and supervision
of every hospital and every doctor in the country by the Federal
Government. But I don't think that message has ever gotten to Balti-
more..

Mr. GAGE.. Mr. Curtis, may I make a statement on that?
Senator CUwRT. Certainly.
Mr. GAGE. I think-there are several features in M.R. 1 that will help

that situation with the extended care groups. I think there is one that
would require a preliminary certifica tion of the availability of bene-
fits. At present, I understand that it is possible for an extended care
patient to be taken care of in a home and be discharged and then
the extended care facility would find out that person had already
exhausted his or her benefits and was not going to be paid. Occa-
sionally an extended care facility, I understand, is given assurance
that the coverage is available and they take care of the patient and
then they find out that something else had happened-the record
wasn't complete and, therefore, you wouldn't get paid.

Another thing that I think is a real problem with hospitals as well
as nursing homes and extended care facilities is the fact that occa-
sionally regulations are handed down that I think are beyond the
intent of Congress, that change a procedure.

We are facing now a proposed regulation by tie Secretary which
will require hospitals over 100 beds to use a departmentalized system
of accounting even if they haven't done it before. This is a regul nation.
Now, we have gone along all these years with this accounting system
trying to tighten it up and make it more effective and be able to comply
with the requirements; and now here comes a proposed regulation
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down the pike that will make a lot of hospitals change their account-
ing system.

Senator CURTIS. I-low much do you Sul)pose that is costing the Gov-
ernent for all these auditing activities and how much is it costing
the hospitals to defend themselves from it? And it is taking a lot of
money that could be used heal people?

Mr. GAGE. It will cost the hospitals a considerable amount of money
to have to change their accounting system to have to comply with this
proposed requirement.

HEW takes the position that if this happens it will save the Gov-
ernment a lot of money, and it may save the Government considerable
money-I have no way to know-but if it does save the program any
money it doesn't mean that the cost ivill be reduced. It will just mean
the Government will be paying less for that service and the hospital
will have to pick up whatever it does not collect now and pass it on
to the paying )atient. Changing a method of reimbursement does not
necessarily change the cost.

Senator CURTIS. That is all, Mr. Chairman.
Senator JORDAN. Some people when they speak of catastrophie ill-

ness think only of physical illness, the need for an artificial kid ney or
something like that. In your concept of catastrophic illness, would
you include mental illness ?

Mr. SI-MOxNDS. Mr. Jordan, I think that is a prol)lem which has been
approached in nyany States on quite a broad State-financed basis.
Usually in an acute care institution such as my own, this does not
present a particular problem if there is a )atient who has a psychosis
or some neurotic problem. A short-term treatment roughly compara-
ble to the surgical patient or medical patient usually is tle extent of
the care the patient receives in our institution.

However, a person who goes into prolonged care might well fall into
this category.

Your point, I think, is well talien that this might be an area we
ought to look into; it hadn't occurred to me prior to this time that
the mental patient might very likely be a person who would also fall
in this category.

Senator JORDAN. Thank you.
The CHAIRMAN. Senator Nelson?
Thank you, very-much.
I just want to add one thing to the record at this point-a letter that

I have been sending out to a great number of people who have been
writing me about section 232, indicating that we will definitely con-,
sider the points that you have raised.

Frankly, I think if the other hospital associations have done half as
good a job as you have of alerting their Senators to the l)roblem. in
section 232, you will get the relief you need from it.

(Letter referred to by the chairman follows:)
U.S. SENATE,

COMMITTEE E ON FINANCE,
Washington, D.O.

DEAR FRIEND: This is in reply to your recent letter recommending deletion of
Section 232 of H.R. 1, the Social Security Amendments of 1971. That provision, as
you know, would free States of the requirement that they reimburse hospitals
for care provided under Medicaid onwthe same basis as hospitals are reimbursed
under Medicare.
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Section 232 originated from a concern expressed some time ago by governors
that the Medicare formula was inappropriate for the States and resulted in ex-
eessive reimbursement to hospitals. The States pointed out that this tandem
relationship with Medicare reimbursement inhibited the development of payment
approaches designed to promote greater efficiency and economy in hospital
operations.

- To my mind, the change embodied In Section 232 was perhaps more appropri-
ate when first proposed than it is today. For example, the 2 percent allowance or
"bouns" previously paid on top of actual costs under Medicare, which the States
feared, has now been discontinued. That particular item was a special, costly
bone of contention which no longer obtains.

Similarly, other provisions in H.R. 1, relating to prohibition of Medicare pay-
ment to hospitals of costs which are unreasonable In relation to costs for com.
parable services In similar hospiitals should also hell) relieve some of the concern
over the Medicare formula which had been expressed by the States.

In view of the changes that have already been effected in the Medicare reim-
bursement formula, and the additional changes which would be made by other
provisions of H.R. 1, Section 232 would appear to have lost much of its signifl-
tiance. That being the case, and because of my confidence that no .Member of tie
Committee wants to deny hospitals full reimbursement of the reasonable eosts
of providing necessary care to Medicaid patients, it seems to me that the Fint tw'e
Committee would seriously consider deleting Section 232.

Again let me assure you that we are carefully reviewing the present necessity
for Section 232 in light of these changed circumstances.

Sincerely,
RUSSELL B. LoNo, Chairman.

Tle CHAIRMANA. IS Mr. ,ohn1 Pickens here? If he is not hore, w
will print his statement.

(The prepared statement and attael.luents of Mr. Pickens follow.
Hearing continues on p. 2548.)

STATEMENT OF JOiiN K. PICKENS, ON BEHALF OF THE AMERICAN NURSING H1o.ME
ASSOCIATION ON THE MEDICARE AND MEDICAID PROGHAMS

SUMMARY

I. ANHA supports Senator Long's Bill on catastrophic illness and recomnends
inclusion of skilled nursing homes and intermediate care facilities.

11. Amendment No. 823 to H.R. 1.
(a) Senator Bennett's proposal to establish Professional Stindards

Review Organizations (PSRO).
(b) PSROs should (1) insure that patients are placed in the least exi'n-

sive type of facility that can satisfy the patient's needs, (2) identify hivilities
that are meeting appropriate standards, (3) identify cases of excessive or
inadequate health services find take appropriate corrective, a-thin, ail
(4) work with all of the health pro)fessions and institutional pr~viider to
insure that health services are delivered efficiently and ec(macally.

(c) The American Nursing Ilome Association continues tio sulport Sen-
ator Bennett's amendment.

III. Discussion of H.R. 1 as passed by the House of Representatives.
Section 207-Int ntive4 for ('onprchensire ('arc Under Mediciid.--isizicn.

tires would he provided to discourage prolonged stays i institutions. S.lK-ific.ally.
there would be-

(1) An increase of 25 percent ( up to naximuii of 95 peremit) In the
Federal Medicaid matching percentage to States under contract with
ItMO's.

(2) A decrease in the Federal me(llcal assistance lwreentag by one-third
after the first 60 (ays (if care in a general or Tl4 hospital.

(3) A reduction in the Federal percentge by one-third after the first 60
days of care in a skilled nursing home unless the State establishes tlait it
has an effective utilization review program.

(4) A decrease in Federal matching by one-third afler 90 (lays of care
in a mental hospital and provison for no Federal matching after 275 addi-
tional days of such care during an individual's lifetime.

(5) Authority for the Secretary to compute a reasonable cost differential
for reimbursement between skilled nursing homes and intermediate care
facilities,



2529

Ih'gardhliss 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
deny any assistance. Estimates of the financial impact on 22 states are included
In the testimony.

There are Several existing or proposed controls on utilization which begin with
physician orders and a variety of systems already established by state agencies.
Anmleuiments to Title XIX, passed iy Congress ini 1967 effective in 1969, include
several controls: but the Secretary did not publish proposed regulations until
May of 1970 and linal regulations published only recently. II.R. 1, Sections 233,
237 and 238, provides for utilization review, advance approval of admissions
which (ouhl lie made applicable to Title XIX. and state health agency plans for
professional review of utilization. In addition, Senator Bennett's amendment
would greatly Iuprove controls. Utilization should be based on medical necessity
anti not by withholding federal funds, i-;wgardless of patient's needs. Section 207
should be deleted.

a. .srvcion 221: Limitation-on Federal Participation for Capital Exrpenditures
Federal programs support a high percentage of all long term care patients;

therefore, this limitatin amounts to "franchising." The Association is concerned
over lack of representation of all providers on the agencies and over the ability
of local and state planning agencies having the capability of making impartial
decision. ANIIA recommends that the Secretary's decisions be subject to judicial
review and that state and local agencies include representation of all providers
Oil aill eqluitabile basis.

b. Section 222: Prospcctive Reiunbursement Experiments
The Secretary has asked for authority to Implement desirable methods of re-

iilnursement as soon as they can be developed. ANITA sulports hIis request. The
bill does not provide that the experiments and demonstration projects should in--
elude financial incentives for providers as recommended by the staff of the Senate
Finance Comnmittee. An amendment is presented to include this clarification.

c. S'cetion 223: Limitations on Coveralge 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.

12) The bill authorizes providers to make excess charges after the Secretary
has intifledi the public but (toes not establish procedures which would require
tilt- Secretary to provide the notice when appropriate. Procedures should be
added to this section.

13) The decisions of the Secretary should be based on hearings and subject to
judicial review.
d. .'retion 225: Limit, on Skilled Nursing Home and lItermediate Care Facility

vosts

The average her dien costs for skilled nursing homes and intermediate care
facilities cuntable fo)r Federal financial participation under Medicaid would be
limited to 105 percent of such costs for the same quarter of the preceding year.

With respect to both skilled nursing homes and intermediate care facilities, the
Secretary is authorized to Increase the speciltied percentage limitation to take
account of Increases in per dlieni costs which result directly from increases in
the Federal minimum wage or from other changes in Federal law.

ANIIA recommends elimination of this as discrimination and unnecessary in
view of present controls. Most state rates have not been Increased to include
4 step increases in minimum wages and other costs. Phase II controls are more
effective.

e. S action 226: Paynients to Health Maintenance Organizations
Medicare beneficiaries could choose to have all covered care, except emergency

services, provi(ed by a health maintenance organization (HMO).
ANITA believes (etnitions and standards for LIMO's should be spelled out in

far more detail. ANHA oplses using funds generated from care of non-.Medicare
patients to expand benefits of Medicare patients its unfair and invalid.

f. Section 228: Advanced Approval of Extended Care and Home Health Coverage
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.
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g. Section 229: Authop-ity of Secretary to Terninate Payments
The Secretary should have authority to control abuses by terminating pay-

ments to abusers of the programs.

h. Section 233: Amount of Payments Where Customary Charges Are Less Than
Reasonable Costs

ANHIA supports this provision.
i. Section 234: Institutional Planning Under Medicare

Health institutions under the Medicare program would be required to have
a written plan reflecting an operating budget and a capital expenditure budget.

ANHA supports this with certain reservations and modifications.
j. Section 237: Utilization Reniew Requirements Under Medicaid

Hospitals and skilled nursing homes participating in the Medicaid and mater-
nal and child health programs would be required to have the same type of utiliza-
tion review committee with the same functions as are required in the Medicare
program.

ANHA supports this providing it is superseded by the Bennett Amendment
when PSRO's become fully effective.
k. Section 238: Notification of Unnecessary Admission to a Hospital or Extended,

Care Facility Under Medicare
If the utilization review committee of a hospital or extended care facility, in

its sample review of admissions, finds a case where institutionalization is no
longer necessary, payment would be cut off after 3 days. This provision parallels
the provision in present law under which long-stay cases are cut off after 3 days
when the utilization review committee determines that institutionalization is no
longer required.

ANITA supports this provision.
1. Section 241: Program for Determining Qualifications for Gertain Health Care

Personnel
The Secretary of Health, Education. and Welfare would be required to develop

and employ proficiency examinations to determine whether health care personnel,
not otherwise meeting specific formal criteria now included In Medicare regula-
tions, have sufficient training, experience, and professional competence to be
considered qualified personnel for purposes of the Medicare and Medicaid pro-
gram.

Affected career-area personnel would include practical nurses, therapists,
laboratory technicians and technologists, X-ray, technicians, psychiatric tech-
nicians, or other health care technicians.

ANHA supports this provision.
m. Section 242: Penalties for Fraudulent Acts and False Reporting Under Medi-

care and Medicaid
Present penalty provisions relating to the making of a false statement or rep-

resentation of a material fact in any application for Mediccare payments would
be broadened to include the soliciting, offering, or acceptance of kickbacks or
bribes, including the rebating of a portion of a fee or a charge for a patient
referral, by providers of health care services. The penalty for such acts, as well as
the acts currently subject to penalty under Medicare, would be imprisonment up
to one year, a fine of $10,000, or both. Similar penalty provisions would apply
under Medicaid.

Anyone who knowingly and willfully makes, or induces the making of, a false
statement of material fact with respect to the conditions and operation of a
health care facility or home health agency in order to secure Medicare or Medi-
caid certificiation of the facility or agency, would be guilty of a misdemeanor
punishable by up to 6 months' imprisonment, a fine of not more than $2,000, or
both.

ANHA supports this provision.
n. Section 248: Provider Reimbursement Review Board

The Senate Amendment to H.R. 17550 (Section 281) is far preferable to Section
243 as it allows class actions, among other things, if the amount equals $10.000
and was worked out by representatives of SSA, the Committee Staff and ANHA.
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o. Section 251: 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 therapist
was an employee. Many therapists in private practice would not accept the lower
level of payment and extended care facilities could not absorb the differences.
Adoption of this provision could eliminate participation of large numbers of
ECFs in the-program.
p. Section 254: Intermediate Care Facilities

House Amendment adopted in December, 1971, as Public Law 92-223.
ANHA believes present law should be amended to provide for two levels of

care, (1) a level with nursing service and (2) a level without nursing service.
State institutions should meet the same requirements as other providers. Supple-
nientation should be permitted.

q. Section 262: Medicare Fair Hearings
Fair hearings, held by Medicare carriers in response to disagreements over

amounts paid under supplementary medical insurance, would be conducted only
where the amount in controversy is $100 or more.

ANHA supports the Ribicoff Amendment reducing the amount in controversy to
$25. Hearing procedure should be spelled out in some detail as SSA has always
opposed a full administrative hearing.
r. Section 269:-'Riquirements for Nursing Home Administrators

States would-be permitted to provide under Medicaid for a permanent waiver
of a nursing home administrator who had been an administrator for more than 3
yea rs prior to July 1970.

ANHA opposes this. ANHA supported the Kennedy Amendment in 1967 pro-
riding for the licensure of Nursing Home Administrators. Almost all states have
had programs for licensure for the last 3 years which have contributed towards
upgrading-n-ursing-home administrators. Program should not now be weakened
or downgraded.

TV. Administrative and Judicial Review
ANHA supports full administrative and Judicial review.

STATEMENT

Mr. Chairman, and members of the Committee, I am John K. Pickens, Legisla-
tire Counsel of the Ameri &in Nursing Home Association.

The American Nursing Home Association is a federation of state associations
which represents some 7,000 long terni care facilities, with a bed capacity of over
400,000. Our Association membership includes both proprietary and non-pro-
prietary facilities located throughout the country. A substantial number of the
membership participates as providers of long term care under the Medicare and
Medicaid programs.

The Association appreciates this opportunity to appear before the Senate
Finance Committee. The testimony I will present is divided into four sections.
The first secton-wifH-e-the Association's wives on (1) Senator Long's Catas-
trophic Illness Bill and (2) a major amendment to H.R. 1, proposed by Senator
Bennett. I will then discuss those provisions of the bill as passed by the House
of Representatives that are of primary concern to the members of our Associa-
tion. The fourth section will be comments on desired changes that are not in-
cluded in H.R. 1.

I. CATASTROPHIC ILLNESS BILL FIRST PRIORITY

A. Senator Long's Bill
Senator Long's catastrophic Illness bill should receive immediate considera-

tion. The principal conditions which maim the elderly and bring on catastrophic
situations are heart disease, stroke, and cancer. There are many others. However,
we see no need for requiring 61 days of hospitalization prior to possible transfer
to an ECF. This, in our opinion, should depend on the condition of the patient.
Frequently, these catastrophic cases stabilize in the first 15 to 20 days and a less
intensive type facility than a hospital, such as an ECF or Skilled Nursing Home,
will suffice at far less cost. Then, at some point in many cases, a transfer to an
even lesser type -are facility than an ECF or Skilled Nursing Home, such as an
Intermediate Care Facility, may become feasible.
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B. Present Co-Insurance and Deductible Provisions Should be Changed
The present hospital and Post Hospital Extended Care services benefit struc-

ture under Medicare has contributed to the problemm of inappropriate use of
institutional services. At the present time, after the patient pays the deductible,
lie is entitled to 60 days of hospital benefits covering all applicable charges with-
out paying any further deductibles or insurance. After 60 days the patient
pays the daily insurance 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 (lays of hospital care. On tie other hand, after only 20 days in an
extended care facility the patient must pay a daily insurance until lie 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 keel) the patient in a hIosplital 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 (lays. The number
of allowable hospital and ECF days should be limited to 50 rather than the
present 90 and 100 days respectively. Additional days should be allowed for a
certified catastrophic illness under Senator Long's Bill.
C. Savings Through Use of Skilled Nursing Home Facilities

At the time of this Committee's hearings on National Health Insurance on
April 26, 1971, Senator Long asked the Department of Health, Education and
Welfare for estimates of costs if skilled nursing home benefits were added
to his catastrophic illness bill. We do not know whether the Department has
ever supplied these figures. We do know that for every extra dollar spent on
skilled nursing home care"$2.00 to $5.00 will be saved in reduced hospital
care.

II. AMENDMENT NO. 823 TO H.R. I (PEER REVIEW)

Amendment No. 823, proposed by Senator Bennett (originally referred to
the Committee on Finance on August 20, 1970) would materially alter present
systems of utilization review, which are intended to control unnecessary and
excessive usage of institutional care. The Professional Standards Review Orga-
nizations (PSRO). established under the amendment, also would suppleuient
6r replace other efforts to insure that only services necessary to proper health
care are provided; that those services are consistent with professional stand-
ards; and that, where appropriate, less costly alternative modes and sites of
health care are used. Mr. Bennett has explained his amendment to the Senate
on several occasions, and this Committee is very familiar with his amendment.

We have consistenly stated that improved, realistic, and innovative utilization
of the various forms of less costly institutions encompassed in the generic term
"nursing homes" 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
PSRO's 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 PSRO's should have tie ability to evaluate facilities in terms of standards
that are necessary to meet patient needs and inform the community on which
facilities are maintaining those standards.

ANHA would like the PSRO's to evaluate the patients' needs in terms of
health services ordered by the physician and provided by ancillary medical.
personnel, such as therapists, or by the facility. Where cases of excessive or
inadequate health care services are indentified, it is our hope that the PSRO's
will have the necessary respect of the health care community and the authority
to insure that appropriate corrective action is taken.

ANHA expects tha ,PSRO's will work with all of the medical professions and
institutional provide to insure that patients receive the appropriate medical
services through the most efficient, economical methods.

The health care delivery systems and the controls existing today are not getting
the job done. The American Nursing Home Association was one of the first
associations in the health care field to support Senator Bennett's amendment,
because we agree that responsible physicians, working closely with other health
professionals and institution administrators in the community through Profes-
sional Standrds Review Organizations, offer a real possibility for improvement.
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Section 207: Establishment of Invcntives for States To Emphasize Out iticnt
Care Under Medicaid Program

The proposal contains five (5) principle provisions:
(1) The Federal matching percentage for outpatient hospital services, clinic

services, and home health services would be Increased by 25% (up to a maximum
of 95% ).

(2) The Federal percentage after the first 60 days of care in a general or TB
hospital would be reduced by one-third.

(3) Tile Federal percentage after the first 60 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 all individual's lifetime except that the 0 day
period may be extended for an additional 60 days if a physician certifies that
the patient will benefit therapeutically from such an additional period of
hospitalization, 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 provisions Is to encourage states to use 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 effect will be the reduction of the Federal percentage after the
stated period, with no consideration of medical necessity. Regardless of any
savings that may accrue from the reduction of the use of higher cost services,
the added financial burden on states will force the use of lower cost sprvi.es
or the complete denial of benefits when "skilled nursing home services" are
medically necessary.

At page 165 of the Special Analysis of the 1973 Budget prepared by the
Bureau of "Management and Budget, in exiiaining the decrease in Medicaid
outlays in connection with Section 207 of H.R. 1, it states as follows:

"In an effort to promote the use of less costly ambulatory and preventive
care, legislation has been proposed to linit Federal matching for care pro-
vided in nursing homes and mental hospitals tM that needed for active
treatment, and to institute cost-sharing provisions for care provided in
general hospitals."

I submit that if this is the real purpose of Section 207, the Bennett amend-
nient along with medical audit and review is the most effective answer rather
than a meat axe approach which will create real hardships.

The financial Impact on states as a result of the proposal Is difficult to obtain,
but estimates from a few states were obtained last year when the prol)osal was a
cutback to 90 nursing home days, not 60 days as now proposed. Consequently
these estimates are far too low and out of date.

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

1971
$4, 000. 00
20, 000, 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

1 , 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
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We would like to call the Coumittee'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 tile
program, classification of patients into various levels of care categories, utiliza-
tion review programs, etc.

The 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 the case
of individuals who are eligible therefore under the state plan) need for care
in a mental hospital, a written plan of care, and, where applicable, a plan of
rehabilitation prior to admission to a skilled nursing home. . . ." These 1967
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 desirability of the continued placement of the patients, and the
feasibility of meeting their health needs through alternative institutional or
noninstitutional services. Tentative regulations to implement these requirements
were not published by the Secretary until May 16, 1970, and final reghlations
were only recently adopted. Enforcement of these existing legislative require-
ments should accomplish a major part of the stated intent of the proposed sec-
tion 207.

H.R. 1 and proposed amendments already bfeore the Committee include othor
provisions Intended to control utilization.

Section 237, if adopted, would require the ame or similar utilization i'evlew
procedures under Medicaid that are presently required under Medicare. Section
228 provides procedures for advance approval of Extended Care and ltomie
Health Coverage under Medicare. This procedure could be extended to skilled
nursing home admissions of patients being discharged from hospitals. Section
239 requires State Health Agencies to establish a plan for review by profe.s.ioma
health personnel of the appropriateness and quality of care and services under
the Medicaid and Maternal and Child Health programs.

Amendment No. 823 to H.R. 1 proposed by Senator Bennett to establish Pro-
fessional Standards Review Organizations would greatly improve present meth-
ods of determining the medical necessity of institutional care.

The existing procedures if carried out, the existing legislation if enforced, the
various proposals in H.R. 1, and Senator Bennett's PSRO amendment should
control utilization of the more expensive institutional care services through the
exercise of professional judgment on medical necessity. Section 207 would with-
hold Federal funds without consideration of patients' need.s.

As Senator Bennett pointed out in a speech on the floor of the Senate on Janu-
ary 25, 1972, the PSRO has become a working reality in states such as New
Mexico, Colorado and Georgia. In one state, after a personal evaluation of each
patient. it was found that a sizeable percentage of Medicaid patients were not in
need of Institutionalized care and in another state Medicaid average length of
stays in hospitals have been reduced by more than one full day.

The approach of the Bennett amendment Is not only fairer, and will ensure
that the proper patient receives the proper care, but in the long run will save
more money.

Is it fair or even humane, to arbitrarily provide that a bedfast patient has to
be moved out of a hospital or skilled nursing home on the 61xt (lay, otherwise the
Federal matching funds will be cut, and a patient who does not need the care
and should not be receiving institutional care is allowed to remain for even 60
days?

The American Nursing Home Association recommends that Section 207 be
deleted.

DISCUSSION OF PROVISIONS OF H.R. 1 AS PASSED BY THE HOUSE OF REPRESENTATIVES

Section 221-Limitation on Federal Partiipation for Capital Expenditures
The proposal limits Federal payhnents to Institutions when capital expenditudes

are disapproved by planning agencies. This provision, when applied to the field
of long term institutional care, has a much greater potential effect than when
applied to other types of facilities. The Federal programs (Titles XVIII and



2535

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 tile proposed disallowance of capital related expen-
ditures in computing the reimbursement is an indirect form of "franchise," since
relatively few facilities can operate without participating in the federally sup.
ported programs.

The members of ANHA are deeply concerned that the planning agencies,
which,-in effect, will function as franchise 'boards, will have almost unlimited
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
expenditure proposals to satisfy a particular need in an area. There are an
almost unlimited 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.L. 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.

During hearings in October, 1969, the Department of Health, Education, and
Welfare provided the House Ways and Means Committee the following informa-
tion:

The Comprehensive Health Planning Program is still in a developmental
and organizational stage. State agencies have been established in all 50
states, the District of Columbia, and 5 territories. On the areawide level, 106
planning agencies, servicing slightly more than half the population of our
nation, are receiving federal grants; 10 of such agencies are currently opera-
tional. 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 r-ecommend that the decisions of the
Secretary be subject to judicial review. The American Nursing Home Associa-
tion also recommends that the planning agencies, both state and local, include
representation of all providers on an equitable basis.
Section 222-Prospective Reinbitrsement Expcriments and Demonstration Proj.

ects To Develop Incentives for Economy in 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 "reason-
able cost" concept. The fact that the proposal broadens the existing authority of
the Secretary to experiment with payment programs and directs the Depart-
ment to conduct demonstration projects is a step in the right direction. However,
the wide acceptance of tile fact that the present "reasonable cost" reimbursement
concept has already demonstrated its shortcomings indicates the need for more
rapid changes than the House-passed bill permits.

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. The 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 sug-
gested in our amendments In Appendix A that the Secretary be authorized to
enter into experiments with such trte incentive factors.

Section $22-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 the efficient delivery of needed health services"
appears to expand and clarify the authority that 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
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incurred by other facilities in the area. The expansion of this authority to
establish limits on specific items or services, will be interpreted as a legis-
lative "mandate" rather than "authorization." The cost of making the neces-
sary determinations on the many cost factors Involved will add to the already
prohibitive cost of administering the program. The often mentioned "audit over-
kill" will be perpetuated and expand(l.

The American Nursing Home Association accepts the concept that the pro-
gram should not pay for all costs sImply because they have been incurred, but
establishing maximums on total costs will provide an adequate control.

The proposed amendments do not mention whether the Secretary has authority
to establish the limits retroactively. Our experience indicates that if the author-
ity is not limited, the Secretary will advise facilities that expenses incurred
several years in the past will be disallowed and retroactive adjustments re-
quired. The reports of the Committee on Ways and Means on H.R. 1 early
states that the authority would be exercised on a prospective basis. The pro-
posed section should be amended to require the Secretary to advise the facility
of any limits on costs prior to the tine 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 dissatisfied 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 in accordance with the original intent that
the right of the beneficiary to free choice of institution is guaranteed. How-
ever, the present wording permits til 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 can apply for
authority to make the excess charge and time limits during which the Secretary
must act on the application and provide the public notice.

The section requires that the amount of payment due a provider be reduced
to the extent that such payment plus the excess charges exceed the cost actually-
incurred.A provider can impose excess charges only to the extent that the actual costs
experienced in the second fiscal year preceding the fiscal period whenthe charges
are made exceed the limit set by the Secretary. In addition, the excess charges
cannot exceed the customary charge: the Secretary must advise the public of
the excess charge; and the provider must notify the patient in accordance with
regulations to be published. These conditions which must be met before the
excess can be made would be adequate protection of the patient without the addi-
tional expense of redetermining the actual cost during the period the services
were provided and making the proposed reduction.
Section .25-Ltmnits on Payment for Skilled Nursing Home and Intermediate (are

Facility Services
The average per diem costs for. skilled nursing homes and intermediate care

facilities countable for Federal financial participation under Medicaid would
be limited to 105 percent of such costs for the same quarter of the preceding
year.

With respect to both skilled nursing homes and intermediate care facilities,
the Secretary is authorized to increase the specified percentage limitation to.
take account of increases in per diem costs which result directly from increases
in the Federal minimum wage or from other changes in Federal law.

This provision inserted in the House Bill by the Administration is unrealistic
and unfair. During the 4-year period February 1, I9Mh to February 1. 1972. nurs-
Ing homes (and hospitals) have been required to increase their minimum wages
15 cents an hour each year for a total of 60 cents an hour. Increases in the
minimum wage always automatically result In similar or larger increases in the
wages of employees above the minimum.

During this 4-year period no state has increased nursing home rates to provid-
ers to cover this 600 plus increase in the hourly rate. In fact many states have
decreased or cut nursing home rates during one or more years during this 4-year
period.
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It is unfair to freeze nursing home rates at 5% increase when (1) the increases
In mininium wages of tK0o an hour and (2) increases in other costs brought about
by inflation and other causes have not been provided for. It is discriminatory
to force a 5% freeze on nursing homes and not on other providers.

On August 16, 1971, since the passage of H.R. 1 by the House, a freeze on all
increases in rates has been instituted. In addition to the establishment of a Cost
of Living Council and a Wage and Price Board, a Health Services Industry
Committee has been appointed which came up with guidelines for increases in
the health industry. The White House has also announced that control of health
care costs may well be continued long after controls are taken off of the rest
of the economy. Section 205 is not only confiscatory, unfair and discriminatory
but is not needed.

Section 226-1'ayitcnt to Health Maintenwace Organizations
Medicare beneficiaries could choose to have all covered care, except emer-

gency services, provided by a health maintenance organization (HMO.) HMO's
are defined as public or private organizations which-

(1) provide, directly or through arrangements with others, health services to
enrolled individuals on a per capita prepayment basis;

(2) provide to enrolled individuals, either directly or through arrangements
with others and through qualified providers of services, all of the services and
benefits covered under parts A and B of Title XVIII;

(3) provide physicians' services directly through physicians who are either
employees or partners of the organization or under arrangements with one or
more groups of physicians organized on a group or individual practice basis which
is (or are) reimbursed for services primarily on the basis of an aggregate fixed
suin or on a per capita basis, regardless of whether the individual physicians in
any such group are paid on a fee-for-service or individual practice basis;

(4) demonstrate to the satisfaction of the Secretary proof of financial respon-
sibility and capability to provide comprehensive health care services (including
institutional services) efficiently, effectively, and economically;

(5) subject to the provision of the new section 1876(h), have enrolled members
at least half of whom are under age 65;

(6) assure that the health services required by its members are received
promptly and appropriately and that the services received measure up to quality
standards which it establishes under regulations prescribed by the Secretary;
and

(7) have an open enrollment period at least once every year under which they
accept eligible individuals, without restrictions, except as may be provided in
regulations, on a first-come first-accepted basis up to the limit of their capacity.

The Department of Health, Education, and Welfare would contract with such
organizations, and would reimburse them on a monthly per capita basis at a rate
equivalent to 95 percent of the estimated per capita costs of Medicare beneficiaries
in the area who are not enrolled in such organizations. Profits accruing to the
organization, beyond its retention rate for non-,Medicare members, would be
passed on to the Medicare enrollees in the form of expanded benefits.

ANHA endorses the concept of Health Maintenance Organizations but ex-
presses grave concern in two areas. First, the defintion and standards concern-
ing HMO are not spelled out and leave everything to regulations with the results
as in Medicare the intent of Congress may well be thwarted.

We fear that without more consideration and an attempt to solve the problems
of Medicare and Medicaid this is being sold as a panacea to cure all health care
ills just as Title XIX was sold to cure the problems in Kerr-Mills and Medicare
was sold as the ultimate solution to the health care problems of the elderly.
Without more consideration and refinement, HMO's in three years will be right
where Medicare was in the same length of time.

Secondly, profits accruing to an HMO, beyond its retention rate for non-
Medicare members would be passed on to Medicare enrollees in the form of
expanded benefits. This is not only unfair to non-Medicare patients but would
be invalid. This allows the I)epartment to pass on part of Medicare expense to
non-Medicare patients. Congress prohibited this in Section 1861(v) (1) (A) of
Public Law 89-97. Despite this SSA has passed on Medicare expenses to non-
Medicare patients by its refusal to pay full "reasonable costs" or its share of
the cost of Utilization Review, preparation of cost statements and many other
areas.
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Section 228: Advance Approral of Extenided Care and Home Health Coverage
under Medicare Program.

The section established procedures 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 Department'.s definitions of medical eligibility, have resulted
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 reim-
bursement. 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
lennett, will insure that patients are placed in institutions providing the level

of care approprate to their medical need..
ANHA recommends the adoption of Section 228. We believe the proposal

should apply to the Medicare program as well. 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 229: Authority of Secretary to Terminate Payments to Suppliers of
Services

The section permits the Secretary to discontinue payments to providers that
abuse the program. The American Nursing Home Association has consistently
stated that individuals and institutional providers which abuse the progrant
should be identified and their participation in the program terminated. If this
approach to the problem of abuse had been rigorously followed rather than the
common practice of publishing more regulations, which usually results in oner-
ous burdens and administrative costs, the patients, the provider and the program
would 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 con-
fusion 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."'
The same amendment should be made on page 113, line 19.
Section 233: 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

changes. The American Nursing Home Association has no objections to limiting
payments to Extended Care Facilities under Title XVIII or Skilled Nursing
Homes under Title XIX to customary charges established by the owners or
administrators for private paying patients for similar services. The bill should
be amended to clarify that rates established by governmental programs are not
considered customary charges.
Section 234: 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 requir-
ing approval of capital expenditures, is clear; and, although it is contrary to
some of the basic principles of the free enterprise system, the American Nursing
Home Association and its members understand the rationale underlying the
proposal. The Association also recognizes the desirability of any business enter-
prise operating under modern management principles having a financial budget
including both operating and capital expenditures. However, we seriously ques-
tion the advisability of requiring a facility to have a financial plan as a condi-
tion of participation in Medicare.

A financial plan is a highly sensitive document in any business, and the
revelation of its contents could have adverse effects. The enforcement of the
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
investments and loans are kept confidential until final commitments are made.
It would be unusual that a three-year capital expenditure budget could indicate
the specific sources of funds. Companies which rely on public sales of stock
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may be restricted by Security and Exchange Commission rules from making
financial plans available for inspection 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 management practice of developing financial plans. ANHA recom-
mends that Section 234 be deleted.
Section 237: Utilization Review Requirements for Hospitals and Skilled Nursing

Homes Under Medicaid and Maternal and Child Health Programs.
The proposal to require the same or similar utilization review requirements

for "skilled nursing homes" under Title XIX as that required by Title XVIII
Is supported by the American Nursing Home Association. Many states are already
requiring utilization review, and large numbers of nursing homes have estab-
lished utilization review teams voluntarily. 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 hope that Senator Bennett's amendment is adopted and support Section 237
as an interim step to assure the appropriate placement of patients and the pro-
vision of institutional health care in accordance with each patient's medical
needs.
Section 2038: 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-

mines that a patient does not need the services being provided and that payment
be terminated. Utilization Review programs in Extended 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 Home Association recommends the adoption of Section
238, with the additional recommendation that the section be applicable to the in-
stitutional providers under the Ttitle XIX program.
Section 251: Physical Therapy Services under the Medicare Program,

The American Nursing Home Association is concerned particularly with the
proposed 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 nor-
mally 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 from his office practice.

Limiting reimbursement to the Extended Care Facility to the salary level of
an employed therapist rather than reasonable charges will result in the facility
absorbing the difference or reducing the payment of the therapist. A reduction in
payment to the therapist would result in the therapist terminating the arrange-
iment with the facility. The Extended Care Facility would be unable to obtain
therapy services for its patients and would be unable to continue in the program.
Adoption of this particular provision of Section 251 probably will elminate the
participation of large numbers of Extended Care Facilities In the Medicare
program.
Section 254: Inclusion Under Medicaid of Care in Intermediate Care Facilities

Provisions of this section with some modifications were accomplished by the
passage of P.L. 92-223 on December 28, 1971 and subsequently signed by the
President. The principle provisions of P.L. 92-223 came from Section 254 in H.R. 1.
ANHA supported the intermediate care amendments adopted in 1964. It is our be-
lief that the Senate Finance Committee in adopting the amendment in 1967 in-
tended that nursing service would be required in Intermediate Care Facilities.
The Medical Services Administration of HEW promulgated regulations in August
1968 which required that the state plan provide for a level of care in Intermediate
('are Facilities which provided nursing service by a licensed practical nurse. If
the state plan provided for a level of care with nursing service, then the state
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should provide for another level of care without nursing service. Sometime there-
aifter, the MSA issued another set of regulations In which they left the entire mat-
ler up to the states. As a result of this, several states have adoped the Interme-
iate Care program without requiring any nursing service. In many instances

these states have transferred large numbers of patients from skilled nursing serv-
ice. to Intermediate Care Facilities which have no nursing service.

ANHA strongly believes that P.L. I92-223 should be amended to provide (1)
a class or level of care which requires at least the presence on the day shift
of a licensed practical or a licensed vocational nurse, and (2) one or uere levels
of care which do not require nursing service. If two levels of care are provided
without nursing service, in addition to the level of care with nursing service.
it is our belief that the lower level of care without nursing care should allow
supplementation by the family or friend.

IV. ADMINISTRATION AND JUDICIARY REVIEW

Adin inistra tive Review
Section 243: Proridcr Reimbursemnent Rerciew Board.

We believe that the Provider Reimursement Appeals Board established by
Section 281 of H.R. 17550 should be substituted for Section 243 of H.R. 1.
That section was worked out in conferences between representatives of the Bu-
reau of Health Insurance, Senate Finance Committee staff and representatives
of the American Nursing Home Association at the direction of the Senate Finance
Committee.

It provides for an appeal where a )rovider is dissatisfied with the final deter-
mination of the fiscal intermediary, or where the provider has been unable to
obtain such a determination within 90 days of filing the required cost reports.
That section also allows the filing of the class actions by groups of providers
providing the total amount In controversy aggregates $10,0 or more.

The prolsion in H.R. 1 does not cure the problem where the provider is
unable to obtain a final deterinintation from the fiscal intermediary, nor does
H.R. 1 provide for class actions. H.R. I requires, that a provider must have a
claim in the amount of $10,000 or more. A great deal of thought and effort went
into tile Senate amendment and it does not seem that this p)-ovision should now
be lightly tossed out in favor of section 243 of H.R. 1 which meets few of the
problems and does not give the provider adequate administrative review.
Judicial Review

Medicare
Medicare Is the only major governmnr program where government is regu-

lating an industry or field (and also procuring all of government's requirements
from the provider thatit is regulating) where the rules, regulations or other
actions of the government agency is not subject to administrative or Judicial
review.

In Aquairella v. Finch (tihe Glen Oaks Case). 306 F.Supp. 860, 863. W.D. N.Y..
169), Judge Henderson, June 30. 1969. the Court held that a "provider" of
setwices under the Medicare Act can bring an action for Judicial review of a
determination of the Secretary in two instances ONLY, (1) where the Secretary
determines that the provider is not eligible to participate in the Medicare
program, and (2) where the Secretary terminates the provider's contact and
holds the provider not to be further eligible. To the same effect are several other
Federal court decisions.

The Medicare Act requires that in promulgating regulations (1) that the
Secretary (a) consult with national organizations and (b) refer the proposed
regulations 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.
However, during the past 3 years, over 1,000 stute agency letters, intermediary
letters and other instructions, written and oral, have been promulgated, dras-
tically modifying the "Conditions of Participation and Principles of Payment,"
and with few exceptions, they have not been Issued lursuant to the due process
requirements of the Medicare Act or the Administrative Procedure Act.
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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 ad(d to such arbitrary
action, countless important changes and amendments were made retroactive for
periods In excess of two years.

By contrast, actions of the Defense Department adversely affecting a govern-
ment Supplier are subject to review by the Armed Forces Board 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 the extent that the
department of Health, Education and Welfare and the Social Security Adminis-
tration d(. Yet it has a review process. Inl addition, it should be noted that the
Medicare Act gives the Secretary more discretionary lxwer to issue rules and
regulations than in almost any other piece of Federal legislation. Certainly, some
review of his actions should be allowed, especially since lie has delegated so
niuch of his authority to the Social Security Administration as well as to the
various divisions of the l)epartnient such as the Medical Services Adniinistra-
tion and others.
Judicial Rcticw Allowcd Under State Wclfare Acts

The Administrative Procedure Act of almost every state allows judicial re-
view 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 IV. Wiiams,A-dminitrator of the
Health and Welfare Agency of California, Cal. App. 2d, March 24, 1970, held that
a provider in California could sue the state where the state agency had not fol-
lowed procedural due process In fixing reimbursement rates for nursing homes.

In Catholic Medical Clenter of Brooklyn, v. Rockefeller, (U.S.D.C.E.D.N.Y.).
No. 69-C-441. 305 F. Sulip. 1268 (1969), a three judge statutory composed court
(required because constitutionalty 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 hi conflict with Title XIX of the
Social Security Act as amended.

Judicial Rlericw Allowed Under Title XIX
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
act Ion Is not discouraged.

When ANHA prolmsed In 1970 that Medicare providers should be accorded
judicial review as all other government providers are and no longer be treated
as second class citizens, HEW raised the time worn arguments that are always
raised when it Is suggested no government offices or agency should possess
unlimited power without the courts looking over their shoulders.

These two arguments of HEW against full judlicial review are that (1) there
is no provision for administrative review therefore judicial review cannot be
granted and (2) this will open the floodgates of litigation and clog the Federal
courts. As to the first argument. an ndmniistrative review mechanism in Section
21 of HR. 17550 has now been worked out which should be substituted for Sec-
tion 243 of H.R. 1. When lsonone used tile argument of "opening of the flood-
gates of litigation" on Mr. Justice Oliver Wendell Holmes. lie retorted that this
did not impress him as it would not haplpn as long as the Supreme Court sat.
and In any event, that was the reason he was there.

To say that providers, by class actions or otherwise. having controversies of
$10.000 or more is going to clog the courts. when every welfare recipient has tile
right to judicial review is a little ridiculous.

Many of the arbitrary regulations under ,Medicare could have been corrected
in the first two years of the Act had judicial review been provided for. Attached
hereto as Appendix B is a copy of the Federal Courts Decision in ,Sowell v. Rich-
ardson rejecting SSA's regulations on non-covered care. The Federal Courts can
1e a gre-it aid to tihe Congress in assuring that Medicare beneficiaries obtain the
benefit Congress In assuring that Medicare beneficiaries obtain the benefit Con-
gress Intended then to have and at the same time assure fair treatment of tile
providers.

Accordingly, we propose that direct suits against the Secretary he allowed to
be brought in the United States District Court where the facility or provider Is

72-573$--72--pt. 5---21
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located or in the United States District Court In the District of Columbia and
where the amount of the claim or class action is $10,000 or more and has been
pending for 90 days. (See Appendix A for the suggested amendment to the Social
Security Act.)
Rule Making-Hearitgs on the Record

In general, rule making Is a major aspect of the total government process,. .
The fact that it is a function of the administrative branch of government (loes 1or
alter the fact that rules and regulations are law. Therefore, rule nakiig sh ,uld
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 categorizatlon mider which less substantive rules umay lie adopted
through a relatively simple process. Rule making involving iliore substantive fiac-
tors such Us prolierty rights should.require processes which provide greater opl'r-
tunity for presentation of facts and a more formal record of the prov.ess. The rule
maki,'g implementing the Medicare program has been less than satisfactory.

The record of the adoption of the rules on reasonablee cost" Is an exInille. In
almost every instance where the local, state or federal government tiles a rate.
other than a negotiated rate, for which the government or the public has to pay fo r
a service or commodity, the rate is required to be fixed after a public learing on
tih record.

This is true in connection with public utility rates, railroad, bus and trucking
rates. airline fares, stocklyard rates and many others. In fact. It was t he hearings
on stockyard rates that produced the decisions (if the United States Sulriemne
Court in the four Uorgan (',fcs which became the foundation for the Federal
Administrative Procedure Act.

Time Iedicare Act does noit require a hearing Ii connection with the develop-
ment of the "reasonable cost" formula. It requires that it lie reviewed by the
Health Insurance Benefits Advisory Council. However. IIIBAC avails Itself of
the IIEW Staff and utilizes the IIEW General-Counsel's office for legal and other
advice so tlmt it is not wholly independent of the Secretary. When IIIBAC made
its recimunienditlon for the first reasonable cost formula. it relied in part on tlhe
then General Counsel and staff who advlsedl that the law did not allhw a return
on investment or cost of capitol factor for proprietary extended care facilities.
This ()pinion was contrary to all professional legal and a ounting advice includ-
hiu the opinion of the General Accounting Office later obtained by the Senate
Finance Committee in a report dated May 24. 1966. The minutes of tHIBAC were
restricted and no one knows for certain what facts or factors 111AC or the
Secretary relied upon In approving the reasonable cost formula develi)ped by the
IIEV staff members (tht same staff members that advised IIIBAC).

A large number of formulas for reimbursement by states under Title XIX
require that the rate to lie fixed after notice and hearing. This I% tie only fair.
reasonable and legal approach. Otherwise there is no reasonable opportunity to
form a record on the basis of which a reasonable rate can e fixed. There I,. no-
adequate means of questioning the facts or factors (whieh are unknown) con.
sih(,red by the HIW staff In the rate which they reconmiend to the Secretatry
This is contrary to American Administrative Law principles of fairness.

The American Nursing 1lofne Association recommends that rule making on
Section 1861 of the Social Security Act include adequate notice, opportunity
for hearing and participation by providers and other affected parties. (See
Appendix A for a suggested amendment to the Social Secnrity Act.)
Definition of "spefl of illness" under medicare

Section 1801(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 1861(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 sick persons." Although
Congress specifically defined an "extended care facility" for the purposes
of "spell of illness," the Social Security Administration had radically altered
the Congressional definition, in effect preventing many thousands of bene-
ficiaries from ever ending a spell of illness, or really ever having a second
coverage under Medicare.



2543

The Social Security Administration has done this by defining an "extended
care facility" as a facility which is under supervision of a licensed practical
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 illus-
trate 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.
lk can get around, but he needs'someone to make sure that he eats his meals
and takes his. medicine. Patient A has a severe heart attack. He enters the
hospital for 90 days. He is then transferred to an "extended care facility" for
14M) days. He returns to the custodial home, the retirement home, his original
li(int of origin, where he has lived for 2 years. He can never again become
eligible for medicare benefits under letter No. 65 because there is 8 hours a
day of "nursing service" available in that retirement home. This residential
care home is considered by the Social Security Administration to be an

,.vxh-ndo,( .are facility solely for the purpose of not breaking his "spell of
fll ss."' or granting him another benefit period. In effect, if he falls down
the stairs 6 months later and breaks a leg, it is just too bad. le is not possibly
covered again under these conditions.

State agency letter No. 65 makes one's Medicare benefits hinge on his
statii1 in life or on the circumstances under which he is living at the time
h- enters the hospital. The result is that the individual who needs Medicare
benefits the most is denied them. (See Appendix A for suggested amendments
to II.' Sli :'iSil Security Act.)

This concludes our testimony, Mr. Chairman. We thank you and the mem-
bers of the Committee for the opportunity of presenting the views and recom-
niewdations of the American Nursing Home Association.

APPENDix A

ANIIA's: PROiOSED AMENDMENTS TO TITLE XVIII OF THE SOCIAl. SECURITY ACT AS
AMENDED

(Public Law 89-97 as amended)

1. Amend Section 402' of the Social Security Act as amended to give the
S4.-retary broader authority to experiment with true incentive plans in connec-
tion with the reimbursement of extended care facilities by adding a new Sec-
liot 402(d) at the end of the Section 402(c), striking out the period and insert-
ing at 'o1inu and the word "or."

"(41 Under a plan developed tnder Title XVIII or Title XIX of such Act,
and which are selected by the Secretary in accordance with regulations es-
taliblished by the Secretary, could be reimbursed or joaid in any manner mutual-
ly a greed upon by the Secretary and the extended care facility."

"Tiw method of lItyinent of reimbursement to post hospital extended ('are fa-
e.litivs, whether on the basis of a state, region, fiscal intermediary or facility
4r a portion thereof,' which may be applied in such experiments shall be such
us the Secretary may select and may be based on charges, costs, a flat rate or a
uiegootiated rate, or any other concept, adjusted by incentive factors, which may
rewa rd the provider by sharing the savings of costs or projected cost, increases or
lIrinjetted increases of costs or by the )ayment of a fixed fee or some other method
tund may include spcific incentive payments or reduction of payments for the
lierformance of specific actions but in any case shall be such as he determines may,
Il hromgh experiment, be demonstrated to have the effect of increasing the efficiency
and economy, or either, of health services through the creation of additional iin-
centives 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 serv-
Ices whose claims, directly or indirectly, under any section of Title XVIII

'Technically, the underlined part Is an amendment to 42 U.S.C., See. 1895(b) (1) (a).
This pariaraph (as unamendd) wag enacted as a part of the Social Security Amendments
of 1967 (Public Law 00-248, Title IV, See. 402(a)) and not as a part of the social Security-
Act.
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(whether it be for benefits denied any individual under Part A or Part B for
which such provider has furnished care or services 6r for other reimburse-
ment, including but not limited to the cost of administering such title or both)
aggregates $10,000 provided such claim has remained unpaid by the fiscal Inter-
mediary or by the Secretary for a period of ninety (90) (lays shall be entitled
to bring an action against the Secretary tinder Section 1331 of Title 28 of the
Judicial Code of the United States without further exhausting available adininis-
trative 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. 4ir
the United States D)istrict Court for the District of Columbia, and service of
Irocess on a -Regional Director of the departmentt of Health, Education, and
Welfare shall be considered service oi the Secretary."

III. Amend Seetion 1812(a) (1) and (2) regarding "Scope of Benefits" to re-
duce hospital (lays and extended care (lays to 50 days and to read as follows:

"See. 1812. (a) The benefits provided to an individual by the insurance pro-
grait under this part shall consist of entitlenient to have payment made on his
behalf (subject to the provisions of this part) for-

"(1) inlitient hospital services for up to 5O (lays during any spell of
illness,

"(2) post-hospital extended care services for ul) to 50 days during any
spellI of illness."

IV. Amend Section 1812 to provide for an additional 5-( lays of hospital or
extended care, for a catastrophic illness or new diagnosis by adding a new para-
graph (g) to read as follows:

"1812(g) Notwithstanding any other provisions of this title, inpatient hos-
l)ital -ervices for up to an additional 50 days and post-hospital extended care
services for up to an additional 50 (lays shall be allowed for a catastrophic
illness or for a new diagnosis that developed or was discovered for the first
time in the hospital or extende(l care facility provided such a finding has been
made or (.onfirlned by the physician members'of the Committee or group, as de-
scribed in Section 1861(k)."

V. Amend Section 1861 (a) (2) in regard to "Spell of Illness" to require a
90-day period in which they were neither an inpatient in a hospital or extended
care facility and giving the term "extended care facility" the same ineaning as it
has in the remainder of the Medicare Act.

"(2) ending with the close of the first period of 90 conesecutire days there-
after on each of which he is neither an inpatient of a hospital nor an inpatient
of an extended care facility under 'itle XII.

(b) Amend the last paragraph of section 1861 (j) by deleting the phrase in
parenthesis and the sentence after subparagraph (10) as follows: "(other than
for the purposes bf 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 1862 (a) to provide for a further definition of custodial
care by Congress by adding the following to Section 1862(a) (9) and tile fol-
lowing 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 c4pnstitute any of tile follow-
ing: (1) observation an assessment of total needs of the patient or (2) plan-
ning, organization and management of a treatment l)lan 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 thit are primnariy
organic and nenological 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
promulgated by the Secretary pursuant to the provisions of Section 1861 shall
not become effective unless and until adequate notice, opportunity for hearing
and participation by providers or other affected parties is provided."
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APPENDIX B

26,215 INTENT OF MEDICARE LAw-APPLICATION OF CUSTODIAL CARE
EXCLUSION TO ECF SERVICES

Charlie D. Sowell, Administrator of the Estate of Myrtie TV. Soweli, Deceased
v. Richardson, U.S. District Court, District of South Carolina, Florence Division,
Civil No. 70-583, filed Nov. 19, 1970.

Noncovereb care In ECF-Intent of Congress-Requirement that ECF stay
be related to prior inpatient hospital stay.-The legislation that created the
Medicare law is remedial and shoul(l be liberally construed to effectuate its pur-
pose of insuring that adequate medical care be made available throughout tile
country, and neither the courts nor the Secretary should, in tile interest of mini-
mizing costs, interpret the law in such a way as to frustrate its purpose. Accord-
ingly, a decision of the Secretary denying benefits for an ECF stay on the grounds
that the conditions treated in the ECI were not related to those for which the
patient was hospitalized, and that skilled nursing services were not required,
Is reversed. Every aspect of the patient's condition must be considered in deter-
mining whether the services are covered or not, and not just the services actually
rendered. Therefore, where the beneficiary's general condition was such that she
required skilled nursing care-she was dying of terminal cancer, complicated
by diabetes and emphysema, when admitted to the hospital, but the immediate
cause of her hospital admittance was an attack of dyspnea not actually treated
in the ECF-and a letter from her doctor stated that she had been prematurely
discharged from the hospital and that she required constant care, she could not
lie denied benefits under the custodial care exclusion. Back references: 1309,
4115.

[TEXT OF DECISION]

HEMPIJILL, District Judge: This action was instituted by Charles D. Sowell as
the Administrator of tihe estate of his deceased wife, Myrtle W. Sowell, for hos-
pital insurance benefits provided in Section 1812 of the Social Security Act
(hereinafter referred to as "the Act") (42 U.S.C. 1395d).

Section 1869(b) of the Act (42 U.S.C. 1395ff(b) ) lpro-vi(les for judicial review
of the final decision of the Secretary of the Department of Health, Education,
and Welfare (hereinafter referred to as "the Secretary") when the amount of
hospital insurance benefits in controversy is $1,000 or more. The final decision of
the Secretary In this case consists of a decision rendered by a Hearing Examiner
in the Bureau of Hearings and Appeals in the Social Security Administration.
Department of Health, Education, and Welfare on'March 6, 1970. as affirmed
by the Appeals Council of this Administration on May 8, 1970. This decision held
that the plaintiff's deceased wife, Myrtie Sowell, was not entitled to have hos-
pital insurance benefits paid on her behalf to the Hartsville Convalescent and
Nursing Home for services provided 'Mrs. Sowell during her stay at the Home
from September 24, 1969: that the services were not "extended care services"
as defined by Section 1861(h) of the Act (42 U.S.C. 1395x(h)) but instead con-
stituted "custodial care" and therefore were excluded from coverage under Sec-
tion 1862 (a) (9) of the Act (42 U.S.C. 1395y(a ) (9)).

The nature of the judicial review authorized by Section 1869(b) of the Act
Is governed by the provisions of SectJon 205(g) of the Act (42 I.S.C. 405(g)).
Section 205(g) of the Act. in turn. provides. inter alia, that "As part of his
answer the Secretary shall file a certified copy of the transcrip of the record.
including the evidence upon which the findings and decision complained of are
based," and that "the court shall have power to enter upon the pleadings and
transcript of the record, a judgment affirming. modifying or reversing the
decision of the Secretary, with or without remanding the cause for a rehearing."
It also provides that "the findings of the Secretary as to any fact. if supported
by substantial evidence, shall be conclusive." Subsection 205(h) of the Act. 42
U.S.C. 405(h). (made applicable to actions under Title XVIII of the Social Secu-
rity Act by Section 1872 thereof, 52 U.S.C. 13051i). expressly restricts the Judi.

#ial remedy to the aforesaid manner of Judicial review.

[FACTS]

The beneficiary, Mrs. Sowell, was entitled to hospital insurance benefits as
provided for in Section 1812 of the Act (42 F.S.C. 1395(d) ).; On September 18.
1969, at age 72, she was admitted to the Byerly Hospital,: Hartsville, South
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Carolina, following an acute attack of shortness of breath. The medical evidence
as summarized in the patient's discharge summary from Byerly Hospital on
September 24, 1969 indicates that Mrs. Sowell had a left radical mastectomy per-
formed in May 1968. Clinical evidence in June 1969 demonstrated metastatic
spread of the cancer and all concerned knew of the terminal nature of the illness.
Diabetes mellitus was diagnosed also in June 1969. In addition to the attack of
shortness of breath, the patient had complained of swelling in the right lower
extremity. Chest x-ray revealed the presence of early pulmonary emphysema.
Her course in the hospital was uneventful and she was discharged on Sep-
tember 24, 1969. The discharge diagnosis was:

1. Carcinoma of the left breast, 1%, years postoperative with widespread
skeletal metastases;

2. Diabetes mellitus, mild to moderate in severity;
3. Cataract senile, 0. S. ;
4. Pulmonary emphysema
Upon discharge from Byerly Hospital, the patient was transferred to the

Hartsville Nursing and Convalescent Home. The transfer form signed by Dr.
K. W. Krueger indicated that the patient's activity tolerance limitations were
moderate to severe, full weight-bearing was possible, and the patient was per-
mitted to sit In a chair for one hour three times daily.

This court in considering this matter realizes that it is of concern not only
to the plaintiff herein but also to the defendant. If care of the type indisputably
provided the deceased herein is in fact, and was intended to be covered by
the Act, the defendant can expect very substantial expenditure regarding simi-
lar claims. It is not disputed that the institution in which the deceased was main-
tained is in all respects qualified as an extended care center or that she was
admitted after a period of hospitalization on the proper certificate of her
physician.

[DISCUSSION]

The exclusion upon which the Secretary relies bars payment of expenses for
"custodial care." (42 U.S.C. Section 3959). This courts finds no authority defining
"custodial care" as used in the statute. The position of the Secretary is that
benefits can be paid for treatment in an extended care facility only if the treat-
ment provided is such that It must be given under the supervision of a registered
professional nurse. Further explanation of extended care is found in the

.Government's brief where it is urged that they include health services which can
only be provided in an institutional setting by trained and skilled professional
personnel. Likewise, the services must be an extension of the medical treat-
ment the beneficiary received in a hospital. The Secretary urges that care which
fails to meet this standard is "custodial" and therefore compensation for it is not
authorized.

This court does not find justification in the Act for such restrictive definition
of the extended care provisions. The legislation which created health insurance
for the aged is remedial and therefore to be construed liberally to effectuate the
congressional purpose. See Wal8ton v. Gardner, 381 F. 2d 580 (6th Cir. 1967).. The
purpose of the Act was to insure that adequate medical care was available
to the aged throughout this country. (See 1965 U.S. Code Cong. & Admn. News,
p. 1964). Neither the courts nor the Secretary should, in the interest (of] mini-
mizing costs, so interpret the provisions of the Act as to frustrate its purpose.
A sensible nontechnical approach to interpretation of this chapter is necessary
in order to give effect to the purposes of the Act and to afford equitable treat.
ment to those seeking its benefits. (See Posquale v. Cohen, 296 F. Supp. 1088,
(D. R. 1. 1969) ).

The position taken by the Secretary is not in accord with these principals
[sic]. Under his formula for determining whether the services are covered only
the service actually rendered is considered. The condition of the Insured and
manifest symptoms of the illness are in his view only relevant to the extent
that they determine the treatment administered. Were the law as contended
by the Secretary, consideration of the trees Is commanded but even a glimpse
of the forest prohibited. It was never intended by Congress that the condition
of the insured, treatment that might at any time be necessary, and the pain
and discomfort attending inadequate or unprofessional care or lack of care not
be considered together with treatment actually provided in determining whether
extended care services are justified. Every aspect of the plaintiff's physical con-
dition must be considered in making the determination. Treatments immediate-
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ly required are of course a major factor. However, even if no treatment were re-
quired the condition of the insured might be so unstable or unsatisfactory, as
to require the extended services contemplated by the statute. Regardless of the
proper standard for evaluation [of] services for the purpose of determining
their coverage under the Act, the record in this instance convinces the court that
all the evidence indicates that the care given the insured was contemplated
and compensated through the Act.

It appears that the immediate problem requiring the period of hospitalization
of the insured was an acute attack of shortness of breath. The defendant reasons
that, because that symptom did not require treatment either in the hospital or
the extended care facility, the admission of the insured to the latter was not
for the same malady as to the former. It is argued that the necessary sequential
element of treatment is lacking. The argument Is without merit. The lady was
dying of cancer, complicated by diabetes and emphysema at the time of her
admission to the hospital. The only reasonable inference is that the attack of
dyspnea, which Was the immediate cause of the admittance to the hospital,
was a result of the general physical condition of the insured. When admitted
to the extended care facility the pitiable condition of the insured had not im-
proved but was the same that had required her initial hospitalization.

[SUBSTANTIAL EVIDENCE QUESTION]

The only remaining question Is whether the record contains substantial evi-
dence for the ,Secretary's finding that the care Mrs. Sowell received was not that
of the skilled type contemplated by Congress. The lady's physician by letter indi-
cated the dire nature of her problems,' and stated that she was prematurely dip-
charged from the hospital to the extended care institution. It appears tliat she
could do nothing for herself and required assistance to perform any function. The
treatment ordered included a diabetic 1800 calorie diet. substantial doses of
medications of various eorts and daily urine analysis. While it may be true that
this could have been accomplished in a less sophisticated setting, it must not be
overlooked that the lady's condition was extremely unsatisfactory and deteriorat-
Jng. That she required observation was evidenced by the recent attack requiring
her hospitalization. By February 1970 she had to be catherized and on March 2,
1970 she died. There Is no evidence in the record that her admission to the ex-
tended care facility in late September 1969 was not required by her need for
skilled medical attention. All the evidence indicates that she was in terrible
physical condition and that she In fact required the care offered by the institution.

Therefore the decision of the Seeretary must be reversed and judgment entered
for the plaintiff.

And it is so ordered.
26,216 PROPOSED MEDICAID REGULATION CHANGE REQUIRING SCREENING, DIAGNOSIS,

AND TREATMENT OF PHYSICAL AND MENTAL DEFECTS FOR INDIVIDUALS-UNDER 21

PROPOSED REGULATION, 35 F.R. 18878, DEC. 11, 1970

Early and periodic screening, diagnosis, and treatment of physical and mental
defects for Individuals under 21.-A proposed Medicaid regulation amendment

The letter of Dr. Kreuger was as follows:
"OCTOBER 8, 1989.

"Dear Mrs. Grooms:

"This Is written in response to the denial of extended care for the above patient of mine.
"Mrs. Sowell has terminal carcinoma which has recently (about four months ago) been

complicated by diabetes mellitus. Widespread skeletal metastasis due to breast carcinoma
is present. Nodules can be felt on the skull surface and there Is widespread lymphatic
metastasis manifested by moderate lymphedema of the right lower extremity, Stilbesterol
fortunately, has moderated, to an extent, these dreadful complications of the skeleton and
accompanying pain.

"Mrs. Sowel was in the hospital under the 1Medicare program and was prematurely dis-
charged to an extended care institution. Denial of benefits under the program makes this
decision regrettable.
- "Denial of benefits to this patient would indicate the exclusion of those sorely in need of
constant care. This patient (s unable to walk or care for herself In any way.

"Whereas I regret that I have found questionable some of your decisions regarding the
need for hospitalization or extended care, In this particular case, I must strongly voice my
objection to your decision that there Is not a need for extended care. I must ask for a
reversal of this decision."

"Sincerely, "() K. W. Kreuger

K. W. KREUGoR. 11.0."
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would require state Medicaid agencies to set up administrative mechanisms to
identify available screening and diagnostic facilities as well as individuals under
age 21 eligible for early and periodic screening, diagnosis, and treatment of
physical and mental defects. Agreements Would be made tith other public and
voluntary agencies in order to assure full use of the services provided by those
agencies. The states would have the option of making these services available
either (a) to all eligible individuals under age 21 no later than January 1, 1971 or
(b) to all eligible children under six years of age by January 1, 1971 and all
other eligible individuals under 21 in progressive stages by July 1, 1973. Back
rcfercncet8: 14,551, 21,610.

[TEXT OF PROPOSED REGULATION]

Part 249 of Chapter II of Title 45 of the Code of Federal Regulations is
amended as follows:

1. Section 249.10(a) is revised by redesignating subparagraph (3)-(9), Inclu-
sive, as subparagraph (4)-(10), inclusive.

2. Section 249.10(a), as so revised, is further amended by adding subparagraph
(3) to read as follows:

§ 249.10 AMOUNT, DURATION, AND SCOPE OF MEDICAL ASSISTANCE

(a) * * *
(3) In Carrying out the requirements in subparagraphs (1) and (2) of this

paragraph with respect to the item of care set forth in paragraph (b) (4) (ii) of
this section, provide:

(I) for establishment of administrative mechanisms to identify available
screening and diagnostic facilities, to assure that individuals under 21 years of
age who are eligible for medical assistance receive the services of suc facilities,
and to provide such treatment as may be included under the State plan and as
required in subdivisions (iv) and (v) of this subparagraph;

(ii) for identification of those eligible individuals who are In need of medical
or remedial care and services furnished through title V grantees, and for assuring
that such individuals are Informed of such services and are referred to title V
grantees for care and services, as appropriate;

(ill) for agreements to assure maximum utilization of existing screening,
diagnostic, and treatment services provided by other public and voluntary
agencies such as child health clinics, OEO Neighborhood Health Centers, day
care centers, nursery schools, school health programs, family planning clinics,
maternity clinics, and similar facilities;

(iv) That early and periodic screening and diagnosis to ascertain physical
and mental defects, and treatment of conditions discovered within the limits
of the State plan on the amount, duration, and scope of care and services, will
be available to all eligible individuals under 21 years of age; and that, in
addition, eyeglasses, hearing aids, and other kinds of treatment for visual and
hearing defects, and at least such dental care as is necessary for relief of pain

,and infection and for restoration of teeth and maintenance of dental health,
will be available, whether or not otherwise included under the State plan, sub-
ject. however, to such utilization controls as may be imposed by the State
agency. If such screening, diagnosis, and such additional treatment are not
available by the effective date of these regulations to all eligible individuals
under 21 years of age, the State plan must provide that screening, -diagnosis,
and such additional treatment will be available to all eligible children undero years of age, and must specify the progressive stages by which screening,
diagnosis, and such additional treatment will be available to all eligible indi-
viduals under 21 no later than July 1,1973.

The CHAIRMAN. Is Mr. Andre Maisonpierre here?

STATEMENT OF ANDRE MAISONPIERRE, VICE PRESIDENT, AMER-
ICAN MUTUAL INSURANCE ALLIANCE

Mr. -AISONPIERRE. Thank you, Mr. Chairman and members of the
committee.
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My name is Andre 'Maisonpierre and I am vice president of the
American Mutual Insurance Alliance. We are a voluntary association
of property and casualty insurance. companies which provide work-
men's compensation, automobile, and other property and casualty co-
erages in all 50 States and the District, of Columbia.

As property and casualty insurers, we have played an important role
CI in financing the cost, of medical care for the accidental injury. Our

remarks today, however, are not limited to the tiaumacare financing
system; rather, we want to stress the effects which S. 1376, the Catas-
trophic Illness Act, is likely to have on all existing medical care insur-
ance systems. Let there be no mistake about it, catastrophic illness in-
surance will superimpose a governmentally operated and financed
mechanism on already existingcoverages.

We appreciate the opportunity of presenting our views to the com-
mittee. Since our oral statement only very briefly summarizes our full
statement, we respectfully request that the full statement be made part
of the record.

The CHAIRIMAN. Wre will do this.
Mr. MAISONPIERR. Thank you, sir.
We recognize the superficial attractiveness of S. 1376 in that it

would provide protection against the high cost of specialized or long-
term health care procedures. We feel, however, that the creation of a
distinct financing mechanism for that phase of care would only further
fragment the system and result in a greater proliferation of costly
facilities and specialties at the expense of more basic needs. We would
therefore urge that catastrophic health care program be a part of a
total program.

As spokesman for an important segment of the private insurance
industry, we support a major role for the private insurance carriers
in the financing and administration of the total program. We recog-
nize that there are certain limitations in the private system and that
consideration might be given to some governmental involvement. But
Ave are unalterably opposed to the nationalization of any segment of
the health insurafice industry. The enactment of a catastrophic illness
insurance program operated and financed by Government would be the
first step in overall nationalization.

Today we want to alert the committee to the serious impact catas-
trophic health insurance will have on other insurance systems, to the
extent that such other systems presently pay for the cost; of such care.

The enactment of catastrophic illness insurance will only further
compound existing problems of shortages and maldistributions of
manpower and facilities in the health care delivery system. Since the
program would remove economic limitations on care, it would en-
courage consumers to use higher cost forms of care which are, now in
short supply. The cost effect resulting from this situation is of grave
concern to us because it will have serious impact on our ability to exert
some measure of control on the trauma care subsystem, our major area
of responsibility.

The major barrier to the creation of an equitable catastrophic ill-
ness insurance structure is a definition of the term, for what is a
catastrophe to one family might be only minor economic dislocation
to another. Catastrophe varies with the individual; the flexibility
needs to be built into the program. Fixed thresholds and other similar
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mechanisms cannot possess such flexibility and in so doing present
even more convincing arguments for a total program.

S. 1376 is based on presently existing private coverage. Over the
range of a given illness, we would 'have tile private insurance mechan-
isin with its own set of controls operating during one phase, but once
the cost exceeded the deductible required by the catastrophic ilhess
plan, social security procedures would be operative. This is not' as
clear as it appears for while social security is administering the
catastrophic plan, the private insurer under his major medical cover-
ages may also be involved in reimbursing the deductibles. It does not
take a great deal of imagination to visualize the administrative difficul-
ties which would arise under this divided system.

The justification for the Federal Government to replace a function
which has historically been assumed by private enterprise is the un-
willingness or inability to fill the need through private resources. This
is not applicable in this case, for the private health insurer has steadily
increased his benefit packages and is presently covering more people
than ever before.

Similarly, the casualty insurer under workmen's compensation is
providing unlimited medical care coverages in almost every State and
of late the American Mutual Insurance Alliance has urged the adop-
tion of an automobile no-fault plan which would provide $50,000 in
protection for the automobile accident victim. The plan would cover
more than 99.9 percent of the medical cost of automotive injuries.

There are other examples but there is no need to recite them here.
Rather, we would urge their recognition as evidence of the insurer's
concern for his social responsibility. We would express a deep con-
cern over the limiting effect catastrophic illness insurance would have
on the efforts of the private sector and on current experiments in the
improvement of the health care system, one of which is the Health
Maintenance Organization.

We previously stated that S. 1376 will superimpose on a number of
health care financing systems. Past the thresholds of its deductibles,
it will duplicate benefits provided by other systems. To the extent
that there is benefit duplication, there exists an overcharge for the
financing of health care- an overcharge which is not economical When
one considers the aggregate costs involved.

Such duplication is to be avoided to the extent possible and all
health insurance coverages must be made mutually exclusive of each
other. This requires subsystems organized to allocate the total costs
of care to appropriate economic units. Yet the overall system would
reimburse for the total cost.

The workmen's compensation subsystem is a good example, for the
full range of services needed by the employee from the time of his in-
jury until he returns to the job are reimbursed by the insurer. In this
way the costs of care are properly charged against the product or
process.

The advantages of this approach are obvious, for not only are
the medical care needs of the beneficiary financed as a continuum,
but also the costs of car are allocated to th economic unit responsible.
Thus, the basis for reasonably rational economic decisions on im-
portant individual and public policy goals is provided.
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The advantage would be lost with the transfer of a portion of the
costs to the catastrophic illness insurance system and, concurrently, the
effectiveness of the casualty insurer inl the management of trauma
would lessen.

It is further suggested that the emphasis on total trauma care man-
agement, a role iled by the casualty insurer, will subside if catas-
trophic illness insurance displaces any part of this role. It should be
against public policy to displace this specialty.

Medical benefits paid under casualty coverages fall into two broad
categories: On the one hand, such benefits are paid under no-fault
type insurance systems, such as workmen's compensation, automobile
no-fault, et cetera. On the other hand, substantial benefits are paid
under the tort liability system to reimburse medical losses incurred
as a result of someone else's negligence.

As related to the tort liability system, it is suggested that if the
committee ultimately recommends a national catastrophic illness in-
surance plan, that it be given the right to subrogate against any avail-
able tort liability benefit sources. This will allow for sufficient flexibil-
ity to insure that the individual in need of extensive medical care serv-
ices will receive care at the time his need arises. However, through the
subrogation mechanism, the ultimate cost of the care will be charged
against ,he negligent party.

The subrogation mechanism is not needed, however, to coordinate
national catastrophic illness insurance with other Government-man-
dated, first-party insurance programs. Foremost among these are the
no-fault auto insurance plans which more and more State legislatures
are enacting today.

There is no reason whatsoever to charge part, of the cost of no-fault
insurance losses to private insurance and the balance to a catastrophic
illness insurance plan, especially at the levels indicated by S. 1376;
and there are many reasons why the total costs of benefits need to be
internalized within the automobile system.

As to workmen's compensation, this committee incorporated in the
medicare law a provision barring the payment of medicare benefits to
the extent workmen's compensation benefits are payable for the same
condition. This provision has worked extremely well.

Does it not make more sense to first exhaust first-party, no-fault
benefits and then if these benefits are not sufficient to cover the total

loss fill whatever gaps remain by applying catastrophic illness in-
surance benefits?

Automobile no-fault coverages are but one example of this new
breed of insurance protection. Within the foreseeable future, injuries
associated with airline crashes may be similarly covered and even
medical malpractice insurance may move in the direction of no-fault.
All of these programs should bear the total costs of the losses which
they generate. These programs should not be subsidized in part by
a governmental program.

In conclusion, we want to reemphasize our concern at the further
fragmentation of the health care financing system. This can only lead
to increased cost and increased specialization. We must stress that the
financing of catastrophic illness costs must be incorporated in a total
medical care financing program. Furthermore, this total program must
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also be coordinated with existing medical payment systems in order
to avoid wasteful duplication.

Thank you very much, Mr. Chairman.
The CHAIRMAN. Well, thanks for your statement.
I was aware that your organization was going to take that position

and, of course, I am sorry to see you do that because I very much favor
compulsory insurance for catastrophic illness. I regret to say I believe
your organization is making the same mistake they made in the
medicare fight.

There is no doubt in my mind if we didn't do something about pro-
viding compulsory insurance for the aged it was.just a matter of time
before your people were going to lose that fight and the Government
was going to do the whole job for you.

Why should people have to pay a fee for catastrophic insurance
whicl includes a selling cost when everybody ought to have it anyhow ?
Why should they have to go to the expense of carrying the cost of a
sales organization in order to have something that everyl)ody ought to
be required to have anyhow?

Mr. MAISONL'IERRE. M.r. Chairman, we are not opposed to the cata-
strophic illness coverage as such. We. think that catastrophic illness
protection should be part. of an overall package of insurance and, as
Senator Curtis indicated with a prior witness, we believe that if a
catastrophic illness plan, as such, is enacted today, this will set the pat-
tern for the future of health insurance in the country.

Now, it seems to us that this pattern should be set at least in its
totality rather than coming up with a fragmented program at first, and
then expanding this program by reducing the deductibles and the
coinsurance in the years to come.

The ChAIMAN. Well, your people are playing the game all or noth-
ing for private insurance and the AFL-CIO were in here testifying
against catastrophic illness because they want to fight you on just
exactly those terms. They figure they can beat you and prevent your
program fr om being passed to subsidize your people at the taxpayers'
expense, and that in the long run they can make this an issue in a
nationwide election and hope they have the Democratic candidate in
favor of national health insurance. They will just beat you the whole
way and put you people out of the insurance busiiss, even where you
could make 'a very good case, it ought to be optional whether any per-
son wants to carry any more insurance or not.

So that puts the two of you together for two opposing reasons. They
figure they are going to win and take the whole thing over; and they
fear-they have not said it, but it is obvious enough to me what the case
is-they fear that if we take their best cases away from them, the
cases of desperate, crying need, they are not going 'to be in nearly as
good position to fight for national health insurance, as they would be
if catastrophic insurance as a part of social security went into effect..

On the other hand, your people are hopeful the Government is going
to subsidize them to have everybody buy insurance with a private
company, by giving them a tax credit or tax deduction, so you want to
play.the game all or nothing and they want to play the game all or
nothing.

I predict you will find you are taking a very bad risk. If I were in
the insurance business I would not insure the risk you are taldng.
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My guess is that if you keep us from doing anything about cata-
strophic illness in the long run you are going to get licked and you
will wind up with the Government doing everything. But time will tell.
We will just have to see how it works out..

Thank you very much.
Mr. MASONPEmrE. Thank you, Mr. Chairman.
(The prepared statement of Andre Maisonpierre and a communica-

tion of the American Insurance Association follows. Hearing con-
tinues on page 2563.)

STATEMENT OF ANDRE M.IAISONPIERRE ON BEHALF OF TIlE AMERICAN MUTUAL
INSURANCE ALLIANCE ON CATASTROPHIC ILLNESS INSURANCE

My name Is Andre Malsonpierre, and I am vice president of the American
Mutual Insurance Alliance. the major national association of mutual property
and casualty insurance companies. Our member companies provide workmen's
compensation, autoxiobile and other property casualty coverage in all fifty states
and the District of Columbia. As proljerty and casualty insurers, we have played
an important role in financing health care. Our role has, however, been signifi-
cantly different from that usually played by government and health insurers.

Whereas they have been concerned with the broad spectrum of health, we
have had the opportunity of specializing in the nmanagement of trauma medicine.
It is in our role as such managers that we address ourselves to you.

Our remarks, however, are not limited to the trauma care financing system.
Rather, we want to stress the effects which S. 1376, the Catastrophic Illness Act,
Is likely to have on all existing medical care insurance systems. Let there be no
mistake about it, Catastrophic Illness Insurance will superimpose a govern-
mental operated and financed mechanism on already exl.-ting programs.

I. GENERAL PRINCIPLES

Although we recognize the superficial attractiveness of a program essentially
designed to provide protection against the high cost of specialized health care
procedures, we believe that the basic needs of the total population should not
be ignored. We agree with Secretary Richardson that the enactment of cata-
strophic illness coverage will lead to an "even greater proliferation of costly
facilities and specialities at the expense of more basic needs," and that greater
fragmentation of health care and financing that we presently have should not
Ib permitted.

It is our opinion that catastrophic health care coverages need to be included
in a total program. There is no logical reason to establish such protection as a
separate, and in some cases, a competing program. Most authorities agree that
health care needs to be a continuum from the onset of the disabling condition
to that point In time when the Ill or injured is returned to society in as near to
his previous condition as possible. Financing which can and does fragment this
continuum is not in the public interest.

As spokesman for an important segment of the private insurance industry, it
goes without saying that we urge a major role for private Insurers in the financing
and administration of a total health insurance program. Although we do not
quarrel with some of the criticism of the existing private health Insurance sys-
tem, no one can overlook the fact that no other country In the world has ever
developed a voluntary health Insurance program of the scope presently existing
In this country. The voluntary system has brought the health care benefits, which
includes major and comprehensive medical care benefits, to a multitude of millions
who would have had to go without had it not been for the ingenuity of the
private enterprise system.

The fact that the government did not have to divert millions of tax dollars to
the health field has allowed other socially desirable programs to develop. We
recognize that there are certain limitations to the private system and that con-
sideration might have to be given to some minimal government Involvement.
However. we are unalterably opposed to the nationalization of any segment of
the health insurance field. The enactment of a catastrophic illness Insurance
program operated and financed thlnough government sources would be the first
step In overall nationalization.
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Today, we want to alert the Committee to the serious Impact which the enact-
ment of a catastrophic illness insurance bill will have on other insurance sys-
tems-to the extent that such other systems presently pay for the cost of such
cases.

II. THE IMPACT OF CATASTROPIIIC HEALTH COVERAGES ON THE DELIVERY SYSTEM

It is generally conceded that there are shortages and mal-distributions of nan-
power and resources in the health care delivery system. Although there are any
number of pending government and private proposals which would reform this
system, there necessarily must be a delay before any become fully operational,
and have a noticable effect ol the availability of health care services. We will
continue to have therefore, for a number of years, a scarcity of services. As a
result, the cost of medical care should continue to rise more sharply than other
components in the cost of living index as the consumer bids for services in a com-
paratively scarce market.

The enactment of catastrophic health coverage would only compound this prob-
lem since it removes economic limits on care. This will encourage consumers to
use higher costs form of care. For example, there would be obvious selection of
extended care facilities-since these are covered-although less costly care
should be provided by nursing homes whose services are not covered. This, in
turn, would create demands for increasing specialization of care. Although this
can mean even greater fragmentation of care then exists today, as well as greater
cost, it will definitely increase the use of specialized services which are in short
supply. We are concerned because this cost effect will have serious impact on our
ability to exert some measure of cost control in the trauma care subsystem-our
major area of responsibility in the overall health care system.

III. CATASTROPHE-DIFFICULT TO DEFINE

Probably the major problem faced by those who would create a separate pro-
grain for catastrophe illness insurance, is a definition of the term. Granted equal-
ity of income other variables such as family size, the medical care needs of other
family members, and a host of other factors need to be considered. A family of
four living on $20,000 per year income could perhaps expend $2,500 on health
care expenses without depriving themselves of the basic necessities.

Would a family of ten on the same income be in a similar situation? As an-
other example, what would happen to a single man earning $20,000, covered by a
basic health program which would cover the threshold deductible for catastrophe
provided in the Committee bill, when faced with a $25,000 charge for treatment
following extensive burns. With the approximate 80-20 co-insurance provisions
in S. 1376, he would still be liable for about 25% of his income which may very
well have ceased shortly after the onset of his disability.

It should be apparent then that catastrophe varies with the individual case, and
that a great deal of flexibility needs to be built into the program. Fixed thresh.
olds, corridors, deductible, etc. in S. 1376 cannot possess such flexibility, and by
so doing present even more convincing arguments for a total program.

IV. SYSTEMS IN CONFLICT

S. 1376 is meant to be based upon presently existing private coverages. Over
the range of a given illness, we could have during the initial phase of the illness
the private insurance mechanism operating with its own set of controls, but once
appears however, for while Social Security is administering the catastrophic plan,
Social Security procedures would become operative. This is not as clear cut as it
appears however, for while Social Security is administering the catastrophic plan,
the private insurer under his major medical coverages, may also be involved in
reimbursing the deductibles. It does not take a great deal of imagination to
visualize the administrative difficulties which could occur under this divided
system. Medical care does not -tart and stop at various dollar levels, it makes no
sense then to structure the financing system in such increments.

V. GOVERNMENT PLAN SHOULD BE EXCESS

The justification for the federal government replacing a function which has
historically been assumed by private enterprises is the inability or unwillingness
to fill the need through private resources. But can this rationale be applied to the
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Issue under consideration? The health insurance industry over the years, has con-
tinued to increase the numbers of population covered under its major medical
plans. The source book of health insurance data reports that some 76,000,000
people under age 05 are covered under such insurance programs. Of this number,
about 75% had hospitalization coverages of 70 days or more, or somewhat In
excess of the deductibles provided in the catastrophic proposal. This we would
submit is a demonstration of health insurance concerns for the long-term case, and
the fact that peLop le covered increased by over 600,000 over the 1969-1970 period
would evidence the consumer acceptability of the private insurance approach.

Specifically, In the area of trauma care, the Alliance, as part of its Guaranteed
No-Fault Protection Plan, is urging a $50,000 compulsory no-fault medical care
expenses coverage. According to our actuary, this would pay the medical expense
of more than 99.9% of all auto accident victims.

These are but two examples of the concerns of the insurance industry for its
responsibilities to society. There are others, but a recitation here would serve no
real purpose. Rather, we would urge this committee to recognize these contribu-
tions of the private sector, and to provide that any government plan be excess to
existing health or property and casualty coverages:
- We hope to convince the Committee that any national health insurance-
whether limited to catastrophe or not--should, to the extent possible, limit itself
to areas not covered by other insurance systems.

Without this there is no incentive for the private insurer to improve his pro-
grains. This will unquestionably lead to certain stagnation and an ultimate regres-
sion of the private insurance system from health care coverages.

In its report 91-1431, this Committee indicated that "the program (catastrophic
health insurance) would be designed to compliment private health insurance
which has played the major role in insuring against basic medical expenses."

In our opinion, the proposed catastrophic insurance program only compliments
those private programs which fit into the shape outlined by the bill's deductibles
and co-insurance provisions. Since it is a compulsory program it will dictate the
format of the plans to be offered by the private insurer.

In essence, in a situation where it has been generally agreed that widespread
experimentation with new types of payment mechanisms is necessary, cata-
strophic health insurance, although it would represent only about 2% of the total
health care expenditure, would essentially nept'te this experimentation.

In the experimental area are the Health, Maintenance Organizations which
are in the forefront of the Administrations' program for improving the health
care system. Since these, over the long run are to provide the complete range of
health care services, Including the catastrophic case, in its total definition and
since these services are provided for a fixed monthly or some periodic payment,
the impact of a catastrophic health plan could be significant-

In the first place, S. 1376, through its deductibletx:w-6iuld tend to imit the
development of the total concept which is the key to the effectiveness of cost
controls and delivery efficiencies-the major attributes of the HMO according
to many authorities.

We can see, for example, little incentive for the HMO to hold down costs in
an identifiable potential catastrophic case when past the limits in S. 1386, financ-
ing would shift to another mechanism. And even the definition of costs here is a
problem for how does one determine that the deductible for services under Part
B of the program has been reached. One possible answer is the "reasonable and
customary" charges for like services in the community, but is this appropriate?
It has been argued by HMO proponents that the HMO produces care at less than
this cost. But would this be true if the costs of services tended to rise with
increased need for services, and the injection of another payment mechanism?
We think the opposite would be true, and see a rise in the costs under the
deductible.

We would also question a shift in responsibility from the HNMO to the Social
Security once the deductible thresholds have been attained. We feel this may
result in a situation where services are limited to those necessary in one phase
of the treatment while in the other all covered services are provided.

Over the long run, the IMO Is intended to be a total health care system which
would present an orderly progression from prevention though diagnosis, treat-
ment and rehabilitation. If the HMO financing plan covers only a part of this
broad spectrum, the incentive to develop the total range of care may be lost,
and "there may be concentration on the prevention and treatment phases, leaving
the rehabilitation phase to other resources. The last phase is extremely impor.
tant in the so-called catastrophic illness or injury.
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VI. DUPLICATION OF BENEFITS

In our introductory remarks we stated that catastrophic health insurance will
be superimposed on a number of v,;tsting systems for financing health care.
Past the thresholds dictated by its deductibles, it will thus duplicate benefits
provided by other systems. To the extent that there Is benefit duplication, there
exists an over charge for the financing of health care, an over charge which
is not economic when one considers the aggregate costs Involved.

It is obvious that duplication is to be avoided to the extent possible, and that
health Insurance coverages must be made mutually exclusive of each other.
This then requires the development of a set of systems organized along the
lines of the economic unit to which the total costs of care need to lie allocated,
and which reimburse for the total cost of the care. Such a system Is represented
by the workmen's compensation insurance mechanism for the total range of
services needed by the employee from the time of his injury until lie returns to
the job are reimbursed by the carrier. In this way the costs of the care are prop-
erly allocated to the appropriate product or process.

The previously mentioned Alliance Guaranteed No-Fault Protection Plan Is
aiming toward a similar goal with its recommendation for a $50,000 no fault
coverage on medical care services. Except for less than one-tenth of one percent
of all automobile cases, this would provide complete protection in automotive
Injuries.

The advantages of this approach are obvious for not only are tile medical care
needs of the consumer financed as a continuum, the costs of s;nch care are al-
located to the economic unit responsible. Thus, the drivers anl. users of auto-
mobiles would bear the total costs of automobile ownership and enjoyment,
and in so doing would provide the basis for reasonably rational evonotuic de.
cisions on Important individual and public poliy goals such as:

1. How many cars should a person own?
2. How should one vote on rapid transit issues?
3. Should a person commute by car, or is mass transportation desirable and

less expensive?
4. What type or make of care should be purchased from the viewpoint of both

accident avoidance and protection in the event of an accident?
Isolating the total costs of automobile accidents will also facilitate the genera-

tion of sufficient statistical evidence regarding traffic accidents and their causes
to maximize systematic approaches to traffic safety.

Similarly, we believe that medical benefits paid to someone injured as a re-
sult of a faulty product should ultimately be charged to the manufacturer of
that product in its totality. If catastrophic health insurance were to subsidize
a part of this cost, the total expense of the medical care resulting from a faulty
product would not be reflected in the cost of that product, but would lie borne
by society as a whole. It should be against public policy to relieve negligent en-
tities from the cost of their negligent actions. This is particularly true when those
entities are commercial enterprises. Charging them with the total cost of their
negligent acts creates a strong incentive for the developing of greater sophis-
tication and care in the manufacturing and design of consumer products.

As this Committee knows, each year almost $1-lillon is paid for medical
benefits alone to care for the industrially disabled. Although only a com-
paratively small portion of this be recognized that these benefits are liald
in their entirety by employers. This creates a strong in'enthe for the ius-
ness community to develop sophisticated programs In order to minimize
not only the number of accidents. but their severity. To the extent that em-
ployers provide their employees with a healthful and safe work environment,
their workmen's compensation insurance costs are reduced. On the other hand,
if workmen's compensation medical benefits, and these would most probably
be In the very vital area of physical rehabilitation, were to be paid by a
national catastrophic health insurance system, not only would this incentive
lessen, but employers would be relieved of part of the cost burden whi. It
they presently shoulder. Obviously, if employees are asked to shore in the
cost of a national, catastrophic health insurance, a syst(mn ivld(h would
subsidize in part the costs of medical benefits arising from industrial accidents,
they will be required to pay a portion of the cost of the presellt workmen's
compensation benefit system.

The contributions of casualty insurers to the field of physical rehabilitation
have been described on occasion to this Committee, and it probably is lis this
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area where the catastrophic insurance program would have its greatest impact.
Casualty insurers are responsible for an individual's total recovery, and

I would emphasize total. Long ago our workmen's compensation ihwurers
iegan to realize the necessity of becoming deeply committed to the rehabill-
tation of the industrially disabled if they were to be in a position to con-
trol disability. Hence, the traditional dedication of many of our companies
to rehabilitation. Not only have our companies been mass purchasers of
rehabilitation services, but they have pioneered new rehabilitation techniques
which have greatly enhanced the opportunities for the disabled.

It is clear that this total involvement in the care of the traumatically
injured can only be maintained if casualty insurers can continue to play
the important total role which they have traditionally fulfilled in man-
aging traumatic injuries.

Trauma Injuries of all types and causes-occupational and non-occupa-
tional, automobile and other accidents, constitute only between 7 and 8 per-
cent of the total health care bill. The portion of this which could be attributed
to catastrophe is obviously much less. It is suggested that the emphasis on
total trauma care management, a role filled by the casualty insurer, will sub-
side if a catastrophe plan In part displaces the role played by the casualty
insurer. National health benefit administrators will not find it economically
attractive to divert substantial management functions which would have little
If any benefit impact on comparatively small percentage of their cases. On
the other hand, trauma injuries constitute the overwhelming majority-if
not the totality of casualty insurance business. Casualty Insurance company
management has specialized in the care of trauma from the scene of the ac-
cident to that point in time that the injured is returned to society in as near
to) its original condition as possible. It should be against public interest to
displace this specialty.

III. COORDINATION OF BENEFITS

Having made the case for the need to coordinate medical benefit systems, how
dovs one go about practically coordinating these systems?

Me1i0al benefits paid under castalty coverages fall broadly into two separate
categories. Oin the other hand, such benefits are paid ut(ler no-fault type insur-
,le systems. such as workmen's compensation, automobile no-fault, etc. These
loeZiehits are readily identifiable. On the other lhand, substantial medical benefits
are paid under the tort liability system to reimburse medical losses incurred
as a result of someone else's negligence. These benefits, although not as clearly
Iden tified as in the case of no-fault benefits, nevertheless represent very real
rinlurseniit for medical care losses.

As related to the tort liability systems, it is suggested that the catastrophic
health h Insurer be given the right to subrogate against any available tort liability
Ihentilts , orees. This will allow for sufficient flexibility to insure on the one
hand. that the individual in ni(id of medical care will receive the care at the
flille the need arises. h however, through the subrogation mechanism, the ultimate
cost of this medical care will 1W charged against the negligent party.

This is In fact what Is taking place today under most state workmen's com-
Iensation law,. The framers (of our workmen's compensation system felt that
du4licating tort anm worknen's compensation benefits was most undesirable.
AVordingly. the structured workmen's compensation laws so as to allow that
wo rkmen's con .station benefits be paid immediately upon the occurrence of
-in accident but also provided for the recovery of these Imyments. through
subrogation imechanisms. once the tort action had been decidedd. This allows for
thie best of all worlds. The injured eml)loyee is lpaid both his indemnity and
medical benefits at the time of the Injury, when he is in need of those benefits.
Tiv employer is not. however, charged with the cost of these benefits. The ost
is ultimately charged again.4 the negligent party.

The de.rabilty and equity of the subrogation miechandsm has been recognized
by this ('omuittee and Congrems. It will be recalled that in 1967 this Committee
amended the Title XIX by requiring that no state Medicaid program could he
approved unless it contained a provision authorizing lMedicaid to recover from
enny liable third-party, the cost of benefits paid on behalf of any Medicaid
benefIciar '. Tie July 1970 Medicaid Bulletin is ue notes that in Marylanld.
.305.13.4 had bhni recovered from insurance companies during a recent six
week period.

72- 5720--72-ot. 5i--22



2558

Another example of the Congressional recognition of the desirability of the
subrogation principle is contained in the armed forces dependents' medical aid
program-CHAMPUS. We can assure you that the Defense Department assidu.
ously pursues its subrogation rights under the law, thus substantially reducing
the taxpayers' cost of the program.

The subrogation mechanism is not, however, needed to coordinate a national
catastrophic illness insurance and no-fault insurance benefits. The most wide.
spread no-fault insurance program in existence today is, of course, our work-
men's compensation system. When this Committee structured Title XVIII in
1965, it recognized the need for coordinating Medicare and workmen's compen-
sation benefits. The Committee incorporated in the Medicare law a provision
barring the-payment of Medicare benefits to the extent that workmen's compen-
sation benefits are also payable for the same condition to the beneficiary.
This provision has worked extremely well. Beneficiaries can be paid for the
cost of their medical expenses, yet, the Medicare program has not been charged
with any portion of the cost of the industrial injuries. Beneficiaries are not
using any of their Medicare benefits. Thus protecting their coverage In case they
may need them at a later date for some non-industrial illness. This precedent
established by this Committee should be expanded to eliminate any possible
duplication between health insurance and workmen's compensation benefits.
In fact, many of the legislative proposals pending before this Committee do just
that.

The very same approach is the logical one to adopt In coordinating catastrophic
illness insurance benefits with other government mandated, first-party insurnince
programs. Foremost among these are no-fault auto insurance plans which more
and more state legislatures are enacting today. There is no reason whatsoever
to charge part of the cost of no-fault insurance losses to a catastrophic illness
plan at the levels indicated by S. 1376, and there are many reasons, as cited
above, why the cost of these benefits should be internalied within the autonio-
bile transportation system. Does It not make sense to first exhaust first-party,
no-fault automobile benefits and then, If these benefits are not sufficient to cover
the total lo.,.s, fill whatever gaps might remain by applying the catastrophic
illness , program?

Automobile no-fault insurance coverage is but one example of this new breed
of insurance protection. Within the reasonable future, It is likely that a good
many injuries associated with airline crashes might be handled on a no-fault
basis an(, It is possible that a National Commibslon presently studying malprac-
tice insurance problems may recommend substantial involvenment of first-party
benefits in malpractice claims. All these no-fault benefit programs should bear
the total cost of the losses which they generate. These programs should not in
part, be subsidized by a governmental program and, In fact, the limited re-
sources available for catastrophic insurance should be carefully nurtured so
that the largest amount of benefits will be available for the most people, at the
lowest cost.

V1I1. CONCLUSION

In conclusion, we want to reemphasize our concern at the further fragmenta-
tion of our health care financing system. ThIs can only lead to increaAd cost and
increased slweialization. We must stress that the financing of catastrophic illness
cost inu.-t be incorporated in a total medical care financing program. Further-
more. this total program must also be coordinated with existing medical payment
systems in order to avoid wasteful duplication.

AMERICAN INSURANCE ASSOCIATION,
Washington, D.C., February 8, 1972.

To: The Members of the Committee on Finance
GENTLEMEN: One of the most important issues to be considered in the develop-

ment of a Catastrophic Illness Insurance program is the impact of such a program
system now in effect throughout the country and the no-fault automobile insur-
ance programs now being enacted in many states.

We believe that the Catastrophic Illness Insurance legislation should speci-
fically provide as it now does that benefits under workmen's compensation he
primary to those under a Catastrophic Illness Insurance program, and urge
that the proposal be amended to make no-fault automobile insurance systems
primary as well.
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The enclosed statement submitted by our organization of more than 100 prop-
erty and casualty insurers sets forth the reasons underlying our position. We
urge you to give the statement your close attention.

We hope that, after reading the statement, you will be convinced that the
goals of a Catastrophic Illness Insurance systems can be achieved at greatly
reduced cost to the American tax payer by making benefits under such a system
supplemental to those under workmen's compensation and no-fault automobile
insurance programs.

Please feel free to call upon us if we can provide further information.
Sincerely,

T. LAWRENCE .JONES, Pre8ident.
Enclosure.

STATEMENT OF AMERICAN INSURANCE ASSOCIATION ON S. 1376, THE "CATASTROPHIC
ILLNESS INSURANCE AcT," FEBRUARY 8, 1972

Mr. Chairman and Members of the Committee on Finance: The American
Insurance Association, whose membership of more than 100 insurance companies
writes all lines of property and casualty insurance throughout the United States,
appreciates the opportunity -to express its views on certain aspects and implica-
tions of S. 1376, the "Catastrophic Illness Insurance Act," which is currently
pending before the Committee.

The membership of the American Insurance Association includes many of the
major writers of group health insurance; automobile bodily injury, property
damage and collision insurance; workmen's compensation; and individual
accident and health insurance. In addition, at least one of our member companies
has -vrved as an administrative agency for the Medicare program. Accordingly,
we believe our views come from balanced, first-hand knowledge and experience.

A substantial proportion of our membership also belongs to the Health
Insurance Asociation of America, whose testimony the Committee will receive.
We support the recommendations of the HIAA on the substantive aspects of the
pl-dfiig legislative proposal.

We are submitting this statement because we are concerned about the possible
impact of a catastrophic illness insurance program on the no-fault automobile
insurance that we are confident will become compulsory in an increasing number
of states in the years to come. We note that S. 1376 as now written excludes the
payment of benefits under the proposed legislation in cases in which similar
benefits are payable under existing workmen'.s compensation plans. On page 5,
lines 19-23 of S. 1376, such payments, which pursuant to Section 1862(b) of the
Social Security Act (42 U.S.C., 1395y(b)), may not be made under Title XVIII.
would likewise be precluded under this Act. We endorse this exclusion and urge
the Committee to exclude as well no-fault automobile insurance benefits for the
reasons set out below.

INTRODUCTION

We believe that any catastrophic illness insurance system created by the
Congress should seek to take advantage of existing insurance system to the
extent that the goals of those systems are compatible with the goals of a
catastrophic Illness program, and to the extent that they can assure cost savings
while providing the same uniformity and universality of protection. Tis belief,
as well as the other viewpoints offered in this statement, would apply to any type
of national health insurance program which the Congress might consider. Our
remarks are, of course, presented in the context of a specific legislative pro-
posal, but the principle of making automobile no-fault insurance primary is, in
our view, essential in any case.

The preservation of private systems for the compensation of auto accident-
related Injuries will not only result in a lower cost to the consumer and in
considerable savings to the Federal Government, but will serve several maJor
public policy objectives.

It is hardly debatable that personal and property injuries suffered in auto-
mobile accidents may be truly "catastrophic" in their impact upon a victim. It has
become abundantly clear that the traditional third party system, grounded as it
is in the tort liability concept, and thus subject to all the vagaries and uncertainties
of potential and actual litigation, is simply unworkable as a means of timely
and sufficient compensation. Many persons get nothing. or, at best, only a portion
of the compensation to which they are entitled and then only after unconscionable
delays.
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Thus. the goals of a catastrophic illness insurance program and of the no-fault
automobile insurance system are the same: (1) the provision of adequate economic
los benefits for all at minimum cost; and (2) the restructuring of the framework
under which these benefits are delivered in order to reduce frictional costs, elimi-
nate waste and duplication, redirect resources to reduce the frequency and
severity of losses, and encourage rehabilitation.

Making benefits under no-fault automobile insurance excess of (that is,
payable after) benefits under a catastrophic illness program is not essential to
the achievement of the goals common to both systems. Indeed, as we shall
demonstrate below, the objectives of both systems will be enhanced If benefits
under no-fault automobile Insurance are made primary to benefits under a
catalstrophic illness system.

NO-FAULT AUTO INSURANCE SHOULD BE PRIMARY

1. The Costs of- Motoring ,Shouid Be Eternalized to the Activity of Motoring.
We think it is important for a number of reasons to Internalize to motoring

the cost of that activity, so that automobile accident costs will be accurately
reflected In auto ins-urance prices.

For consumers generally, automobile accident costs should be internalized to
the activity of motoring In a visible way, one that shows on the price tag. The
accident cost of motoring can best be Internalized to the activity of motoring
through the no-fault insurance mechanism, one thatmakes the cost visible before,
rather than after, the consumer decides whether, when and how much to engage
in the activity of motoring.

More than one-half of the American population does not drive automobiles. The
110 million non-motoring American people should not be forced to sulbidize a
portion of the losses generated by the motoring segment of the American public
through higher taxes for a catastrophic illness program.

From the point of view of the accident victim, it is only fair that his losses
be aid for by the motoring polmlace through their common contributions to tile
no-fault auto insurance pool, rather than by society at large through its con-
tribution to a catastrophic illness insurance system.

It should also be noted that the variations In auto insurance prices which
would result from making catastrophic illness insurance benefits primary would
serve to frustrate the potential of n-fault automobile insurance to reverse the
existing pattern of auto insurance costs, in which those l(st able to afford it
frequently pay the highest premiums. If catastrophic illness benefits are primary,
the affluent driver secure in-a job with good fringe benefits will continue to pay
less for his auto insurance than tile center city dweller whose employment
typically has less tenure and fewer fringe benefits.

2. .lotoring .Aceident Lo.scs .lIerit Separate Treatment
Four out of every five Amerl(an families own a car. More than 105 million

licensed drivers use more than 100 million cars on our streets and highways.
There Is a ,99 percent chance that in 20 years of driving, every one of these drivers
will have at least one accident. Each year, motoring activity results In 56,000
deaths and 4.6 million injuries (of which half are serious and 4 percent result
in permanent disability.) The economic loss to the nation from the carnage on
our highways amounts to $16.5 billion per year.

Moreover, 7.7 Iercent of all disbilities are attributable to automobile acci-
dents: 21.5 percent of the overall number of days of disabilities from accidents
are attributable to auto crashes: and 49 percent of all accidental deaths in
America each year are attributable to auto accidents.

Although auto accident-related medical expenses constitute less than 5 percent
of th,, total annual medical expense outlay in the United States, the types of
injuries and disabilities are significantly different from nonauto related Injuries
to Justify their treatment and compensation under a system directed exclusively
to them.

The elimination of the adversary process in the compensation of auto accident
victims will make it unnecessary for accident victims to postpone treatment or to
hide the nature and extent of their injuries. Thus, insurers will be able to bring
to bear on automobile accident injuries the expertise they have developed through
the rehabilitation of trauma eases under the workmen's compensation system.

The effect of this expertise would be greatly diluted if auto accident injuries
were compensated by a catastrophic illness system whose benefits are primary to
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those under no-fault automobile insurance. Conversely, if no-fault automobile
insurance medical benefits were primary, auto insurers could make significant
contributions to the medical and economic recovery of automobile accident
victims.

.3. No-Fault Auto Insurance Elimiatcs the Nccd for Collatcral Sources
Because the current automobile liability insurance policy is designed not to

compensate the policyholder for his accident losses, but to protect him from the
economic consequences of judgments against him, prudent drivers today must rely
on other forms ofinsairance to pay their hospital and medical expenses resulting
from automobile accidents in which they are either "at fault" or precluded from
recovering from other parties by their "contributory negligence,"

The elimination of questions of legal fault from auto accident reparations
and the adopion of a compulsory first-party auto insurance system will reverse
the current situation. Each driver will be able to look to his own insurer for full
and immediate payment of all hospital and medical expenses and other economic.
losses incurred by those Injured In his automobile.'

It has been estimated that 45 percent of the average traffic accident victim's
total recovery today for personal injury and property damage is derived from
sources completely outside the fault insurance system (e.g., accident and health
insurance and income continuation plans) and from no-fault insurances en-
grafted upon the fault insurance system (e.g., medical paylnents and collision
insurance.)

No-fault auto insurance will eliminate the waste and inefficiency inherent
in a system that makes the majority of the accident victim's compensation con-
tingent on his being found free of legal fault for the accident.

At the same time, it will unify in a single policy the benefits now payable,
if at all, from a wide variety of frequently duplicative sources.
4. Private Nro.Fault Auto Insurance Would Be as Efficient as Catastrophic

Illness Insurance
No-fault auto insurance encompasses not only unlimited hospital, medical and

rehabilitation benefits, but also wage loss benefits of up to $1,000 a month,
replacement household service benefits for injured housewives, and compensation
for damage to vehicular and non-vehicular property. With this broad range of
claim services to perform, the insurer's expenses naturally are higher than in
lines of insurance offering less comprehensive benefits.

Shifting the administrative costs of processing automobile bodily injury claims
to a catastrophic illness system would not greatly reduce the administrative
burden of the no-fault automobile Insurer, since any accident causing signifi-
cant injury would undoubtedly be accompanied by a considerable degree of
property damage. Thus, the automobile insurer would be involved in any event,
and the additional cost of i)rocessing the injury portion of the claim would lie
negligible. Also, a shift of the administrative cost would limit the capacity
of the private no-fault auto insurance system, while imposing on the catastrophic
illness plan the cost of processing some 4.6 million auto bodily injury claims,
thus adding unnecessary costs to such a plan.

We firmly believe that coordination of benefits among alternative sources
is essential in catastrophic illness legislation. The most efficient coordination
of benefits in the auto accident compensation area would be one which h makes
the more comprehensive of two mandatory systems, that is, the no-fault system,
primary to the less comprehensive system, that Is, catastrophic illness Insurance.
5. Primary Catastrophio Illness Insurance Would Be Inequitable to Motorists

If a no-fault auto insurer were forced to discover and confirm the extent of
collateral benefits available to injured accident victims, an extensive administra-
tive mechanism would have to be established which might present a threat to
the victim's privacy and result In serious delays in the payment of benefits.

If, as we believe they should be, first-party, no-fault auto Insurance benefit
levels are high enough to cover virtually all economic losses for virtually all
auto accident victims, auto insurance coverage will be the most complete and
comprehensive coverage available.

For a description of how such a system would operate see the Report of the Special Com-
mittee to Study and Evaluate the Keeton-O'Conneli Basic Protection Plan and Automobile
Accident Reparations American Insurance Association, New York 1968, P. 5-7; and
Motor Vehicle Crash Losses and Their Competjsation in the United States, 1U.8. Dept. of
Transportation, March, 1971, pp. 133-37.
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If auto insurance benefits are secondary in a catastrophic illness plan, the
benefits may be exhausted by auto-related injuries and disabilities, leaving the
insured unprotected from the financial consequences of other, non-auto related
disability.

WORKMEN'S COMPENSATION BENEFITS SHOULD REMAIN PRIMARY

As noted earlier, the catastrophic illness proposal now before the Committee
maintains the integrity of the existing workmen's compensation plans by making
them primary. The Association applauds this provision and urges that It be
retained for the following reasons:
1. The Workmen's Compensation System Serves American Workers and

Employers Well.
For most American workers the greatest risk is the very real possibility of

having to leave their employment because of an occupational disability. Even
relatively nonserious Injuries or illnesses may result in medical care expense
while the more serious disabilities may cause a temporary or permanent loss
of earning ability along with the burden of catastrophic medical expenses.
Likewise, liability for such losses is an equally real threat to employers.

The present system of Workmen's Compensation, operating within the frame-
work of regulation at the state level, has proven to be a highly efficient method
of protecting employees and employers against the hazards of work-connected
injuries.
2. The Importance of Medical Care to Workmen's Compensation.

One of the most compelling reasons against making workmen's compensation
payable after catastrophic illness Insurance Is the fact that medical care is an
integral part of the workmen's compensation system. The adequacy and quality
of medical care and the prompt initiation of a rehabilitation program where
necessary are of great importance to the injured man and the proper operation
of the system.
3. Workmen's Compensation Provides Comprehensive Protection.

It may be noted that under neither the Medicare program nor the Medicaid
program do the extent of medical care benefits approach those provided under
the workmen's compensation system. Medical protection under workmen's cotn-
pensation laws provides the most comprehensive system of statutory health care
In this country. Full medical, hospital and related services, unlimited in time
or amount, are an essential part of the widespread protection that workmen's
compensation laws in most states provide against income loss from and treat-
ment for work Injuries. Severe injuries involving large expenditures for nfedical
care, while fortunately Infrequent, are by no means unknown. Current medical
payments under workmen's compensation laws exceed $1,000,000,000 annually.
4. Oatastrophio Illness Insurance Could Be More Costly Than Workmen's

Compensation.
Another factor which should weigh significantly In deciding whether catastro-

phic illness insurance should be primary to workmen's compensation is the
fact that Medicare and Medicaid have far exceeded cost estimates made prior
to their enactment. There is every reason to believe that treatment of work
related injuries under a primary catastrophic illness insurance program would
also be extremely costly. For the Federal Government to assume this large
burden Is unsound both economicaly and practically, in light of the fact an
effective and comprehensive medical benefit program for work injuries already
exists.

CONCLUSION

For the reasons above, we strongly urge the Committee to retain In its catas-
trophic illness legislation language making workmen's compensation benefits
primary to catastrophic illness insurance benefits and broaden the concept to
provide that mandatory first-party automobile accident insurance be the primary
source of indemnity for auto accident injuries.

We would suggest the addition of the following language to S. 1376 in order
to accomplish this intent: Amend the bill on page 5, lines 19 through 23 to read:

(b) (1) Notwithstanding the previous provisions of this Section, no payment
may be made with respect to expenses or services payable under mandatory,
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first party no-fault automobile insurance programs, or if pursuant to Section
1862(a), (b), or (d) payment may not be made for such expenses under Title
XVIIr.

We would be happy to meet with members of the Committee or the Committee
Staff to discuss in further detail the recommendations contained in this state-
ment.

Respectful submitted,
AMERICAN I SURAxCE ASSOCIATION,

T. LAWRENCE JONES, President.

The CHAIRMAN. The next witness will be Clark C. Havighurst,
professor of law, Duke University School of Law.

STATEMENT OF CLARK C. HAVIGHURST, PROFESSOR OF LAW,
DUKE UNIVERSITY SCHOOL OF LAW

Mr. HAvIOHUiST. Thank you, Mr. Chairman.
My name is Clark C. Havighurst, and I am a professor of law at

Duke University. For the past 21/2 years I have been director of the
Committee on Legal Issues in Health Care, which is organized under
a contract with the National Center for Health Services Research and
Development, U.S. Department of Health, Education, and Welfare. I
am appearing here in my individual capacity, however, and do not
purport to speak for the members of the Committee on Legal Issues
in Health Care.

My interest in the health care industry grows out of my academic
interests in the fields of industrial organization, antitrust law, and
public regulation of business. I have recently spelled out. my views on
many of the matters now being considered by your committee in a
lengthy article entitled "Health Maintenance Organizations and the
Market for Health Services," which is published as part of a sym-
posium on health care which I edited for the journal "Law and Con-
tem porary Problems." That article strongly endorses most of the pro-
visions of H.R. 1 relating to health maintenance organizations, and
my testimony today is confined to discussing those provisions.

This bill is likely to be the first act of Congress to endorse the HMO
concept and it is therefore an important step in pointing the direction
in which the health care system is to move. It is my view that if HMO's
are permitted to develop without unnecessary legislative or regulatory
restrictions, they will stimulate limited but nevertheless effective com-
petition in health care delivery and should substantially improve the
performance of the entire health care industry. It is wrong to say,
as many have, that the administration's program is unlikely to bring
about needed basic changes in the health care delivery system. In fact,
the policy of encouraging the development of HMO's has the potential
for revolutionizing the entire industry.

My optimistic expectations for 14MO's rest, first of all, on their
ability to impose, almost for the first time, a needed cost constraint on
physicians in caring for their patients. By discouraging overutilization
and realizing other efficiencies, HMO's will be able to quote a lower
price than o health insurers for the same benefits or to give more
coverage for the same price. Such competition would introduce nin-
"precedented but essential pressure to control costs in the insured fee-
for-service sector, and health insurers and professional groups would
be driven to institute at least a mild form of peer or other review cal-
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elated to reach the most substantial abuses and thereby lower insur-
ance premiums. Indeed, the appearance of medical care foundations,
which are being organized by medical societies in response to the
potential appearance of HM Os, is the most dramatic step to date ill
the direction of effective controls on utilization and charges in the fee-
for-serkice sector. Much of the credit for this initiative by the medical
societies-should go to the administration's HMO proposals.

Just as the presence of HMO's in the market will induce utilization
and cost controls by fee-for-service providers, the service advantages
and other strengths of competing fee-for-service medicine will help to
prevent HMO's from rendering excessively impersonal or unrespon-
sive service and from cutting back on essential quality. Thus, the com-
petition between the two segments of the industry, by increasing the.
need to appeal to consumers, improving the flow of information to the
public, and augmenting opportunities for choice on the basis of price,
quality, and convenience, will have healthy results from the stand-
point of the public. Major gains are possible in reducing the cost of
health care, in improving the overall quality of care, and i increasing
consumer satisfaction with the conditions under which care is
delivered.

The benefits that I foresee from introducing HIMO's will not be
fully realized if care is not taken in legislation to keel) market entry
by a new HMO from being any more difficult than it has to be. Indeed,
the widespread agreement on the need for subsidies and for promo-
tional assistance to HMO development indicates a prevailing belief
that entry must be made as easy as possible. Moreover, the object
should be to permit entry by as many HMOs as possible and to en-
courage the development of different models of HMO in order that
consumer choice will be maximized and new ideas and organizational
forms can be tried. The thrust of my remarks today is toward assuring
that I.R. 1 will not pose any unnecessary entry barriers to HMO
development and will in fact embody a policy of encouraging HMO's
of all kinds to serve medicare patients and to compete for the custom
of other consumers as well.

My first concern is that H.R. 1 not overspecify what an 1IMO must
be. The present definition of health maintenance organization in H.R.
1 is quite general in most of its aspects and would probably permit the
formation of almost any responsible plan embodying prepayment to
the provider on a capitation basis and acceptance by the provider of
contractual responsibility for the patient's comprehensive health
needs. If properly administered, it should exclude, no plan that is well
conceived and fair to consumers.

However, in 1970 this committee indicated a desire to impose addi-
tional limits on the I-HMO concept embodied in H.R. 17550. I hope
that this time you will not give in to the very great temptation to
write an idealized LMO model into law. Any'legislative attempt. at
particularizing the model bars some potential entrants, by increasing
the needed investment, eliminating certain classes of aspirants. or
otherwise. It is widely recognized also that the specification of "in-
pitts" in a process can be a costly regulatory approach, increasing pro-
duction costs without necessarily assuring or commensurately im-
proving the quality of output.
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Tt.R. 1 should be regarded as an enabling act permitting medicare
beneficiaries to elect tIMO-type care and not as the vehicle for im-
posing detailed regulation on HMO's. Congress will have ample op-
portiunity to consider regulatory measures applicable to JIMO's and
perhaps to other health care providers as well. Indeed, bills to deal
with possible quality problems associated with lIMO's are currently
being drafted in a number of places, and one of these will almost ce'-
tainly be acted on by the end of this session.

I ;night add here that I hope Senator Bennett's PSRO proposals
will not give the fee-for-service doctors or the medical societies any
regulatory authority over lIMO's--except the medical care founda-
tions, of course.

Senator BENNETT. Well, at this point if the amendment is adopted
the fee-for-service doctors will share with the doctors from HMO the
responsibility of checking the performance of fee-for-service doctors
and HMO's. We think we have got to cross that line. We dont think
we can allow HIMO's to grow up any more than we can allow hospital
review groups to grow up and say, 'Our utilization review is perfect.
Therefore, we should be free from any further utilization review."

That is really the fox in the henhouse.
Mr. HvIonURST. Well, Senator, you are aware, of course, of the

history of the difficulties that lIMO's have had
Senator BEN.NETT. That's right.
M[r. HAVIGHURST (continuing). In dealing with the fee-for-service

sector and of the activities of the fee-for-service sector in repressing
IMO development.
Senator B-NNE-vr. I am aware of mutual jealousy that exists be-

tween the two groups and each side feels for some reason the other type
of practice should either not exist or if it exists should not be allowed
to havee any relationship; they should be kept apart and be independ-
ent.. But as we move toward national health programs, and I may not
be in the Senate when they come, but some form of national health
program will come in this'century; it seems to me we must have an
overall review mechanism which reviews all aspects, all types of health
services and I think the PSRO concept is so built that we are not
going to let outside physicians review lIMO's unless representatives
of the HMO involved are part of the review mechanism any more
than we should allow the HMO people to lfave a free hand in review-
ing the private practice.

Teh hospitals say the same thing. They say-you heard the witness
today-in effect: "'We have utilization review procedures; therefore
11ou don't need to review us." Well., I think the doctors who are part of
hospital staffs, the doctors who are part of lMO's and the doctors
who are in private practice should all be brought into the review
mechanism so that we have representatives of every phase of the medi-
cal industry reviewing all aspects or all types of medical services.

Mr. HAVIGIIuRST. Your remarks, Senator, fly somewhat in the face
of my conception-which I have tried to lay out here-of the two sec-
tors competing with each other in a substantial way. I would simply
point out that cooperative types of regulation may result in unfortun-
ate collusion if they avoid the danger of suppression of the HIMO sec-
tor by the fee-for-service doctors.
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Senator BENNETT. They are going to compete with each other finan-
cially and the review mechanism has nothing to do with the cost of
service. It has to do with the quality and effectiveness, and the site of
service; otherwise, if you take a fragmented approach then you cal
say every sector, every factor in the providing of health service, wants
to do its own reviewing without anybody else looking at it. Some nurses
want to review nurses; and podiatrists want to review podiatrists; and
chiropractors want to review chiropractors.

Mr. HAVIIIUST. Senator, the interesting thing about the medical
foundation concept is that for the first time the fee-for-service sector
has really gotten interested in policing itself to eliminate real abuses.
Up until now they wanted to police themselves only so that no one else
would do it.

Senator BE.N vTT. That's right.
Mr. HAvIOHURST. Now, because HMO's have appeared, there is a

real incentive to control cost and utilization, and that, you see, to
me is a desirable development; and, to the extent that that is what
is going on, I find it very, very attractive. Whether PSRO is simply
an extension of that concept is not clear to me at this point.

Senator BENNETT. The foundation-the real proliferation of the
foundation idea followed PSRO; it did not precede it; and it is my
personal concept that we have got to have every type of medical prac-
titioner at the physician level, not. physiotlieripist or the nurse, have
an opportunity to participate in the review mechanism; and, in order
to make it effective the process of review must go into every type of
medical practice, otherwise we are building up a little group o? walls
around existing programs and each of them is saying, as you heard
the hospital people say this morning, "We don't want them to review
us. We have our own review mechanism and it is satisfactory."

Mr. HAVIGHURST. If you can conceive of a somewhat more com-
etitive market system, though, the notion that there is a certain
alkanization is not so troublesome, because each of these groups-the

fee-for-service sector, on the one hand, and a variety of HMO's on the
other-is competing against the others to achieve the right combina-
tion of cost, quality, amenities, and so on.

Senator BENNEr. I realize you are testifying today for the crea-
tion of more HMO's and can you conceive possibly that there are some
doctors who would get together and conceive of an HMO that probably
sohuld have some outside review?

Mr. HAvIGnRvsw.YCs, I can, Senator.
Senator BENNETT. That is all I am interested in-
Mr. HAVIGHURST. Precisely.
Senator BENNETT (continuing). In seeing that it is possible.
Mr. HAvIOHURST. I simply would resist the idea. of assigning that

review job to fee-for-service doctors. I have not studied the mechanism
that you have proposed sufficiently to say whether that is a substan-
tial risk, and I would just ask youi and tie committee recognize it as
a danger to be avoided.

Senator BENNETT. That is right, the concept, in the Bennett pro-
posal is that in an area where tfere is an HMO, we are more or less
going to insist that the HIO doctors be part of the review mechanism
just as fee-for-service doctors and hospital staffs' members. We have
got to get them all in or the thing will not operate.
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Mr. HAVIGiUIIST. I will now return to my plrepared remarks.
In the connection that I was pursuing previously, I want now to

argue specifically that R.R. 1 should prescribe no minimum size for
H1,O's.

In 1970, this committee introduced a minimum size requirement
for HMO's into its version of H.R. 17550. This action reflected a judg-
ment about the minimum efficient size of HMO's, but its effect woufd
have been to rule out all possibility of 1IO's run by a small group
of doctors-roughly less than 10--perhaps in a rural community or
in conjunction with a fee-for-service practice.

Small HMO's, rendering mostly primary care and purchasing spe-
cialist services and hospital care in the fee-for-service sector, could
selve a useful function in the health care system, even if they were
somewhat less efficient than their larger competitors. Their physicians
might provide more personalized care and would act as particularly
sophisticated purchasers in obtaining fee-for-service care for their
enrollees, shopping on the basis of price and quality and exercising a
beneficial influence on utilization. Just as specialty shops continue, to
compete with more efficient department and discotuit stores, smaller
HMO's may find a place in the health care industry, perhaps charg-
ing a higher price but providing something closer t the personalized
care that fee-for-service medicine can pr-vide.

Most important of all, a minimum size requirement would probably
guarantee that no more than one HMO could establish itself in many
communities, even some of substantial size. These monopolistic lI.O'ts
might have no substantial incentive to maximize the attractiveness of
H11M-type care, particularly if they were dominated directly or in-
directly by fee-for-service doctors 'through the medical care foun-
dation'device or through sponsorship by a university medical center
or a community hospital. Maximum development of the HMO con-
cept requires that entry not be artificially obstructed by minimum
size or other requirements.

fy next point is that H.R. 1's present controls on HIO profits are
completely adequate and should not be strengthened.

This committee's version of H.R. 17550 sought to restrict the pro-
fitability of lIMO's and there are some who would prohibit for- profit
HMO's altogether. H.R. 1 now restricts the lIMO's profits on medicare
beneficiaries to the rate earned in serving self-supporting subscribers.
I submit that this provision is the best means of handling any question
concerning the profits earned by HMO'&s.

Without some profit incentive, HMO's will grow more slowly, and
competitive situations will be less likely to develop. Even nonprofit
HMO's grow in large part. because their organizers seek power, pres-
tige, ang perquisites that come with organizational success, and to
this extent nonprofit and for-profit enterprises are hardly distin-
guishable. Moreover, doctors and administrators may gain personal-
l! from running an ostensibly nonprofit RIO, and proscription of

for-profit plans succeeds only in barring nonmedical persons or cor-
porations and their capital from entrepreneurial roles in health care
depriving the industry of precisely those resources and talents needed
to reorganize it.

The loss of potential entrants, particularly the most, aggressive kind,
reduces the pressure on existing providers to satisfy consumer prefer-
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ences on cost, quality, and the. conditions under which care is given.
Again, for-profit HMO's would be more likely to develop the full
potential of HMO-type care than might most nonprofit providers,
which would usually'be dominated by, or in some respect beholden to,
fee-for-service providers.

I have argued the case for for-profit HMOs' at length in the "Law
and Contemporary Problems" article.

My final point is that the provisions of H.R. 1 giving Federal effect
to State health planning requirements affecting IMO's should be
eliminated. Section 221 of H.R. 1 as psed by the House of Repre-
sentatives appears to strengthen State. authorities' power effectively
to control all major new public and private investments in health
facilities, including HMO's, and to prevent all new construction for
which they are not satisfied that a "need," as they define it, exists.
Experience in other regulated industries tells us that need in such
circumstances is always defined with an eye to possible adverse effects
on other providers of the service, indicating that legislation of this
kind invariably protects existing providers from competition, which
explains why it is regularly sponsored by them.

In health'care, the problem is exacerbated by the unfortunate fact
that the State health planning agencies have already reached the
status, which most regulatory agencies may be fated to attain, of being
the captive of the establishment they are expected to regulate. Thus,
State health planning laws have a protectionist, monopolistic tend-
ency that must be minimized if a responsive, pluralistic system is
desired.

In my prepared statement I elaborated my doubts about the wisdom
of State hospital franchising laws that extend to private sector in-
vestments. In my view they are shortsighted and, while possibly justi-
fied by expediency 11nder present conditions, will in the long run'have
detrimental effects. whatever kind of national health insurance scheme
is eventually adopted, it will be less attractive if the legal background
is such that health care is provided by a series of local monopolies
protected from competition by certificate-of-need legislation.

Although I have these broader dQubts, in this statement I propose
only that section 221 of H.R. 1 be returned to the form in whic it was
originally proposed by the administration so as not to extend to HMO
investments specifically. In this form it would still reach the construe-
tion of hospital facilitis by l{MO's but would give no Federal sanc-
tion to State restrictions on the construction of outpatient facilities.

Nothing could be more pernicious than to give to State regulatory
agencies dominated by, or responsive to the interests of, fee-for-service
providers the power to veto the creation of new HMO's.

In summary, I would simply solicit the committee's recopition of
the overriding importance o? preserving opportunities for HMO
entry. I hope that you will find this is an appropriate occasion to de-
clare either in legislation or in legislative history that the law shall be
administered with a view to achieving the objective of a pluralistic,
nonmonopolistic system of health care delivery.

The C1rIRxMA.N%. Thank you very much, sir.
Any further questions?
Thank you very much for your statement.
(The prepared statement of Mr. Havighurst follows:)
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PREPARED STATEMENT OF CLARK C. IIAVIGIURST, PROFESSOR OF LAW,

DUKE UNIVERSITY,

My name is Clark C. Havighurst, and I am a professor of law at Duke Univer-
sity. For the past 21/2 years J have been i)irector of tie Committee on Legal
Issues in Health Care, which Is organized tnder a contract with the National
Center for Health Services Research and I)evelopment, U.S. departmentt of
Health, Education, and Welfare. I am appearing here in my individual capacity,
however, and do not purport to speak for the members of the Corimnttee on
Legal Issnes in Health Care.

My interest in the health care industry grows out of my academic interests
in the fields of industrial organization, antitrust law, and public regulation of
business. I have recently spelled out my views on many of the matters now being
considered by your Committee in a lengthy article entitled "Health Maintenance
Organizations and the Market for Health Services," which is published as lpart of
a symposium on Health Care which I edited for the journal Law and Contcmpo-
rary Problems. That article strongly endorses most of the -provisions of I.R. I
relating to health maintenance organizations (1MOs), and my testimony today
is confined to discussing those provisions.

This bill is likely to be the first act of Congress to endorse the iMO concept,
and it is therefore an Important step in pointing the direction in which tile health
care system Is to move. It Is my view that, if liMOs are permitted to develop
without unnecessary legislative or regulatory restrictions, they will stiniulatr
limited but nevertheless effective competition in health care delivery and should
substantially improve the performance of the entire health (are industry. It is
wrong to say, as many have, that the administration's prograin is unlikely to
bring about needed basic changes In the health care delivery system. In fact, the
policy of encouraging the development of HlMOs has the potential for revolution-
izing the entire industry.

My optimistic expectations for liMOs rest, first of all, onlMOs' ability to
Impose, almost for the first time, a needed cost constraint on physicians in
caring for their patients. By discouraging overultiziation and realizing other effi-
ciencies, IMOs will be able to quote a lower price than do health insurers for
the same benefits or to give more coverage for the same price. Such competition
would introduce unprecedented but essential pressure to control costs in the
insured-fee-for-service sector, and health insurers and professionalgroups would
be driven to institute at least a mild form of peer or other review calculated to
reach the zirost substantial abuses and thereby lower insurance premiums. In-
deed, the appearance of medical care foundations, which are being organized
by medical societies in response to the potential appearance of liMOs, is the
most dramatic step to (late in the direction of effective controls on utilization
and charges in the fee-for-service sector. Much of the credit for this initiative
by the medical societies should go to the administration's lIMO proposals.

Just as the presence of HMOs in the market will Induce utilization and cost
controls by fee-for-service providers, the service advantages and other strengths
of competing fee-for-service medicine will hell) to prevent IMOs fromn rendering
excessively impersonal or unresponsive service and from cutting hack on essen-
tial quality. Thus, the competition between the two segments of the industry, by
increasing the need to appeal to consumers, improving the flow of information
to the public, and augmenting opportunities for choice on the basis of price,
quality, and convenience, will have healthy results from the standloint of the
public. Major gains are possible In reducing the cost of health care. In improving
the over-all quality of care, and in increasing consumer satisfaction with the
conditions under which care is delivered.

For the foregoing reasons, the extent of HMO's actual penetration of the
market in terms of subscribers enrolled will not directly measure HAMO's overall
value to consumers, and indeed consumers may continue in large numbers to
prefer fee-for-service care even at a higher price. Nevertheless, an available sub-
stitute, even if it is perceived to be somewhat inferior, can impose an effective
check on the exercise of market power, resulting in lower prices and greater
efficiency than would otherwise prevail. Thus, even if HMO-type care should
appear inferior in some respect to fee-for-service medicine (and there is no evi-
dence to date of any such inferiority), it still has a vitally important market
function to perform.

The benefits that I picture from introducing HMOs will not be fully realized
if care is not taken in legislation to keep market entry by a new HMO from
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being any more difficult than it has to be. Indeed, the widespread agreement on
the need for subsidies and for promotional assistance to LIMO development indi-
cates a prevailing belief that entry must be made as easy as possible. Moreover,
the object should be to permit entry by as many HMOs as possile and to en-
courage the development of different models of HMO in order that colsulmer
choice will be maximized and new ideas and organizational forms can be tried.
The thrust of my remarks today is toward assuring that H.R. I will not pose
any unnecessary entry barriers to HMO development and will in fawt timbody
a policy of encouraging lIMOs of ill kinds to serve medicare patleat., ,'d to
compete for the custom of other consumers as well.

The following paragraphs deal with several technical ospects of H.R. 1 as it is
now constituted and as it might be reconstituted by this Committee. In each
case the emphasis is on maximizing entry possibilities as a means of maximizing
the chances of realizing the expectations expressed above.
H.R. 1 should not overspeoifjy what an HMO in ust be.

The definition of "health maintenance organization" in H.R. 1 Is qu.te .'e:.4-ral
in most of its aspects and would probably permit the formation of almost any
responsible plan embodying prepayment to the provider on a capitation bt sts and
acceptance by the provider of contractual responsibility for the patient's compr t-
hensive health needs. However, the definition would permit, although il would
not require, a degree of regulatory prescription by the Secretary of liE\;' thit
might effectively narrow entry opportunities. Thus, financial responsibility and
quality assurance requirements, contemplated in H1.R. 1, could be made exces-
sively burdensome, Increasing 11M costs and entry problems witlut comumen-
surate benefits to the consumers served. Although my preference might be for a
bill conferring even less prescriptive powers on the government, the present bill Is
acceptable since its requirements are largely minimal and, if Ilrt-pcrly admin-
istered. it should exclude no plan that is well convelved and far to consumers.

In 1970 this Committee indicated a desire to impose addltimon, limits oil the
1I10 concept embodied in H.R. 17550. I hope that this time you will itot give in
to the very great teluptation to write an idealized lIO model into law. Any
legislative attempt at specifying the model bars some potential entrants, by in-
creasing the needed investment, eliminating certain classes of aspirants (such as
nonphysictans capitalists), or otherwise. It Is widely recognized also that the
specification of "Input.s" in a process can be a costly regulatory approach, increa.4.
ig production costs without necessarily assuring or commensurate-ly Improving

the quality of output. 11.11. 1 should be regarded as an enabling act permitting
Meliare beneflclaries to elect lIMO-type care and not as the vehicle ror Wmposing
detailed regulation on HMOs. Congress will have ample opportunity to consider
regulatory measures applcable to IIMOs and perhaps to other health care pr,-
viders as well. Indeed. bills to deal with possible quality problems associated
with IlIMOs are currently being drafted in a number of places, 2nd something
should be acted on by the end of this session.
H.R. 1 should prescribe no minimum size for H1Os.

In 1970 this Committee introduced a minimum size requirement ?,w IN).s inlto
its version of H.R. 17-550. This action reflected a judgment about the mininun
efficient size of HMOs (something the market is better equipped to deternll.,
than the legislature), but its effect would have been to rule out all possibility or
l1M0s run by a small group of doctors (less than ten), perhaps in n rural cwii-
munity or in conjunction with a fee-for-service practice. Small HMOs, rendering
itostly primary care and purchasing specialist services and hospital care In tile
fee-for-service sector, could serve a useful function in the health care .y.sitei.
even if they were somewhat less efficient than their larger comlititor's. Their
physicians might provide more personalized care and would act as jiartih.ulalrly
sophisticated purchasers In obtaining fee-for-service care for their enrollees,
shopping on the basis of price and quality and exercising a beneficial influence on
utilization. Just as specialty shops continue to compete with more efficient d.
partment and discount stores, small IMOs may find a place in the health care In.
dustry, perhaps charging a higher price but providing something closer to time
personalized care that fee-for-service medicine can provide. Smaller liMOs mIlsoa
have a potentially useful function in currently underserved runl areas, where
the population base might not provide enough enrollees for optimally efficient
operation.

Most important of all, a minimum size requirement would probably guiaraliteq
that no more than one HMO could establish itself in many communities, even
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single of substantial size. These monopolistic HMOs might have no sulstaiuitial
Inventive to maximize the attractiveness of HMO-type care, particularly if they
were dominated directly or indirectly by fee-for-service doctors through tile
medical care foundation device or through sponsorship by a university medical
venter or a community hospital. Maximum development of the HMO concept re-
(Itires that entry not be artificially obstructed by minimum size or other require-
uIll'uitS.

II.R. l's present controls on 1110 profits are adequate.
''liis Committee's version of H.R. 17550 sought to restrict the )rotitability of

i1( ins, and there are some who would prohibit "for-profit" LIMOs altogether.
IL. . 1 now restricts the HMO's profits on MNIedicare beneficiaries to the rate

V;I' led in serving self-supporting subscribers. It is submitted that this providing is
Hiv hest means of handling the question of profits earned by lIMOs.

Without a profit incentive HMOs will grow more slowly, and competitive situa.
liwis will be less likely to develop. Even nonprofit HMOs grow in large part be.
cause their organizers seek power. prestige, and perquisites that come with orga-
nizational success, and to this extent nonprofit and for-profit enterprises are
hardly distinguishable. Moreover, doctors and admministrators may gain per-
sialily from running an ostensibly nonprofit HMO, and proscription of for-proit
plans succeeds only in barring nonmedical persons or corporations and their capi-
tal from entrepreneurial roles in health care, depriving the industry of precisely
1 I,,,.si, resources and talents needed to reorganize it. The loss of potential entrants,
particularly the most aggressive kind, reduces the pressure on existing providers
Io satisfy consumer preferences on cost, quality, and the conditions under which
('are is given. Again, for-profit HMOs would be more likely to develop tile full
ptemitial of HMO-type care than might most nonprofit providers., which would
uiutlly be dominated by, or in some respect beholden to, fee-for-service providers

[ havw argued the caise for for-profit liMOs at length In the Law and Con-
teutp or iry Problenix article.

7'h pJiroviion-V of H.I'. I giving federal effect to state health planning require-
nici 1* a rffetin q 11.H0 liould be ('lintinatCd.

ettiit 221 of 11.1t. 1. as passed by the House of Representatives, appears
to strengthen state authorities' power effectively to control all major new
public and private investments in health facilities, including HMO's, and to
lirevemit all new construction for which they are not satisfied that a "need," as
tlivy define it, exists. experiencee in other regulated industries tolls us that "need"
li such circumstances is always defined with an eye to possible adverse effects
(on other providers of the service. indicating that legislation of this kind in-
vari:lily protects existing providers from competition and explaining why it
is regularly sponsored iy them. In health care, the problem Is exacerbated t)y
tile 1lfort uniate filet that the started health planning agencies have already reached
the status, which most regulatory agencies may be fated to attain, of being the
'ipliye of ilie establisinacivt they are expected to regulate. Thus state health

phi ning laws have a l)rote'tioloist. minlopolistic tendency that must be nininmized
if a respoinsive. pluralistic system is de.sire(d.

Ilca th Iehcnning has legitimate functions, of course. hut limitation of compe-
litii,n i. not early one of lheln and should be tolerated only if no other solu-
Hilt to the lireelved probllem is viable. Planning is clearly needed for the purpose
of suplervising and coordinating the health investments of the public and ele-
0 n11s n.\ttry sectors to prevent redundant. extra vagant. or even corrupt expendi-
lure.. Moreover. because of the extent of existing monopoly and the working of
the third-party paynient system in health care, excess capacity tends to be
transhmted into higher costs and passed on directly to the public in the form of
higher insurance charges s or taxes. Finally. an excess of hospital beds in a coin-
inunity tenls to Invite overutilization of the hospital as administrators seek to
keep their revenues ip. The issue is whether these problems can be confronted
only Iy limiting the possibility of new entry into health care delivery by extending
jila nlng to include private-sector investments. I believe that they can be. but this
Is not the place to deal with this question.

Another possible argument for "certificate-of-need" legislation is that competi-
lion Is unfair and :iould lie suppressed because it endangers public invest-
meiat. As things now stand. community hospitals are Indeed excessively rulner.
able to competition from new entrants, in part because their rate structures do
not reflect the costs of their various services but more fundamentally because
they bear a considerable financial burden In serving the Ip)or. much of which
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must lIe covered by monopolistic charges to paying patients. Health Insurance
helps to spread these latter charges and prevents the monopolistic-charity model
from being a totally irrational and inequitable way for society to absorb the
cost of caring for the poor, but reliance on this model requires protective legis-
lation and forfohts the benefits obtainable from preserving the possibility of new
entry.

Provision of medical care for the poor is not fundamentally incompatible with
a more competitive health care marketplace. Thus, the administration's prolws-
als would pursue the more attractive route of providing the poor with adequate
insurance coverage rather than subsidizing the providers of care by direct public
grants or through award of monopolistic privileges. Of course, measures to mi-
prove disadvantaged citizens' ability to pay for care may reflect compassion
for hard-pressed providers more than concern for the deprived poor themselves.
but at least thl.t compassion should not lie carried to the extent of relieving pro-
viders of both the need to treat some nonpaying patients and the threat of
competition. There is a real danger that the process of legislating protectionism
will be completed at just about the time that the chief justification for it-the
need to provide excess lrohits from which to subsidize free care for the indigent-
is largely removed. Whatever kind of national health insurance scheme Is
eventually adopted, it will be less atractive if the legal background Is such that
health care is provided by a series of local monopolies protected from competi-
thon by certificate-of-need" legislation.

I propose that section 221 of H.R. 1 be returned to the form in which it was
originally l)roposeld, so as not to extend to HMO investments specifically. In
this form it would still reach the construction of hospital facilities by tIMOs
iut would give no federal sanction to state restrictions on the construction of
outpatient facilities. As indicated above, I also have grave doubts about tihe
wisdomn of section 221 as it applies to the construction of hospital facilities, but
it is even more important that this provision not be permitted to restrict lIMeO
development speciflciily. Nothing could be more pernicious than to give to state
regulatory agencies dominated by, or responsive to the interests of, fee-for-
service providers the power to veto the creation of new lIMOs.

This Committee should recognize in the legislative history of H.R. 1 the
exrt'cne importance of encouraging free development of the lIMO sector.

In view of the overriding importance of preserving opportunities for LIMO
entry. Congress should declare, either in legislation or In legislative history,
that tie law shall be administered with a view to this objective. Specification of
the relevance of antitrust law and policy would le helpful in this regard.

Congress and this Committee should recognize that ease of entry not only
enlarges opportunities for entrepreneurs interested in UMO formation but
supplies a beneficial restraining influence on sellers already operating in the
market. Thus, a market populated by only one or a few sellers may yet behave

competitively, In part because sellers recognize not only their existing rivals
but also the risk that other sellers will appear if prices rise, or quality of
.-'-rvice sinks, to a level making entry appear attractive. For these reasons,
preservation of such "potential competition"-which might come from IMOs
operating in adjoining areas, employers Interested In cheaper care for their era-
ployees or indigenous fee-for-service physicians-shiould be an important policy
consideration.

A technical point: Clarification of the HMO membership requirement.q
There is a technical problem in the articulation of the membership require-

ments for liMOs in H.R. 1 and S. 1623. In H.R. I it is siecified that at least half
of the enrollees must be uder age 65, ard under .. 1623 at least half of the
lI110's enrolls are roinired to he .etlwr FITTP-nor "Medh.nid-Pltgilo
'rhiep.. definitions should be altered to integrate them in such a way that an
11IO could not be constituted with nearly half of its enrollees covered by
Medicare and most of the other half made up of Medicaid (or FlIIP) bene-
ficiaries. The purpose should be affirmatively to require the HMO to serve a
substantial population of enrollees who are non-federally supported subscribers
who have chosen the HMO over the other alternatives available to them, Includ-
ing health insurance. Such a membership requirement would provide added
assurance of the quality of care provided and would guarantee that the bene-
ficiaries of federal programs would not be segregated In HMOs serving only or
primarily publicly supported persons. Moreover, the statutory limitations to be
ImpnQed by H.R. 1 on the HMO's profit rate in serving Medicare beneficiaries
require the presence of a substantial portion of non-federally supported in-
dividual in each HMO.



2573

The CJIAIRIwA. The next witness will be Dr. Kenneth 0. Johnson,
executive secretary of the American Speech and Hearing Association.

STATEMENT OF RICHARD 3. DOWLING, DIRECTOR, GOVERN-
MENTAL AFFAIRS, AMERICAN SPEECH AND HEARING ASSOCIA-
TION, ACCOMPANIED BY DR. F. T. SPAHR, DEPUTY EXECUTIVE
SECRETARY, ASHA

Mr. DOWLING.. Dr. Johnson is unable to be lere today.
Mr. Chairman, I am Richard Dowling. With me is Dr. Frederick T.

Spahr, deputy executive secretary of the American Speech and Hear-
ing Association, a national scientific and professional society of more
than 14.000 speech pathologist and audiologist members, with its na-
tional office in this city.

We are here today specifically to present the concerns of those of our
profession who work with speech, language and hearing handicapped
Americans over 65 years of age. National health surveys have shown
that somewhere between 13 and 25 percent of all Americans over 65
htP'k hearing losses severe enough sufficient to restrict the hearing of
speech. Some 90,000 more have speech or language impairments-
many such impairments are caused by cancer and many more by
stroke.

The association comes before your committee to list four recom-
mendations relative to the issues either contained in or prompted by
your consideration of proposed 197"2 amendments to the Social Secu.
rity Act. These are summarized on the second page of the statement
we have prepared for the committee's record. With your permission,
I should like to summarize very briefly the last two of these recom-
mendations and then turn to Dr. Spahr for an explanation of recom-
mendations 1 and 2 which relate specifically to the delivery of speech
pathology services to elderly Americans.

Mr. Chairman, the American Speech and Hearing Association be-
lieves that all providers of medical and health care services should be
held accountable for the quality, utilization and costs of the services
they render and that each profession should establish its own peer
review mechanism.

So far as our own profession is concerned, we believe that local and
regional peer review committees comprised of speech pathologists or

audio sts should be created to review the respective services pro-
vided by medicare and other services to recipients. A move in this
direction is presently afoot among the association's membership. We
believe it and similar initiatives to be superior to a peer review
concept which incorporates evaluation of a profession by individuals
who do not possess indepth knowledge and skills in that profession.

This latter type of peer review we think cannot but lead to
a significant reduction in the quality of services rendered.

Ve believe, as Senator Bennett said this morning during testimony
offered by the Louisiana Hospital Association, that the professional
services of doctors should be reviewed by doctors, and we think it
follows reasonably that the other health care professions should have
the same independence in their efforts to improve quality.

Senator BENNF.TT. Have you read my amendment?
Mr. DOWLING. Not the recent one, sir.

72-573-72-pt. 5-23
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Senator BNNrr. Then you are not aware that this amendment
provides that while physicians will have the ultimate responsibility
for peer review, they are expected to contract with specialists in all
other fields for review of related fields which are not directly a part
of the practice of an ordinary physician.

Mr. DOWLINO. Yes, sir; I understand that. I think we would ques-
tion why physicians should have ultimate responsibility for review of
speech pathology and audiology services.

Senator BENNE -Tr. Well, there is a practical reason. We could have
50 or 60 review mechanisms set up to operate in each area and it would
be almost impossible to operate that from Washington. But if we
have an agency in my home city of Salt Lake with that responsibility
of contracting with other disci planes for the review of service related
to that discipline, the most obvious of which is dentistry, then it
seems to me the Federal Government has one single agency to which
it can turn rather than to be so badly fragmented that it would be
impossible to keep any track from Washington of the kind of review
service that is available.
Ar. DOWLING. Yes, sir; I do understand your concern and I am sure

you understand ours. I think we have to take a close look at your
proposal and I acknowledge we have not done that as yet.

Senator BF.NNETr. As I think has been made obvious from the dis-
cussion today, we don't want a series of protective unions; we don't
want each group reviewing itself with no overview of the overall
effect of the type of service that is being given to the patient.

Mr. DOWLING. Yes, sir. What we would like, and I am sure other
health care professions would like, to insure, though, is that they have
some input; and I couldn't speak to just what degree the input would
be, insofar as your proposal is concerned, into the top level of the
review organization.

Senator BIENNE-. I think you might go back and reread the mod-
ern, the latest version of the amendment which I offered in January.

Mr. DowuNo. Yes, sir; we will do that. Thank you.
Turning now to the proficiency testing section of the proposal be-

fore your committee, section 241, our association would like to point
out its belief that the section should and does relate only to medical
and health care technicians who function under the supervision, direc-
tion and prescription of medicine and other health care professions.

The association is concerned that the term "therapists' as used in
section 241 may be generalized in administrative regulations promul-
gated by the Secretary of HEW so as to include speech pathologists.
Any such application of the section would not be appropriate. Speech
pathology professionals do not function under the supervision, direc-
tion, or prescription of members of any othei profession.

I would like to turn to Dr. Spahr at this time, Mr. Chairman.
Dr. SPAHR. We are primarily here today, Mr. Chairman, to urge

the committee to amend H.R. 1 so as to expand medicare coverage for
speech pathology services provided in accredited, non-physician-
directed clinics and by qualified private practitioners.

Current medicare coverage does provide for the coverage of speech
pathology services when provided in approved hospital, extendedcat .
facilities, and home health agencies.
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However, there is no provision for medicare coverage for the speech
pathology services rendered in non-physician-directed clinics and by
private practitioners.

Under part B of medicare I would point out that speech pathology
services are covered if rendered in a physicians office under the super-
vision of the physician and incident to the physician's services. It is
important here to note that speech pathologists do not render services
under prescription by or under the supervision of physicians and very,
ve 7 few speech pathologists are employed in physicians' offices.

Senator BENNmT. Who initiates the use of the services of a speech
pathologist I

Dr. SPAHR. The referral source can be from physicians; many times
it comes from social workers, from classroom teachers, and other
professionals.

Senator BENNET-. Not for people over 65?
Dr. SPAHR. No, for people over 65 it would come from social work-

ers, nurses, other health care professionals, including the physicians.
We believe that expansion of services under H.R. 1 would increase

the accessibility of such services to elderly Americans as well as pro-
viding increased services to these individuals. All too often the
elderly stroke patient must leave the hospital, extended care facility, or
the home health agency with a lack of speech, with the inability to use
words. They are not eligible for further services provided in the hos-
pitals, home health agencies, or extended care facilities.

We also believe that our recommendation will reduce costs for serv-
ices currently provided in the area of speech pathology.

At the present time the provider institution bills medicare and, in
turn, must then provide reimbursement to the speech pathologist. Such
administrative procedures add additional costs. .

t Ithough we do not have figures as to what the national costs
Id be for speech pathology services if medicare coverage were

expanded, we would point to the example of the medicaid pro-
gram in California. In 1970-71 fiscal year the estimated costs for
services by health care providers was as follows: physicians, $188
million; optometrists and opticians, $12 million; speech pathol-
ogists, $17,500. This gives some indication of the relatively low cost
for and, utilization of, speech pathology services.

I would also point out that under the medicaid program in Cali-
fornia that private practitioners are permitted to bill medicaid
directly.

We would like to also address ourselves to a second point; section
251 (c) of H.R. 1. This section relates to the reimbursement of con-
tract providers for speech pathology services.

Last summer, Mr. Chairman, you received a letter from ASHA
indicating our support of the salary-related concept for the reim-
bursement of services provided under contract. We urged that an
equitable mechanism be established for reimbursement to providers,
including payment for indirect costs. Since that time we are con-
cerned that such an equitable mechanism may not be established and
ASHA cannot at this time endorse section 251(c).

In October, the Bureau of Health Insurance of the Social Secu-
rity Administration informed us of a proposal for controlling health
care costs through reimbursement procedures. This proposal con-
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tained several inequities, including a formula for reimbursement,
the derivation of data for the formula, and the way in which indi-
rect costs would be computed. You will find our concerns detailed
in the full statement submitted.

We are most basically concerned about the need to control costs
for speech pathology services under the medicare program.

In talking with the Bureau of Health Insurance representatives
we were informed that they had received no reports concerning over-
charges or other abuses by speech pathologists.

We are concerned that speech pathology services will be regulated
when indeed a need has not been demonstrated for such regulation.

Likewise, such a control on reimbursement procedures will result
in a decrease in services provided by speech pathologists.

We therefore urge the committee to either delete the entire section
251(c) of H.R. 1 or, at the very least, to exclude speech pathology
services from its coverage.

The CHAIRMAN. Thank you very much.
Dr. SPAHR. Thank you.
(The prepared statement of Dr. Spahr and Mr. Dowling follows:)

STATEMENT OF THE AMERiOAN SPEECH AND HEARING ASSOCIATION, PRESENTED BY
DR. FREDERICK T. SPAHR, DEPUTY EXECUTIVE SECRETARY, AND ME. RICHARD J.
DOWLINo, DIRECTOR OF GOVERNMENTAL AFFAIRS

OUTLINE OF STATEMENT

The American Speech and Hearing Association recommends...
1. That Medicare coverage (under Part B of Title XVIII of the Social Security

Act) be extended to include nonphysician-directed speech pathology services
accredited by the American Boards of Examiners in Speech Pathology and
Audiology or other accrediting agencies with similar standard&

2. That speech pathology services be excluded from Section 251(c) of H.R. 1,
which relates to the establishment of guidelines for the ascertainment of reason-
able costs for therapy services.

S. That all providers of health care services should be held accountable for
the quality of services rendered, and that each medical specialty and health care
discipline should establish its own peer review mechanism.

4. That quality-of-service considerations be accorded highest priority in the
establishment of new proficiency testing criteria under Section 241 of H.R. 1.

ASHA AND THE SPEECH AND HEARING PROFESSION

The American Speech and Hearing Association (ASHA) is a scientific and
professional society comprising more than 14,000 speech pathologists and audiol-
ogists. The speech pathology and audiology profession is the primary discipline
concerned with the systems, structures, and functions that make human com-
munication possible; with the causes and effects of delay, maldevelopment, and
disturbance in human communication; and with the identification, evaluation,
and rehabilitation of individuals with speech, language, and hearing disorders.
According to national health surveys, it is conservatively estimated that be-
tween 13% and 25% of the population over age 65 have bilateral hearing
losses of a magnitude sufficient to seriously restrict understanding of speech and,
thus, seriously restrict social efficiency. An estimated 90,000 individuals over age
65 are speech handicapped. By 1980, this number is expected to exceed 148,000.
Cancer is a prevalent condition among the elderly. Cancer can necessitate the
removal of the larynx resulting in a total loss of voice. Strokes are also prevalent
conditions among the elderly. Strokes often result in a significant reduction in
language function (aphasia), which inability to comprehend and use linguistic
symbols will result in an individual's ability to listen, read, write and talk. Loss
of this ability can effectively produce severe social, emotional, and vocational
handicap
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It Is true that some of these communication disorders go unperceived, and that
many which are perceived go untreated. It is also true that the treatment of some
of these disorders is administered by health professionals other than speech
pathologists and audiologists. But the fact remains that a large number of elder-
ly citizens are in some way and to some degree communicatively handicapped.
Services to these Americans is a primary mission of ASHA and its membership.

It is our purpose here today to point up several of the problems of speech
pathologists and audiologists relative to existing Social Security law and po-
tential changes in that law contained in H.R. 1, with the hope that these problems
can be resolved in the best interests of the professionals and the communicatively
handicapped elderly citizens whom they serve.

MEDICARE COVERAGE OF ACCREDITED NON-PHYSICIAN DIRECTED SPEECH PATHOLOGY
SERVICES

Currently, speech pathology services are covered under the Medicare program
when the services are provided in-approved hospitals, extended care facilities, or
home health agencies. The services may be provided by an employee of the
provider or by an outside source (agency, clinic, or independent private practi-
tioner) under contract with the provider. Billing for services must be by the
provider to whom reimbursement is made on the basis of reasonable cost.

For patients receiving care from a physician in his private office, speech
pathology services are covered as incident to the services of the physician, pro-
vided they are furnished under the direct, personal supervision of the physician.
Speech pathology services in physician-directed clinics are covered because such
services are considered under the supervision of a physician. Billing must be
made to the physician or physician-directed clinic.

It is important to note that there is precedent for Medicare coverage of non-
physician directed services rendered by members of the speech and hearing
profession. Current Medicare coverage extends to diagnostic audiologic services
of certified audiologists, excluding examinations for hearing aids and other
related services, such as educational training to compensate for loss of hearing.

Speech pathology services are not covered under the Medicare program when
the services are provided by nonphysician-directed clinics or by independent
practitioners, except under contract with provided institutions. Because a signif-
icant portion of speech pathology services for adults are provided in non-
physician-directed clinics or by independent practitioners, speech pathology serv-
ices are not available to many elderly citizens under the current Medicare
program.

In the interests of the geriatric people of our country who have disorders of
language and speech, the American Speech and Hearing Association recommends
that Medicare coverage be extended to include speech pathology services pro-
vided by clinics that are not physician-directed and by independent private
practitioners accredited according to standard of the American Boards of Ex-
aminers in Speech Pathology and Audiology or other accrediting agencies with
similar standards, and that these sources of services be allowed to bill Medicare
directly.

Implementation of this recommendation would provide increased services to
the communicatively handicapped elderly citizens of our country as well as ac-
cessibility to such services. Many elderly citizens do not receive the services of
speech pathologists because currently approved providers (hospitals, extended
care facilities and home health agencies) have no speech pathologists on their
staffs nor are there outside sources of service with which the providers can con-
tract. Furthermore, speech pathology services cannot be obtained in many locali-
ties except through independent private practitioners.

Expansion of Medicare coverage to include speech pathology services of certi-
fied independent practitioners and accredited clinics that are not physician-
directed would result in lower cost for these services. First, direct billing to
Medicare by speech pathologists would eliminate the administrative costs of the
provider. Under current procedures, a speech pathologist must bill the approved
provider (hospital, extended care facility or home health agency), who in turn
must process both billing to Medicare and reimbursement to the speech patholo-
gist Such administrative procedures necessitate additional costs. Indeed, ad-
ministrative costs for speech pathology services have been reported to be as high
as two to three times the fees charged by the speech pathologist. Secondary, serv-
ices could be provided in environments with lower indirect costs. At the present
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tinie, speech pathology services can only be provided in settings where there is a
relatively high overhead. Community speech and hearing clinics, as well as in-
dependent private practitioners, have reduced indirect costs because patients do
not require the extensive physical facility specifications, equipment, and variety
oJ health personnel necessary in a hospital or extended care facility. (Virtually all
accredited speech and hearing clinical facilities are non-profit, and are often sub-
sidized in part by community funds, state and local governments.)

Most Importantly, expansion of Medicare coverage to include services of non-
physician-directed clinics and independent practitioners would result in increased
social and emotional benefits for elderly citizens having speech and language dis.
orders. All too often the elderly stroke victim is discharged from the hospital un-
able to talk. The individual does not require skilled nursing services and, there-
fore, is ineligible for the services of extended care facilities and/or home health
agencies. The elderly citizen is often sent home to live a life of isolation and
incapacitation because the individual cannot use the telephone, cannot talk with
his friends, and cannot even make his most basic needs known because he is un-
able to speak the words.

PROPOSED GUIDELINES FOR REIMBURSEMENT TO THE CONTRACT PROVIDER OF SPEECH
PATHOLOGY SERVICES

Senate Finance Committee deliberations during the Second Session of the 91st
Congress on the House-passed version of H.R. 17550 resulted In a change in the
House-approved limitation on reimbursement for institutional health related
services from a "salary equivalent" to a "salary related" basis for physical
therapy services. The change additionally extended the applicability of this lim-
itation to other health related services, including speech pathology services, which
may be provided in an institutional setting on a contract basis. The Committee
gave as its reason for the change a need to control Medicare "program expendi-
tures for therapy services and services of other health related personnel."

The House of Representatives, in the First Session of the present Congress,
adopted your Committee's change, and in Section 251(c) of the legislation now
under consideration (H.R. 1) proposed an amendment to Section 1861(v) of the
Social Security Act "to limit payment for physical, occupational, speech, or other
therapy services, or services of other health-related personnel . ..furnished by
a provider of services or by a clinic, rehabilitation agency, or public health agency,
or by others under arrangements with such a provider, agency, or organization.
Such payment would be limited to the amount of salary which reasonably would
have been paid if the services had been performed by an employee of such a pro-
vider or organization to provide such services) plus the cost of such other ex-
penses Incurred by the person performing such services on other than an employee
basis as the Secretary may determine in regulations to be appropriate." I

Last summer, in a letter to Chairman Long, the American Speech and Hearing
Association agreed with the national need to control health care costs and
recommended preservation of reimbursement for indirect costs Incurred by the
person providing services. In the same communication, ASHA expressed its con-
cern that "reimbursement for services ...be sufficient to cover costs in order
to achieve effective delivery of speech and hearing services."* The letter further
indicated that, under contractual arrangements, appropriate personnel salaries
and overhead costs (e.g., travel-time expenses, office maintenance, etc.) must
be taken into account when determining reimbursement for services.

ASHA reiterates its endorsement of what, in the mid-summer of last year,
it interpreted to be the thrust of Section 251(c) of H.R. 1. But, because of a
situation which has since developed, ASHA finds that it can no longer endorse
the Section Itself.

In mid-October of last year, the Division of Contract Operations of the Social
Security Administration's Bureau of Health Insurance transmitted to ASHA its
proposed guidelines for fiscal intermediaries to follow In determining the reason-
ableness of costs a provider incurs In furnishing physical, occupational, inhala-
tion, or speech therapy to Medicare program beneficiaries under arrangement
with self-employed therapists'

1 House Report No. 92-231, RepJrt ol the Committee on Ways and Mean. on H.R. 1,
(92d Congress 1st Session, Mar 26, 1971, p. 325.

TLetter to Renate Finance Committee Chairman Russell Long from Kenneth 0. Johnson,
PhD., ASHA Executive Secretary, August 6, 1971.

'Part A Intermediary Letter No. 71, Bureau of Hea)th Insurance (SSA), October 15,
1971.
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The proposed guidelines, contained in what was called an "Intermediary
Letter," were ostensibly developed by the Bureau in anticipation of final congress-
slonal approval of Section 251(c) in its present form. The Bureau invited the
Association's comments on the substance and potential effects of the guidelines
on the speech pathology profession and the speech-impaired recipients of its
members' services.

The Association has since communicated with representatives of the Bureau on
several occasions and conferred in person with staff members of its Division of
Contract Operations. It is perhaps appropriate to note here that these repre-
sentatives have shown themselves to be extremely forthright, genuinely inter-
ested in the concerns and positions expressed by ASHA, and at all times
sympathetic to the needs of speech handicapped Americans and the profession
dedicated to their service.

Yet, at this point in time, there has been no evidence indicating how or even
whether the Bureau's proposed guidelines will be affected by the Association's
comments. Therefore, ASHA feels compelled to register here the specific excep-
tions it takes to the guidelines.

First, the Intermediary Letter states the intention of the Bureau to use a
formula for deriving an average hourly rate of compensation that is based upon
a 40-hour week, under the apparent assumption that a full-time speech pathol-
ogist spends 40 hours in the actual rendering of service to patients. The formula,
however, does not account for the time a speech pathologist spends in test
Interpretation, developing plans for treatment, charting patient progress,
periodically reviewing patient progress with attending physicians and other
health personnel, consulting with institutional staffs, etc.-all of which adivi-
ties are required for participation in the Medicare program and are directly
related to patient care. A clinical work day (i.e., direct patient contact) of the
great majority of speech pathologists is five hours (25 hours per week), with
the remainder of the professional's time spent as described earlier. What this
illustrates, of course, is the apparent in applicability of the Bureau's formula
to speech pathologists.

The Bureau's Intermediary Letter additionally states: "Reimbursement for
the services of a non-employee therapist may exceed 130 percent of the average
hourly salary rate in the area where the provider established that the educa-
tional and experience qualifications of the therapist justify placing him in the
upper end of the salary range for therapists of the same specialty in the
area. ... "

We are concerned that data on the weekly earnings of speech professionals,
even at the "upper end of the salary range," may not include the fair and rea-
sonable value of such factors as levels of professional education, number of
years of professional experience, employment settings, etc. It is noteworthy that
at least a Master's degree (or equivalent) is required for participation by a
speech pathologist in the Medicare program.

Lidted in the Bureau's Intermediary Letter are what have been viewed as
"recognizable" (and, therefore, reimbursable-at least in part) costs a non-em-
ployee speech pathologist may incur while rendering services in a provider
setting. The speech pathologist may accept a 30 percent standard allowance for
these costs or, in the interest of equity, itemize them. The itemization option, in
Its present form, may be and has already been interpreted as requiring the speech
pathologist to document all expense and fringe factors each time he submits a bill-
ing to a provider. Obviously, such a procedure entails additional, unneeded, and
unwanted administrative efforts on the part of both the speech pathologist and
the provider institution. In addition, ASHA maintains that the 30 percent is not
representative of Just compensation for the services rendered.

Federal agencies usually recognize an amount between 55 and 65 percent of
personnel salaries as the indirect cost rate on federal grants and contracts.

A final concept contained in the Bureau's proposed guidelines deserves mention
here-that of encouraging providers to seek "quantity discounts" from speech
pathologists with whom they regularly relate. In ASHA's view, this concept is of
inestimable merit where applied to ordinary business transactions and practices,
but subject to serious question with respect to the rendering of health services.
Here, cost for services should be relatively standardized along lines of types of
services rendered and the severity of handicaps treated. Individualized treatment

6 Ibid.
5 Ibid.
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to meet the needs of the patient and quality treatment must at all times comprise
the hallmark of speech pathology services-not the number of individuals receiv-
ing these services in a given provider institution.

The American Speech and Hearing Association would like to reemphasize that
it does not object to reasonable ascertainment of "salary related" costs for speech
pathology services. But it takes very strong exception to guidelines for cost
ascertainment which clearly overlook a professional's education, training, expert-
ence, employment setting, and related factors, and which apparently overlook the
highly individualized needs of the speech handicapped persons served by such a
professional. We are suggesting that in these respects, and most especially in tie
former, there is a very real distinction among the therapy services covered by
Section 251(c) of H.R. 1 which is not represented in the guidelines proposed for
the administration of that Section.

be also respectfully suggest, and perhaps most basically, that consideration
be given to whether, in fact, there is any need at all for the Section's application
to speech pathology services. The Section is designed to control Medicare pro-
gram expenditures for therapy services, including speech pathology services, and
to control abuse." Yet in our conversations and correpondence with Bureau of
Health Insurance staff personnel, these spokesmen acknowledged that they were
not aware of reports of excessive cost charges or any other abuses by speech
pathologists.

Finally, and most importantly, ASHA believes that application of what it con-
siders to be inequitable guidelines for determining the real costs of speech pathol-
ogy services can easily result in the loss of these services to the Medicare-eligible
individuals who require them. Unless guidelines are truly equitable, speech
pathologists will simply be precluded, for reasons of economic reality, from
Medicare-service provision. Thus, the guidelines would defeat the larger purpose
of the program they are designed to help regulate.

Bureau of Health Insurance spokesmen have assured ASHA representatives
that they will again consider whether any guidelines on reasonable costs for
services should be made applicable to speech pathologists; whether, in the event
applicability is deemed appropriate, separate guidelines should be developed or
the present guidelines modified with respect to speech pathologists; and, in either
event, what factors should compromise the guidelines.

ASHA strongly objects to the potential inequities resulting from Section 251 (c)
and urges either the deletion of the entire Section from the proposal now before
this Committee, or, at the very least, the exclusion of speech pathology services
from its coverage.

PEER REVIEW

ASHA supports the concept of accountability and believes that all providers
of medical and health care services should be held accountable for services ren-
dered. Accountability criteria should include quality, usage, and cost. In the
opinion of the Association, "peer review" should be Just that. Local and regional
peer review committees comprised of speech pathologists (or audiologists) should
be established nationwide to review speech pathology (or audiology) services pro-
vided to Medicare recipients and other consumers. ASHA, however, does not sup-
port a peer review concept which Incorporates evaluation by individuals who do
not possess in-depth professional knowledge and skills of the speech pathology
and audiology professions. Specifically, ASHA does not support a peer review
system incorporating review of nonmedical, Independent health care providers by
physicians. Further concern is generated by peer review proposals that are one-
sided: physician evaluation of nonmedical health care services with no provision
for evaluation of medical services by nonmedical health care providers. It Is
interesting to note in this regard that the American Medical Association has
expressed opposition to both of these alternatives.

The American Speech and Hearing Association believes that the quality of
health services should be reviewed by professionals defined as "peers." Thus, each
profession should establish its own peer review mechanism. This concept is long-
standing in the tradition of our country-professions themselves should continue
to be held accountable for services given by their members.

PROFICIENCY TESTING

The American Speech and Hearing Association has long been an advocate of
quality care for health services. Certainly, quality services may be provided

* House Report No. 92-231, op. cit.
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by some individuals not possessing formalized educational experiential qualifica-
tions. However, such individuals must meet the same standards of quality required
of individuals who do possess formal educational and experiential credentials.
Therefore, proficiency examinations must identify those individuals possessing
sufficient knowledge and skills to ensure high quality services. We believe that
Section 241 of H.R. 1, related to proficiency testing, Is vague in this regard. The
proposal includes proficiency without mention of quality. Therefore, the American
Speech and Hearing Association urges the Committee to consider the concept of
quality in developing recommendations for proficiency examinations.

Furthermore, it is clear that this Section relates only to technicians who func-
tion under the supervision, direction and prescription of the health care
professions, primarily medicine. However, ASHA is concerned that the term
"therapists," as used in the Section, may be generalized in administrative guide-
lines and regulations developed by the Secretary to include speech pathologists.
Application of the Section to speech pathologists would certainly be inappropriate,
because speech pathology professionals do not function under the professional
supervision, direction or prescription of members of any other profession includ-
ing medicine.

The CHAIRMA-,N. The next witness will be Hon. James E. Ross,
chairman of the Beaver County Commissioners, Beaver, Pa., and I am
pleased to see he is accompanied by Representative Frank Clark, of
Pennsvlvania, whom I will call upon at this point.

Mr.'CLARK. Thank you, Mr. Chairman.
It is a pleasure for me to introduce the chairman of the county board

of comnmissioners in Beaver County, who are the real owners or the
operators of the Beaver County Home & Hospital, and they are going
to speak to you today on the inequities of H.-R. 1 in sections 207 and
225. Accompanying Mr. Ross and sitting beside him is the assistant
administrator, Cosmo .Morabito, and they are accompanied here in the
room with the other two commissioners. Mr. Corak and Mr. Pettibon,
who agree wholeheartedly with what the chairman of the board, Mr.
Ross, will say to you. %

I do appreciate your allowing me the opportunity to introduce these
fine gentlemen.

STATEMENT OF HON, JAMES E. ROSS, CHAIRMAN, BEAVER COUNTY
COMMISSIONERS, BEAVER, PA.; ACCOMPANIED BY COSMOS MORA-
BITO, ASSISTANT ADMINISTRATOR, BEAVER COUNTY HOSPITAL,
PENNSYLVANIA

fr. Ross. Thank you.
Mfay it please the honorable committee, Mr. Chairman and members

of the committee, my names is James E. Ross and I am chairman of theboard of commissioners of Beaver County, Pa. On behalf of the citi-
zens of Beaver County, I want to thank thlis committee for granting
us the opportunity to appear before you to make the following brief
statement.

The Beaver County Board of Commissioners are by State law
charged with the responsibility of operating a long-term care facility
for the aged and infirmed o? Beaver County. The Beaver County
Hospital is a modern geriatric facility caring for over 600 patients.
It is recognized as one of the finest geriatric institutions in the United
States. We in Beaver County are proud of the reputation our institu-
tion has gained nationally.
H.R. 1, however, contains two provisions which will be extremely

detrimental to the operation of not only the Beaver County Hospital
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but also all Government-operated long-term facilities in the United
States. The provisions I am referring to are section 207 and section
225.

Section 207, as you all know, mandates a utilization review program
or faces a 33/-percent decrease in Federal funds The idea of utiliza-
tion review to put people back into the community is a fine and com-
mendable idea, but for a county facility it is not realistic, I know,
after 12.years of experience as chairman of the board and a county
commissioner and now going on for my 16 years on the board.

Utilization review in a county institution would be a study in futil-
ity. It would be entirely too costly with no benefits derived therefrom.

As you know, under utilization review, a facility .must purchase the
services of at least two physicians to conduct the review process. In the
Pittsburgh area, the rate for a physician is $50 per hour to utilization
review. You -can see that two physicians working 1 day would cost
our county $800. Eight hundred dollars represents over 40 days' com-
plete care in our institution. I ask you, Is this cost control?

The real danger in this provision, however, is not utilization review
per se, rather, the guidelines which could be established by the De-
partment of HEW defining skilled nursing home care. Any time a cut-
back in Federal funds was felt to be necessary, a new definition for
skilled nursing would be developed and the number of patients eligible
reduced.

We have seen this firsthand in the medicare program. Our institu-
tion went from 8.3 percent medicare patient days in 1967 to less than
1 percent medicare patient days in 1971. There was no dramatic im-
provement in health in Beaver County. It was simply stricter guide-
lines for utilization review promulgated by HEW.

We are now faced with the same possibility under medicaid. The
results, however, would be far more tragic since even if the patient
would be decertified, he could not be removed from the institution. The
county hospital is the end of the line, and this goes for the 67 counties
in Pennsylvania.

The county would have to assume an entire cost. Congress must
realize the patients which are being cared for in county facilities are
not there by choice. I repeat, they are not there by choice. They are
there because they cannot, care for themselves and either have no family
to care for them or if they do, that family is unable or unwilling to
accept the responsibility. It is the duty of government to see that our
senior citizens in their declining years are provided with the best pos-
sible medical and nursing care. County governments will not shrink
from this responsibility; but I stress, they cannot alone bear the entire
cost for proper care and treatment.

Now let us consider section 225. This section limits payment for
skilled nursing homes and intermediate care facilities to 105 percent
of what the payment was for the same quarter of the preceding year.
According to the House Ways and Means Committee report, there is
concern that costs for skilled nursing homes and intermediate care
facilities have been escalating at a rate which is undesirable from
the standpoint of Federal, State, and local governments and the private
sector.

We can assure you county government is concerned about costs. In
Pennsylvania, for every 55 cents the Federal Government pays, county
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government must pay 45 cents. We receive no title XIX medicaid
matching funds from the State of Pennsylvania to operate our county
facilities. Our State is derelict, in my estimation.

Section 207 does nothing to control costs; it simply lets the Federal
Government retreat a little further from an unpleasant situation.

This section is discriminatory because it only applies to nursing
homes. Why are hospitals and other providers of health care serv-
ices not under the same restriction?

Let us consider costs in a county-operated skilled nursing home. Just
like the general hospital, between 65 percent and 75 percent of all ex-
penditures go to wages an&fringe benefits; and, I might add, in the
very near future we are facing this year unionization in this line of
work that we are involved in.

We are mandated by the State of Pennsylvania as to the number of
personnel which we must employ to operate our nursing services. In
addition, many of these people are highly trained professionals and
we are in competition with the general hospitals for their services. In
order to compete, our pay scale and fringe benefits must be at least
equal to that of the general hospital. If this provision is enacted, Con-
gress will put the counties at a competitive disadvantage for quality
personnel and professional services.

Gentlemen, in closing, let me point out that I do not ask for allow-
ances from standards of professional care. I do not ask for variances
in building construction requirements or life safety codes. I do not
ask for the Federal Government to assume the entire cost of care. But
when we have reached these professional standards, conformed to con-
struction and safety codes and demonstrated our willingness to pay
our fair share, I do ask that the Federal Government not renege on
its obligation to the sick and, needy of this country. This is what sec-
tion 207 will do.

County institutions with the prodding and the aid and support of
the Federal Government have raised their level of care far above and
away from the stigma of the poorhouse and poorfarm. Do not make
us cut services or pay substandard wages and return us to the poor-
house and the poorfarm. This is what section 225 will do. '

I ask for the continued assistance of the Federal Government. Pro-
visions for exemption from sections 207 and 225 must be granted to
local government or there will be merely a shifting of the burden to
the local government, a burden which, frankly, county government
cannot afford and should not be forced to bear. And I might add
right here, we have a total budget of operating the county of $11.6
million; in this year $3.6 million will go for the care of the aged in
our institutions so we are trying to meet this obligation. This is a
little over 3 mills of county tax and if we would lose approximately
$940,000 as proposed by sections 207 and 225, which would have to
add another 4 mills to the existing tax burden in county government
and this would merely be a repetition throughout the 60T counties and
I am sure, throughout the other 3,000 or more counties in the United
States of America.

Why they are not here, I cannot understand, but we do have the full
endorsements for our reason for being here from the County Com-
missioners Association and the secretary of health, education, and wel-
fare of Pennsylvania.

In invite any Senator or Representative who does not feel that such
an exemption should be. granted to visit the Beaver County Hospital
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and see for themselves the individuals who will be hurt by their
actions.

Again, the county of Beaver is grateful for the privilege of your in-
vitation and the opportunity to appear before you.

We completely endorse every other section'of your particular bill.
Thank you, gentlemen.
Senator BE:NNE,-T. Mr. Chairman, I jlst liave one question.
I believe your 600 patients are there for custodial care only and how

many of them are there because they are receiving medical attention?
Mr. MORABITO. About 100, sir.
Senator BENNETT. About 100 are there for medical only or for cus-

todial care only?
Mr. MOAtBITO. XVell, sir as far as custodial care goes, most of our-or

all of our patients need some type of care. They are either a little
mentally retarded where they can't exist out in the community, and
they have-maybe they are bad diabetics where they can't take care of
themselves-this type'of patient. 'We have no--well, I won't say no-
we have maybe four or five who could possibly be out in the com-
munity but the majority of our patients need some type of help. You
know,'they are old-

Senator B,-.;NETT. Do you expect the majority of your patients will
be there for the rest of their lives? &

Mr. IORABITO. Yes, sir; they have no place to go and nobody wants
them. This is the nature of the county institution.

Senator BENNETr. And tlis, of course, is not the type of patient that
medicare is supposed to take care of? That is supposed to take care of a
patient who needs medical services not simply a place to live and be
fed.

Mr. Ross. Well, almost every one of these individuals receives medi-
cal attention there, they are sick, too. They are senile; some of them
are retards. Most of them are senior citizens that hospitals will not
take care of anymore and medicare has run out; and we have been
meeting this need for them.

Senator BNNwETT. Then what you need is not a skilled nursing
home; it is a custodial, for many of these patients--for most of these
patients it is custodial care rather than skilled nursing home care with
the idea. that having had that skilled nursing home care they move
out?

Mr. MORBATIO. Yes, sir; this is true, but it boils down to it is a mat-
ter of defining skilled nursing care and our type of patients need help
they need care of some sort. Either they need help in going to tIe
bathroom: they need help feeding or they. need injections; they need
shots for diabetes and this type of care, where it cannot be provided
in the home by the family because the family does not want to accept
the responsibility, if there is any family; and foster homes will not
cover the situation.

Senator BF.NNETT. I have no further questions.
Senator ANDERSON. YOU said this would be probably true for the

rest of their lives. We were talking about catastrophic illness a while
ago. I started as a young man when I was in another State because 1
had tuberculosis. Was that a catastrophic illness?

Mr. Ross. We have no tuberculosis.
Mr. MORABITO. We have no tuberculosis cases, sir.
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Mr. Ross. The State does maintain a tuberculosis facility in the
center part of the State and takes care of all the TB cases; no
county is in charge of that responsibility anymore.

Senator ANDERSON. Wellf we had some questions there about diabetes.
Mr. Ross. We have many patients with diabetes.
Senator ANDERSON. I have been taking insulin for 40 years. Was

that a catastrophic illness?
Mr. MORABITO. Th particular case I was talking about, sir, the

patient was coupled with being mentally retarded. He has been in and
out of our institution many times. Every time he leaves he completely
goes off his dies and ends up in our institution, so these are, you know,
the type of patients that medicaid title 91 is now assisting the county
government in paying.

Senator ANDERSON. Thank you.
(The prepared statement of Mr. Ross and a communication related

to Mr. Ross' statement follows:)

STAT.MENT ON BEHALF OF THE COUNTY OF BEAVER, STATE OF PENNSYLVANIA,
PRESENTED BY JAMES E. Ross

Btever County is situated in Western Pennsylvania directly north of Pitts-
burgh. It is a semi-industrial county with a population of 208,418. It's largest
city is Beaver Falls, which has a population of 14,375. The primary source of
revenue to the county is. of course, the property tax. The present tax rate is 181/
mills based on 331/% of the assessed value of the property.

Our annual county budget is more than $11,600,000.00. Beaver County is typical
of most other counties in Pennsylvania in that It operates a long term care
facility for the care of its elder citizens.

In 1956. a $4.00.00.00 construction project on a new 400 bed institution
was started. It was completed and opened in 1959. In 1963, realizing that the
existing 400 bed institution was no longer able to handle the needs of our county.
a 1-00 bed addition was added at a cost of $1,500,000.00. This brings the total
county government's investment in plant and equipment to $5,700,000.00.

The institution today stands as a model for all county facilities. It enjoys
a fine reputation In the community and in no way resembles the poor farm which
was so prevalent among county institutions a few years back. So proud are we
of our county institution, that in 1968, the name was officially changed from
the Beaver County Home and Hospital to simply the Beaver County Hospital.
We are approved by Medicare as an extended care facility and classified by the
State of Pennsylvania as a skilled nursing home and as a general hospital.

We provide the following services for our patients: Special Dietary, Com-
plete Medical Records, Full Time Medical Staff, Pharmacy, E.K.G., Ophthal-
mological Services, Audiology, Podiatry, Inhalation Therapy, Occupational
Therapy, Speech Therapy, Recreational Therapy, Physicial Therapy, Rehabilita-
tion, Radiology, Laboratory, and Operating Room.

Beaver County Ho8pital-Financial summary

Cash receipts--1971:
Care and maintenance -------------------------------------- $1,324, 000
Medical assistance (medicaid) --------------------------- 950, 000
Medicare pt. A ' --------------------------------------------- 20, 000
Medicare pt. B ------------------------------------------- 66,000
Miscellaneous --------------------------------------------- 40, 000

Total 1971 ------------------------------------------- 2,400,000

Cash disbursements-1971:
Salaries, wages and fringe benefits ------------------------- 2, 586, 000
Materials and supplies ------------------------------------- 895, 000
Capital improvements -------------------------------------- 121,000

Total cash disbursements ------------------------------- 3, 602,000
Pt. A cash receipts are down 77 percent from 1970.
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Beaver County had to contribute from general tax revenues over $1,200,000.00
to operate our county hospital. In addition, we submit the following statistics:

1. 1971 all Inclusive cost per day, $19.00.
2. 1971 average daily census, 522.
3. 1971 average daily Medicare census, 3.
4. 1971 average daily Medical Assistance patient, 348.
Note: The Beaver County Hospital has never had a retroactive denial on a

Medicare patient.
With this background information in mind, let us now consider H.R. 1 and

our specific objections to it.
Sections of major concern: (1) 207: Utilization Review; (2) 225: Limitations

on Cost Increases.
Section 207 calls for a 331/o reduction in Federal funds to apply to those

states which are not properly carrying out required utilization review and inde-
pendent medical audit activities.

Studies by the federal government have supposedly revealed many patients
in skilled nursing homes do not really belong there. We question these conclu-
sions simply because the definition of a "skilled nursing home care patient"
is quite vague, and definitely not easily understood at least in Pennsylvania.
Consider this definition which is presently proposed:

"PENNSYLVANIA BULLETIN VOL. 1, No. 64 PROPOSED RULE MAKING

"3982. Determination of Need for Nursing Home Care.
"A person is considered to be in need of nursing home care if he is physically

or mentally iII and undergoing planned, continuing medical treatment or pallia-
tive measures for the illness, which includes as an essCntial component the type
of medical care provided by qualified nurses (registered or practical.)

"The need for residential or custodial care, or for supervision in taking routine
medications or in the activities of daily living do not in themselves constitute a
need for nursing home care.

"These services can be provided by other than medical personnel and in other
than a medical facility, i.e. a nursing home. Need for nursing home care is
distinguished from need from other types of care by the kind of skill required
to provide the care; if the person's health needs require by order of his physician
the services of a qualified nurse, the person Is in need of nursing home care.

"Medical findings, and other information on physical condition are required
for a decision. Need for nursing care and procedures must be supported by medi-
cal findings, and the frequency and regularity with which these services are
needed must have a sound and reasonable oasis."

As you can see, many different conclusions and assumptions can be made
from the preceding statement, and depending on how big a cut back in funds
was felt to be necessary, the federal government could be as lenient or as strict
as they desired.

What really constitutes a skilled nursing home patient? Frankly, we cannot
give you a stock answer. We will present three patient summaries taken frcm
individuals on a skilled nursing floor in our institution.

First. let us consider staffing on this skilled nursing floor.
To care for sixty patients on a floor during the 7 a.m. to 3 p.m. work shift,

we schedule (11) employees which we consider only adequate staffing.

Registered Nurse ----------- --------------------------------------- 1
Licensed practical nurses ------------------------------------------ 2
Nurses aides ------------------------------------------------ 8

Total personnel ----------------------------------------- 11
These eleven personnel must care for sixty patients. We submit three sum-

maries of different patients, typical of the sixty on the floor:
"Patient A.
"Age: 91.
"Admitting diagnoses: Chronic Brain Syndrome, Senile Psychosis, Generalized

Arteriosclerosis, Arteriosclerotic Heart Disease.
"Medication: Chloral Hydrate.

"NURSING CARE

"The patient requires complete bathing care and has to be fed. Patient is In-
-continent of bladder and bowels. She does not walk and has to be lifted up In
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a geriatric chair daily. When in bed, patient assumes the fetal position. Does
not communicate verbally with anyone. Patient cries and frequently you are
unable to determine why. Patient requires siderails and restraints. Does not
attend Physical Therapy, Occupational Therapy, or Recreational Therapy.

"HISTORY AND PHYSICAL EXAMINATION

"General appearance--thin, wasted, aged female, does not walk, says only
a few words and unable to communicate.

"Eyes, Ears, Nose, and Throat: Early cataract.
"Mouth and Teeth: Grinds teeth constantly--dental caries.
"Cardiovascular: Systolic mitral murmur, no apparent enlargement.
"Chest X-Ray: Relatively normal chest.

"FINANCIAL AND SOCIAL SUMMARY

"Patient A's only source of income is her Social Security Check which she
receives on her husband's account. She has no other assets available to her.
Patient A's husband died' two years ago. They had no children. Her nearest sur-
viving relative is an 82 year old sister living 50 miles away.
"Patient B.
"Age: 80.
"Admitting diagnoses: Generalized Arteriosclerosis, Arteriosclerotic Heart Dis-

ease, Osteoarthritis, advanced disabling, I)epressive Reaction.
"Medications: Per-Colace, Gelusil, Senokot, Dalmane, Ritalin, Thorazine, Dilan-

tin, Urobiotic, Loridine, and Perihemin.

"NURSING CARE

"Patient requires complete bathing care. She feeds herself and has to be as-
sisted at tines to dress. The patient walks with a walker and uses a wheelchair.
Patient is incontinent of bladder and bowels occasionally. She is disoriented at
times, excessive lethargy, very suspicious of everyone caring for her. She feels
they are going to harm her. Sometimes refuses food or medication. Does not
attend Physical Therapy, Occupational Therapy, or Recreational Therapy.

"FINANCIAL AND SOCIAL SUMMARY

"Patient B's only source of income is her Social Security Check. She has no
other assets available. Patient B's husband has been dead for 19 years. She has
six children ranging in age from 44 to 55 years old.
"Patient C.
"Age: 84.
"Admitting diagnoses: Chronic Brain Syndrome, Generalized Arteriosclerosis,

Arteriosclerotic Heart Disease, Cardiovascular Renal Disease, Glaucoma
right eye.

"Medications: Ritalin, Pavabid, Dorbantyl Forte, Pilocarpine, and NeoDecadron.

"NURSING CARE

"Patient requires complete bathing care, has to be fed and dressed. Patient
Is incontinent of bladder and bowels. She sits in a geriatric chair and ambulates
with assistance for short distances. Patient is disoriented and unable to com-
municate verbally. Does not attend Physical Therapy, Occupational Therapy, or
Recreational Therapy.

"HISTORY AND PHYSICAL EXAMINATION

"Her condition on admission was poor and her rehabilitation potential poor.

"OCCUPATIONAL THERAPY

"Ward visits for mental stimulation if not too confused.

"FINANCIAL AND SOCIAL SUMMARY

"Patient C's only source of income is her Social Security Check. On Admis-
sion, patient 0 had assets of approximately $10,000.00 These assets were used
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to pay for the first 18 months of care. Mrs. C has a husband who Is 82 years ol
and three children ranging in ages from 45 to 55 years old."

None of the above patients presently qualify medically for Medicare. Under
the proposed H.R. #1 Utilization Review standards, neither would they qualify
for Medical Assistance.

We feel sure the Committee will agree that the staffing needed to care for sixty
patients of this diagnostic type is not unrealistic. Therefore, if the federal gov-
ernment insists in cutting funds for the care of these patients, they should tell
Beaver County what to do with Patients A, B, and C. Remember, they cannot be
transferred to a lesser level of care because that means less personnel to care for
them!

What about the cost of Utilization Review? It is predicted that it will cost some
counties $50.00 per hour per physician to Utilization Review. Further, it would
be a complete waste of physicians time to do the review if the patient will not
be discharged or taken out of the institution. Consider again patients A, B, and C.
Where are they to go when decertified?

Conclusion: Utilization Review in itself may be a commendable idea of the
federal government to get individuals back in the community, but for county in-
stitutions, it would be totally futile and financially disastrous.

Section 225 would limit payments to skilled nursing homes and intermediate
care facilities to 105% of what the payment was for the same quarter of the
preceding year.

This section is totally unbelievable. It's like Red China declaring war on Rhode
Island. Nursing homes are not the cause of increased costs. They simply must fol-
low what the general hospitals do. Besides, for the year ending September 30,
1971, hospital costs increased only 13.3% and with good financial management.

It would be possible to increase nursing home costs as much as 20 per cent a
year under this provision.

Conclusion: The entire provision should be either dropped or a meaningful
cost control provision should be written, encompassing all health care providers.
Sections of lesser concern

Section 230 provides for the elimination of requirements that states have com-
prehensive Medicaid programs:

Beaver County's position: This section should be eliminated or modified to
provide that the states must continue to provide comprehensive programs.

Section 232 would permit the states to develop methods and standards for
reimbursing the reasonable cost of inpatient hospital services.

Beaver County's position: This section should be eliminated. Methods and
Standards for reimbursing reasonable cost should be the same under Medicaid as
it is under Medicare.

Section 269 changes the requirements for Nursing Home Administrators.
Beaver County's position: This section should be eliminated. There should be

no grandfather clause.
Addition to H.R. #1:
Section 1902(a) of the Social Security Act calls for the state to contribute up

to 40% of the non-federal share. The Commonwealth of Pennsylvania does not
now nor has it ever contributed any funds to county institutions in Pennsylvania.
We strongly urge Congress to spell out this section more specifically and bring
Pennsylvania into compliance with this section.

COMMONWEALTH OF PENNSYLVANIA,
DEPARTMENT OF PUBLIC WELFARE,

Harrisburg, Pa., February 8, 1972.Hon. RUssEL. B. LoNg,
Chairman, Finance Committee, U.S. Senate,
Senate Office Building, Washington, D.C.

DE SENATOR LONG: The Honorable James E. Ross, Chairman of the Beaver
County Board of Commissioners, has asked me to review his statement before
the Senate Finance Committee concerning H.R. 1 on February 8, 1972.

I should like to add to his testimony the comments of the Pennsylvania De-
partment of Public Welfare.

Mr. Ross raises objections to Sections 207 and 225 of the proposed legislation.
Section 207 would create incentives for states to contract with health mainte-
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nance organizations or similar facilities and disincentives to discourage pro-
longed stays in institutional settings. In general, the Department of Public Wel-
fare favors increased reimbursement for health maintenance organizations. We
firmly believe that this approach offers the best solutions to the problems of
spiraling health care costs.

Since Pennsylvania has an effective program of controls over utilization of
intermediate care and skilled nursing care facilities, the provision for reduction
of the Federal financial percentage by % after the first 60 days of care should
have no effect upon us. Similarly. we have no objection to the granting of author-
ity to the Secretary of Health, Education and Welfare to compute a responsible
cost differential for reimbursement purposes by the skilled nursing homes and
intermediate care facilities.

We do, however, have strong objections to the provisions in H.R. 1 which
would decrease the Federal medical assistance percentage by % after the first
60 days of care in a general or T.B. hospital and which would decrease the Fed-
eral share by V/ after 90 days of care in a mental hospital. We also object to
the discontinuance of Federal participation in the cost of mental health inpatient
services after 365 days of such care during an individual's lifetime.

Although our stance is not in complete conformity with that of Commissioner
Ross, I think our objectives are the same. We hope that H.R. 1, in whatever ver-
son it is passed, will provide increased service at lower costs to the states. We
think the sections to which we have raised objection above vitiate this intent.

Sincerely yours,
HELENE WOIILOEMUTH.

The CHAIRMAN. Frances E. Fisher.

STATEMENT OF MISS FRANCES E. FISHER, AMERICAN DIETETIC
ASSOCIATION; ACCOMPANIED BY MRS. LOIS EARL, NUTRITION-
IST, WASHINGTON, D.C., MEMBER, ADA

Miss FISHER. Mr. Chairman. I am Frances Fisher. a registered dieti-
tian and associate professor of Case Western Reserve University in
Cleveland, Ohio, I also serve as the chairman of the Advisory Com-
mittee on Legislation and Public Policy of the American Dietetic
Association. It is in that capacity that I am presenting testimony
today.

I am accompanied by Mrs. Lois Earl, a nutritionist in the District of
Columbia Department of Human Resources, and a member of the
American Dietetic Association.

First of all, I want to express the appreciation of the association for
this opportunity to present its views. The American Dietetic Associa-
tion has a membership of approximately 23,000 dietitians and nutri-
tionists who have as their objective the improvement of nutrition of
human beings and the advancement of the science of dietetics and
nutrition, as well as education in these and allied areas.

In recent years the public awareness of the importance of nutrition
to health has increased sharply. In 1967, the Congress approved legis-
lation that authorized a national nutrition survey. Subsequently, the
Senate established a Select Committee on Nutrition and Human Needs.
In 1969, President Nixon sponsored the first White House Conference
on Food, Nutrition, and Health. Congress has also expanded and im-
proved the food stamp program and the national school lunch
program.

This progress is gratifying but much more needs to be done if we
are to maximize the contribution of nutrition to the health of our citi-
zens. The legislation under consideration today-H.R. 1-offers a sub-
stantial potential for achieving such an objective.

72-573-72-pt. 5-24
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In the interest of saving the time of the committee, we will confine
our remarks to two aspects of H.R. 1: the provisions relating to day
care under the welfare reform proposal, and the provisions relating
to home health services under the amendments to medicare.

Day care for low-income children actually dates back more than
100 years, when the State of Massachusetts showed concern. It was
the need for physical care and protection of children in such centers
that led to the first child development nursery schools in colleges and
universities. Although day care centers were originally established
primarily for preschoolers, the need today is for such services through
elementary school age.

A recent report of the Department of Health, Education, and Wel-
fare of the AFDC pro ELm showed that 80 percent of the women could
not take jobs because they had children under age 8 at home, and more
than 50 percent lacked child care facilities. If these mothers are to seek
employment or training for employment, we must expand significantly
our child day care resources. Such resources should be developed
with emphasis on the child care development aspects of the programs as
opposed to custodial care.

Vital components of strong day care programs for children are
adequate housing, qualified teachers capable of carrying out a curricu-
lum based on sound principles of child growth and development, quali-
fied personnel to carry out a nutritional service and educational pro-
gram and an educational program for the parents of children to carry
into the home the learning effected in the day care center.

The detailed recommendations of the American Dietetic Association
with respect to day care programs for children are attached in ap-
pendix A.

One of the important contributions of medicare is the stimulation it
has provided to encourage the establishment of home health agencies.
Home health care can reduce greatly the ne-A for hospitalization and
the cost of health care.

In 1963 there were only 250 agencies that would have qualified as
home health agencies as defined in medicare regulations. As of January
1969, there were more than 2,100 agencies certified for participation
under the program.

Under existing law, however, there is no provision for the reimburse-
ment of the home health visits made by a nutritionist.

For effective medical care there must be a continuity of health
services. Under medicare, however, this is not possible with respect
to nutrition services. The full range of nutrition services is available
to the medicare patient as long as he is in the hospital. Upon discharge
to a home health agency, his eligibility for the services of a nutritionist
through home health visits is denied under existing law.

Consequently, the American Dietetic Association recommends the
enactmentof S. 2504, that was introduced by Senator Humphrey, as an
amendment to H.R. 1. S. 2504 would authorize reimbursement for the
home health visits of a nutritionist.

There is more than enough professional and scientific support for
S 2504. Let me cite some of them.

A recommendation from the 1971 White House Conference on Aging
reads as follows:
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It Is recommended that nutrition services and nutrition counseling be a re-
quired component of all health delivery systems, including such plans as medicare,
medicaid, health maintenance organizations, home health services, extended care
facilities and prevention programs.

A recommendation from the 1969 White House Conference on Food,
Nutrition, and Health reads as follows:

We recommend that the services of a nutritionist should be made reimbursable
under medicare, medicaid and other third-party payment programs and agencies.

The inclusion of nutrition as a component of home health care would
significantly reduce the number of people requiring expensive hospi-
talization under medicare. As Dr. Jean Mayer, Chairman of the White
House Conference on Food, Nutrition, and Health, recently stated:

With government at all levels responsible for an ever-increasing proportion of
health expenditures, with these expenditures mounting without appreciable ef-
fect on the health statistics of the nation, it is becoming obvious that emphasis
must be shifted from purely curative to prevention and rehabilitation. This
means that nutrition should assume even more importance than in the past. In
terms of money, as in terms of human suffering, one can well argue that every
dollar spent on nutrition instruction may save tens of dollars in later medical
care.

The American Dietetic Association's position paper on the role of
nutrition in the delivery of health services is attached as appendix B.

We understand that the Commissioner of the Social Security Ad-
ministration has objected to the enactment of S. 2504 on the basis of
cost. Unfortunately, his Administration is more insurance oriented
than health oriented. On the basis of studies and research, we estimate
that nutrition services are indicated in 90 percent of the patients un-
der treatment in home health agencies. However, not all of these
patients would require the services of a registered dietitian.

There are some 20 to 25 percent of the patients served by home health
agencies, however, whose nutritional needs would best be served by a
registered dietitian. To some extent these patients are seen by other
types of health personnel who are employed by home health agencies.
Some home health agencies employ dietitians under the administrative
costs of the agency. Such dietitians may serve as advisers or consult-
ants to nurses and other agency personnel. Provision should be made,
however, for direct services to patients by dietitians.

There are some patients who have what might be termed "'cata-
strophic illnesses" in which nutrition is of great importance. The
specific diet prescribed for the patient on kidney dialysis is restric-
tive and difficult for most patients to follow. However, it is of great
importance in the total care of the patient.

Close and continued followup ofthese patients by a dietitian would
be advantageous. The patients with certain types of chronic heart or
liver diseases for whom lifelong, stringent dietetic care has been pre-
scribed would also benefit from direct services from the dietitian. Fol-
lowing radical surgery of the gastrointestinal tract, nutritional care is
of importance. If the patient's health is to be restored and maintained,
his eating palUrn must be carefully planned to provide for absorption
of sufficient nutrients with the limited absorption area remaining.

Nutrition care, including home visits for patients such as those
described above, could in fact be a factor in reducing hospitalization
and therefore in reducing cost of care of those patients.
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We would like to point out, however, that the enactment of S. 2504
would not increase the limit on the maximum number of home health
visits permitted under medicare. Home health visits of a nutritionist
would be made only on the order of a physician and not on a routine
basis to every patient.

We are convinced that the enactment of S. 2504 would reduce costs
under medicare through decreases in the need for hospitalization. This
has been demonstrated in studies financed by the Public Health
Service.

The development of sound nutritional habits is recognized as a com-
ponent of both preventive and restorative health programs. For this
reason we support legislation that will implement such programs both
in day care and medicare.

Thank you very much.
Senator BE NETr. I have no questions.
Senator ANDERSON. If there are no further questions, we will ad-

journ until 10 o'clock tomorrow.
Mrs. EARL. I would just like to reinforce the reduction of costs of

hospitalization that might occur where the dietitian's services would
be available to-directly to the patients. Over and over again we find
often the cardiac, the diabetic or the patient with multiple complica-
tions of disease being sent back to the hospital because the dietary
prescription is not followed; and with the direct contact of the patient
and the dietitian we find that the education is advanced and that the
patient is able to maintain himself much better, eat the food that is
prepared, because lie knows and understands exactly the relationship
of the diet to the disease.

Senator AN-DERSON (presiding). Thank you very much.
(App. A and B submitted by the previous witness, Miss Fisher,

follows:)
APPENDIX A

TxiE AMERICAN DIETETIC ASSOCIATION POSITION PAPER ON FOOD AND NUTRITION
SERVICES IN DAY-CARE CENTERS'

* The American Dietetic Association, in commitment to its responsibility for
promoting optimal nutritional status of children, recognizes the urgent need for
adequate food and nutrition services in all day-care centers. In fulfilling this
commitment, the Association-

(a) Supports the recommendations for day-care set out in the Final Re-
port of the White House Conference on Food, Nutrition and Health, 1969.

(b) Recommends that day-care centers-
(1) Provide food that is adequate in quantity and quality to sup-

plement food served at home in meeting the total nutritional needs of
the child.

(2) Provide food with consideration for cultural patterns, food prac-
tices, socialization, and developmental needs of children and their
families.

(3) Provide an enriching experience in nutrition education for chil-
dren and counseling to parents regarding food and nutritional needs
of their children.

(4) Provide food and feeding in a safe, clean, and pleasant environ-
ment.

(c) Recommends that a nutritional assessment be an essential part of
health evaluation of children admitted to day-care.

(d) Recommends that nutrition education and food service management
be an Integral part of continuing staff In-service training.
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(e) Supports sound legislation and programs that promote or provide for
food service and nutrition education in day-care centers.

(f) Takes the position that all day-care centers should be licensed by
an official regulating authority.

(g) Takes the position that the development of food and nutritional stand-
ards for day-care centers must be under the leadership of a qualified nutri-
tionist(s) or dietitianss.

(h) Takes the position that all agencies charged with the responsibility
of regulating and enforcing food and nutritional standards in day-care cen-
ters must employ professionally qualified dietitians or nutritionists who func-
tion at the administrative and policymaking level in discharging this respon-
sibility.
(i) Takes the position that all day centers having food service or nutrition

education programs must have the services of a professionally qualified
dietitian or nutritionist on a full-time or regularly scheduled basis.

Referenceo
Child Care Services Provided by Hospitals. Women's Bureau Bull. No. 295. 1970.
Commn. on Infant and Preschool Child: Standards for Day Care Centers for In-

fants and Children under 3 Years of Age. Evanston, Ill.: Amer. Acad. Pediatrics,
1970.

Day Care Facts. Washington, D.C.: Women's Bureau, Wage and Labor Standards
Admin.. U.S. Dept. of Labor, 1970.

Federal Interagency Day Care Requirements Approved by the U.S. Dept. of
Health, Education. and Welfare; U.S. Off. of Economic Opportunity; U.S. Dept.
of Labor, Sept. 23, 1968.

Juhas, L.: Day-care for children-recent developments and their implications
for dietitians. J. Am. Dletet. A. 57: 1939, 1970.

A position paper on position papers. J. Am. Dietet. A. 57: 136. 1970.
White House Conference on Food, Nutrition, and Health. Final Report. Washing-

ton, D.C.: Govt. Prtg. Off., 1970.

APPENDIX B

THE AMERICA, DIETETIC ASSOCIATION POSITION PAPER ON THE NUTRITION COMI-
PONENT OF HEALTH SERVICES DELIVERY SYSTEMS 2

"One of the main problems resulting from the lack of nutrition
training is the nation's medical schools is that however much in-
dividual physicians in the federal or state planning agencies may
protest their interest, nutrition almost invariably ends up being left
out as a component of health-care delivery systems. Indeed, less than
two years after the White House Conference on Food, Nutrition and
Health, the two strongest nutrition bureaus at the state health level
(New York and California) are threatened with extinction.

"With givernment at all levels responsible for an ever increasing
proportion of health expenditures, with these expenditures mount-
ing without appreciable effect on the health statistics of the nation:
it is becoming obvious that emphasis must be shifted from purely
curative to prevention and rehabilitation. This means that nutrition
should assume even more importance than in the past. In terms of
money-as in terms of human suffering-one can well argue that
every dollar spent on nutrition instruction may save tens of dollars
in later medical care.

"I am delighted to see that The American Dietetic Association has
again asserted its leadership in human nutrition by preparing and
endorsing a position paper which outlines clearly the necessary nu-
trition services to be included in comprehensive health schemes.
The paper also clearly describes the need for nutrition input at the
planning stages if nutrition services are to be properly structured.
At present, the United States Department of Agriculture is operat-
ing a gigantic (over $3 billion) food program with what many think

I Approved by the Executive Board. April 20, 1971. as Position Paper Number 00000
S Approved by the Executive Board, February 12, 1971, as Position Paper Number OOOOE.
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is much too small a nutrition component. Present indications are
that the Department of Health, Education, and Welfare is similarly
casual about nutrition. I commend this position paper to health
planners at all levels"-Jean Mayer, Ph.D., D.Sc., AM. (hon), M.D.
(hon). Profea8or of Nutrition, Harvard School of Publio Health,
and Chairman, White Hou8e Conference on Food, Nutrition and
Health.

"Nutiltion services under the supervision of qualified nutrition personnel
should be a component of all health and health-related programs and should b
designed to reach the total population with priority given to such nutritionally
vulnerable group as infants, children, and youth in the growing years, women
in the child-bearirg years, and the older age population." (1) The need for the
Association to interpret and expand this policy statement is based on a recog-
nition and concern that:

(a) The need and demand for quality health care by the population is not
being met by, and is critically straining, the current health care delivery
system.

(b) The alarming increase in the cost of medical care mandates a review
and evaluation of the present health care delivery system.

The American Dietetic Association's position is that inclusion of nutrition as
:a component of health care will significantly reduce the number of people re-
quiring sick care service and, therefore, contribute directly to-

(a) A, relief of strain on the nation's health care delivery system;
(b) A decrease n the escalating rate of health care costs;
(c) An increase in physical, mental, and social well-being of people so

that they may achieve and maintain productive and independent lives.
Nutrition is a critical factor in the promotion of health and prevention of dis-

ease and in recovery and rehabilitation from Illness or injury. Evidence mounts
that Americans who fail to attain a diet optimal for health can be found at every
soclo-economic level The reasons are many and complex, but the impact on the
health of the nation Is seen In the increased risk of complications of pregnancy
in the poorly nourished woman, in the chance that her Infant may be of low birth
weight with accompanying risk of retarded physical and mental development: in
the high Incidence of overweight and underweight in school-age children and in
adults; in the debilitation of the malnourished elderly; in dental disease, wide-
spread in the total population; and In the high Incidence of chronic Illnesses that
require dietary treatment, monitoring, and follow-up. Since it is apparent that in-
provements in the nutrition of people will have a direct effect on the level of
health services. The American Dietetic Association recommends the following:

I. Nutritional care, as a component of health care, be available to all people
on a continuing and coordinated basis. Nutritional care is the application of nutri-
tion science to the health care of people. In its broadest sense, nutritional care is
provided to the general population through studies of food consumption and nu-
tritional health, mass education, and food assistance programs. As applied to
patient care, It has the same components (assessment of food practices and
nutritional status, nutrition education, and food assitance) plus dietary counsel-
ing and the service of appropriate food. These nutritional care services must be
combined and coordinated to meet individual needs.

II. Nutritional care be integrated into preventive, diagnostic, curative, and
restorative health services. Any contemplated health services delivery system
should include a nutrition component in its preventive as well as remedial serv-
ices, if the maximum benefits to health are to be achieved. The following example
illustrates the application of this recommendation:

HEALTH SERVICES NUTRITIONAL CARE

Public health service-health promotion Mass nutrition education; supplemental
food assistance

Health-testing service (7) Assessment of food intake and other in-
dexes of nutritional status

Health care service Nutrition education and counseling, food
assistance, appropriate food service

Preventive nmaintenance service Dietary counseling, food assistance, ap-
propriate food service

Sick-care service For all levels of in-patient care, appro-
priate food service, diet therapy, die-
tary counseling
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Mass nutrition education; supplemental food assistance
Assessment of food intake and other indexes of nutritional status
Nutrition education and counseling, food assistance, appropriate food service
Dietary counseling, food assistance, appropriate food service
For all levels of in-patient care, appropriate food service, diet therapy, dietary

counseling
III. The planning and supervision of nutritional care be under the direction

of persons professionally educated in nutrition as it relates to human health
needs. Dietitians and public health nutritionists, with their educated knowledge
of foods and nutrition, are the health professionals who are prepared specifically
to help individuals and groups improve their diets and their nutritional status.
(In this paper, the term dietitian shall be interpreted to mean either a public
health nutritionist or a dietitian who is qualified for registration in The American
Dietetic Association.) Supportive personnel (dietetic technicians, dietetic as-
sistants) extend the knowledge and skills of dietitians to greater number of
people.

IV. Dietitians function at the planning and policy-making level of federal,
regional, state, and local comprehensive health planning bodies to assure that an
appropriate nutritional care component is incorporated into all comprehensive
health care planning.

V. Comprehensive health care plans include appropriate administrative place-
ment of the nutrition care component; staffing patterns and qualifications for
personnel; identification of nature and extent of nutrition problems; standards of
nutritional care; methods to be used for delivery of nutrition services; and
evaluation.

VI. To assure that a upply of dietitians is available and accessible to those
in need of nutritional care, steps should be taken to--

A. Support the expansion of existing education and training facilities in
nutrition and dietetics and the development of new facilities.

B. Increase support available to students of education and training in
nutrition by means of scholarships, loans, and other financial mechanisms.

C. Explore and establish new approaches to undergraduate, graduate, and
technical education.

D. Utilize supportive dietetic personnel and improve their career develop-
ment and status in the health care system.

E. Explore other means to increase the dietetic manpower supply through
such mechanisms as proficiency and equivalency examinations and other
recruiting efforts.

VII. Dietitians be eligible for payments as providers of health care services.
Future health care legislation should stipulate dietary counseling services as an
eligible service for third party payment.

VIII. Adequate funding for preventive as well as curative nutritional care
services be provided. Until such time as the nation is geared to deliver compre-
hensive family health care, nutrition services should be supported in existing
specialized programs and services, such as: health services for mothers and
children; the elderly; special groups, such as migrant agricultural workers and
low-income families; family planning programs; chronic disease control services;
home health services, rehabilitation services for drug and alcohol addicts; and
group care services in facilities such as hospitals, nursing homes, extended care
facilities, day-care centers, and residential institutions; detention centers, de-
toxification centers, and prisons.

XI. A careful appraisal be made of the economic benefits of nutritional care
in a comprehensive medical care system. Such an appraisal should also include
evaluation of the effectiveness of preventive nutritional care, as well as remedial
services, on such variables as cost, absenteeism, worker productivity, and so on.

X. Any national health Insurance program adopted include incentives for the
development of preventive health services. Nutritional care shoud be Identified in
the legislation as an essential component of preventive health care service.

XI. Standards for nutritional care services be included in all federal and state
guidelines and regulations for health care.
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ASSOCIATION REPRESENTATIVE TESTIFIES AT AGING HEARING

In representing The American Dietetic Association at a regional hearing in
Chicago on March 11, in preparation for the White House Conference on Aging
in November, Ruth M. Yakel, A.D.A. Executive Director, quoted from the above
position paper and from the A.D.A. position paper on aging. In amplification, she
offered some concrete comments and recommendations, saying in part:

Since the Association was founded In 1917, the membership has been engaged
in a number of projects and services related to the nutrition of the elderly. The
list would be long, and our interest has not waned.

I should now like to comment on present volunteer nutrition education activi-
ties of the national and state dietetic associations. For example, a variety of
projects and activities are related to the nutrition of the elderly. The Washington
State Dietetic Association has cooperated with the Washington State Council on
Aging in developing nutrition education materials for distribution to senior citi-
zens' center, and members of our Association also provide Individual and group
counseling at these centers. Tennessee and Oklahoma have also reported activi-
ties related to nutrition education with senior citizens.

At the national level, an Invitational conference on nutrition services in pri-
mary health care is being planned to help identify the role of the dietitian and
nutritionist in such settings as group and family practice, health maintenance
programs. neighborhood health centers, and other ambulatory care settings.
Current trends and contributions in home health services will also be discussed.
We would anticipate that this conference will have an Impact and be a moti-
vating force encouraging participants to apply and practice knowledges and
techniques gained to new health services for the elderly.

With the extension of the Food Stamp plan in 1970, the elderly may now pur-
chase home-delivered meals with food stamps. With the probability of many new
organizations going Into the business of home-delivered meals, we would urge
adoption of certain standards. These would include: a home-delivered meal
should provide a minimum of one-third of the daily requirement In calories and
nutritive values needed by the elderly: the food should be prepared and served
under sanitary conditions, e.g., temperature and equipment for holding and de-
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livering the meals should be defined; and the food and the meal delivered should
be of good quality. The elderly consumer needs such regulations for protection
of his health, as well as value for the cost.

Use of the facilities of neighborhood health centers, community centers,
churches, and schools as sites for meal functions and the service of nutritionally
adequate low-cost meals for the aging should be further encouraged. Restaurants
in some communities might also serve as centers. The importance of sociability
and the psychologic effect of mealtime cannot be overemphasized.

Because of limitations that come with aging, multiple forms of assistance are
needed by the elderly. Generally, there is no money for such services; hence, the
use of volunteers has been the answer in some cases, but this is not a completely
satisfactory answer. Since our main interest is food for the aging, we pose the
question; What can be done to provide for the home-bound elderly-the individ-
ual who is unable to leave his home because of physical limitations and thus cut
off from the outside world? What can be offered to the reasonably well elderly
person without transportation? Stores are not always readily accessible, and if
they are, can the elderly walk that far and then carry the groceries back to
their rooms, apartments or homes? A fee food delivery service would be a tre-
mendous contribution to thousands of elderly persons who wish to retain some
independence. Special taxi or bus schedules and special store hours to permit
the elderly to do their own shopping would also be of assistance.

In conclusion, I would reiterate the Association's position that nutritional
care should be available to the elderly on a continuing and coordinated basis.
Improvements in nutrition have direct effects on the level of health and the
resulting need for health services.

The Association would further encourage the provision of adequate funding for
preventive, as well as curative nutritional care services. Until, such time as the
nation is geared to deliver comprehensive health care, nutrition services need
to be supported in existing and new specialized programs and service e to the
elderly.

Senator ANDERSON. We will recess until 10 a.m., tomorrow morning.
(Whereupon, at 12:15 p.m., the hearing was adjourned, to recon-

vene at 10 a.m., Wednesday, February 9,1972.)
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The committee met, pursuant to recess. at 10:05 a.m., in room 2221,

New Senate Office Building, Senator Russell B. Long (chairman)Presiding.Present: Senators ILong, Byrd of Virginia, Nelson, Curtis, Jordan

of Idaho, Fannin, Hansen.
The CnAlR2IA-. The. hearing will come to order.
The first witness this morning will be the Honorable Mik,, Gravel

U.S. Senator from Alaska.
Senator Gravel, we are very proud to have you here with is today

and we will be happy to hear your statement.

STATEMENT OF HON. MIKE GRAVEL, A U.S. SENATOR FROM THE
STATE OF ALASKA

Senator GRAVEL. Mr. Chairman, I am very happy to be here. and, as
you know, I hold you in very high personal affection and so I appre-
ciate the opportunity

The CHAIRMAN. It is mutual.
Senator GRAVEL (continuing). The opportunity on the last day of

the hearing to come before you and before your committee.
I have an outline of some facts relative to what would occur Under

H.R. 1 in Alaska, which I think is of devastating proportion. It would
increase the State's costs by $21 million; and for a small State like
Alaska, this 386-percent increase in State costs is quite a change in our
welfare cost, and I don't think, in reality, the State can afford it.

We hear a lot said about how we have acquired $900 million from an
oil lease sale, but one of the problems that we face with the delay of
the pipeline is that we do not have the funds to satisfy many of our
social needs even though we have raised the cost of the State budget. At
the present rate, unless we cut back drastically (we will have used up
our entire $900 million legacy in 3 to 4 years. That would mean that we
would have a State operating at a level we could not sustain.

So you couple this problem with the welfare changes that could take
place and we come to a very serious situation. So I only ask the com-
mittee's consideration-I submit this outline for the record.

The Governor of Alaska, William Egan, a good friend of mine, has
also submitted an 18-page statement which goes into great detail in
this regard, so I would ask the committee to look at it very thoroughly.*

*See p. 2002.
(2599)
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Senator GRAVEL.. NOW, Mr. Clhairman, I wish to speak with a broader
scope. Among my papers that I took for th e Clristmas holidays was a
,ol)y of the sljeu.h on welfare reform, II.R. 1, which you deliv-ered on
the floor just before the session adjourned. I took that because, having
leard you l)rivately, I knew your strong views and I knew your cx-
twrtise in this area: and I read over-in tie course of writing a book
tlat I will lhave 1)ublislled later this year-I read over your statement
and I found that I agreed with it almost 99 percent. I disagreed with
oile point whicl was, I think. very fundamental, and that is the reason
I wanted to coni before the committee and yourself to see if I could
make some minor contribution to the pllilosop)hical approach to it all;
and tlat is. of course, where nmv book addresses itself-to the philo-
soplhical questions, because I do't think I (can match your expertise
ini tile details.

My knowledge and time would not permit competition with you
and "other members wio are expert in the field. I was struck by the
validity of your entire argument in your statement.

You raised the point, and properly so, of the cost involved of doing
this. and it was a sizable cost and one that makes a person sit tip
straight, and say. "My God, what's happening to our society if this is
wlat it is going to cost us to undertake these programs?"

So I started analyzing the cost and analyzing what I thought was
involved in the attitude in our society toward welfare, and I came to
this conclusion: Why do we pay welfare to begin with? W17e pay wel-
fare because we have a social conscience; we don't want people to
starve to death in the country. That is why we do it.

Now, if we look to the basis of this and say, well, if we have this
social conscience and if we have the nioney to do this, then sholLd we
halv'e a hangup with respect to the work ethic. Our ability to pay Nvel-
fare is dependent upon the total affluence of the United States of
America.

If you made a comparison and said, let's look upon this as a normal
corporation and every single citizen in this country is a member of this
corporation, that wo4ld mean he is a stockholder in the corporation;
whether or not he works or not, he is a stockholder and, therefore, as a
stockholder in this country he is entitled to a dividend if the corpora-
tion. is prosperous and doing very well.

Well, obviously, we think the corporation is prosperous eitough to
pay some amount to people in the lowest income levels of our society.
So" if we took a different view and said we are not talking about "wel-
fare." and if we didn't have a hangup about giving something for
nothing, we could take the attitude that this is an affluent society and
that we are giving only something which is basically their due as nem-
bers of society. That would allow a great breakthrough in the -,se of
tile money.

I was reminded that I, too, have the same attitude toward wor?.. I
find myself an industrious worker. I think anybody who is in th Sen-
ate would have to be an industrious worker or he wouldn't be in the
Senate, because it takes a certain amount of push ahd effort; and I look
at another person and I say, why doesn't he work rs hard as I do?
Obviouslv there are many reasons-physiological, social, environmen-
tal. l)urely physical or .)svchological -Ilt for man. reasons they may
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not have the same attitude I have toward work. So I find myself being
trapped into what the administration, the President, termed the work
ethic and what we call workfare, and that is that we won't pay any-
body who is poor any amount of money unless we have testimony or
proof that he is willing to work-well, that is very good because that
means that we look upon work as a virtue.

Well, I do, and I think we all do.
If that is the case, then how can we in justice turn around and

permit a person to clip coupons or collect dividends when lie does no
work? And so, if we are to be equitable in our society we would have
to say if we are going to force the poor people to work--and thus force
virtue upon them-in order to receive the returns from a prosperous
society, then we should at least be honest and turn around and force
virtue upon the people in our society who clip coupons or collect in-
terest without lifting a finger.

If I inherited $10 million today and didn't do another lick of work
the rest of my life, then, obviously, I would have deprived myself of
the virtue of work. So if we look upon work as virtuous and some-
thing that we feel should be forced upon the poor, tying it to what
they. should receive from an affluent society, then we should, in my
opinion, do the same thing to the rich and not let anybody-not just
or necessarily the rich-anybody collect income for which he has put
forth no effort. Then, obviously, we should require that in order to
get interest, in order to get unearned income, he should have to go to
work for it. Then I think we would be consistent.

Obviously, in such an effort to be consistent we begin to realize that
forcing people to acquire this virtue is not possible because you can't
legislate morality, and I think that is something that we in the legis-
lative positions learned some time ago: you can't make people virtuous;
they are either virtuous or they are not virtuous; so you have to look at
it from another approach, and I think Ve should look at it from the
approach that people are drawing dividends and that we are going
to apportion a certain amount of wealth to them. Of course, we could
pay the dividend to everybody because it is the total product of society,
but since we are approaching something we don't really know too much
about, I think al' we can do is experiment, and to pay this dividend
only at the lowest level. I am realistic enough to think that at this
stage of the game the committee will not alter drastically the approach
it has in hand.

So I only come forward with some broad philosophical lines.
Let me just suggest this possibility-and I have done the arithmetic

and can submit it for the record. It we lump together social security.
welfare, and raise welfare to the point of $2,000 per person, and cease
to call it welfare but call it a citizen's wage or a citizen's dividend for
simple membership in the United States of America, the arithmetic
comes out-assuming we had a tax reform-to be only about $15 billion
more than we pay today for our social security anl present welfare.
And to think we would place a base in our society that fundamental-
you can begin to see that part of the economic problems we face today
is a lack of consumption.

What would be the increased consumption from placing a floor in
our society? You would create a pattern of consumption that would
exceed the present activity by manifold.
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Secondly, you would add an element of freedom to the present situa-
tion in labor; and here it is very simpl.,. If we have greater mobility,
greater choice, we have a chance of providing greater productivity.
I happen to think that rather than rail against our corporate society,
I think it is the most effective tool we have in our society; and we

... impede its effectiveness when we work against its normal efficiencies,
what we call featherbedding.

The reason why we have featherbedding is because when you throw
people out of work they have got no income, so we develop this whole
attitude that we have got to create jobs. What is the use of creating
jobs if we don't need the jobs? If we don't need the work, if the ma-
chines can do it, we ought to be intelligent enough to just turn arotud
and let the machine do it and sit back and clip our coupons from it.

But this cannot happen as long as we maintain a psychology that
you have to work whether you like it or not because we think it is
good-work is not good; work is only good if it is interesting and
enjoyable, and if it does not meet that definition then we should be at a
headlong pace to do away with the rest of the situation and not forcibly
providefor work.

We can't do it because we are locked in on a trajectory in which we
don't have a way of passing out the dividend to people in an honest
fashion. So then the only way we have to do it is to force them into
work situations which may or may not be productive, and which may
or may not be efficient.

Just take our situation in government where we have a program to
create public service jobs. This does not mean they are needed. We
presume that they are needed and yet one of the problems of bureauc-
racy is its great inefficiency and the great number of people who are
employed, like the Communist system, which have a vested interest
in the total inefficiency of bureaucracy, whereas we could say: "Well,
let's now try to provide an economic system that employs the least
amount of People possible." But you can only do that if he has an
income to fall back on.

So the only way we will ever get to our full measure of proficiency
is if we have a -place for people to go and that, of course, is where
the beginning would come with a true method of distributing the
wealth of our society, not in a socialistic way but in the way that we
do it under our present corporate system-that is, you and I-if we
own shares in a corporation that is going very well, then we don't
even have to lift a finger; we just get the income from that corporation.

When a person is born as a U.S. citizen he becomes a member of our
national corporation and if that national corporation does well, we
should not have any hangups to seeing some economic benefit returned
to him; and I think if we could make that psychological breakthrough
it would open up a prosperity in this Nation that would be hard to
comprehend, and that would not rest upon some social conscience, some
moral tugging at our hearts that says, "Now, there is somebody who is
poor and starving to death and we feel guilty that he is starving to
death."

So I think that that would be the major breakthrough.
And I apologize for not having a statement written out in form for

submission, and I apologize for the broad, general philosophical lines
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but, Mr. Chairman, I think that many times it is our duty to take the
philosophical approach and once we make that breakthrough the tech-
nical approach becomes very easy.

The CHAIRMAN. Senator Gravrel, you have raised an interesting
point. I think you have made a real contribution. I think I would have
rather a different answer than you, however.

You raise the problem that we have a bunch of rich drones in this
country, not as many as some would say, but that we have a bunch of
rich drones who are not working and therefore nobody should have to
work; that the poor should be privileged to be drones and live on the
working man, too. My reaction to that is to make these rich drones
work, too, and if I can find a way of doing it we will equalize this thing
by putting them out there doing something just like I would want to
make a poor man work. In other words, I personally don't think that
we have reached the stage where the machines can do all the work and
the human beings can just lie around and take what comes out the
spout.

It seems to me that we are still at the point where somebody is going
to have to get out and bend his back and work pretty hard if we are
going to get by in this country and if the country is going to stay tp
with others. I am an old share-the-wealth man; I would also favor
sharing the burden.

You seem to think the wealth comes to the American corporate state.
My impression is that all income being created in this country comes
from the hard work of somebody, and I don't see why anybody should
share in the fruits of that man's effort if they are not willing to make
a contribution themselves.

Senator GRAvEL. I don't disagree with that at all. In fact, I agree
with it almost totally. The only difference that I think I draw-I come
from a base that may be somewhat different-is that I think the as-
sumption is made that because people will have some amount of money
that they won't want to work. I disagree with that. I think most peo-
ple want to work. The only difference is they want to work at some-
thing that is meaningful and worthwhile.

Take my situation; take yourself-and I think your situation more
than mine is that you don't have to work. I would imagine that you
don't have to work as hard as you do. But you work this hard because
you enjoy it. There are many people, and I think the membershi l )
of the Senate is a very good example, I think most of the member-
ship of the Senate is wealthy enough they don't have to work if they
don't want to as individuals; but yet, who puts out more, who has
more aggravations; so, obviously, it is something more than economic
incentive that causes people to work.

What makes wealthy people work now, what makes a person who
is making $100,000 a year go out and keep working 16 hours a day
to make $200,000 a year when he can't even take the time to spend
$200,000 a year; it is obviously other senses than just a desire to make
the dollar. And there are studies we have today that you can offer
people more money for the work they are doing and they want no part
of it. The work has got to have a different dimension to it.

So if we free society and create a greater mobility in work you will
find people who will be doing more work and working harder at it
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now that they have the freedom of choice; and what you do by giving
them a base is to give them this freedom of choice )ecause, Senator.
you have no way to make those rich drones work, and I don't think-
regardless of h)ow long this committee. or this Senate, or this Congress,
deliberates on the subject-you will find a way to make the poor guy
go to work if he doesn't really want to work, because he will spenl
his talents and resources to beat the system: and so we only have one
choice and that is to try to find a system of volunteerism, and I think
that system of volunteerismn is already there, that, people with dignity,
people who have self-respect will go to work because not working
is a very boring endeavor.

The CHIIAIRMAn. Thank you, Senator.
Senator JORDAN'. Senator, under your plan, which sounds utopian to

me, who would do the unsuitable jobs?
Senator GRAVEL. Like the garbage collectors?
Senator JoRDAN.. Yes, and working in the sewer?
Senator GRAVEL. No question that this presents a unique problem;

but would you believe it that right today there are l)eople who do
garbage collection and are )roud of being garbage collectors? In fact,
how many young people are there today who are of wealthy parentss
or middle-class parents and have moved away from their wealth and
want to get into doing things with their hands? I have always made
the comparison when people talk about plumbers-you know, we
would be in it up to our ears if we didn't have plumbers and if we
didn't have somebody to unplug our toilet. Senator Jordan, you and
I would ha ve to do it with our own lilywhite hands.

Senator JORDAN. We wouldn't, think it is suitable, you see.
Senator GRAVEL. Well, we may not think it is suitable now, but I

think if we recognized how important it, truly was, and gave it the
dignity commensurate with that importance, and if we didn't have
anybody who wanted to do it on a voluntary basis, then we would
have to pay the plumber to go do that. distasteful job more than lie
is making now, so we would have some natural adjustments in our
society that. are very iml)ortant because I think a person who picks up
garbage is a damned important person. If he doesn't do it then I have
to do it, and I much prefer doing what I am doing. So we would
have to pay more than he is getting in society and this might be an
intelligent'distribution of our income.

I think it would provide some very interesting aspects. Of course,
because it is the unknown, we fear it and we stay away from it, but I
can only tell you-we admit these are distasteful jobs now; they are
very iml)ortait jobs and I see no difference from a urologist who
does a very important but what is considered a distasteful job on the
human body and who gets maybe $150,000 a year because of his spe-
cialty, and a person who goes 'out and picks up garbage which is also
a distasteful job but which is just as fundamentally important to our
society.

So I think we need some amount of dislocation that will take place,
and if we have to pay him incentives in addition to the citizen's wage,
in addition to what might be a more generous type of unemployment
compensation or unemployment insurance in order to provide more
mobility, then, of course, we will just have to do it.
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The CTAIRMA. . Senator, I will make you a fair proposition: Alaska
is a big State areawide but there are not too many people up there and
if you want to try your program in Alaska it is all right with me. I
will vote as far as my vote is concerned to let, you experiment with it
up there in Alaska, and see how it. works out. My guess is the place
will freeze and never unthaw again but if you want to try it again
it would be perfectly all right with me to try. it.

Senator GRAVEL. Senator, I would be very happy to take you up on
that..

The CHAIRMAN. You understand I only have one vote.
Senator GRAVEL. I think it is a good idea because we are only talking

about 335,000 people and it wouldn't cost a great deal to implement
up there.

Here is how we would go about it. Since we discovered oil in Alaska,
it is obviously going to have some benefit to the residents of Alaska.
But who else are the beneficiaries of our oil, assuming we get the pipe-
line unstuck? Who are the major beneficiaries? All the people of this
Nation, yet the leasehold benefit may or may not be, depending upon
the beneficience of the situation, may not be to the people of Alaska.
But since the total energy is going to solve a problem for the totality
of the Nation, then maybe what we ought to say is let's turn around
and appropriate x amount of (lollais from the treasury, and let's say
we will pro\'ide aIn income floor for these people in that State for
period of time and see what happens. Let's see if they get lazier; let's
see if the people in the bush who do nothing, have got nothing to do
but a subsistence type of life; let's see if we give each person $2,000
per year income, not as a dole, not as welfare, but as his constitutional
right for being a member, of being an American, and let's see if that
makes him lazier; let's put it for a 5-year period and then if it does
make him lazier and if we do develop an indolent breed of people in
Alaska, then I will be here; let's make it only 3 years; let's make it
3 years; I will work with you.

If the experiment extended to 5 years, I think it would probably
guarantee my reelection and I would be here with you, and then if it
didn't work and made a bad breed of person, I would vote with you-
I don't want to corrupt the human being in the society any more than
anybody else does: but if under some magic we have discovered that
the. human being is basically a person who wants to contribute and
do something intelligent with his life, then maybe we can then expand
it to the rest of the Nation and we would be. over into a new era of
prosperity and a new type of life for the individual in our society
that could be unbelieveable.

Call it Utopian, but what is happening today is that we are going
to force ourselves into doing a little bit of welfare and then we are
going to force ourselves the next year to do a little more, and then the
year after a little more, and we are going to get to that same point,
but the only thing we are going to do in the process of getting there is
that we are going to do it reluctantly and at the same time we are going
to put all these people of their basic human integrity because we are
going to tell them, "We are giving it to you as a dole, not as a right,"
and there is the fundamental difference of how it is received and why
it is given.

72-57-72-pt. 15-25
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The CHARMAN. I suspect you are going to have to import quite a
few of the Louisiana Frenchmen to drill some of those wells for you;
but that is all right; we are drilling wells all over the world and we
will be glad to do that job for you.

Senator Nelson?
Thank you very much.
Senator GRAVEL. Thank you very much, Mr. Chairman.
The CHAIRMIN. Fine. Now, the next witness will be the Honorable

Edward I. Koch, a Member of Congress from the State of New York.

STATEMENT OF HON. EDWARD I. KOCH, A REPRESENTATIVE IN
CONGRESS FROM THE 17TH CONGRESSIONAL DISTRICT OF THE
STATE OF NEW YORK

Mr. KOCH. Senator, just for the record, it-is Edward I. Koch.
The CHAIRMAN. It is pronounced both ways; I have seen it; I am

sure you have, too.
Mr. KoCH. Yes sir
I appreciate, Senator, the opportunity to come before this great

committee and I come before you to speak in support of H.R. 8799.
What I would like to do is to summarize my remarks, with your per-
mission, and put my formal statement in the record. In addition, I
would like to submit for inclusion in the record a copy of H.R. 8799
and the prepared statement on this bill presented to the House Ways
and Means Committee by five doctors who have been working with
the comprehensive health care projects which are covered under H.R.
8799. These are the children and youth and maternal and infant care
projects funded under title V of the Social Security Act. The testi-
mony of these five gentlemen was truly superb and I recommend it
to the committee.

The CHAIRAIN. Fine.
Mr. KOCH. I would also like to place in the record a letter from

Secretary Elliot Richardson in which lie confirms a conversation
that he had with me. The Secretary appeared before the Ways and
Means Committee on this very subject and indicated a need for the
extension of the special projects. He supports a 1-year extension; it
is not adequate but it shows at least the attitude of the Nixoli admin-
istration that they appreciate the value of these programs and the
need for them to be continued.

Lastly, I would like to place in the record a booklet prepared in
May 1971, providing summaries of each of the 68 children and youth
projects. TJis was prepared at my request for distribution to the
Members of the House and Senate.*

I am very pleased that H.R. 8799 has a Senate sponsor, Senator
Nelson. In addition 16 other Members of the Senate have co-sponsored
the bill. The 68 regional children and youth programs known as C & Y
projects, and the maternal and infant care programs known as the
MIC projects. were originally created in 1967 under title V. These pro-
grams were intended to assist the most impoverished children and the

*Thib document Is entitled "The Nationwide Children and Youth Program-a Com-
prehensive Hpalthi Care Delivery System" dated March 1971.
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mothers of impoverished children in this country and they were fed-
erally funded. There are about 11 million children who fall into the
impoverished category of close to abject poverty. One-half million
children are being cared for by these programs that number roughly
120 throughout the country.

My own city of New York has nine such C & Y programs and four
MIC projects. The thought at the time that the legislation was enacted
was that for a 5-year period these funds would be channeled into these
particular institltions-hosp itals, primarily-:-and that at the end of
that period the States would come in and assume the cost of their
operation. Consequently, the direct Federal funding for these projects
runs out on June 30, 1972.

The bill which I have introduced would extend this funding for an
additional 5 years. It is a bill which is sponsored by 87 Members of the
House of Representatives.

The services that are provided by these projects include hospital
services and family planning, dental care, nursing, social service,
speech and hearing therapy, nutritional services, psychological services,
physical and occupational therapy, health education, and all of the
things that go into keeping a child healthy. In addition, they also pro-
vide prenatal care for the mother.

The nationwide cost of health care for individuals on an average is
$350, an average for every man, woman, and child in the country;
but the cost for care under these pro jects comes out as of June 30, 1971,
at $129.81 per patient, appreciably below the average for care in this
country; and, in spite of inflation, it is estimated that by June of this
year the costs will actually be reduced-something that is unheard of
in programs-to $126 per child with an increase in the quality and
spectrum of care provided.

One interesting statistic, because it deals directly with life and death,
is that in one area of New York City, Morrisania, in the Bronx, the
maternity and infant project is responsible for a 50-percent drop in
the infant mortality rate of that particular area.

If the bill is not approved and the money goes to the States in the
form of bloc grants many of the existing programs will not be funded.
For example, the State of New York would receive $9 million less
than it presently does under title V. And it has been made very clear
by the people in the State of New York that I have discussed this
with that it would be impossible for the State of New York to pick
up the additional costs. I assume that New York's fiscal problems are
no less than those of any other State and that other States would also
find themselves unable to carry on these particular programs. This
would be devastating.

What my bill would do is increase the funding so that the States
would receive the increment of funds due in fiscal year 1973, and at
the same time money would continue to be available for the special
projects.

Continued Federal funding for these special projects has the en-
dorsement, among others, of the American Medical Association, the
American Academy of Pediatrics, the American College of Obstetri-
cians and Gynecologists, and the National Association for Retarded
Children.
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To conclude, Senator, I would like to read a short paragraph from
one of the summaries included in the booklet I referred to earlier. The
following remarks are about the Seattle program:

When the children and youth project first came to Seattle, It was difficult to
gain community enthusiasm. It may have been because their experience with
public programs resulted in large promises and short delivery. Our population
now regards the children and youth project as their project, a facility they can
count on. It would be disastrous to violate this faith.

Thank you, Senator.
The Cm[.uwRu.\N. I thank you.
Senator NFLSON. As I understand, the administration position now

is that they would favor a 1-year extension ?
Mr. Kocii. Yes: that would appear to be the position of Elliot

Richardson. lie said in a letter to me:
We appreciate your Interest in these programs and I trust we can look forward

to your support in our efforts to secure favorable congressional action on a
1-year extension of the title V Special Project Grant Authority and on enactment
(of the National Health Insurance Partnership Act.

Senator NELSOx. If only a 1-year extension were granted, do you
have any reason to believe that the States would or could assume the
responsibility of funding these programs thereafter?

Mr. Koc:ji. No: I believe that the States will not fully fund these
programs. They are simply not in a position to do so. By way of ex-ample. just look at what is happening in the State of New York. The

Willowbrook State Institution for Retarded Children had its budget
cutI by $20 million this year; this cut was only restored after the news
media publicized the suffering endured in the institution by children
because of the lack of care.

Senator NELsox. It is my understanding that GAO is now reviewing
all title V programs. is that correct ?

Mr. Koci. That is correct. In addition an interim report has indi-
cated that these programs are very efl'ctive. They have made recom-
mendations with respect to better monitoring of the grantmaking
1)rocess but basically they have found that these are first-rate programs.

Senator NELsoN. Thank you.
The Ch,\ARr.N. Thank you very much, sir.
3r. Kocir. Thank you.
(The prepared statement and attachments of Representative Koch

follows. Hearing continues on page 2630.)

PREPARED STATEMENT BY EDWARD I. Kocrr, A REPRESENTATIVE T- CONGRESS FROM

H'E STATE OF NEW YORK

H.R. S799 TO EXTEND FOR 5 YEARS THE FEDERAL FUNDING FOR ATiE CIIi.DREN AND
YOUTH AND MATERNAL AND INFANT CARE PROJECTS AUT1[ORI.ED UNDER TITLE V
OF THE SOCIAL SECURITY ACT

Mr. Chairman and Members of the Committee, I appreciate the opportunity
to appear before you today to speak to you concerning an extraordinarily
successful program which is scheduled to terminate on June 30. 1972 after
5 years of existence--the special project grants under Title V of the Social
Security Act. I have introduced legislation to extend the federal funding for
these Children and Youth and Maternal and Infant Care projects for an ad-
ditional five years at a funding level of $630,000,000. This bill, R. 8799. is
cosponsored by 86 Members of the House and has been introduced in the Sen-
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ate by Senators Gaylord Nelson, Edward Kennedy, and Abraham Ribicoff witf
14 other sponsors.

There are at present 68 regional Children and Youth programs with addi-
tional satellites and 56 Maternal and Infant Care programs in existence de-
livering comprehensive health care to 12 million children and youth of lower
socioeconomic levels in central cities and rural areas. Although it was the
intent of Congress that these existing projects should continue with State
support, that now seems highly unlikely given the budgetary strain oil all
of the states, as for example, New York which has 9 C&Y and 4 MC projects.

These projects render quality medical care at low cost to mothers and chil-
dren in low Income families within medically deprived communities. Medi-
cal services provided include hospital services, family planning, dental care,
nursing and social services, speech and hearing therapy, nutritional services,
psychological services, physical and occupational therapy, health education,
transportation and follow-through on patients.

We all know from experience, and from scientific data, the serious conse-
quences emanating from a lack of medical care during pregnancy and in
childhood and adolescence-lead poisoning which undetected leads to brain
damage. lack of proper nutritional care causing mental retardation, unwanted
children resulting from a lack of birth control guidance and infant deaths
and birth defects caused by poor prenatal care. The economic and social as
well as medical benefits reaped from quality comprehensive health care are
considerable.

The national average health care cost per year per man. woman and elhild
is $350. The cost for care under these C&Y and MIC projects as of June 30,
1971 was $129.81 per patient. In spite of inflation, the estimated cost by
June 30, 1972 will have decreased to $126. And even with this reduced cost
there has been an increase in the quality of care. The statistics are impres-
sive. Hospitalization is less for indigent children in &Y projects than for
indigent children not enrolled, and their average hospital stay Is shorter. The
underprivileged families keep appointments and follow the therapies pre-
scried more than does the general public. In one area of New York City,
the MIC project is responsible for a 50% drop in the infant mortality nte.

H.R. 8799 provides for the funding level for title V to be increased to $630 mil-
lion. There are 11 million underprivileged children in this country. The C&Y and
MIC projects serve one-half million children. Only one-fifth of indigent obstetric
patients are covered by MIC or similar projects. These programs are operating
with only modest funding and could serve a much greater population if provided
with an increase In funds.

The current authorization for these projects under title V of the 1065 amend-
ments to the Social Security Act terminates June 30, 1972, at which time 90 per-
cent of the funds will be given to the States so that each of the 50 States might
have one such project. It was not the intent of Congress that these existing proj-
ects be discontinued, but that they be financed by the States. However, In New
York State finances being what they are, as is true of most States, it is hardly
likely that the State will finance these projects and the result of this will lie that
the programs will have no funds 'ith which to operate. As important a., it is
that each of the States have a project, it is just as important that these special
projects are not funded directly by the Federal Government, and the money is
oly received from the formula grants, New York State will receive $9 million
less than it now does from these projects. It is therefore virtually impossible that
the State, with its many urban areas, will lie able to fully fund even the 13 proj-
ects in New York City.

It would be disastrous if these programs were to cease and it would result in a
breach of commitment to the community which has looked to these programs for
their ongoing care. Since It will be at least 5 to 10 years before there is a suffi-
cient number of group practices able to meet present needs for low-income areas,
an extension Is required so that these programs will ultimately lie able to turn
into health maintenance organizations.

Continued federal funding for these special projects has the endorsement aimlomg
others of the American Medical Association, the American Acadeimy of Pediatrics,
the American College of Obstericianms and Gynecologist., and the National Asso-
ciation for Retarded Children. These projects constitute an existing delivery sys-
tem of comprehensive health care serving those persons who would be among the
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first beneficiaries of a national health insurance program. They must soon receive
the assurance from the Congres that continued funding will be forthcoming so
that personnel will continue to serve, rather than look elsewhere for new positions
fearing the program's termination date.

We must provide medical care for our nation's poor-especially the children
of our deprived citizens who suffer in so many ways. The men and women involved
in these projectss are dedicated persons who have been giving the highest quality
of medical care at the lowest cost to these underprivileged mothers, infants, chil-
dren and adolescents for the past 5 years. In some very unique way they have
given more than i)hysical health to their patients. They have eradicated a sense
of helplessness for those they serve.

(From the Congressional Record, Nov. 19, 1971]

TESTIMONY IN SUPPORT OF CILILDREN AND YOUTH AND MATERNAL AND INFANT CARE
PROJECTS

Mr. KocH. Mr. Speaker, a panel of five distinguished men appeared before the
Ways and Means Committee on Tuesday, November 16, In support of the exten-
sion of the special project grants under title V of the Social Security Act. I have
introduced legislation to extend the Federal funding for these children and youth
and maternal and infant care projects for an additional 5 years at a funding level
of $630 million. This bill, H.R. 8799, is cosponsored by 86 Members of the House
and has been introduced In the Senate by Senators GAYLORD NELSON-and EDWARD
KENNEDY with 15 other sponsors. Their testimony was extraordinarily Impressive
and I append it for the interest of our colleagues:

'TESTIMONY OF FRED SELIGMAN, M.D., M.P.H.

"My name Is Fred Seligman. I reside at 1522 S.W. 81 Avenue, Miami, Florida.
I am Director of the Children and Youth Project at the University of Miami
School of Medicine and am here today as the Chairman of the Association of
Children and Youth Project Directors. I represent the staff of the 68 Children
and Youth Programs throughout these United States and the more than 500,000
children and youth who receive comprehensive health services through these
programs. I endorse most emphatically the continuation of these programs under
Title V of the Social Security Act. Specifically, our Association supports without
reservation the bill introduced to the House of Representatives by Congressman
Koch of New York (H.R. 8799) and the companion bill introduced to the Senate
by Senator Kennedy of Massachusetts and Senator Nelson of Wisconsin (S. 2135).

These programs exist throughout this Nation; in the Virgin Islands, Puerto
Rico and Hawaii. There are programs in all corners of the Mainland-Miami,
Concord, Los Angeles, and Seattle; Central America--Chicago and Omaha; Rural
America-Little Rock, Charlottsvllle and Helena.

"This Nation is moving in the direction of comprehensive health services to
define( segments of the population. Many proposals have been receiving serious
legislative concern by many members of Congress. Mr. Chairman, neither our
Association nor any member of your Committee would advocate that we move
recklessly in establishing a National Health Plan. This task requires considerable
thought. Even though our health delivery system is far from perfect, we must
resist the temptation to destroy what we already have, only to create something
new. We must instead build on those components of our system that have proved
their effectiveness and modify only those segments of the health system that
require revision. We cannot afford the economic and human costs of abandoning
programs that have demonstrated their efficacy. We cannot afford to ignore the
critical health problems that daily face this Nation's young.

"For these reasons. Children and Youth Projects as well as a variety of other
significant health programs for mothers, infants, children and teen-agers, that are
authorized under the current Title V of the Social Security Act, should be con-
tinued organizationally intact until June 30, 1977 and expanded to at least the
$500,000,000 level which both bills recommend.

"Because no perfect system has been developed, Children and Youth Projects
should continue to demonstrate and develop improved health care delivery pat-
terns to children. Ultimately, Children and Youth Projects will ably phase into an
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overall National Health Plan, or, if in the judgment of this Committee, the
counsel of our Association be considered wise and visionary, a National Health
Plan should ultimately be phased into and expanded upon a merging of the basic
triad of Title V of the current Social Security Act, namely Children and Youth
Projects, 'Maternity and Infant Care Projects and Crippled Children's Programs.

"Essential factors of quality health care include comprehensiveness and con-
tinuity. Concentration on a defined geographical area provides for efficiency.
Neighborhood Health Center Programs are currently the only publicly-supported
programs, other than children and youth projects that are explicitly committed
to the delivery of comprehensive health services to a specific population group in
a well-defined geographical area.

"Children and Youth Projects, both organizationally and philosophically, are
distinct from all previously conceived health programs. Children and Youth Pro-
Jects focus medical and dental care to all children in a family; however, the
provision of most ancillary services such as public health nursing, social services,
nutrition and health education are usually family-based. Unless there is a special-
ized focus and concern for children, children frequently do not receive the priority
they deserve in family oriented medical system. Children and Youth Projects have
developed a meaningful model of health delivery with built-in standards accepted
by the appropriate professional bodies, that is applicable to children nationwide
and upon which can be built family-centered care to children and adults.

"Children and Youth Projects are the only publicly-supported comprehensive
health care system that has developed meaningful quality control and evaluate
components. While there is a wide variation in average cost per registrant among
individual projects, the average cost per registrant was $162. In calendar year
1969, and is estimated to be $130, per registrant for the present fiscal year. As
compared to the national average health cost of $350, per man, woman, and child
in this nation, these projects are performing economically, particularly consider-
ing that these children are drawn from least healthy geographical areas.

"Our program at the University of Miami, like many thoughout the country,
has demonstrated the efficacy of health care delivery that is based on a pre-
ventive rather than an episodic approach. Since initiation, we have decreased
our overall cost per patient more than 80% in spite of inflation. Nationwide the
projects have increased the frequency of "well-children registrants" by 50%.
There have been significant decreases in the number of diagnosed preventable con-
ditions as well as diagnosed correctable defects. Such factors demonstrate the
positive impact of these programs through preventive services, correction of
defects, and health promotion.

"The value of a preventive approach is seen in respect to hospital admissions.
In fiscal year 1969, the hospital admissions in Children and Youth Projects nation-
wide decreased 36%. The continued need for these programs is demonstrated
by the fact that a relatively high percentage of children, particularly in the 5-9
year age group have a low immunization level in the geographic areas served by
the Children and Youth Programs. One out of 10 registrants in these Programs
fall the vision and hearing screening tests. There have been many published
studies documenting these facts relative to Children and Youth Projects.

"Children and Youth Projects are administered by teaching hospitals, official
health departments, and Pediatric Departments in medical schools. The Projects
are approximately equally divided between these three funding agencies. The
impact that these Programs have had on these agencies has been profound, par-
ticularly on the voluntary hospitals that I have been involved, and especially on
the medical schools. As a medical educator, I can speak to the fact that these
Programs have had major impact in exposing medical students and other trainees
in the health sciences to an innovative inter-disciplinary health care delivery
system, a system that is concerned with maximizing quality and efficiency. New
manpower models have been developed in these Programs. Students are learning
how they can ultimately interface with the many new ancillary health profes-
sionals in the field. An increasing number of these trainees are now choosing
careers in community medicine having had meaningful exposure to these Projects.

"These programs have attempted to solve the manpower crisis in health by
retraining talented individuals, both professional and non-professional, who have
been attracted to these programs. These individuals have thereby gained mean-
ingful experience and expertise in the delivery of comprehensive health services,
particularly to children.
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"Termination of these projects will mean that these now talented and vibrant
individuals will return to tht-tess meaningful professional and ancillary ventures
that they came from. Mr. Chairman, our association invites your committee mem-
bers to visit our programs. There you will seuse the enthusiasm of health workers,
you will perceive the vitality of concerned people, you will feel the hope and
well-being of patients. You will sense an atmosphere of excitement and cre-
ativity. You will witness quality care.

"Gentlemen, what this Nation needs Is people who care. We speak of a health
care crisis in America. Our emphasis has been on 'Health.' Our crisis is not so
much in 'Healthy' as in terms of 'Caring,' in terms of developing a cadre of,
professionals who truly care for the people they serve.

"Termination of the projects will mean that both professionals and recipients
will feel penalized for caring. Already there have been professionals who have left
these projects feeling that those in positions of power and authority do not care.
For example, four of the Children and Youth Projects in the greater New York
City area presently do not have directors because of an uncertain situation."Most importantly, termination of these projects mean that the children and

youth in our various communities around the country decide again that they
have no friends in the establishment and will return to anti-social behavior,
juvenile delinquency, poor health habits, sickness and the cycle of poverty."

"TESTIMONY OF VERNON E. VECKWERTH

"My name is Vernon . Weckwerth. I am a resident of St. Paul, Minnesota in
the 4th Congressional District. I am a professor in both the School of Public
Health and the Medical School in the Department of Family Practice at the
University of Minnesota.

"My testimony today is a distillation of over 5 years of personal involvement in
developing an on going management and evaluation of the C & Y program.

"Of the currently registered nearly 500,000 of the nation's poorest children
living chiefly in central city slums, about 3 of 5 or 60% are black, about 1/1 or
34% are white with the remaining 5.4% comprised of chiefly American Indians.
About 1 of 6 of 17% who are Spanish speaking or of Spanish surname.

"Currently 68 local service projects located in all 10 HEW regions and in 31
states are delivering appropriate services which are citizen acceptable, easily
available, readily accessible, of high quality and of low cost.

"The C & Y as a program Is national in scope but characterized by an Ameri-
can ideal of being tailor made by and directed to fit the idiosyncrasies of each
local area, be it central city. rular or a mixture of population densities. The 68
projects are as diverse in tailor making care delivery to their local areas as their
areas and this nation is diverse. Organizational forms include a full spectrum
from classical fee for service solo practice private physicians to indigenous
community worker quarterbacked coordinated home care. delivery teams.

"The C & Y Program has been intentionally cautious about publicity, not wish-
ing to make promises it could not fulfill, not overselling the creative dreams of
the hundreds of zealous workers who have too frequently seen demonstration
programs satisfy the innovator's needs without benefiting the health of those they
purported to serve.

"Critical to C & Y is a rarely occurring if not unique organized flow of services
with its data documentation system. This data system was created to produce
on-going evidence of the effectiveness of alternative ways to deliver health serv-
ices. It's data system was created to be the decislonmaking basis for allocating
resources, documenting flows of children receiving services, documenting the
kind of presenting problems, documenting the frequency and effectiveness of
treatment and requiring a written care plan tatlormade for each child to assure
that timely and effective preventive services were received by the child.

"Without question, the current crisis in health care delivery is the crisis of cost,
because technically no services are free. someone must pay. Government at all
levels must find means by which to obtain from the private sector the dollar
resources to pay for the care of government has promised to millions of Amerlans
who do not pay directly for such services.

"Five years ago, one of the firs-endeavors we undertaken was to assure that
the C & Y data system would be structured in such a way that annualized costs
per child year of risk could not only be documented but that such data could be
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applied to project management on an on-going basis. As part of that development
new theoretical efforts were solved and field tested to assure that they would work
in the pragnatle (lay to day service would but also that conceptually they could
Ie used for prediction. Each year for the past 3 years we have projected the
annualized costs of services per child year as of the following year. We have
ahvays been within $2 of the actual expenditures once the cost incentive was in
and antieiate similar accuracy for next year.

6The dramatic performance in annualized cost reduction It the-C & Y is simply
summarized this way:

"As of January 1. 1968 at the beginning of such mandatory reporting the an-
nualized cost per child year was $201 per child, by December 19, 1909 it had
fillen to $102 and by December 31. of 1970 It had fallen to $140. Our estimate for
what the cost should have been as of ,June "30, 1971 was $129.81. Ve have not as
yet received final audited expenses from all projects because not all are on a Fed-
eral fiscal year lnt the remaining projects are known by past history to average
slightly less than the programs at large. To date that program average annual-
ied cost is slightly less than $131.
•4 Mr prolcted cost for June 30, 1972 is slightly over $126 per child per year-

coiiijiired to the popularly cited cost per year per man. woman and child of $350
in the United States, the health care costs are unrealistically low for such a
health deprived population when you consid(er that that $131 cost includes inclial
si.rvices, including hospitalization, dental services, nursing services, social serv-
ices, speXch services. tearing services, nutritional serviheR, psychological services
11[i l I Ihiysii a lid oeeltiatlonal therapy services in addition to health education,
translort.tiok by most projects anid an array of seially tailored programs to
IM64tir IO'deislll. of fite rl'escllooIier, tihe adolescent. the uinwed another and some
fithily plainlit. services.

"Althousgh thi muamigement data system was developed over ) year. ago, the
t.snSvwe of its dtevelolllnt was to answer questions believed to be those which
would be asked and critical to be answered in the early 1970's.

"For example the overall cost measure. annualized cost per child year is the
operational term to Implement the vague concept of capitation. The organizational
fmris inchtide substitution and Interchange of skills among non-professionals and
professonnls In teams strueted so that less costly workers can do the job in lieu
of mnore mostly and usually scarcer workers. Such manpower Is critical to most
of fiI virrent national health services proposals be they acronymed by CHSO,
11CE' i* JIIMI).

array of erforinmne measures wheh were developed as means of qtlan-
tifying (omlitteIess and continuity of care is the heart of any mehanis-n for
dltwisi i making anld organizatiomil direction and control or for reorganization
of liealth services in existing alternatives currently proposed.

"For example, each C & Y project receives. each quarter a report on its absolute
perflrnmnee by an Pirray of mniasmres such as medical backlog, dental backlog,
well ehild rate. reassessimont Intervl. etc. These measures tell the projects how
they are Iperforming. how long it will take to produe, healthy children at their
current lrdmetivity rate for all registrants and how they have allocated re-
siiburets relative to the major jobs to Ie done in their proje-t areas. In addition,
each project receives a relative ranking to all other reporting projects on each
lmrforince neasre.

'I'urremtly in vogue is another concept called outcomes of care. The C&I, pro-
grains and Its innagemenit information svsten was created to answer the out-
comie questions. Too long health programs, health workers and health facilities
had helleved their existence was a social good ind that they were justified by
exiillnding time. effort and resources believing they were above accountability
as stewards of soei tal resources. Their beliefs provided dlata which were no
iu(ire than wing flapping statistics of head counts, lab tests, visits to clinics and
d(en1ists and physicians and (lays in the hospital. The tunit item of service inluts
miwver reculuired nor otidl they answer whether all those resources did any real

go,,l. nind only concentrated on accounting that tie hirds had in fnat flapped their
wings so many thmes. No one had questioned whether the bird flew--let alone
how hith, how far, how long. The C&IL program and Its tailor made, management
Information syste:n was designed to produce and document time production of
healthy children and a nianagemnent accoantallity system to assure that children
were maintained in that healthy state-within the limits of our own knowledge
and skill of the art and science of health care delivery.

BEST AVAILABLE COPY
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"To my knowledge, this is the only health program which is national iII orga-
nizatlpn, which has an on going performance measuring system to reflect an ac-
countability for health maintenance, with appropriate care which is available
and accessible and acceptable which is adaptable to any locale in this diverse
nation capable of adjusting locally required inputs by a process of providing
services which result in accountable outcomes.

"But this glowing tale of documented performance-no special date had to
be created for this testimony, no case had to be made with scurrying for evidence
of performance or cost benefit analysis--they're all there as an on-going part of
this program-has a very bleak other side.

"Our analysis shows that the costs are currently below what they should be.
Backlogs are now rising, planned service rates are falling, the growth rate is
approaching zero--meaning that many projects have closed their doors to-new
registrants and many more will within this fiscal year.

"Even though we can with special and very sophisticated Markovian and
foregone benefit economic analyses impute the annualized cost per child year for
any project, compare it to the actual cost and then determine its economic effi-
ciency the program at large is currently underfunded. Those underfunding ef-
fects are now showing operationally. They are deferring required services because
of lack of dollar resources.

"All of the program indicators taken in composite shows a Jeopardizing of
the state of health attained by these children. If the legislation is not extended,
let alone if funding is not increased, these half million of America's most health
economic deprived -children face a return to the devastatingly inadequate,
disease oriented crisis emergency scene that characterized the usual and usually
only service available to nearly all of them prior to the implementation of these
Children and Youth Projects.

"Without question the need is critical, the evidence is in, the facts are avail-
able for the reading. The question in a sense becomes--is this just another great
idea and a noble demonstration in the graveyard of the health field? Or is it one
that has proven itself to become expanded and extended as a prototype for
millions more of our children."

"TESTIMONY OF DR. ROBERT E. COOKE CONCERNING TITLE V, SOCIAL SECURITY ACT,
H.R. 1, NOVEMBER 16, 1971

"MR. CHAIRMAN: I am Doctor Robert E. Cooke, Pediatrician-in-Chief, Johns
Hopkins Hospital, professor of Pediatrics, Johns Hopkins Univei'sity School of
Medicine, and Chairman of the Scientific Advisory Board of the Joseph P..
Kennedy, Jr. Foundation. Our Department at the Johns Hopkins Hospital oper-
ates one of the largest children and youth projects, caring for almost 20,000
poor infants, children, adolescents, and young adults of East Baltimore. For over
five years the resources of the Ohildren's Medical and Surgical Center of the
Johns Hopkins Hospital have been dedicated to the 25% matching support for
this program. The Johns Hopkins Medical Institutions have utilized the Com-
prehensive Child Care Clinic, as it is called, for research supported by private
foundations, the Maternal and Child Health Service, and the National Institutes
of Health, with participation by the Westinghouse Aerospace Industries. Studies
are made on physician efficiency, clinic efficiency, the optimal design of out-
patient facilities with respect to utilization of personnel and acceptability by
patients.

RECOMMENDATIONN

"I am appearing in support of amending I.R. 1 to extend Title V of the exist-
ing act as described in sections 508 and 500 with full funding at the 350 million-
dollar level with removal of 508B and 509B, as described in the Koch bill which
was introduced by Congressmen Burke, Corman, Carey and others. This will
continue project grants as 40% of the total, with funds being allocated on a
State formula basis of 50% and for research 10.

"JUSTIFICATION

"The Maternal and Infant Care and Children and Youth programs have more
than demonstrated their contribution to the health of mothers and children. I
will devote my testimony primarily to the need for project grant continuation
to permit the concentration of health care in high risk areas, rather than devot-
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ing the majority of my testimony to justification of the Maternal and Infant and
Children and Youth programs.

"The data is indeed impressive from Maternal and Infant Care centers for the
reduction in infant mortality, and for the expansion of family planning services.
These are services which cannot be carried out by traditional fee for service
activities. The Children and Youth program has brought care to almost one half
million needy children. In East Baltimore alone some 20,000 children are under
care, with 70,000 visits being made each year, as well as 12,000 community home
visits. Over 10.000 tuberculin tests and 3,500 vision screenings are made on an
annual basis alone. This project provides the only medical care for some 25,000
children in an area where there is not a single physician caring for children. In
one year alone, this project has detected over 200 cases of early tuberculosis, 226-
behavioral disorders, 650 cases of asthma, and 200 cases of mental retardation
and severe learning disabilities. All of these cases are under treatment. In astudy of the effectiveness of the examination program in comparison with a
similar control group not under Comprehensive Care, there was 50% greater
elective correction of disabling defects--strabismus or squint leading to blindness
if not corrected; hernias leading to disability in later life if not repaired early;
and serious cosmetic defects which, if not corrected, could lead to serious psychic
scars.

"MAINTENANCE OF HEALTH

"A highly sophisticated computer system has been developed in order to flag
high risk patients or an uncooperative family needing special social work atten-
tion. This follow-up ni-echanism that we liken to the term "Esso's watchdog serv-
ice" permits proper supervision of a large number of patients in a way that
could not be done by any small group operation: In addition, it provides account-
ability data which is essential in any adequate assessment of financing.

COMMUNEI eY INPUT

"The parents of the children's service provide continued input and review of
the program through a fourteen-member Parent Advisory Board. They have
assisted in the determination of the kinds and hours of service, made decisions
regarding Food Stamps, and assisted in such activities as determining Food
Stamp eligibility and housing problems. The parents have also assistedJn a
major way in combating drug abuse and school dropouts. The training programs
for indigent poor have led to excellent employment programs, particularly by
means of community health visitors who provide remarkable follow-up in social
services.

"A cancer scr6hifg- program is established with blood and urine specimens
assisting in the early detection and treatment of certain kinds of tumors and
leukemia. A vigorous lead poisoning screening program has been in existence for
several years. In one month alone some 246 children were screened, 88 were dis-
covered with blood lead toxicity, 29 with major toxicity. Of the 29 with major
toxicity, 24 have been spared brain damage by early detection, and the other
five who were mentally retarded, have been given treatment. Extensive planning
for family services has been made available. A training ground for personnel from
the community, as well as physician training and recruitment, has been
established.

"Traditionally, Johns Hopkins has produced leaders in medical education. Now
every medical student at Hopkins has the opportunity to see medical care in the
community, to see effective preventive therapy in action. All these activities have
been done at the cost of $142 per registered patient per year which includes out-
patient and inpatient dental care, drugs, eyeglasses, applicances, and so forth.
Of all the children in the census tract, the cost is approximately $153 per child
per year.

"Our project is not alone in having this excellent record. In Rochester, New
York, sharp reductions in expenditures due to extensive economizing have been
effected by Comprehensive Child Care. This includes a 38% reduction in expensive
and usually unsatisfactory emergency visits.

"NECESSITY FOR PROJECT GRANTS INSTEAD OF TOTAL STATE FORMULA ALLOTMENTS

"If this amendment is not adopted, a decreasing amount of funds will go to
states with urban populations. Following a 1935 formula which gave a double
weight in funding for high rural birth areas, as a consequence, truly health
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depressed urain areas will lose their only source of comprehensive medical care.
Fifty-six counties in the United States account for one half of all the yearly ex-
cess Infant deaths in the United States. These fifty-six counties are mainly large
metropolitan centers with large backlogs of other unmet child health needs.
Every area needs more for mothers and children but urban ghettos'have major
health problems.

"INFANT MORTALITY

"Urban areas have far higher rates for infant mortality. For example, the Dis.
trict-of Columbia has a mortality rate of 27.3c/o per 1,000; this is far higher than
the national average.

"iPREMATURITY

"Prematurity with its serious consequences of mental retardation in a high
percentage occurs 2 to 3 times more frequently amongst the urban poor. Births
out of wedlock, with a high risk of abnormality, are 10 to 15 times higher in
urban areas, as are venereal disease rates in adolescents.

"MEASLES

"Measles occurs 21/, to .1/, times more frequently in low income urban areas. In
Lns Angeles, Dallas, Houston, and Little Rock, measles occurs earlier far more
frequently, with brain damage from encephalitis leading to mental retardation.
Inadequate measles Immunization occurs in these cities with a much greater
chance of spreading to epidemic proportions in crowded city areas.

"TUBERCULOSIS

"Tuberculosis occurs throughout the United States 18 cases per 100,000. In
cities such ats El Paso, Texas, the rate is 63.9 per 100,000; in Baltimore, Mary-
land, 5t.4: in the District of Columbia, 48.9. Again, in crowded.areas, tubercu-
losis spreads amongst the disadvantaged. Seventy-five percent of these cases
could be kept from active disease if early identification and treatment could be
carried out.

"A CCIDENTS

"In the National Health Survey of 1968, the accident rate, which is the
major killer of youth, was higher by 25% iii urban areas. Children had Illnesses
confining them to bed twice as frequently it tih r-ity and considerably more
school was lost by the children who needed it most.

"RHEUMATIC FEVER

"Rbeunatic fever Is three times more common where there is crowding. In the
city of Chicago, there are 35 cases of rheumatic fever per 100,000 as compared
with Sweden, with 2.3.

"MEDICAID NOT ADEQUATE SUBSTITUTE

"In urban areas, Medicaid cannot substitute for Children and Youth programs.
There are no physicians in most areas. The number of physicians giving primary
care to children Is dropping rapidly. As Doctor Albert Iaynes has pointed out
in his book Health. Care in, the Ghetto, there has been an extreme loss of phy-
sicians: in many center cities the only resource are Children and Youth programs.

"An excellent study from Rochester, New York, published in the New England
Journal of Medicine, indicates that the pattern of use by low Income families has
not changed at all as a result of Medicaid; medical services are not obtained
except for major illness, in sharp contrast to the patterns of middle income fami-
lies. Even If there are adequate numbers of physicians, the fee for service ap-
proach, conventional private practice approaches, or Medicaid approaches cannot
reach the urban ghettos. To reach families who require help most, adequate
organization extending into homes and Into schools Is needed. We have desig-
nated such approaches as "hot pursuit," an absolute essential. There must be
a large active door-to-door field force and computer capabilities for flagging and
identifying important cases.
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"EXPLANATION FOR DIFFERENCES

"The major reason for the difference in approaches for staffing patteris whiclh
put emphasis on community follow-up results from a remarkable difference In
compliance. For example, in community mental health programs amongst the
urban poor, 50 to 60% drop out from conventional community mental health
centers. Many mental health centers refuse social difficulties. If appointments
are not kept, the patient is considered resistive anid dropped.

"On the other hand, centers such as those associated with C & Y activities have
a vigorous follow-up program, and patients dropping out are considered to lie
the ones requiring treatment the most. The follow-up of tulberculosis needq active
participation from a field force. INII, a very effective preventive measure In
children without risk, can be given In a one-month supply but 50% of the children
may not return.

"Therefore intensive pursuit is required to develop effective treatment pro-
grams. Compliance in the taking of penicillin has been adequately studied. In
private practice, 56% of children remain on penicillin for nine days for Ilhe
treatment of streptococcal throat in order to prevent rheumatic fever. Of the
urban poor, 71% have stopped taking penicillin in the treatment of streptococcal
throat by the sixth day, and only 18% of clinic patients remain on penicillin
through the ninth day, even when the lpenicillin is sul)lied free.

"C & Y AS A FOUNDATION FOR C1I1L4D DEVELOPMENT PROGRAMS

"Congress has just passed major Child Development legislation. Many of these
activities will use C & Y projects as a major foundation. Parent and Child Cell-
ters that are changing the patterns of development of poor young infants, as
well as their parents, have frequently grown out of C & Y projects.

"Title IV of the Elementary and Secondary Education Act has four of its
eight projects through the Cooperative Research Act of the Ofice of Education.
which are intimately associated with C & Y projects for health and nutrition
services in Topeka, Kansas; New York City; Daytom, Ohio: and Galveston,
Texas. Several of the new Advocacy Centers in Parent a ia Child Centers will
depend upon C & Y projects for total health care.

"DURATION OF EXTENSION

"The administration has recommended a one-year continuation of the Special
Project Grant component of Title V. Such a one-year extension can only be in-
terpreted by the staff and those supporting C & Y projects as a terinimal year.
Less than a five-year extension will be interpreted as a lack of confidence and
support by CongreSs with further deterioration of the program's activities.

"A five-year extension will permit an incorporation of these activities in the
prepayment plans of National Health Insurance programs if they come about,
with very significant cost reduction features that have proven to be acceptable
and efficient in operation.

"These projects, according to a published paper of the Secretary of Health,
Education, and Welfare, have been identified as excellent foundations for new
Health Maintenance Organizations. It is absolutely essential that approval from
Congress be expedited. Delay of the decision to next year will lead to severe
morale problems and loss of critical staffs built up over the past five years.

"SUMMR,&RY

"In over 30 years of medical activity, I believe these projects have accom-
plished more for the health of mothers and infants tian any other federal ac-
tivity. Instead of defending the continued existence of these projects, we would
be encouraging their expansion with greater coverage in the care of needy
mothers and children by effective health care programs, rather than simply patch-
up procedures. The amendment which we support does not add to the tax burden
and actually is one of the most effective means by which costly later disabilities,
mental and physical, can be significantly reduced.

"In conclusion, I should like to express my appreciation for the opportunity
to appear before this Committee. The leadership of this Committee has tradi-
tionally provided wise direction and support for health and welfare programs
for children throughout this nation."
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"TESTIMONY BY EDWIN F. DAILY, M.D., BEFORE THE COMMITTEE ON WAYS ANID
MEANS, HOUSE OF REPRESENTATIVES

"(Charts mentioned not printed in REcoRnD.)
"I am here today in my capacity as the Director of the Maternity. Infant Care-

Family Planning Projects of the New York City Department of Health to explain
the necessity of continued Federal support of the MIC Project in New York
City and similar Projects In 50 cities throughout the United States.

"H.R. 11484, introduced on October 28, 1971 by Congressman Edward Koch,
if enacted, will assure continuation of these urgently needed health services
for mothers and children.

"New York City has one of the greatest concentrations of low-income families
in this country, with more than one-million people receiving public assistance in
1971. As in 1963, they continue to strain the resources of this city, as I believe
they do in many other large cities. Before the MIC grants to New York City,
there was serious overcrowding of the maternity services in the 15 adequately
staffed, tax-supported city hospitals. These hospitals were two or three bus fares
away from many families who had no place else to go for maternity care in 1963,
so many mothers often got little or no prenatal care.

"In 1963, 40% of the city's residents giving birth were medically indigent; in
1970 this had increased to 50%. In 1963, the incidence of prematurity among
general service patients was three times that of the private patients receiving
adequate prenatal care and the infant mortality rate of these low or no-income
patients was twice as high as that of private patients.

"The New York City MIC program started in 1964 with two maternity clinics
in district health centers and has grown each year until now it Is operating in
11 Health Department centers in those ghetto areas of the City where the poor-
est families live. (See may.) The large stars represent clinics providing both
maternity and family planning services; the smaller stars where family plan-
ning services alone are provided. .

"In 1970, 13,000 maternity patients received care in these 11 centers. In 22
Health Department centers family planning services were provided to 35.000
patients. (The graphs attached to my testimony show the growth of the MIC
program since 1964.) Medical care is provided by skilled obstetricians or certi-
fied nurse-midwives from the staffs of 10 voluntary and 3 municipal hospitals
affiliated with the MIC Project. The women are delivered in these hospitals.

"The MIC patients receive total maternity care during pregnancy, at delivery,
and postpartum. In addition to obstetricians and certified nurse-midwives, the
clinics are staffed with public health nurses, social workers, nutritionists, den-
tists and the ancillary personnel needed-all under the direction of specialists
in the field of maternal and child health. The clinics are operated on the appoint-
ment system-broken appointments are promptly followed up. Humane and dig-
nified patient-doctor, patient-nurse relationships are maintained. Consultation
or hospitalization for complications is readily available in the affiliated hospitals.
Specialized teenage clinic sessions are available to meet the many difficult prob-
lems of the young unmarried mothers.

"The MIC program has made great strides in reducing infant mortality In New
York City, as evidenced by the following figures. In 1964, when MIC started, the
infant mortality rate was 27 per 1000 live births; in 1970, it was 21.6-a decrease
of 24%. However, the Mott Haven Health District of the Bronx, where MIC
placed two of its largest services, the infant mortality rate has dropped over 50%
during these six years! In the adjoining Morrisania Health District, also with
MIC services, the rate dropped 30%! Another adjoining Health District-Tre-
mont-without MIC services had an increase in infant mortality during the same
six year period.

"The perinatal mortality rate (late fetal and early infant deaths) is lower
for MIC delivered women than for all private and nonprivate births in New York
City. Considering that the MIC patients live in the poorest areas of the city,
many of whom are known to have had inadequate housing and food for most of
their lives, this reduction in infant and prenatal mortality rates must be attril-
uted in no small part to the work of the MIC program.

"We talk with every prenatal patient about the importance of preventing un-
wanted pregnancies by using a birth control method after the baby is -born. Be-
fore they leave the hospital, our peer-level family planning counselors get them
started on a birth control regime of their choosing. Studies have shown that 40%
of the children born to low-income families were not wanted by the parents. In
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New York City alone, this would mean 25,000 unwanted children are born each
year to low-income families. Unwanted children often create serious social and
economic problems within the family, especially if there are othor children. That
is why, at the same time we try to provide good maternity care under MIC, we
make every effort to minimize the occurrence of unwanted pregnancies in future
years. I am confident these efforts are related to the declining birthrate In New
York City. Furthermore, the cost of raising these children educating them and
providing health and social services is often a staggering cost to the community.
if the MIC and In-Hospital Family Planning program, described in the reprint
attached to my testimony, prevents even 10,000 unwanted pregnancies in a year
among the 60,000 women to whom we provide post-partum and post-abortal
family planning service each year, it will result in a savings of at least $10 mil-
lion in tax funds per year-which is three times as much as the annual MIC
grants to New York City.

"Mayor John Lindsay, In a recent communication to Secretary Elliott Richard-
son, stated that 'It appears most unlikely that local funds could be made avail-
able to support these lifesaving health programs if the Federal MIC funds are not
available after June 30, 1972.'

"The New York City Health and Hospitals Corporation announced in October
that, because they have been unable to operate within the budget approved for
the Corporation, they plan to reduce through attrition, all staff (except physi-
cians and nurses) in the municipal hospitals by 12%. Inasmuch as the municipal
hospitals are already inadequately staffed, this can only have a highly deleteri-
ous effect on patient care.

"To abandon the MIC program and return the MIC patients to the overcrowded
clinics of inadequately staffed and under-financed municipal hospitals would
scatter to the winds all of the advancement made in the delivery of maternity
care during the past seven years. Once again, these patients, many of whom face
special health hazards, would be subjected to long hours of waiting in the over-
crowded clinics of most of the municipal hospitals. There would be a means test
and charges which would result in many-patients receiving no care.

"The quality of maternity care now available through the MIC board-qualified
obstetricians and nurse-midwives. social workers. nutritionists and dentists, and
other staff in the MIC clinics would not be available to this population without
MWIC. Gone would be the warm patient-doctor and patient-nurse relationship
never before known to most of the patients before MIC. The MIC clinics conveni-
ent to the homes of the patients, now serve one-fifth of all general service patients
in the city. 30% of MIC patients are on welfare and 70% are from what have been
designated as 'working poor' families. Without MIC or other Federal funding, the
MIC maternity clinics in New York City will have to close. Last week, I talked
with Dr. Byron Hawks, the MIC director in Little Rock, Arkansas, who told
me that if MIC funds are not continued, the low-income women in that city
would have to return to 'granny midwives' for maternity care.

"The United States is one of the wealthiest nations In the world. There are
funds to support armies, to aid other nations, to subsidize the farmers and yes,
even to subsidize the railroads and aircraft industry. Surely funds can be found
to finance essential health services for the nation's low-income women. I knowyour committee is giving consideration to various proposals for financing na-
tionwide health services. I hope that whatever legislation is enacted will assure
the financing of specialized high quality maternity and infant care services
wherever needed. Since a new nationwide health program cannot be operative for
several years, discontinuing MIC would leave an enormous void between 1972.
and until a national health program is in full operation.

"I can assure you that tens of thousands of women living in ghetto areas of the
cities who have or will benefit from MIC services, will be grateful and relieved if
the Congress approves continuation of these desperately needed health services
for mothers and their children."

"NEW YORK CITY'S IN-HOSPITAL FAMILY PLANNING PROGRAM

) "(By Edwin F. Daily, M.D., Aileen R. Sirey, and Lucille S. Goodlet)
"In May 1970 over 2,800 medically indigent maternity or post-abortal patients

in 23 New York City municipal and voluntary hospitals received family planning
counseling-and in seven out of 10 cases were initiated on a contraceptive
method-before hospital discharge. The counseling is provided on the maternity
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wards by 51 family plannhig counselors specially trained and employed by the
Maternity and Infant Care-Family Planning Project (MIC-FP) of the New
York City Department of Health. Tile counselors are themselves mothers: soine
had been on welfare; all live in tle vicinities of the hospitals they serve.

"Tile In-Hospital Family Planning Program was begun on an experimental
basis in July 1969 with maternity patients in three hospitals. The program
is expected to reach 4,000 low-Income women each month by the end of 107J)
and will lie extended from the obstetrics and gynecology departments at least
to the out-patlent departments of the municipal hospitals. Two more inuniclpal,
eight voluntary and four state mental hospitals will be added to the program.
with counselors assigned to medical, surgical, psychiatric and other services.
It Is hoped that eventually in-hospital family planning counseling and services
can be offered to all of the 140,000 general service patients of- child-bearing
age who are discharged each year from New York City municipal and voluntary
hospitals.

"The major objectives of the new in-hospital program are:
"'To offer family planning information and services to large numbers of

women of chlild-hearing age at a time when they are most receptive,
"To create a community system to provide such patient education and service

involving the cooperation of the )epartment of Health and the OB/GYN depart-
ments (and eventually other departments) of New York City's municipal and
voluntary hospitals,

"To develop an effective method to select and train community women so as
to foster a maximum of commitment and initiative, and provide- them with
sufficient skill and knQwledge so that they can work with a minimum of
supervision.

"To operate this program at a per patient cost far less than the cost of tradi-
tional outreach programs, and

"To augment scarce manpower resources by employing community women and
preparing them as family planning counselors, thus channeling much of the
program's funding back into the communities that are served.

"BACKGROUND

"The MIC-FP project basically provides prenatal care for 12,000 new patients
each year in 14 neighborhood centers and hospitals, and family planning services
for some 16,000 new patients a year in 28 neighborhood centers.

"Early in 1968 the Department of Health, Education and Welfare invited
the New York City Department 6f Health to submit a plan and budget for an ex-
panded family planning program. The MIC-FI' director met with chiefs of obste-
tries and gynecology in 12 hospitals then participating In the MIC-FP program to
seek their advice. These physicians emphasized the importance of getting family
planning help to patients as soon as possible after delivery, since this was the pe-
riod when motivation to accept contraception was highest. They pointed out that
numbers of patients were becoming pregnant between their hospital discharge and
post partum visit, and that at least 60 percent of patients never returned for a post
partum examination. They also suggested that it would be useful to introduce
birth control to postabortal, medical, surgical and psychiatric patients of child-
bearing age. Despite the tremendous need for introduction of such services,
these physicians said, family planning was a low priority item for busy hos-
pital residents, nurses and social workers. A new type of health worker was
needed, they said, recruited from the patients' own communities, and specially
trained to educate their neighbors about family planning.

"Initiation of contraceptive counseling and services immediately after parturi-
tion had been tried with some success at Cook County Hospital In Chicago
and Grady Memorial Hospital in Atlanta. In neither case, however, was the
counseling performed by peer group women drawn from the patients' own neigh-
borhoods. (In Chicago, volunteers-predominantly white and middle class-
counseled a patient group which was poor and mostly black; in AtlantA nurses
provided the counseling.) The In-Hospital Family Planning Program was devel-
oped (and endorsed by the* OB/GYN chiefs of the 12 hospitals and other key
health and family planning leaders in the city) so that family planning counselors
would be recruited from the hospital communities, trained by MIC-FP project
staff and placed in hospitals which wished to initiate family planning for
their patients. The plan and budget ($137,000 for the first 12 months; It Is now
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up to $500,000 a year) was approved by the Department of Health, Education
and Welfare (DHEW) Children's Bureau* in March 1969. By July:

"A core stiff of family planning coordinators had been hired in MIC-FP's
Division of Commtuity Education to organize recruitment, screening, training
and supervision of the fanilly planning counselors. The coordinators are college
graduatess , some with experience In teaching or the behavioral sciences, and all
with a deep interest in the development of family planning services."Site visits were made to Grady and Cook County Hospitals to observe
the in-hospital family plannig programs developed there.

"A seven-week training course for family planning counselors was developed,
and an initial group of six women was recruited and training.

DEVELOPINGO THE PROGRAM IN NEW YORK CITY

"In October 1969 tihe program was extended to the OB/GYN departments
of the nine voluntary and six municipal hospitals then currently participating
in MIC-FP projects. Subsequently, agreements to participate in the in-hospital

-program, were signed with a total of 13 municipal and 10 voluntary hospitals
with two more municipal, eight more voluntary and four state mental hos-
pitals expected to join the program by the end of 1970.

"(The in-hospital agreement is a formal documentt signed by the OB/GYN chief
of the hospital and the MIC-FP director. The OB/GYN department of the
hospital agrees:

"To take charge of the family planning program In the hospital.
"To offer all generally accepted methods of family planning (including IUD,

pills, tubal ligation and rhythm),
"To offer family planning services at least to all materfiity and abortion

patients, before discharge unless there Is a medical contraindication.
"To provide family planning services and materials to patients without charge,
"To acquaint all doctors, nurses and nurses' aides working with women of

childbearing age in the hospital with the importance of family planning to the
health of mother and of future children and to the economy of the family,

"To inform all prenatal patients attending the hospital's OPD service of the
importance of family planning and provide appropriate family planning
literature,

"To appoint a -physician thoroughly familiar with all methods of family
planning and the indications and contraindications for various methods, and
give hin responsibility for medical supervision of the in-hospital and out-patient
family planning program.

• "To appoint a nurse-midwife or a nurse interested and fully Informed about
family planning to assume day-by-day supervision of the family planning
counselors,

"To instruct all nurses on daytime duty on floors covered by tile family plan-
ning program about dispensing of pills when this is the method prescribed,
and to instruct residents serving these floors about medical approval or disap-
proval of the methods selected and about insertion of IUDs,

"That patients started on a family planning regimen (other than tubal
ligation), will be given a written appointment for their first post discharge family
planning visit lit a hospital or health department clinic most convenient for
the patient; a copy of the appointment slip will be sent to the clinic selected,
and a copy sent to the MIC-FP director, and

"That missed return appointments to the family planning clinic will be
followed up by one or two telephone calls or letters requesting that another
appointment be made.

"The MIC-FP director agrees:
"To employ and train family planning counselors and assign them to par-

ticipating hospitals on a full- or part-time basis (depending on the average
number of discharges per day of patients),

"If the OB/GYN department already has family planning counselors, to reim-
burse the department for the number of hours each month spent on the in-
hospital family planning program,

*The Chlldrens Bureau Initially directed DHEW's family planning projects grant
program, now under the Jurisdiction of the National Center for Family Planning Services
of the Health Services and Mental Health Administration.

72-573--72-vt. 5-Z6
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"To pay the OB/GYN department to help defray its added costs: $4.00 for
each inpatient Initiated on a family planning regime of pills or diaphragm
before discharge; $0.00 for each patient with an IUD Inserted before discharge;
$2-5.00 for each in-hospital tubal ligation before discharge.

"The per capita reimbursement to ti~e OB/GYN departments averages about
$7.25 per patient who is Initiated on a medically prescribed method.

"The role of the counselor is clearly defined: Her duties consist of solely
providing family planning Information to patients, filling out statistical forms
required for reimbursement and seeing to It that a post partum and family
planning appointment Is arranged for every patient who is initiated on a contra-
ceptive method.

"After the agreement is signed, the MIC-FP's Director of Community Educa-
tion and Training and one of the family planning coordinators begin a series
of Informal meetings with key hospital staff to reinforce their awareness of
program objectives and their understanding of the role of the family planning
counselor, as well as to assist professionals in working through complementary
role activities with these new peer counselors. Experience has shown that in
some hospitals the program Is met hesitantly at first.

"Typical questions raised are: 'Who are these people?' 'What kind of training
do they have?' 'How much supervision will they need?' And though never
articulated, some staff members' attitudes clearly showed that they felt profes-
sionally threatened.

"MIC-FP's coordinator is responsible at each hospital for establishing an at-
mosphere of cooperation, and assuring staff involved that the family plannii
counselors will not add to their already heavy responsibilities.

"RECRUITMENT OF FAMILY PLANNING COUNSELORS

"Community women are recruited as trainees for the ih-hopsital program
through discussions with such grasS-roots agencies as community corporations,
Puerto Rican Manpower Development, Planned Parenthood's Community Action
Department, the Puerto Rican Guidance Center and the New York State Employ-
ment Center. In some cases advertisements are placed In community newspapers.

"No educational qualifications were established for the position of family
planning counselor in order fully to utilize the untapped human resources in the
community. At the same time some kind of criteria were needed to evaluate can-
didates so that the program would not be faced with continual turnover'of staff
into whose training a great deal of money, time and effort has been expended. A
screening process was devised whereby groups of seven to 10 applicants are seen
by a staff interviewer and observer. The Interviewer describes the program,
briefly outlines the responsibilities of the family planning counselor and stimu-
lates group discussion on such subjects as local community problems or the ap-
plicants' feelings about family planning. Through this group screening process
candidates are sought who can discuss "sensitive" topics on a mature level, show
tolerance of the opinions of others and can articulate their own thoughts and
feelings. Candidates are expected to show an interest in hospital work and need
to be able to read and write sufficiently well to handle the statistical forms.

"The interviewer and observer meet after 'ach screening session to discuss each
applicant's responses and to select candidates for training. Applicants about
whom there is some question are asked back for an individual interview with a
different staff member. About one out of five applicants are accepted for training.

"Successful candidates are started in the training program immediately. The
salary during the seven weeks of training is $2.50 per hour, $3.00 an hour when
assigned to a hospital and $8.50 an hour after six months. The salary Is supple-
mented with full health insurance (a benefit available for the first time to many
of these women and their families).

TRAININGG

"The training program was developed to provide factual knowledge about
family planning, reliable techniques to impart knowledge to patients and an un-
derstanding of hospitals and hospital procedures.

"A number of questions about the training program soon became salient:
"What did the trainees already know?
"What would happen to the counselors' ability to relate on a 'peer level' after

intensive training?
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"If the counselors' education was formal and didactic, wouldn't they relate in
the same formal and didactic way to the patients?

"It was decided that a laboratory training experience tailored to each group's
particular needs was required to encourage Individual initiative.

"The first day of training begins under the direction of a psychologist-con-
sultant.

"lBoth professional staff and trainees engage, on a first-name basis, in activities
de-tigned to break down the barriers to communication. On succeeding days the
group discusses the role the counselor will play in the hospital. Out of the ques-
tionr.4 trainees raise about the job, topics for investigation are formulated about
family planning, reproduction, human sexuality and hospitals. In the atmosphere
of mutual respect engendered by this laboratory approach to training, life ex-
i'erlences are exchanged without self-consciousness, trainees giving "tell-it-like-it-
Is" reasons for human behavior, and the coordinators contributing factual knowl-
edge from their own professional experience. Methods and media include
lectures, panel discussions, role-playing and problem-solving sessions. On-the-job
training experiences at a municipal and voluntary hospital are provided as part
of the counselors' seven-week training course.

"HOSPITAL EXPERIENCES

"At least two family planning counselors are assigned for each hospital to talk
about contraception with the patients and where possible, with their husband..
When the patient is interested in a method, the counselor informs a resident, who
prescribes a method after examining the patient. The counselor visits the patient
again to explain the details of the method chosen. She completes the statistical
form for reimbursement and makes a post partum-family planning appointment
for four to six weeks after the patient is discharged. About one in five patients
have received their prenatal care at an MIC clinic. These patients are referred to
an MIC-FP center in their neighborhood for their post partum and family plan-
ning care. Others may come back to the hospital or are referred to a more con-
venient neighborhood facility. Appointment and counseling records follow the
patients from hospital to clinic where a referral has been made. (Clinics have
begun to participate in a joint record system whereby each patient is identified
by a unique numbering system derived from her maiden name, date and place of
birth.) The counselors have found almost all patients eager to discuss family
planning (most have never discussed family planning before with a health
worker) and to have their questions answered In their own language.* All the
hospitals participating started the counselors on the OB/GYN service with In-
instructions to Interview all post partum and all post-abortal patients before dis-
charge. Each counselor Is able to reach about five to 10 patients each day. At the
present time there are 51 counselors in 28 hospitals; in the month of May they
interviewed more than 2,800 patients.

"The problems that have arisen are as interesting and as varied as the 23
hospitals with which we are working. Three OB/GYN chiefs objected to the im-
mediate post-partum use of steroids, but were willing to prescribe other methods;
patients wishing the pill in the three hospitals were given a supply of foam to
use until their post partum appointment, and were informed that they would be
started on the pill three to four weeks later. In a few hospitals, at the beginning,
residents balked at cooperating with the program; they saw family planning as a
low-priority item in their busy schedules and feared that the counselors would
make extra work for them. Other hospitals did not have residents who were able
to insert an IUD. One hospital pharmacy refused to dispense pills to patients
before discharge; while in another the chief of obstetrics had to be persuaded
not to ask the counselors to give pills to patients. A few floor nurses feared that
the counselors would overlap some of their functions or "be in the way." This
fear was quickly allayed as the nurses observed how well informed the counselors
were, and how much the patients liked and trusted them. Soon nurses and other
hospital personnel began to come and listen in on the patient-counselor discus-
sions to become more closely acquainted with patient problems related to family
planning. One hospital administrator questioned v4 ,er it was legal for a health
department employee to work in the hospital. (He was reassured that liability for

"*Of the first 3,500 patients counseled in the program, half were Puerto Rican andonly 200 were mainland white. Well over half of the counselors are bilingual in English
andSpanish.
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the counselor was assumed by the health department.) In several hospitals, op-
erating room time is at a premium, and tubal ligations, though requested by
patients and their husbands and approved by the hospital committee, cannot Ic
performed before discharge. Such patients are asked to return when the iosidtal
is less crowded and are provided with an interim method of contraception.

"STATISTICS

"Table 1 shows that between July 1, 1909 and May 1, 1970 family planning
counselors Interviewed 17,706 patients in 21 New York City hospitals. At least
nine out of 10 patients interviewed indicated that they wished to begin con-
traception before discharge; 68 percent of this group received contraception
while still in the hospital. Of those initiated on contraception in-hospital, 51 per-
(-ent received pills, 19 percent IUD's, 10 percent tubal ligations and 20 percent
foam and other methods. Some of the hospitals are much more committed and
better staffed to implement patient choices about in-hopsital initiation of con-
traception than others.

Thus in 13 hospitals where there is strong endorsement by the OB/GYN chief,
and a resident assigned full-time to the program, more than 80 percent of patients
interested were provided with contraception before discharge. In one hospital.
of 1,247 patients Interviewed, 1,226 indicated that they wanted to start family
planning and 1,212 were initiated on a method of contraception before hospital
discharge. As the program becomes more smoothly integrated into the routine
of more hospitals, it is expected that the number of contraceptive initiations will
Ite closer to 100 percent of the patients Interested..This trend can be seen in Table
1: Whereas 67 percent of patients counseled in the first six months received con-
traeeption in-hospital, 76 percent of patients counseled in April 1970 were so ini-
tiated. The number Is not likely actually to reach 100 percent of patients, however,
since the policy of the various hospitals about initiation of certain methods
(namely orals and IUDs) immediately after parturition varies., as does their
('nlphllty to perform certain procedures (e.g., tubal ligations)) while the l)atiott
is in the hospital. Fifty-seven percent of the patients initiated on a method of ,nn-
traception declared they wanted no more children. Sixty percent of the women
accepting a method had two or fewer children. Fifty-six percent were married;
forty-four percent were single, separated or divorced.

"TABLE I.-NUMBER OF NEW YORK CITY WOMEN WHO HAVE RECEIVED IN-HOSPITAL FAMILY PLANNING COUN.
SELING, REQUESTED AND RECEIVED CONTRACEPTION IN PARTICIPATING HOSPITALS,1 JULY 1, 1969 TO
MAY 1, 1970

Number
initiated on

Number of Number contraception Number of
patients requesting before participating

Month counseled contraception discharge- hospitals

July 1969 -------------------.-------------------- 712 677 454 10
August 1969 --------------------------------------- 804 746 586 11
September 1969 ..................................... 1,000 894 698 11
October 1969...-........-------------.......... 1,047 951 703 18
November 1969 ---------------- _----------------1,891 1,790 1,032 18
December 1969 ---------------------- 2............. . 325 2,161 1,344 19

1969 (6 month) total ...................---- - 7,779 7,219 4,817 19

January 1970 -------------------------------------- 2,382 2,136 1,306 19
February 1970 ...................................... 2,130 1,836 1,231 19
March 1970 ---------------------------------------- 2,667 2,356 1,668 21
April 1970 .......................................... 2,748 2,441 1, el8 21

1970 total for 18 hospitals ........................... 7,674 7,062 5, 501 18
1970 total for 3 hospitals- ............................ 2,280 1,707 553 3

1970 (4 month) total ........................... 9,927 8,769 6,053 21

Grand total ................................... 17,7 15,988 10, 870 21

" Participating hospitalsare: Bellevue eeth Israel, Bronx Lebanon, Brooklyn Jewish, Brooklyn-Cumberland, Broodkale,
Flower-Fifth Avenue, Greenpoint, Kings county, Fordham, Lincoln, Long Island College, Methodist, Metropolitan, Morri-
sania, Roosevelt, St. Luke's, Sydenham, Coney Island, Harlem, Jacobi. (On June I the program was extended to Brooklyn
Wciern's ind n~l~flld Hnsnitals.)

"I Hospitals in which all methods are prescribed prior to discharge.
a3 Hospitals in which the pill is not prescribed in-hospital."
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"FOLLOW-UP

"Patients' visit behavior after hospital discharge is monitored through a simple
visit information form. Clinics to which the patients are referred receive five visit
forms numbered for the first and each subsequent patient visit, and are asked
to return the forms each time an appointment is kept. These visit forms are filled
out almost entirely by the family planning counselor, and stamped'self-addressed
envelopes are included to minimize demands on busy clinics. Since compliance is
voluntary, however, response from the clinics is uneven (though it has shown con-
siderable improvement in recent months as clinic clerks have become more used
to the procedure). To check out the rate of return for the post partum clinic
visit, the statistical form was matched with clinic medical records for an MIC-FP
clinic and its affiliated hospital for one month. The study showed that the kept ap-
pointment rate for the hospital clinic was 71 percent and for the MIC-FP pa-
tients 89 percent. This compares to a kept appointment rate of 40 percent for
hospitals and about 80 percent for MIC-FP clinics prior to initiation of the In-
Hospital Fa mily Planning Program.

"Using the established reporting system, non-MIC )atients from three hospitals
complying with the follow-up protocol were studied. The results add to the im-
pression that pre-discharge initiation on a method helps to increase post partum
return. An overall post partum return rate was calculated for each hospital. The
samples were then dichotomized into "initiated' and 'non-initiated' subsamples.
The overall return rates for the three hospitals were: 40 percent, 50 percent and
63 percent respectively. Corresponding return rates for the 'initiated' subsamples
were: 63 percent, 83 percent and 81. percent. For each hospital, the sample con-
stituted loatients counseled during one full month. Return was defined as a kept
post partum appointment reported within three months of discharge. Of these
initiated patients who returned for the post partum apjiointment, 97 percent, 87
percent and 84 percent, respectively, reported that they were active contraceptors
in the interim period between hospital discharge and post partum return.

"Patient retention, however, Is a general family planning in big cities; an
average of 50 percent of family planning patients have dropped out of New York
City clinic programs in the course of each year, mostly, it is believed, because of
frequent changes of address. It is expected that increased in-hospital contracep-
tion and the resultant improved post partum returns should Improve overall:
retention. Traditional follow-up and outreach programs involving home-visits to
patients does not appear to be practical in New York City ]Ielause of the high
degree of mobility and the I)ractice, on the part of some maternity patients, of
falsifying address to gain admittance to a particular desired hospital. One New
York City study found that the cost of locating each delinquent patient, utilizing
trained community women as home visitors, averaged $361.00 per patient who re-
turned to the clinic.' Home visits, therefore, are only made where there Is a
specific medical Indication, such as a positive Pap smear.

"Because of the known difficulties of following very mobile low-income families,
a three-month pilot study of a new follow-up method was begun June 1 of this
year in one voluntary and one municipal hospital chosen to provide a patient
population representative of the city as a whole in terms of ethnicity, age, parity,
economic status and contraceptive method chosen. Women who have begun a
method of family planning in the hospital are being advised )y the family plan-
ning counselors that a routine part of the service is a monitoring of her satisfac-
tion with her chosen method after hospital discharge. Patients are told._that
other counselors will be available by telephone from 9 a.m. to 8 p.m. every day
(except Saturday and Sunday) to answer questions. Patients are asked to tele-
lphone MIC-FP on dates suggested il advance for the first three months after
hospital discharge.*

"Each woman is asked to make the first call Immediately after discharge to
introduce herself to her 'woman's health counselor.' (The patient is given the

" R. K. Westhelmer, 'Maternal Care, Family Planning, and the Paraprofessional Com-
munity Health Worker,' paper delivered at thie Ninth Annual 'Meeting of the American
Public Health Association, Philadelphia, November 1969.

"*t was considered that follow-up would prove successful only If patients were Invited
to participate in a personally meaningful service available from the moment they left
the hospital. It was decided, therefore, that counseling would be provided by a rotating staff
of the very counselors the patients had come to know as informed peers; counseling would
be immediately available, all day and through the evening hours, in a single, central
location where there is supporting professional personnel.
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name of the health counselor by the family planning counselor.) All patients are
asked to eall every week until one week after the post-partum visit. From that
time the frequency of calls Is varied systematically by patient groups (weekly,
biweekly and monthly) to study which is most effective.

"Patients are invited to call any time they have a question or problem. and are
urged particularly to contact the counselor before discontinuing a method for
any reason, or if they plan to move.

'All groups are provided with a calendar that displays the telephone call sched-
ule, the name of the woman's health counselor assigned to the patient and thl,
MIC-FP direct line telephone number she is to call. The calls are without cost to
the patient. A special telephone installation immediately processes all incoming
patient calls toll-free. For example, a patient calling from a public telephone
has her dime returned by the operator before the call is actually placed. And the
patient Is spared the potential embarrassment of telling the orator she wants
to place a collect call; the special letter and digit combination of the telephone
number itself advises the operator of the fact that the cost of the call will be
borne by MIC-FP.

"At least 50 percent of all patients counseled in the hospitals report lving a
phone In their own homes. The toll-free call system should encourage the uqe of
public telephones among the balance of the women. The calls, whether placed
from a home or a public phone, are a simple means to provide continuity.

"The telephone calls are received at the MIC-FP central office by neighborhood
women who have received the same training as the in-hospital family planning
counselors as well as additional training In understanding telephone Interaction.
A complete record for every patient is kept adjacent to the telephone for im-
mediate reference each time a call is received. With each new contact the record
is updated. Calls from patients with problems or questions that require expert
response are referred to appropriate MIC-FP professional stuff.

"A control group has been drawn from a similar patient population. Efforts will
be made to contact this group three months after the counseling experience. In
the interim these patients will not have had any deliberate reinforcenient of their
initial counseling other than that which would have occurred at the post-dischn rge
clinic visits: opportunity for reinforcement of method use in the clinics Is
equally available to all groups. Substantive Information secured from the study
groups will be asked of the control patients at the time of delayed contact. Reten-
tion in the two groups will be compared.

"COST OF THE PROGRAM

"Unit cost for the first 11 months of the in-hospital program was calculated
on the basis of the costs of professional, paraprofessional and clerical personnel,
educational materials, operational supplies and reimbursements to hospital OB/
GYN departments.

"The cost for each patient initiated on a family planning method before hospital
discharge was $15.28, of which $7.25 (approximately 50 percent) represents a
fixed per capita return to the participating OB/GYN departments. The cost
of the family planning counseling service currently is $6.23.*

"The cost to the Department of Health and the Department of Hospitals for
continuing family planning visits for these patients must also be considered.
This is about $40-50 per year per woman remaining on family planning. Thus,
the total cost of initiating and maintaining a new patient on family planning is
about $55-65 the first year.

"In-hospital initiation thus appears to be a comparatively efficient and low
cost means of bringing family plannthg to a post-delivery patient.

"It is expected that the in-hospital program may double in 1971 the number
of new patients coming to tax-supported clinics In New York City as compared
to the number of new patients admitted in 1969. The eventual additional cofst
of initiating and maintaining our target of 50.000 patients on family planning
each year, will be in the neighborhood of $8 million. This should be compared
to current costs for care of unwanted children.

"*The nrnrortion of the co t that representq rpimbursement to hospitals Is u1n.affected
by cost-effectIveness considerations heeaniie It Is fixed. The init eost rer potlent Interilew.
Indenereont of I|itlntlnn outcome. is the only aspect of cost that is sensitive to efflciency
In the delivery of services.
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"Applying the recent findings of Bumpass and Westoff ' on unwanted pregnan-
cles to New York City, there are at least 40,000 unwanted births occurring each
year. The medical, hospital and related costs alone for these unwanted births are
approximately $60 million per year. The subsequent increased welfare costs,
infant care costs, care of mentally retarded. etc. for these unwanted children
create a far greater fiscal burden for the community each year.

"CONCLUSIONS

"Withing 11 months the in-hospital program encompasses 23 hospitals and has
cotuseled 18,000 patients. Currently, over 2,800 women a montr are receiving
counseling and more than seven out of 10 receive contraception before discharge
from the hospital. The program is being expanded this year to the OPD depart-
ment of all municipal hospitals and into the medicine, surgery and psychiatry
delmrtments in one voluntary hospital to determine whether our first priority
should be to expand the program in participating hospitals or to extend services
into OB/GYN departments of additional hospitals.

"Ghosplital OB/GYN departments and the Department of Health have demon-
strated that they can cooperatively develop an effective and efficient program for
Initiating a family planning regime before women are discharged. We believe this
program an be duplicated by other MIC-FP programs and by health departments
working witlh hospital OB/GYN departments in many other cities. The end
results, as measured by prevention of unwanted births, will not be known for
several years, and then only if new methods of follow-up of highly mobile urban
families are, productive.

"The selection and education of peer level counselors Is considered by the
authors as the most important element in assuring success of such a program.
Their proven usefulness In this program is evidence that peer level counseling
can he used far more widely in family planning. For example, could not such fam-
ily planning workers be valuable in such settings as junior and senior high schonls
where the community and teachers wish to initiate family planning discussions
with teen-age boys and girls?"

"STATEMENT or DR. RooE B. BOST ON THE CHILDREN AND YOUTH PROJECT BEFORE

THE HOUSE OF REPRESENTATIVES, COMMITTEE ON WAYS AND MEANS

'INTRODUCTION

"I welcome and appreciate this opportunity to talk with the Committee about
a health care program, the continuance of which Is vital to the State of Arkansas,
individually, and the United States collectlvely-"The Childern and Youth Proj-
ect". I am Roger B. Bost, Director, Department of Social and Rehabilitative
Servk'es, State of Arkansas. I am also professor of Pediatrics at the University
of Arkansas Medical Center, Fellow of the American Academy of Pediatrics and
former Director of the Children and Youth Project in Little Rock, Arkansas.

"GENERAL

"The Little Rock Children and Youth (C&Y) Comprehensive Health Project
658 was funded 1 July 1908, initiating services 1 October 1908. Throughout its
tenure, the Little Rock C&Y Project's primary thrust has been devoted to organiz-
ing and structuring a health care delivery system which would reflect the objec-
tives envisioned by the 89th Congress in the 1965 Amendments to the Social
securityy Act. The prime objective has been to develop a system which would
provide easily accessible, continuous comprehensive health care services for chil-
dren of low-income families through promotion of health including, "early case
finding, preventive health services, diagnosis, treatment, correction of defects,
and follow-up utilizing a multidisciplinary approach." One index relative to the
effectiveness of these efforts Is manifested by the $267,944 expended during Fiscal
Year 1971 to support out-patient and in-patient services for our C&Y population.

,.1 L. Bumpass and C. F. Westoff, 'The "Perfect Contraceptive" Population: Extent and
Implications of Unwanted Fertility In the U.S.,' Science (in press).
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It is significant that these payments were authorized only after all other com-
munity resources had been petitioned, without success, to pay these charges. In
Little Rock, and across America, the C&Y projects frequently represent the
medically indigent's sole resource in obtaining health care for his family.

"GEOGRAPHIC AREA

"The Little Rook C&Y geographical area encompasses 25 census tracts In
Pulas'ki County, Arkansas, Examination of the census tracts would reveal that
they encompass the eastern portion of Little Rock and the southern and eastern
portions of its twin city North Little Rock and three distinct areas outside the
city limits. The principal criterion utilized in designing the project area was
predicated upon the large number of low income families depicted on the 1960
census tracts. The total population for this area is approximately 118,103. There
are approximately 25.521 family units of which 7,911 or 31% have a total income
of les.4 than $3,000 per year. There are approximately 35,248 children between
0-16 years of which an estimated 18,000 are eligible for treatment with project
funds. Approximately 10,700 of these children are registered in the Little Rock
C&Y Project. Children and youth costs per registrant per year have averaged
approximately $60. Delivery of services along the entire health care continuum
for this sum represents, by all accounts, a very favorable cost/benefit ratio.

"HEALTH CARE DELIVERS SYSTEM

"The children and youth enabling legislature encouraged creation of new
health care delivery systems. We have therefore endeavored to produce an oper-
ational model which would be both sensitive and responsive to the health needs
of the population within our particular geographical area. From these efforts
there has evolved a network of care centers with varying level.q of capability.
The University of Arkansas 'Medical Center, with its concentration of expertise,
provides the base for specialty consultations and sophisticated diagnostic and
therapeutic support for complex medical problems. Arkansas Children's Hospital,
1 $5 bed non-profit voluntary hospital, affiliated with the University of Arkan-
sas Medical Center, represents the next level of care -u our delivery system.
Approximately .50% of our episoflic and acute problems are solved in this very
excellent institution which is easily accessible to a large segment of our project
population.

"The next level of care consists of satellite neighborhood health clinics. Each
satellite clinic is routinely staffed by children and Youth Project pediatricians.
nurses. social service workers, nutritionists, a laboratory technician and clerks.
A psychologist, physical therapi.4, audiologist and speech therapist are avail-
able to augment the clinic staff upon request. Care provided in the satellite
clinic s consists of episodic care. preventive health services, and assessment.
The first satellite clinic was established at College Station. a community located
in .ioutheastern Pulaski County where it is isolated both geographically and
socio-economicnlly. Its problems reflect poverty that is extreme even relative
to other portions of the Children and Youth Project area.

"The College Station clinic iq located In a community-controlled building which
it leased by the community Eonomic Onportunity Agency, (EOA). Cooperative
arrangements exist between the C&Y Protect. EOA. The Community School,
Head Start and Follow-Through programs. The second satellite clinic was estab-
lished at Kramer School, Seventh and Sherman Street.q. Little Rock, Arkansas.
It was found to be impractical and was discontinued. The third satellite clinic
wa.4 estnblIshed in the North Little Rock Health Department in North Little
Rock. Public transportation available to the clinic makes this an ideal location
for all roietrants in North Little Rock. Patients presenting conditions beyond
the capbility of the satellite clinic are referred to either Arkansas Children's
ITn--itl nr the T'nivom-tty of Arkansas Medical mentorr. Within the parameters
of thiq pirticular health carp delivery system we are able to move each child
toward the best state of health that the art and science of health care can now
create.

"COMMUNITY HEALTH SERVICES COORDINATION

"Commiznnt that interagency enonerntton can notentlate the volue of a multi-
disciplinary approach to comprehensive health care. the Little Rock C&Y
Project personnel have been eager to cooperate, rather than compete, with other
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modalities of health care in the community. There have been both Intensive
and extensive efforts by the C&Y staff to assure existing community services
were utilized in developing-treatment plans for their registrants. Some of these
agencies include: Little Rock, North Little Rock, Pulaski County and Arkansas
State Health Departments; School Health Programs; Volunteer Health Agen-
cies; EOA Clinics; USDA and Conmmodity Distribution: Crippled Children's
Division; Maternity and Infant Program; Police Courts; Child Welfare Agency,
etc. Similarly, there has been extensive interacations with community groups
to assure the consumer point of view was given proper consideration.

"SUM MARY

"The Little Rock Children and Youth Project has provided health care serv-
ices that were badly needed, genuinely wanted, effective and not exhorbitantly
expensive. Additionally, the wisdom of the 89th Congress in establishing Chil-
dren and Youth Projects as a vehicle for providing comprehensive health care to
low-income families while concomitantly encouraging innovative approaches in
developing effective health care delivery systems has been well docufiented.
The Little Rock Children and Youth Project has been an effective instrument
in translating from legislation to reality the principle that good health care is a
right rather than a privilege. I strongly urge that the Children and Youth
enabling legislation be extended."

THE SECRETARY OF HEALTH. EDUCATION, AND WELFARE,
Washington, D.C., December 6, 1971.

Hon. EDWARD I. KOCH,
House of Representattve _ _
Washington, D.C.

DEAR M. KOoH : Many thanks for your letter of October 21, regarding the pro-
grams authorized under Title V of the Social Security Act. Please forgive the
delay in responding.

It was a pleasure to see you at the hearing before the Ways and Means Com-
mittee and I enjoyed our discussion on the contributions Title V projects have
made to providing health care to mothers and children. As you know, it Is our
plan to assure that current recipients of these health services, as well as others
not now able to obtain such services, have the ability to purchase health care
through programs developed under the National Health Insurance Partnership
Act.

However, until such time as our health financing proposals have been acted
upon by the Congress and are in operation, we believe it important to support
the health care resources developed under Title V. Therefore, we are recommend-
Ing a one-year extension of the Title V Special Project Authority to June 30,
1973 In order to bring it into phase with the other health special project statu-
tory authorities of the Department, such as the Partnership for Health, Fai-ily
Planning and Community Mental Health Center Programs. We intend to develop
on a coordinated basis mechanisms which will insure a smooth transition from
those special project grant authorities now used to support the delivery of

-health services to the comprehensive health insurance financing programs we
have submitted.

We appreciate your interest in these program. and I trust we can look for-
ward to your support in our efforts to secure favorable Congressional action on a
one-year extension of the Title V Special Project Grant Authority and on enact-
ment of the National Health Insurance Partnership Act.

With best regards,
Sincerely,

ELLIOT L. RICIIARDSON.
Secretary.

[H.R. 8799, 92d Cong., first sess.]
A BIIL, To amend title V of the Social Security -Act to extend for 5 years (untit

June 30, 1977) the period within which certain special project grants may
be made thereunder
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Be it enacted by the Senate and Hou.9e of Representatives of the United States
of A mwrica in, Congress assembled, That section 501 of the Social Security Act is
amended by striking out "$350,000,000" and inserting In lieu thereof
"$30,000,000."

!SEc. 2. (a) Paragraph (1) of section 502 of the Social Security Act Is amended
by striking out "each of the next 3 fiscal years" and inserting in lieu thereof"each of the next 8 fiscal years."

(b) Paragraph (2) of section 502 of such Act is amended by striking out
"June 30, 1973" and inserting in, lieu thereof "June 30, 1978."

SEc. 3. (a) Section 505(a) (8) of the Social Security Act is amended by striking
out "July 1, 1972" and inserting in lieu thereof "July 1, 1977."

(b) Section ,)5(a) (9) of such Act is amended by striking out "July 1, 1972"
nnd inserting in lieu thereof "July 1, 1977."

(c) Section 505(a) (10) of such Act is amended by striking out "July 1, 1972"
and inserting in lieu thereof "July 1, 1977."

(d) Section 508(a) (3) of such Act is amended by striking out the comma after
"services" and inserting in lieu thereof "during fiscal years ending on or before
June 30, 1973,".

(e) Section 508(b) of such Act is amended by striking out "Jume 30, 1972" and
Inserting in lieu thereof "June 30, 1977."

(f) Section 509(b) of such Act Is amended by striking out "June 30, 1972" and
inserting in lieu thereof "June 30, 1977."

(g) Section 510(b) of such Act Is amended by striking out "June 30, 1972"
and inserting in lieu thereof "June 30, 1977."

The CHAIRMAN. Our next witness will be Dr. Leonard W. Cronk-
lite, Jr., general director of the Children's Hospital Center in Boston,
speaking for the Association of American Medical Colleges. He is also
chairman-elect of the Council of Teaching Hospitals Administrative
Board.

STATEMENT OF LEONARD W. CRONKHITE, JR., M.D., CHAIRMAN-
ELECT, ASSOCIATION OF AMERICAN MEDICAL COLLEGES' COUN-
CIL OF TEACHING HOSPITALS, ACCOMPANIED BY 1OHN M.
DANIELSON, DIRECTOR, DEPARTMENT OF HEALTH SERVICES
AND TEACHING HOSPITALS, AAMC

Dr. CRONKUITE. I am Dr. Leonard IV. Cronkhite, Jr., executive
-vice president of the Children's Hospital Medical Center and chair-
man-elect of the Association of American Medical Colleges' Council
of Teaching Hospitals. With me today is John M. Danielson, director
of the Deiprtment, of Health Services and Teaching Hospitals of the
AAMC.

The association represents all of the Nation's 109 medical schools,
405 of our leading teaching hospitals, and 47 academic societies from
both the basic science and clinical disciplines. Because of this broad
representation, I believe we can speak effectively for the typical aca-
demic medical center, which includes the medical school, the faculty,
and the teaching hospitals.

At the outset it should be made clear that as a representative of our
Nation's teaching hospitals the AAMC does not claim that its members
are entitled to any special benefits under H.R. 1. It does claim, how-
ever, that teaching hospitals should not be subjected to any penalty or
discrimination because of the method whereby profession care is pro-
vided to patients in a teaching setting which may differ and does in
fact differ from methods of operations utilized in other settings.

In reviewing H.R. 1, there are two sections specifically which are of
particular concern. These are sections 227 and 232, to which I would
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like to address myself this morning. Both of these sections in different
but strongly related ways will have a significant, if not profound,
impact on the quality and quantity of health services provided to the
Nation's medically underserved people as well as the financial stability
of our teaching hospitals and medical centers.

The first section of concern, section 227, relates to the matter of pay-
ment under medicare for services of physicians rendered at a teaching
hospital. The legislation being considered by the committee would
change the basis of reimbursement for supervisory and teaching physi-
cians from a fee-for-service basis, part B, to a cost-reimbursement
basis, part A, except where (1) the medicare patients are bona fide
private patients as defined in regulations; or, (2) during the 2-year
period ending December 31, 1967, and each year thereafter all the hos-
pital's patients were regularly billed by the hospitals for services ren-
dered by physicians and reasonable efforts have been made to collect
in full from all patients and payment of reasonable charges, including
applicable deductibles and coinsurance, has been regularly collected
in full or in substantial part front at least 50 percent of all inpatients.

Let us be sure we understand that basically the second portion of the
above section is directed toward the payment of cost, as opposed to fee
for service, in the teaching setting for those patients who are poor.There is continued reference in the bill to the methods of payment
for professional services to the poor prior to medicare as the standard
for determining the future value of professional care. We believe the
value of this professional service should be applicable regardless of
the setting in which it is rendered and to whom it is rendered.

In the same sense, one segment of our population should not re-
ceive professional care at a lower value simply because the service was
rendered differently prior to medicare or because a charge was not
billed and collected for the service. This provision reinforces the con-
tinuance of a two-class system of care, a system which we understood
titles XVIII and XIX were originally designed to eliminate and
provide accessibility for the law's beneficiaries to a single class of
care.

I should quickly relate this matter to cost in section 232.
We read in disbelief the provision of section 232 that is contradictory

to the payment of cost in these large teaching hospitals. Under present
law, States are required to reimburse hospitals for inpatient care
under medicaid on the basis of the reasonable cost formula set forth
in medicare.

The legislation before the committee would allow States to develop
their own methods and standards for reimbursement; thus, medicaid
reimbursement would in no case exceed medicare payments, but could
be less. As a result, we observe in one section of the bill that we will be
paid cost, and yet in another section are informed that for medicaid
patients payments may be paid that are less than cost. Again, we are
discussing the quality and quantity of services provided to the poor
since this section clearly affects the institution's ability to provide ade-ae,
quate facilities, equipment, and manpower.

Therefore, I believe that the legislation before you virtually guar-
antees underfinancing the facilities and manpower to provide services
to the poor. There is constant reference in discussions of medicaid to
relieving the fiscal crises of the States. If the Congress sees fit to relieve
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the fiscal crises of the States under the medicaid program, we believe
this should be done by provisions we understand are already under
consideration by this committee, whereby the financing of medical care
for the poor is largely a Federal responsibility, not, as the present bill
before you would indicate, a responsibility of the already undermanned
and often obsolete facilities of the public hospitals.

To further expand the nature of this problem, we should examine
the results of precipitous cutbacks in the medicaid programs in New
York and Missouri as well as other States. These cutbacks have forced
institutions to diminish the scope and intensity of health services pro-
vided to medicaid recipients in order to reduce expenditures to meet
lower levels of medicaidreimbursement.

Having been forced into such action, we are now having this result
utilized as the justification for giving lower medicaid reimbursement
the force of law. Such legislation wil1 assure the impossibility of up-
grading the quality and quantity of services to the poor, to which the
Nation s teaching hospitals are committed.

The history of the involvement of medical school faculties working
in teaching hospitals clearly demonstrates that we have been and con-
tinue to be responsible for the organization and provision of health
services to the poor. This was not solely a matter of opportunity to ac-
quire an appropriate patient universe within which graduate and
undergraduate medical students could be exposed to patient care; it
was, without question, an obligation to care for patients no one else
would recognize as their responsibility. We have done it in the past
and we will continue to do it.

Many voluntary hospitals cannot afford such patients, particularly
with price-freeze constraints placed upon them, nor can they be forced
to care for patients, except in emergency, who are underfinanced to the
extent that it could threaten the financial viability of the institution.
Who is left to take responsibility for these patients? The teaching hos-
pitals, since they include the majority of our major public hospitals,
as well as other teaching institutions, who for geographic and other
reasons find themselves uniquely committed to the care of indigent
patients.

We find it disconcerting, imf air, and unrealistic to bear a burden of
financial insolvency and once again give the poor inadequate facilities
and understaffed professional services.

Before concluding, I would once again like to return for a moment
to section 227.

It should be drawn to your attention that these restrictions that
place the emphasis upon how professional services were provided prior
to December 31,1967, disallow the development, of institutionally based
group practices which could and would attract young physicians into
the areas of underserved populations. Considering what we believe to
be the intent of Congress; that is, to encourage new and better ways to
deliver care to the medically underserved, this section has the opposite
effect; in fact, there is no incentive to make constructive changes.

Institutions, as well as individuals, clearly require incentives hi
order to make progressive changes.

In summary, our concern is over the lockstep nature of both of the
provisions of the bill as I have outlined their implications. In related
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fashion, these sections prevent the possibility of providing more
accessible care of higher quality to the Nation's medically indigent,
and at the same time threaten the financial solvency of the only insti-
tutions to which the poor can attain access to the delivery of health
services.

I respectfully submit these views for the committee's consideration
and I thank you for the opportunity to convey our concerns to you
this morning.

The CHAIRMAN. Doctor, you have some good points in your
presentation.

I do want to ask about one matter.
We have found difficulty in getting doctors to work as general prac-

titioners. I know in my state when we tiy to look after the poor, we
find we can't obtain enough general practitioners. The young men are
being encouraged to go into specialized fields. There also is a problem
of getting someone to practice away from the urban areas; they like
to aoto the big hospitals in the urban areas.

Why could'nt we work out some way, with all the young people
anxious to get into these medical schools, to place a condition on some
of those we admit that they would go where we need them, even if we
only require them to do it for 3 years, or something like that?

Dr. CRONKUITE. I think this problem of maldistribution by geog-
raphy and maldistribution by specialty or nonspecialty is one of very
major concern for us as well as for you.

Various countries have tried experiments to solve the problem of
maldistribution b3 subsidizing the education of young physicians of
service in an underserved area.

In European countries where this has been tried, sir, apparently the
contract does not have the force of law, by and large, it is lived up to,
and we certainly have had similar experiences in our own Armed
Forces where the Armed Forces subsidize the young men's education
in return for a certain number of years for armed services duty, and
that certainly is a practice I would support.

So far as turning out general practitioners is concerned, I think the
anachronism today is medical schools and their teaching hospitals are,
indeed, turning out large numbers of specialists and very few general
practitioners. There are a number of reasons for this, not the east of
which is several decades of an academic life style which makes for
good life, a specialty life rather than a general practitioner.

Here, however, I think that the free marketplace will eventually
begin to work because, in fact, the population is asking for a family
physician, whereas the medical shools are turning out specialists
without regard to need.

When everybody, for example, under national health insurance has
the same buying power, then there is no question that the free market
would operate and people would drift back into general practice be-
cause that is where they could work, and if we overproduced too many
neurosurgeons, some of them are going to be out of work.

The CHAIRMAN. That is fine, but it seems to me as though you are
talking about a solution you think in the long run will solve the prob-
lem, but in the long run we are all dead. It seems to me in view of what
we are investing in building medical schools and in helping with med-
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ical problems, particularly at the State schools where the State builds
them at State expense and te State pays the faculty, we have a right
to ask something in return for what we are giving.

Dr. CRONKHJTE. I would agree with you 100 percent.
Again, I think the subsidy does work if you can take a young man

who otherwise would not be able to go to medical school and pay for
his medical education providing he would perform the function of a
general practitioner for an x number of years.

The CnAimR..N%. I think you have the right to go beyond that; you
have 10 men who want to be admitted to school and you could say to
them, "Well, now, we can't take but five of them. We will take the
five who will agree to go where they are needed for 5 years or some-
thing of that sort and thereafter they can practice where they want to
practice."

Yes?
Mr. DANIELSON. Senator Long, I think that one of the things that

will help to resolve this maldistribution is if our academic medical
centers take a responsibility for the coverage and backup of these un-
derserved areas.

We have peculiarly, it seems to me, the tool to get our young men to
go in there, and to help them to practice if we back them up. I think
the backup is critical since you cannot parachute young men or force
young men to go into dangerous areas or areas that are unattractive
to practice; but I do believe if you offered them positions as assistant
professors in the department of medicine in the local medical school or
area medical school and back them up in those areas and gave them
upward mobility and ways to get out and put another young man in
there. I really believe the key to a great deal of maldistrbution is cen-
tered around whether or not our academic medical centers will assume
responsibility for underserved areas.

Now, if they are going to do that, one of their major problems, Sen-
ator Long, is that they are not financially in a position to do that. It
is difficult for them to take on responsibilities outside in a community
which are full, total, comprehensive responsibilities for care, if they
are underfinanced doing what they are presently doing. I think there
has to be some consideration of helping them to meet their financial
needs if they are going to participate and back up these young men.

I believe young men will go to the underserved areas but only if they
are backed up and they have some opportunity for continuing edu-
cation, some backup of the specialty work. To parachute them in there
and abandon them is unrealistic. But I believe the academic medical
centers hold the key to that; they need to be financed and helped.

The CHAIRMAN. Any further questions, gentlemen?
Senator JORDAN. Only this: how would that operate, Doctor, in a

State that has no medical college whatever?
Mr. DANIELSON. Pardon, sir?
Senator JORDAN. How-would it operate in a State that has no medi-

cal college whatever?
Dr. CRONKHITE. This is a problem. The nat;,ual figures would in-

dicate that about 40 percent of the graduates or vne 109 medical schools
stay to practice in the State in which they are educated, which does
make it a problem for these States that have no medical school. The
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concept of a regional school is not a new one, where a number of States,
each of which might be poor and unable to have a medical college of its
own, could get together and form a regional school.

I think that the location where one gets his education is indeed a
major factor but it isn't the only one.

Mr. DANiELsoN. There are, Senator some schools that are crossing
State lines; for example, the University of Washington at Seattle is
taking on some responsibility for those States that do not have medi-
cal schools and have some primary care centers supporting general
practitioners in terms of continuing education, members of the faculty
going there to teah and so on. I think this is happening but it seems to
me that the academic medical center must take that kind of responsi-
bility and not abandon underserved areas.

Senator Jordan. Thank you.
Senator NELSON. May 1 ask a question? Isn't it true that to most

people who are outside the medical profession, of course, we are not
turning out many general practitioners anymore but are turning out
specialists in internal medicine? Is that not correct?

Dr. CRoNKHITE. That is right.
Senator NFLSON. We are going to turn out fewer and fewer prac-

titioners by the educational standards of a previous era, and more and
more internists who are, in fact, general practitioners; is that not
correct?

Dr. CRONKHITE. One of the difficulties today, sir, is that internists
who are being turned out in large numbers, by and large do not take
care of children nor has he been trained to take care of children. He
also isn't terribly happy in taking care of minor problems or trauma
where a few stitches would do the trick. He is a little more pure than
the kind of man I am talking about who is a family physician and
does pediatrics and minor surgery. This is the kind of man we are
talking about that is broadly needed.

Senator NELSON. We are not educating that particular individual
for that particular purpose in the way of educating pediatricians and
internists?

Dr. CROxKHITE. I think we are trying to educate them but the fact
of the matter is they are not choosing that life.

Senator NELSoN. Now, the other question frequently raised here and
in the Health Subcommittee of the Labor and Welfare Gommittee is
the question of practitioners serving in a small town.

In the pre-World War II era the physician was severely limited by
the transportation problems involved in serving an area of 8, 15 miles
surrounding the local community-because he went by buggy and
cutter in the winter and over some pretty broken up roads during
most of the summer. So transportation limited the area he could serve.
But the idea we are really going to somehow or other persuade doctors
who really want to practice to get out there, really isn't worth talking
about, is it?

- However, if you were talking about area service, it is easier to
travel 50 miles today than it was to travel 7 miles 40 years ago; so if
you are talking about regional clinic type situations where several
of the disciplines could be involved and a doctor could service an
area in a radius of 50, 60 miles, this seems to me to be much more
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practical for several reasons: (1) The medicine is better; (2) the
service is available because it is a short distance to travel; and (3) you
can attract people who want to practice good medicine into a clinical
situation whereas you are not going to attract good physicians to a
practice in an isolated area where there are no supportive medical
services. Isn't that correct?

Dr. CRoN~xriTE. I think you are right, Mr. Nelson. I think the
rural model we have been dreaming about in the past few years will
cover a great area in which there may be practitioners in a town of
600 doing a primary business of sorting out and the physician base
in another area riding circuit on occasion and having a base and, as
Mr. Danielson says, some sort of backup; then it would be 150 or 200
miles away because we are trying to create a model in the rural area.

If somebody asked me if a physician would wish to settle perma-
nently in a town of 1,000 people in northern Maine, I would say no;
it is not even reasonable to contemplate.

The CIAIRMAN. Thank you very much, gentlemen, for a very inter-
esting presentation.

The next witness will be Dr. Emerson Walden, president of the
National Medical Association, .accompanied by Dr. John Chissell,
Dr. Erman Edgecomb, Dr. John A. Kenney, Jr., and Mr. Loy
Kirkpatrick.

STATEMENT OF EMERSON WALDEN, M.D., PRESIDENT, NATIONAL
MEDICAL ASSOCIATION, ACCOMPANIED BY DRS. JOHN CHISSELL,
ERMAN EDGECOMB, AND JOHN A. KENNEY, JR.; AND LOY
KIRKPATRICK, COUNSEL

Dr. WALDEr. Thank you, Mr. Chairman.
Mr. Chairman and members of the committee, we appreciatQ the

honor of being able to represent the National Medical Association.
I am Dr. Emerson Walden of Baltimore, Md., and I am the president
of the National Medical Association, an organization which repre-
sents 6,000 black physicians in this Nation.

We have submitted a summary of our testimony on this H.R. 1
to your aides which we have modified somewhat.

Being doctors, we like to take sometimes a second and third look
at important things so we have taken the liberty of modifying our
summary statement and the modifications of those have been sub-
mitted to your aides and I will point them out as I go along with my
statement.

I ask respectfully that this modified summary and our supportive
data be made a part of the permanent record of this hearing.

With me, to my left, is Dr. John E. Kenney, Jr., who is chairman of
our medical legislative committee and a member of the board of trustees
of the National Medical Association.

With him is Dr. John T. Chissell, a general practitioner of Balti-
more, Md., who is a member of our medical legislative committee and
I think le will be able to give you some of the answers to the questions
that you directed to the previous speaker; and Mr. Loy Kirkpatrick
who is our counsel to the committee.

Our first modification will be what we call page IA.
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The National Medical Association has always acted in a ranner to
promote the good life for all Americans. This, of course, includes good
health and quality health care. In this context, in 1962 we became the
first body of organized physicians to support medicare. Although we
felt very proud of our position at a time when professionals generally
were opposed to governmental subsidy of health care needs of various
segments of our population, we know that the job is far from being
done. Consequently, we reluctantly supported the passage of medicaid.

We felt then, as we do now, that tacked-on programs, especially
when ill-conceived, fair in their mission when we offer second-class
programs to any segment of our population.

The relative success between medicare and medicaid is like the dif-
ference between night and day and suggests the health gap which
must be bridged between all segments of our population.

Happily, we see trends in that direction. The degree to which this
gap has been closed and its rate of acceleration has in many ways been
related to increased Federal activity in the field of health. Not only has
there been more and more health legislation but also implementation
of major health care programs has moved forward in an unprecedented
fashion. The relative success of each program has been far f rom uni-
form in quality, both within a given category and between categories.
What is of major significance is that several key public policies have
been developed regarding the provision of health to citizens in the
United States.

One of the most lucid and yet simplest stated concepts marking the
shift in policy was stated by the then surgeon general, William H.
Stewart, speaking to the National Health Advisor' Council of 1966
in reference to the passage of the Partnership for Health Act:

Every person should have ready access to high quality personal health services
and every person should live in an environment which is safe from preventable
hazard and is conducive to healthful and productive living. The first thrust
is to remove the inequities and inadequacies in access to and quality of personal
health care. The second is to assure maximum protection against diseases and
hazards in the environment.

The aforementioned policy declaration, the implementation of cer-
tain programs and the rising tenor of public debate have been affected
to some degree in most aspects of society, our people, our institutions,
our units of government and our wealth.

In recognition of current policies and projected needs, it is clear that
some direction is necessary in order to focus more precisely on match-
ing needs with well-defined solutions.

Hoping to provide this august committee with some thoughts on
how that direction can be achieved with regard to H.R. 1, and now we
can go to page 2, paragraph 2, I would like to summarize the principal
points of our testimony and then elaborate upon them in the remaining
minutes of time allotted to us for our statement.

First, while we can understand and are to some degree sympathetic
with the principal objectives of H.R. 1, we feel that many of its provi-
sions are objectionable from the point of view of the poor and the
disadvantaged, whose interest we feel we must speak for and protect
since so many black people fall into this category. Thus, we are most
opposed to the cutbacks in the medicaid program which various provi-
sion of H.R. 1 would effect.

72-573-72-pt. 5- 27
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Second, while we are not unalteral)lv opposed to tle princil)e of
health maintenance organizations. HMO's. we have grave doubts as to
their probable ownership-few minority groups would be able to find
the capital to participate, as proposed regulations now stand--and also
we have grave doubts as to the level of care ITMO's would provide to
the poor under the provisions of H.R. 1 as we understand them.

Third, we do note with favor certain features of H.R. 1 which
liberalize medicare provisions.

Now please allow me to expand on these principal points with some
specifics.

We find objectionable those provisions of II.R. 1 which, for econ-
omy's sake, would permit states to reduce the scope of their medicaid
programs, even though they would expand medicare coverage.

Specifically, we are opposed to section 230 which would repeal sec-
tion 1903(e) of the Social Security Act, 42 U.S.C. 1396(e), which for-
bids the Department of HEW to continue medical assistance grants to
States unless a State made a satisfactory showing that it would, by
July 1, 1977, provide all possible medical services to all those who
would be eligible therefor under relaxed eligibility requirements.

We are opposed to section 231 whose intent is t% pennit'States from
1 year to another to eliminate optional services such as drugs, dental
care, and eyeglasses, though retaining certain mandated service; and
to section 207 which would reduce payment by the Federal Govern-
ment to the States by one-third for inpatient hospital and skilled nurs-
ing-home care in excess of 60 days per fiscAl year.

We do not like section 209 (d) which would, among other things,
exempt States from any requirement to provide medicaid coverage
either to poor persons who would be covered under the Family As-
sistance Plan of proposed title XXI of the Social Security Act, or
to the blind, aged, or disabled who would be covered under proposed
title XX of the Social Security Act, and section 208(a) which would
require the medical needs-persons sufficiently well off to cover food,
clothing, and shelter without public assistance but with insufficient
income to pay medical bills-to bear enrollment fees, share costs, and
bear deductible expenses.

We feel these sections of H.R. 1 all burden the poor. All of these
appear to us to deprive the poor of access to a better supply which is
now available to the more affluent members of the population.

With regard to HMO's, we have two principal concerns:
In view of sections 207 and 226 of H.R. 1, one single HMO serving

both medicaid and medicare eligibles would be limited in the amount
of care to be offered medicaid members but practically unlimited in
the care which could be given to medicare members We find this
patently objectionable. We believe f unitary standard of care is im-
perative for both medicaid and medicare beneficiaries and certainly
very definitely so in the instance when care is to be rendered by one
single HMO.

Sections 207 and 226 should be amended to allow HMO's operating
under section 207, State contracts, and section 226, Federal contracts,
the opportunity to provide the most comprehensive health care pos-
sible to all its members and subscribers. Such an amendment to these
two sections will necessarily require authorization of additional ap-
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propriations from the General Treasury to cover the difference in costs
for medicaid-level services and the actual cost to HMO's for rendering
truly comprehensive care to all its members, the same type of care pro-
vi(led ,by medicare.

Our reservation regarding tIMO financing is this: H.R. 1 provides
no financial assistance for the formation of HMO's. Although S. 1182
(loes provide such assistance, aid is limited to 90 percent of construc-
tion costs. We feel that financial assistance in the form of 100 percent
construction loan guarantees and grants for initial operating costs must
be provided by H.R. 1 if some of the very groups whom this legisla-
tion should reach-innercity black groups-are to have the means of
owning and operating the health facilities H.R. 1 comprehends in its
section 226. As we read H.R. 1 as it now stands, no such financial aid is
contemplated. We feel this is a serious defect and that it should be
remedied.

We also have some objections, Mr. Chairman and members of the
committee, about the status of private practice as described in H.R. 1.

The definition of HMO has amongst its basic purposes the elimina-
tion of fees for services and physician compensation.

Section 226 of H.R. 1 defines an HMO as an organization which
delivers care by physicians who are employees or partners. While
some provision is made for recognition of medical doctors as partners
of an H1MO, effect being (riven to financial realities, it is far more likely
that physicians would ge employees. While section 226 will allow
HMO's to contract for the services of outside ph sicians, it would only
permit such outside physicians to be reimbursedon a lump-sum basis.
Section 226 thus envisions contracts between HMO's and the various
specialists in the area served whereby the specialist would be required
to care for all HMO patients referred for an overall fixed fee.

If the black physician does not join an HMO or organize an HMO,
then one may be set up in their neighborhood, causing their patient-4
to be siphoned off.

Since HMO's would, under H.R. 1, be all-embracing, rare would it
be in the country at large and certainly in the innercity for any
physician to receive any payment other than fixed fees. So powerful
would the HMO negotiating position be that many physicians would
probably agree to just accept employee status with an HIMO.

That ends our testimony at this point, Mr. Chairman, and we w-il
entertain any questions you might have.

The CHAIRMAN. Thank you very much.
Senator CURTIS. I am interested in what you say about the lIMO's.

As it is presented in H.R. 1, do you regard it as a proposal to provide
cheaper medical care or better medical care?

Dr. WALDEv. As we understand the legislation, sir, we regard it as
a concept to be developed into one which would provide better care.
This is as we understand it.

As it is presently, as the legislation reads, it would provide worse
care and we would like to see it modified.

Senator CURTIS. I say H.R. 1 was written?
Dr. WALDEN. Yes.
Senator CURTIS. Does it appear to you that the objective may be to

provide cheaper care there than the emphasis on better care?
Dr. WALDEN. Yes.
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Senator CURTIs. There is language in the House report that would
indicate that that was probably what they had in mind.

Now, when an HMO operates outside of a governmental program.
the participants, the Members, or the patients, they can drop out if
they are not satisfied, can't they?

I)r. IVAtmN. Yes.
Senator CuRTiS. But if an 1IMO takes over the operation of medi-

caid why they have got. pretty much a captive group there; isn't thatriglt?

Dr. WALDEN. That is true.
Senator CUnTIS. I think the matter has some very serious questions--

the lIMO as it appears in H.R. 1.Dr. WAUDEN. I think we agree, sir, that it is a concept that we
would like to see developed and we would like to put into the develop-
ment of it for its improvement insofar as reaching the people that we
are concerned about.

Senator CuRnrs. Yes: and there is some language in the House
report, that. would iml)ly that where physicians' services are paid for
on a fee basis for services rendered, there is an abuse by supplying
more serVices than the patient needs.. Do you think that is a serious charge-or that it represents any
broad scale abuses in that field?

Dr. WALDEN. Not at. all. It is a charge but it is unfounded, parti-
cularly in our practice.Senator CRwTis. I would think so; I would think so. Among public
offiials or anybody else. any professional group, now and then rou
will find a bad actor, but I can't feel at all that the rank and fle of
our doctors across the country are recommending and rendering un-
needed and unnecessary services just, because they are reimbursed on
a feo basis.

Dr. WALDEN. Well, this certainly would be true, of the black pity-
sician who is in such supply in this country. He wouldn't have tinm
to engage in unnecessary things.

Senator BE.NNr',r. Yes.
That is all I will take time for.
Senator JORDAN. One of these other gentlemen had a contribution

he wanted to make.
Mr. KIRKPATRICK. With respect to the question of costs, I think

very definitely the feeling of the House in this report was that by
putting a 95 percent amount that would be spent under medicare and
medicaid for people covered they could save some money; and I think
there is very definitely a savings idea there and also in the case of
medicaid people the intent would be to get welfare people covered
under an HMO and have a contract between the Government, the
State government, and the IMO and to cover all the medicaid people
So there would be very little-freedom of choice would be limited in
that category or group.

Senator JORDAN. Yes, and what I was referring to here is the fact
that in their report they say because the organization receives a fixed
a"n'mal payment from enrb]lees, regardless of the volume of services
rendered, there is a financial incentive to control the costs and provide
only the least expensive service that is appropriate and adequate for
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the enrollee's need. Moreover, such organizations take responsibility
for deciding which services the patient should receive and then seeing
that those are the services he gets. If that is intended to imply that
the individual practitioner does not do that, I would be inclined to
disagree with that. That is all.

Dr. CnISSELL. I am a family practitioner, general practitioner.
First, let me say it is so refreshing to come in from the front lines and
rendering primary care to find out that headquarters is aware of what
the problem is.

Before we came here we checked and we found out, for instance,
that there are 57 black doctors in the State of Louisiana and if we
eliminate those who are in New-Orleans and Baton Rouge and those
doing surgery and obstetrics and what not, then you would have a
problem in that State rendering primary care.

With regard to increasing the number of family practitioners, the
Senate an the House in their wisdom passed the Yarborough-Rooney
bill which was designed to adjust that, only to have it vetoed; but
statistics have shown, for instance, in Oklahoma where there is a well
established family practice department in the university and students
met equal exposure to family practice as others, you have a 30-percent
interest in the student body when they matriculate as freshmen and
where they have this exposure and as versus in turn selecting family
practice, 80 percent.

On the other hand, schools where there is no exposure, you have the
same 30-percent interest but by the time they graduate the interest is
not 30 percent.

When the Yarborough-Rooney bill was considering the retention
of facilities, and we have an excellent example of what the problem
is at Maryland, one which has a family practice department which is
attached to the Department of Medicinei University of Maryland,
Johns Hopkins has said its students shall not have the choice of being
exposed to family practice. They see a family practitioner of the future
as being a combination of an internist and pediatrician. We happen to
believe any student who goes into medicine has not only the choice but
should have the right to look at all of the specialties and the family
practice is now the 20th recognized specialty; that student should have
the- right to look at all 20 and decide for himself what he wants to go
into and what he will be happy doing. We don't think that anyone in
the country has a right to refuse this because the shortage is just there,
too.

Once this family practitioner graduates, and each, of you in your
states have health departments which focus on-for instance TB and
venerel diseases--and there ancillary people--social workers, home
health aides, to go out in these areas--if we could support a family
practitioner the same way and fund him the some way and fund him
with home health aides and social workers and what not, not only
treat TB and venereal disease but hypertension, heart disease, cancer,
and stroke, we could then reduce the fdmission rates in hospitals and
we have found in Maryland u#t last year-the secretary of health
called a conference and found out I f he had more family---had more
family practitioners been available in Maryland in thq last fiscal year,
$3 million could have been saved by purchasing services from these
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men rather than in the hospital emergency room. The projection is it
will be $5 million this fiscal year.

I remind you 39 percent of that is Federal funds so it is at least
$1 million. You multiply that by 50 States and I thinkyou can see
where you can find the funds to give people more quality care So
I appeal to you.

Senator JORDAN. I want to ask you at that point, isn't the care
the country doctor gives the patient in point of time sooner than the
care he gets when arriving at the hospital?

Dr. CmiSsELL. Absolutely, because he is a specialist in primary care;
this is what he does all the time.

Senator JORDAN. He sees them all the time, if he is a family doctor,
which I would assume would result in the savings of some lives?

Dr. CHSELL. Absolutely, and if we must look at it in cold terms
of costs, because funding a ways seems to be a problem, I don't think
there is any argument among any of the medical providers that
primary care purchased from people who specialize and deliver pri-
mary care is much more reasonable than buying it from tertiary care
centers like teaching hospitals. Everyone is agreed on this. The ques-
tion is, how do you develop it; how do you get the people out to it;
and I say the way to do it is call in some of us who have been doing
it for years and find out at least what our ideas and opinions are
before we pass the law to fund it.

The CHAnMAN. Well, thank you very much.
(The prepared statement and addendum of the National Medical

Association follows:)

STATEMENT OF THE NATIONAL MEDICAL ASSOCIATION

Mr. Chairman and members of the committee, I am Dr. Emerson Walden of
Baltimore, Maryland. President of the National Medical Association, the orga-
nization which represents the 6,000 Black Physicians of this nation. We of the
National Medical Association wish to thank you for granting our request that
we be allowed to testify before your Committee and to place in the record our
views with regard to H.R. 1, legislation designed to produce or cause far-reaching
changes in the methods of health care delivery and the practice of medicine
In this country.

With me are Doctors John A. Kenney, Jr., who Is Chairman of the Legislative
Committee of the Board of Trustees of the National Medical Association;
Erman W. Edgecombe, Speaker of the House of National Medical Association
both from Washington, D.C.; John T. Chissell, a member of the Committee
from Baltimore, Maryland and Mr. Loy Kirkpatrick, Counsel to the Committee
and the National Medical Association.

I would first like to summarize the principal points of our testimony and

then elaborate upon them in the remaining minute of the time allotted to us for
our statement

First, while we can understand and are to some degree sympathetic with the
principal objectives of H.& 1, we feel that many of its provisions are objec-
tionable from the point of view of the poor and the disadvantaged, whose interest
we feel we must speak for and protect since so many black people fall into
this category. Thus. we are most opposed to the cutbacks In the Medicaid program
which various provisions of H.R. I would effect.

Second, while we are not unalterably opposed to the principle of health main-

tenance organizations (HMO's), we have grave doubts as to their probable
ownership (few minority groups would be able to find the capital to participate,
as proposed regulations now stand) and also we have grave doubts Fs to the

level of care HMO's would provide to the poor under the nrovislons of, H.R. 1.
Thirdly, we do note with favor certain features of H.R. 1 which liberalize

Medicare provisions.
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Now please allow me to expand on these principal points with some specifics.
We find objectionable those provisions of H.R. 1 which, for economy's sake,
would permit States to reduce the scope of their Medicaid programs, even though
they would expand Medicare coverage. Specifically we are opposed to Section
230 which would repeal Section 1903 (e) of the Social Security Act (42 U.S.C.
1396 (C)) which forbids the Department of HEW to continue medical assistance
grants to States-unless a State made a satisfactory showing that it would, by
January 1, 1977, provide all possible medical services to all those who would be
eligible therefor under relaxed eligibility requirements. We are opposed to Sec-
tion 231, whose intent is to permit States from one year to another to eliminate
optional services such as drugs, dental care and eyeglasses, though retaining
certain mandated service, and to section 207 which would reduce payment by
the Federal Government to the States by one-third for inpatient hospital and
skilled nursing home care in excess of 60 days per fiscal year. We do not like
Section 209 (c) which would, among other things, exempt States from any re-
quirement to provide Medicaid coverage either to poor persons who would be
covered under the Family Assistance Plan of proposed Title 21 of the Social
Security Act, or to the blind, aged or disabled who would be covered under pro-
posed Title 20 of the Social Security Act, and Section 208 (a) which would re-
quire the medically needy (Persons sufficiently well off to cover food, clothing
and shelter without public assistance but with insufficient income to pay medical
bills) to bear enrollment fees, share costs and bear deductible expenses. We feel
these sections of H.R. 1 all burden the poor. All of these appear to us to deprive
the poor of access to a better supply which Is now available to the more affluent
members of the population.

With regard to HMO's, we have two principal concerns. In view of Sections
207 and 236 H.R.1, one single HMO, serving both Medicaid and Medicare eligibles,
would be limited in the amount of care to be offered Medicaid members but prac-
tically unlimited in the care which could be given to Medicare members. We find
this patently objectionable. We believe a unitary standard of care is imperative
for both Medicaid and Medicare beneficiaries, and certainly very definitely so in
the instance when care is to be rendered by one single HMO. Sections 207 and 286
should be amended to allow HMOrs operating under Section 207 State contracts
and Section 236 Federal contracts the opportunity to provide the most compre-
hensive health care possible to all its members and subscribers. Such an amend-
ment to these two sections will necessarily require authorization of additional
appropriations from the general treasury to cover the difference in costs for
Medicaid level services and the actual cost to HMO's for rendering truly compre-
hensive care to all its members, the same type of care provided by Medicare.

Our reservation regarding HMO financing is this. H.R. 1. provides no financial
assistance for the formation of HMO's Although S. 1182 does provide such as-
sistance, aid is limited to 90% of construction costs. We feel thit financial as-
sistance in the form of 100% construction loan guarantees and grants for initial
operating costs must be provided by H.R. 1 if some of the very groups whom this
legislation should reach-innercity black groups-are to have the means of
owning and operating the health facilities H.R. 1 comprehends In its Section
226. As we-readH.R. 1 as it now stands, no such financial aid-is comtemplated
We feel this is a serious defect and that it should be remedied.

There is much more that I could say but I am sure my time has expired and
we. shall be glad to answer questions about any of these views, and of course
we shall elaborate upon them in our written statement to the Committee. Thank
you.

ADDENDUM

The National Medical Association has always acted in a manner to promote
the 'gdod life' for all Americans. This, of course, includes good health and
quality health care. In this context, in 1982, we became the first body of orga-
nized physicians to support Medicare. Although we felt very proud of our
position at a time when professionals generallyswere opposed to government
subsidy of health care needs of various segments of our population, we know
that the job is far from being done. Consequently, we reluctantly supported the
passage of Medicaid. We felt then, as we do now, that 'tacked on' programs,
especially when ill-conceived, fail in their mission when we offer second-class
programs to any segment of our population. The relative success between Medi-
care and Medicaid is like the difference between all segments of our population.
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Happily we see trends In the directions. The degree to which this gap has been
closed and its rate of acceleration has, in many ways been related to increased
Federal activity in the field of health. Not only has there been more and more
health legislation, but Implementation of major health care programs has moved
forward in an unprecedented fashion. The relative success of each program has
been far from uniform in quality, both within a given category and between
categories What is of major significance is that several key public policies have
been developed regarding the provision of health to citizens in the United States.
One of the most lucid, and yet simplest stated concepts marking the shift in
policy was stated by the then Surgeon General, William H. Stewart, speaking
to the National Health Advisory Council of 1966 in reference to the passage
of the "Partnership for Health Act":

"Every person should have ready access to high quality personal health serv.
ices and every person should live in an environment which is safe from prevent-
able hazard and is conducive to healthful and productive living. The first thrust
Is to remove the Inequities and inadequacies in access to and quality of personal
health care. The second is to assure maximum protection against diseases and
hazards in the environment,"

The aforementioned policy declaration, the implementation of certain programs
and the rising tenor of public debate have affected, to some degree, most aspects
of society; our people; our institutions; our units of government and our wealth.
In recognition of current policies and projected needs, it is clear that some direc-
tion is- necessary in order to focus more precisely on matching needs with well
defined solutions. Hoping to provide this august committee with some thoughts
on how that direction can be achieved with regard to H.It 1.

The CHAIMMAN. Our next witness will be Dr. Dorrity, accompanied
by Frank Woolley.

STATEUM OP THOMAS G. DORRITY, M.D., PRESIDENT, ASSOCIA-
TION OP AMICAN PHYSICIANS AND SURGEONS, ACCOMPANM
BY PRANX X. WOOLLEY, EXECUTIVE DIE OX AAPS

Dr. Domarrr. Mr. Chairman, I am Thomas G. Dorrity, M.D., J.D.,
president of the Association of American Physicians and Surgeons,
and I am in the private practice of medicine, solo practice, under the
free enterprise system. I am presently chief of surgery at the Meth-
odist Hospital in Memphis. I have with me Mr. Frank K. Woolley,
who is executive director of AAPS.

We would like to request, please, that our entire testimony be in--
cluded in the record, as well as our oral presentation.

The CHAIRMA. We will print the entire statement exactly the
way you prepared it.

Dr. Donrr. Thank you, sir.
We, representing the Association of American Physicians and Sur-

geons, are pleased to appear before you today to give you the benefit
of our thinking and work and research on the proipod legislation
before you today, H.R. 1.

The Association of American Physicians and Surgeons is opposed
to H.R. 1 for many reasons: First, because it increase government
spending at a time when local, State, and Federal governments are
in a-financial crisis and cannot stand more abuse,

Forty-three percent of everyone's earn' ngs are presently being spent
by government. The Deceniber 1971, Survey ofCurrent B business, by
the S.S. De ptmeit of Commerce, shows that government maspen-ing6875 bflioni ou f total income from all sources for e 'eryo fe Of$$.1Mhiio.  ou lL f -  •-,

-54 
Al
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Government is running the printing presses to cover the differences
between taxes collected and money expended. Many bankrupt State
and local governments are depending upon a bankrupt Central Gov-
ernment to save them from bankruptcy.

The accelerated rate of goverment spending is briefly outlined in
table I which is before you. It shows that there has been only a 2Y/i
times increase in population from 1913 to 1972 but that spending by
government has increased 855 times. Whereas total government spend-
ing for a family of four in 1913 was $89, expenditures have gone up
geometrically so that in 1971 such government spending was $7,184.

In the face of this calamity, President Nixon is asking for $245
billion for 1973 fiscal year beginning July 1, 1972, and for a $50 bil-
lion debt ceiling increase to carry out his New American Revolution.
In addition, you are considering in H.R. 1 authorizing spending many
additional billions which you d-o not have and which we fear you will
not raise except by more inflation.

Unwise welfare spending to build political machines is largely
reso neible. The facts are:

current HEW spendin $58.063 billion; request for HEW budget,
$78.9 billion; profits of atl corporations after taxes, $45 billion;De-
fense Department, $71.819 billion; personal savings of everyone, $57.7
billion, and rapidly s'nking; gross expenditures for physicians'
services, 1971 $14.2 billion; average expenditures for physicians'
services, family of four, $270; current and proposed Federal deficit,
3 -year, $87 bil ion; and average deficit for a family of four, $1,500.

The. fore pin facts starkly reveal the enormity of government
spending. eopfe living on pensions, savings, and low incomes pay
for this cruel irresponsibility on the part of government through
higher bills for groceries clothing, housing, transportation, medical
care, and everything else they buy.

To divert attention from the guilt of government in failing to dis-
charge its constitutional responsibility of maintaining the inteity
of money, it has decreed price and wage controls endorsed by both
major political parties..'

Government propaganda says producers of goods and services are
to blame for the inflation.

The medical profession has been singled out and unfairly blamed
for inflation in the Price Commission's regulations and propaganda.
Corporate costs of government redtape passed on to consumers is $18
billion, which is $4 billion more than gross payments to doctors for
medical care.

Wage and price controls can never stop inflation because they vio-
late basic economic laws. Blaming corporations and doctors is merely
a smokescreen to hide the Government's guilt and deception.

Central Government should heal its own sickness of uncontrolled
spen ding, whih is its responsibility, instead of interfering in medical
care where it is incompetent and has no proper responsibiit.Promising utopia as a means:of plundering the pepl 0 o poIlitoIca

power or outside government to, 0a peoia pni g or.I"t interest groups is. the cause of bankuptoy.
phra& "sound as a dor, Is a mockery echoing of unreality.

The political slogan for plundering the treasury. in days past *A,-
"We only owe it Wourselves," gow it is obvious that this is merely

u this merely -
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political and economic dem ogogery. The truth is U.S. citizens are pro-
ibited from owning gold; the price of the dollar is fading as the price

of gold rises in the world market; the United States has been export-
ing its domestic budget deficit to the rest of the world; the United
States is suffering a severe balance-of-payment deficit, the first in this
century; the Federal Reserve Board has been running the printing
presses and watering the currency through its so-called monetizing of
the public debt-it is not in control-neither is the U.S. Treasury;
when it became clear that the United States had liquidity problems in
1969, the world started reacting to the real crisis in America-the dol-
lar crisis; the jig is up; our gold is gone-Europeans and Japanese
have it and world confidence in the dollar is sagging badly due to ir-
responsible spending by U.S. Government. This is the real crisis.

Always in previous inflations men with big names and fancy titles
have assured the people that all is well. When a foreign economics pro-
fessor with a Ph. D. from Cambridge University bearing the impres-
sive title of "Lord" tells the President of the United States that we can
spend ourselves rich, away we go. Lesser celebrities by the thousands
join in the chorus and it becomes believable because this siren song of
something for nothing is the road to political power. Also, because its
what many people wish to believe.

Now is the tune to stop and take inventory, not to plunge on down
the road of spending to certain disaster.

The second reason that AAPS opposes H.R. 1 is that it would ex-
pand. medicare and substantially nationalize medicaid on false
premises

In a Senate report of this committee dated February 9, 1970, after
stating and proving that medicare and medicaid programs were ad-
versely affecting health care costs and financing for the general popu.
lation, the staff concluded:

Unless the rapid and continuing escalation in the cost of health care are moder-
ated, 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 coveredunder these public health payments plans.

To say that medicare and medicaid are driving up medical costs for
everyone and unless we hold down on costs, Congress will expand
medicare and medicaid is absurd.

In a country where we have more doctors per 1,000 population than
any other major country in the world, government is forcing up medi-
cal costs dramatically by unwise spending such as grants luring doctors
into questionable research, and away from teaching and away from
patient care; also by pushing the worried well into overworked doctors'

offices and hospitals by promising care for less than cost.
Enoch-Powell, British Minister of Health, 1960 to 1968, who tried

diligently to make political interferenice work under the nationalized
health service now thinks that England irreversibly Went down the
wrong road. He put his finger precisely on the problem when he spoke
to our association i St. Lous recently:
':Whenhealth care is offered free of charge at the point of consumption, or at

less than market pilce 'at the point of consumption, the demand Is literally un.
limited. The conflict Is inherent in the system and no -one cad makeIt wotk
satisfactorily.
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We suggest that you study carefully Mr. Powell's comments in his
book, "A New Look at Medicine and Politics."

The third reason that AAPS opposes H.R. 1 is that it would begin a
vast new program authorizing government officials to pay lay-domi-
nated organizations predominantly sponsored by labor unions to pro-
vide and control medical care for medicare and medicaid patients
under bureaucratic regulations. Also, H.R. 1 would authorize subsidiz-
ing such organizations with participants under 65 years of age.

All this is done under the deceptive and marketable title of "Health
Maintenance Organizations" which would seriously undermine the
practice of private medicine.

H.R. 1, which would cost many additional billions and add to in-
flationary pressures, is not supported by substantial facts.

Its main support is the self-serving propaganda of ambitious bu-
reaucrats and a coalition of other forces dominated by labor union
leaders such as the group health association which has promoted this
type of legislation for years as a step toward the nationalization of
medical care.

Labor union leaders, having only 25 percent of the labor force in
unions under their control, and having reached the practical limits
of salary and fringe benefits which they can extract from corporations
and which corporations can, in turn, pass on to the public, are trying
to shift the cost of medical care fringe benefits to government. If they
are successful in making the shift by nationalizing medicine, toward
which passage of H.R. 1 would be a long step, this will make employers
more vulnerable to higher union wage demands, and assist in organiz-
ing more workers.

Advocates of the bill actually admit that it is designed to destroy our
medical care system that is based on a willing exchange economy.

Through HMO's the bill would authorize arbitrary and unfair
discrimination in favor of doctors who practice in groups under
direction and control of a combination of labor union and Government
employees. This would adversely affect both individual doctors and
groups of doctors not under such direction and control.

HMO's would condone imposition by bureaucrats of controls over
any compensation of any persons providing health services. Controls
would apply to private patients as well as those on a Government
dole. This would violate the code of ethics of the medical profession
and also would violate conbressional promises that bureaucrats would
be prohibited from interfering in medical practice or compensation
for it. (See section 1801 of Public raw 89-97 and congressional debates
relating thereto.)

The House report on H.R. 1 says that the legislation assumed that
all individuals are too dense to find their way around and only groups
of doctors under labor union and governmental direction sould
ration medical care and push recipients around as incompetents.

Astutely, labor union leaders are maneuvering some doctors and
lay medical sociey executives with a few crumbs such as grants-in-
aid'for peer review,.computers, medical i foundations and areawide
plannig, to embrace controls manipulated by' those l abbr. unionleaders and4heirsympathizers in Government.

Some d ctrspaicing in groups on- a fee-for-service- basis mis.
takehly 1elieve ,that .they 'can: outmaneuver the " labor-goverument-
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bureaucrat coalitions, control medical practice under a collectivist
scheme and continue much as at present. Labor unionist and Govern-
ment bureaucrats promoting this deception are pleased that the medical
association bureaucrats are taking the bait.

Many Congressmen and some businessmen are being misled to
believe that health maintenance organizations would (1) prevent
medical disorders; (2) provide better and more care than is being
provided i and (3) lower costs.

There is no objective evidence to support such olaims.
First, ptential additional benefits through preventive medicine

are quite limited. The medical profession does not know how, and no
one else knows how to prevent many disorders which constitute a
high percentage of reasons that patients seek medical care. To men-
tion only a few: accidents by the millions, primarily with automobiles
related to abuse of alcohol and/or drugs, asthma, arthritis, cardio-
vascular disease, diabetes, endometriosis, emphysema gall bladder
disease, malignant skin growths martial problems, migraines, neu-
rosis slipped discs, et cetera. Man's health is threatened by drug abume,
smoking, physical indolence, obesity and other disorders which go far
beyond traditional services of physicians, dentists, et cetera. The pri-
mary responsibility for health maintenance belongs to the individual
and no trick of legislation can change this fundamental fact.

Second. the great advances in medicine are applicable to only a
small percentage of patients. The vast majority of patients seeing
doctors want help with the discomforts oi a imited illness or to
learn how to deal with a chronic illness or assurance from certain

Aanxieties.

For most of these problems, the personal compassion of a trained
physician, fre and determined to do his best and not acting under
the duress of bureaucratic control, remains the best medical care.
Assemblyline medicine rationed by an HMO for maximum profit is
not what the patients want or need. After years of free service and the
soporific influence of the welfare state, there are a great many people
in England prepared to pay their doctor in order to be properly
looked after.

The fundamental principle in medicine is primum non nocere-in
the first place, do no harm. Others in society could do well by accept-

• * ing such a basic principle.
Third, the cost of prepayment per capita group practice is expen.

sive and will not lower costs. Kaiser-Permanente is often cited favor-
ably as an example of a successful HMO; yet, in the past few weeks
-it. was granted a 10.8 percent increase by the Price Commission, a
percentage which was added to three prior increases for the immedi-
ately preceding 3 years, for a total of 88 percent.,

Serious questions'are being raised as to advocating increased medicalcare in reducing disease, disability and death. The impact of medicalN
care on health seems even less likely to be effective on the poor than
on. the average, person, sine the poor person's health will be. more
negativli influencedby, poor :sanitation, ~poornutrition, inadequate
housing. and generally Undesirable living conditions, rega dless.of anyi.prov;nlentS medical e that mIght.,.bemade available jhi.
. Surely, more inflation which, cruelly grinds the' :,Poor the-h. .est

wiill "not aid the poorin mipiying their man needs for betr health,
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It is a merciless hoax on the poor to build health maintenance organi-
zations for unionists and bureaucrats, paid for out of deficit financing
which penalizes the poor more than anyone else.

Seducing and driving patients and doctors into unionist and bureau-
cratically controlled collectives, further burdening doctors with red-
tape, diverting them by duress from doing their best for their patients,
is wrong. This is one sure way of lowering medical care below what
it otherwise would be.

Sidney R. Garfield, M.D., director of the Kaiser Foundation, said:
"We believe'the choice of alternative systems, including solo prac-
tice, is preferable for both the public and physicians. Any change to
prepaid ,roup practice should be evolutionary, not revolutionary."

We submt that subsidizing one type of practice over the other is
revolutionary, unfair and not im the interests of patients or physicians.The bill should be stripped of all subsidies and specialprivileges
for per capita prepayment group practice. Likewise, no subsidy should
be added to pay medical societies or medical foundations to become
policemen for Federal Government medical programs which cannot
work satisfactorily.

We applaud the stand of Governor Reagan before this committee
in rejecting nationalization of welfare, and insisting that welfare is
a State and local responsibility which should not be preempted by, or
surrendered to, the Central Government.

We encourage this committee fo live up to its constitutional duty
and responsibility for restraining the bureaucracy before it delivers
us to the enemies of free men by destroying our private, capitalistio
system.

Thank you.
Mr. Chairman, we would like the privilege of submitting supple-

mentary testimony for the record.
TheCHATRMAN. Fine.
Any questions ?
Senator Cuwrs. Doctor, from the standpoint of the patient, what

do you think are the objections to the HMO-the health maintenance
organization? I
_Dr. Donarrr. It is third-party interference, Senator Curtis, and
I think anytime you allow or force a third. party to interfere in the
doctor-patient, relationship you divide allegiance, you divide loyalty
and you lower the quality of medical care. -Them is no subkstitute f0r
allowing the doctor to exercise his best judgment for his patient, ex-
cluding ll third parties.

Senator', Cuons. -It dividesthe responsibility, too, does it not?-*
Dr. DomuMr' . Yes, sir. -
Senator Cwirs. I was'impressed by your commentlere that pre-

ventive medicine was oVersld and you mentioned a long list of a-
nments, including arthritis, asthma, abuse of alcohol, diab ggl
bladder disease, miganesneurosis and many others, that med i~nd

" did not know how idn have any answer tron theproventive staind
pint. I think that isqite signiflant because the dea has beeh' piot
fbrth that if Amedleie vias turned over to, a group aid' soInhow a
flat fee paid by somebody, and because medical svieM swoul d be6avaik

able abl rat~*- ount 6f i11nsa 'would be prevented. And I take ltyur
- contention that just t6



2650

Dr. Donnrry. Absolutely not; no, sir. Medical service is available;
it has always been available. I think part of the problem is a lack of
education. People know-most of them do-that they can go to a
physician for advice, counsel and treatment, without having to go
through third parties or through groups. In the groups, the responsibil-
ity is divided and a patient may not see the same doctor in two or three
trips a year.

Senator Curris. Are you familiar with the operation of some of
these existing HMO's?

Dr. DORRITY. Yes, sir, and with some of the foundations, which are
about the same in principle and the kind of thing that a lot of social-
izers have been trying to impose on us since about 1930.

Senator Cuwris. How are the doctors paid by these MI1O'sI
Dr. DoRrrY. It depends on the way they are set up. You can set

up these foundations any way you want to, but eventually the doctors
are employees of the foundation. The foundation parcels out the pay
to the various physicians participating. The foundation bills the indi-
viduals and/or the corporations or the unions for whatever this group
of politicians or labor unions or private insurance companies are al-
lowed to charge; payment is made to the foundation and then the
foundation doles it ont to the participating doctors.

Senator CuirxTs. Is it on a salaried basis or a share in the profits
or a combination of bothI

Dr. DORRrrY. Some of them pay both; but it depends on how much
comes in. If they agree that salaries will be divided at a certain level
and there is not enough in the kitty, they can't operate on deficit
spending like the Government; they either have to borrow, or cut
the salaries.

Senator Cums. In the operation of these health maintenance
organizations, does the patient get to see the same doctor over and
over a1ain

Dr. DoRnrry. No, sir; they divide up the time as to who is on duty.
I think it would be the exception rather than the rule if a patient got
to see the same physician on each trip to see a doctor.

Senator Cumis. What position with what hospital did you refer to
in your opening remarks you were associated ?

Dr. DoWrrr. I am chief of surgery at the Methodist Hospital in
Memphis, Tenn.

Senator Crnrs. How large a hospital is it?
Dr. Doiirry. It is about 1,000 beds.
S ator Cuns. Do you have any sort of voluntary peer review in

that hospital and in the environs where you practice meicine ?
Dr. DoPurry. We have always had peer review, Senator Curtis,

where we review doctors' work through our physicians committees,
our utilization committees, our ethics committees, our grievance com-
mittees. This has always been in effect. I have been actively associated
with such review since 1941 and this has never been a problem. We
always have had it. I think it is good to have a peer review where
doctors review doctors and doctors' work for doctors to see how toimprove quality care.

Senator Cuis. What is the difference between having peer review
worked out by the doctors, such as you have experienced and peer re-
view imposed by Federal legislation and---
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Dr. DORrITY. That imposed by Federal legislation would be de-
signed to try to get doctors to control costs of medical care. This is
reviewing doctors for some third party, and Government is the third
party. I think that is wrong-especially to put the burden on the
doctors to control costs of what Government calls health care.

Doctors can render medical care only; doctors cannot render health
care as defined by the World Health Organization for example, which
includes food, clothing, lodging, money in the pocket, mental attitude,
garbage disposal, et cetera. Doctors couldn't deliver this kind of care
even if they wanted to; they can deliver medical care only.

-Senator CuRTs. The way the peer review has been presented here,
I have felt that it was different from the peer review that doctors
and hospitals worked up for themselves.

Dr. DORRITY. We have always had peer review, but since medicare
and medicaid the push has been to force doctors to attempt to control
health care costs, and some of them have mistakenly accepted this
riesponsibility. But this can't be done by the doctors.

Senator CurIS. That is all the questions I have, Mr. Chairman.
The CHAIRMAN. Any further questions? -
Senator HANSEN. Dr. Dorrity, are a number of the members of the

Association of'American Physicians and Surgeons also members of
AMA?

Dr. DORnrry. Yes, sir.
Senator HANSEN. Would you know if it would be generally true

that the American Medical Association consensus would reflect agree-
ment with your statement here today?

Dr. DonRrrn. We would have no way of knowing that, but I think
most of them will.

Now when AMA advocates medicredit, they are not speaking
with, de knowledge and consent of all the doctors. I know many,
many doctors who are opposed to this, some even to the point of say-
ing, "I shall not, will not, pay dues to AMA again for this reason."
Advocates of medicredit accept the premise that socialism is inevita-
ble, and that we have got to learn to live with it. I don't think it is;
I don't think we are w-hipped unless we give up, and I think this is
wrong.

Senator HANSEN. Well, let me say that it is refreshing to have
demonstrated the courage and forthrightness that you have exhibited
here today. I thought you were a vanishing breed. Maybe you are
not. Thank you;Mr. Chairman.

The CIAIRKAN. Senator Nelson 1
Thank you very much gentlemen.
(Statement of Association of American Physicians and Surgeons

presented by Dr. Dorrity follows. Hearing continues on p. 2662.)
STATEMENT 01 THE AssooLzuoiN- or AMUEIAN PHYSIOUzs AND SURGEONS,

Pm Tm Byr Tnous G., DommTr, M.D., Pfsmrm T
SUMMAXT

The AAPS Is opposed to HR-1
FIRST because It increases government spending at a time when local, state

and federal governments are in a financial crisis and cannot stand more abuse.
48% of everyone's earning are presently being spent by government., af
December, 1971 -Srv of Ourun~t BRof by the U.S. Department Of (cm-
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merce which shows government is spending $374 billions out of total income
from all sources for everyone of $854 billions. Government is running the print-
ing presses to cover the difference between taxes collected and money expanded.
Many bankrupt state and local governments are depending upon a bankrupt
central government to save them from bankruptcy.

The accelerated rate of government spending Is briefly outlined In Table I
which Is before you. It shows there has been only a 2% times increase in the
population from 1918 to 1972, but the spending by government has increased
855 times Whereas, total government spending for a. family of 4 in 1918 was
$89.00, expenditures have gone up geometrically so that in 1971 such government
spending was $7,184.00.

In the face of this calamity, President Nixon is asking for $245 billions for
1978 fiscal year beginning July 1, 1972 and a $50 billions debt ceiling increase
to carry out his "New American Revolution." In addition, you are considering
in HR-1 authorizing spending many additional billions which you do not have
and which we fear you will not raise except by more Inflation. Unwise welfare
spending to build political machines is largely responsible for the crisis we
face. The facts are:

Current HEW spending ------------------------------ $58. 063
Request for HBW (budget) --------------------------- 789
Profits of all corporations after taxes ------------------------ 45.0
Defense Department ----------------------------------- 71. 819
Personal savings of everyone ------------------ ------------ 57. 7
Gross expenditures for physicians' services, 1971 ---------------- 14.2
Average expenditures for physicians' services, family of 4 --------- 270.00
Current and proposed Federal deficit (8 year) ------------------ 87.0
'Average deficit for a family of 4 ------------------------- 1, 0. 00

The foregoing facts starkly reveal the enormity of government spending. Peo-
ple living on pensions, savings, and low incomes, pay for this cruel irresponsibil-
Ity on the part of government through higher bills for groceries, clothing, hous-
ing, transportation, medical care, and everything they buy. To divert attention
from the guilt of government 4n failing to discharge its constitutional respon-
sibility of maintaining the integrity of money, it has decreed price and wage
controls endorsed by both major political parties. Government propagand says
producers of goods and services are to blame for the inflation. The medical pro-.
fessional has been singled out and unfairly blamed for inflation in Price Com.
mission's regulations and propaganda. Corporate costs of government. red tape
passed on to consumers is $18 billions which is $4 billions more than gross pay-
ments to doctors for medical care. Wage and price controls can never stop in-
flation because they violate basic economic laws. Blaming corporations and
doctors is merely a smokescreen to hide the government's guilt and deception.
Central government should heal its own sickness of uncontrolled spending-
which is its 'responsibility-instead of interfering in medical care where it is
incompetent and has no proper responsibility.

Promising Utopia as a means of plundering the people for political power In
or outside government to obtain special privilege for particular interest groups
is the cause for Americ46s bankruptcy. The phrase "sound as a dollar" is a
mockery, echoing of unreality. The t Olltical slogan for plundering the Treasury
in past days was "We Only Owe It to Ourselves."

Now it is obvious this is merely political and eeoon Oie demagoguery. The
truth is:

U.S. citsens are prohibited from owing gold,"*
The price of the dollar is fading as the pri~e of gold rises in the world

market.. has
The U.8. has been exporting its domestic budget deficit to the rest of

the w orld. • " ' , . . ..
The U.S. i, suenri a evere balance of payments deficit, the first In

this Century.
The Federal Reserve Bqard hag bi~n running the printing presses and

watering the currency through its so-called monitising of. the public debt.
-It Is xtot i -eontroL Neither Is the U.S. Trea ..ry.

W0e4 it became clear th*t the United States had liquidityvproblemi4 In
. lP,-t],w4Id ,st.rt*4 reacting to the real cris in America--the, dollar

Crw~,-
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The jig Is up. Our gold is gone. Europeans and Japanese have it and
world confidence in the dollar is sagging badly due to irresponsible spending
by U.S. governments. This is the real crisis.

Always in previous Inflations men with big names and fancy titles has assured
the people that all's well. When a foreign economics professor with a 11h. D.
from Cambridge University bearing the Impressive title 6f "Lord" tells the
President of the United States we can spend ourselves rich, away we go! Lesser
celebrities by the thousands Join in the chorus and it bV-.omes believable because
this siren song of something for nothing is the road to political power. Also,
because it is wha; many people wish to believe.

Now is the time to stop and take inventory-not plunge on down the road of
spenlng to certain disaster.

The SECOND reason, is that HR-1 expands Medicare and substantially
nationalizes Medicaid on false premises.

In a Senate Report of this Committee dated February 9, 1970 after stating
and proving that Medicare and Medicaid programs were adversely affecting
health care costs and financing for the general population the staff concluded:

"Unless the rapid and continuing escalation in the cost 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 payments plans."
(underlining supplied)

To say: "Medicare and Medicaid are driving up medical costs for everyone
and unless we hold down on costs, Congress will expand Medlart and Medicaid"
Is absurd!

In a country where we have more. doctors per thousandthan any other major
country In the world government is forcing up medical costs dramatically by
unwise spending such as grants luring doctors into questionable "research,"
away front teaching and away from patient care. Also, pushing the worried-
well into overworked doctors' offices and hospitals by promising care for less than
cost.

Enoch Powell, British Minister of Health 1960-1968 who tried diligently to
make ilitical interference work under Oe Nationalized Health Service now
'thinks England Irreversibly went down the wrong road. He put his finger
precisely op the problem when he spoke to this Association In St. Louis recently:

"When. health care is offered free-of-charge at the point of consunaption or
at les s-tha.n-arket-price at the point of consumption, the demand is literally
unlimited. The conflict is Inherent in the system, and no one can make it work
satisfactorily."

AVe suggest you study carefully his comments in a book A New Look at
Medicine and Politicm.

The 2'111IRD reason for opposing HR-1 is that It would begin a vast new
program authorizing government officials to pay lay dominated organizations
sponsored by labor unions to provide and control medical care for Medicare
and Medicaid patients. Also, it would authorize subsidizing such organizations
with partlcllants under 65 years of age. All this is done under the deceptive
and inaiketable title of "Health Maintenance Organizations." This would seri-
ously undermine the practice of private medicine.

This bill which would cost many additional billions and add to inflationary
pressures is not supported by any substantial facts. Its main support is the
self-serving propaganda of ambitious bureaucrats and a coalition of other forces
dominated by labor union leaders such as the Group Health Association which
has promoted this legislation for years as a step toward nationalization of medi-
cal care. Labor union leaders with only 25% of the labor force In unions under
their control, having reached the practical limits of salary and fringe benefits
which they can extract from corporations and which the corporations, in turn,
can pass on to' the public, are trying to shift the load of medical care fringe
benefits to government. If they are successful In making the shift by nationalls-
i)g medicine, toward which HR- is a long step, this will make employee more
vulnerable to higher union wage demands and assist In organizing more workers.

Advocates 9f, the bill actually admit it is designed to destroy our medical care
system based on a willing exchange economy.

Through HMO'A the bill would authorize arbitrary and unfair discrimination
in ZAPor of doctors pretiin In groups under direction and control by a com-
bInation of labor union and uo 4yernme employees. This would operate against

72-578-72-pt. 5---2

Z5,
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both Individual doctors and groups of doctors not under such direction ana
control.

It would condone bureaucrats imposing controls over any compensation of any
persons providing health services. This would apply to private lItients as well
as those on a government dole. This would violate the Code of Ethics of the
medical profession and, also, would violate congressional promises that bureau.
crats wou'd be prohibited from interfering in medical practice or compensation
for it. (See Section 1801 of P.L. 89-97 and Congressional Debates relating
thereto.)

The House Report says the legislation assumed all individuals are too dense
to find their way around and only groups of doctors under labor unions and gov-
eminent direction should ration medical care and push recipients around as
incompetents.

Astutely, labor union leaders are maneuvering some doctors and lay medical
society executives with a few crumbs, such as grants in aid for Peer Review,
computers, medical foundations, and area-wide planning, to embrace controls
manlp~lated by those labor union leaders and their sympathizers In government.

Sonle doctors practicing in groups on a fee-for-service basis mistakenly believe
they can out-maneuver the labor and government bureaucratic coalition, control
medical practice under a collectivist scheme and continue much as at present.
The labor unionists and government bureaucrats promoting this deception are
pleased that the medical association bureaucrats are taking the bait.

Many Congressmen and some businessmen are being misled to believe that
Health Maintenance Organizations-would:

(1) Prevent medical disorders
(2) Provide better and more care than is being provided, and
(3) Lower costs.

NO EVIDENCE

There is no objective evidence to support such claims.
First, potential additional benefits through preventive medicine are quite

limited. The medical profession does not know how to prevent many disorders
which constitute a high percentage of reasons that patients seek medical care.
To mention only a few, accidents by the millions, primarily with automobiles
related to abuse of alcohol, asthma, arthritis, cardiovascular disease, diabetes,
endometriosis, emphysema, gall bladder disease, malignant skin growths, marital
problems, migraines, neurosis, slipped discs, etc. Man's health is threatened by
drug abuse, smoking, physical Indolence, obesity, and other disorders which go
far beyond traditional services of physicians, dentists, etc. The primary responsi-
bility for health maintenance belongs to the individual, and no trick of legisla-
tion can change this fundamental fact.

Second, the great advances in medicine are applicable to only a small percent.
age of patients. The vast majority of patients seeing doctors want help with the
discomforts of a limited illness, or to learn how to deal with a chronic illness, or
assurance for certain anxieties.

For most of these problems, the personal compassion of a trained physician
free and determined to do his best and not acting under the duress of bureau-
cratle control remains the best medical care. Assembly-line medicine rationed
by an HMO for maximum profit Is not what he wants or needs. After years of
"free" service and the soporific Influence of the welfare state there are a great
many people in England prepared to pay their doctor in order to be properly
'looked after.

The fundamental principle in medicine is "primum non nocere" (in the first
place, do no harm). Others in society could do well by accepting such a basic
principle.

Third, the cost of prepayment per capita group practice Is expensive and will
not lower costs. Kaiser-Permanente is often cited favorably as an example of a
successful HMO. Yet, In the past few weeks, it was granted a 103% increase by
the Prie Commission, a percentage which was added to 8 prior increases for the
immediately preceding 8 years for a total of 88%.

Serious questions are being raised as to advocating increased medical care In
reducing disease, disability anl death. The Impact of medical care on health
seems even less likely to be effective on the poor than on the average person,
since the poor person's health will be more negatively Influenced by poor sani-
tation, poor nutrition, Inadequate housing and generally undesirable living con-
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(litiohls, regardless of any Improvements in medical care that might be made avail-
able to him.

surely, m, ore inflation, which cruelly grinds the poor the hardest, will not aid
[ht1 pmoor itn supplying their inany imetis for better health. It Is a merciless hoax
on li' iwoor to build a lhaltlh Maintenance Organization for unionists and burean-
crals paid for out of dellit finances, which penalizes the poor more than It does
lllyollne e1Sl.

etlueling amd diktving patients and doctors into unionist and bureaucratically
olit rolled colletives, further iburdening doctors with red tape, diverting them by

duress from doing theil best for their patients is wrong. This is a sure way of
lowering medileal care below what it otherwise would be.

hliey It. Garfleld, M.)., I rector of the Kaiser Foundation, said:
4 elIev te choice of aitornative systems, including solo practice, is pref-

erale for Ioth the public and physicians. Any change to prepaid group practice
should lie evolutionary not revolutionary."

We submit that subsidizing one type of practice over the other is revolutionary,
limrfaile. and not. it the interests of patients or physicians.

Tim bill should be stripped of all subsidies and special privileges for per capita
Ire-pimyment grmp practice. Likewise, no subsidy should be added to pay medical

SIK'eties or medical foundations to become policemen for federal government
imelleal programs which cannot work satisfactorily.

We laillud the stand of Governor Reagan, before this Committee, rejecting
nalimnalizattlon of welfare and Insisting that welfare is a state and local respon-
siblilty which should not be pre-en)ted by or surrendered to the central govern-
n1le(lt.

We encourage this Committee to live up to Its constitutional duty and respon-
siIlilty for restraining the bureaucracy before it delivers us to the enemies of
free men by destroying our private capitalistic system.

STATEMENT

TIlE AAP5

Tile Association of American Physicians and Surgeons is a free, independent,
non-governmental, voluntary organization of members of the medical profession.
We are united for the purpose of analyzing our problems and formulating action
to advance and protect time individual responsibility and freedom of doctors and
patients thru time practice of private medicine in a willing-exchange economy.

The Association is nationwide with membership in all 50 states, Puerto Rico
and the District of Columbia. It Is nonpartisan, nonsectarian, and nonsecret in
character.

Tie members are dedicated to:
The ethics of time Physicians' Oath of Hippocrates to which medical doc-

tors have bound themselves for over 2,000 years; and,
The principles of individual liberty, to which the founders of the U.S. of

America pledged their lives, fortunes and sacred honor.
Tile members:

Cherish the free and complete exercise of their best independent medical
Judgment solely in the service of their individual patients;

Will not compromise responsibility to a patient as the result of accepting
money through government;

Guard against intrusions by third parties Into the doctor-patient relation-
ship;

Trust patients to meet their obligations; and,
Otherwise conduct themselves to advance, not retard, the cause of per-

sonal liberty In America.

THE FINANCIAL CRISIS

We are being told there is a health care crisis. And the answer to It Is na-
tionailized medicine with government paying the bill and directing the allocation
of resources, including telling doctors where they should work. HR-i is a step
In that direction. However, there is a real crisis; and it Is that the federal
government is broke; state governments are broke and, nevertheless, refuse to
recognize the truth. Big, monstrous government Is destroying the individual. 43%



2656

of everything everyone earns in this country today is being spent by govern-
ment. Government spending is the primary cause of inflation, which is Increas-
ing at an alarming rate despite government statistics to the contrary. Demands
for increasing government spending for manufactured "crisis" after "crisis"
would, if only met partially, push government spending for the coming year to
over 50% of everything everyone earns.

ACCELERATING GOVERNMENT SPENDING

Any believer in fiscal responsibility by government should be gravely shaken
by the accelerating pace of government spending briefly outlined in the Table
below:

TABLE I

Spending

Federal State and local
Total

Per Per Government,
Population - Total famil Total family per family

Year (millions) (millions) of I (millions) of 4 of4

1913 ................... 95,331 $,970 $28 $2,245 $61 $89
1922 .................. 103 541 3,763 124 5.534 148 272
1932 .................. 124:149 4,266 60 8,171 156 216
1942 ................... 133,402 35,549 400 10,027 288 688
1952 ................. 156 954 71,568 1,648 28,278 536 2,184
1962 ................. 186:656 113.428 2.064 52,811 960 3,024
1971 ................... 210.00 224.00 4,300 150.00 2,884 7,184

Source: Facts and Fi ures on Government Finances Tax Foundation, Inc., 1967, pp. 23. 37, and Survey of Current
Business, December 191

The Table shows that only a 2% times increase in population occurred from
1913 to 1972; but spending by government per family has increased 855 times.
The Dec., 1971 Survey of Current Business, U.S. Department of Commerce shows
the income of everyone before taxes is only $854 billions (p. 10) with government
spending $374 billions (p. 12). Total government spending is 43% of everything
everyone earns before taxes.

President Nixon is asking for $245 billions which includes $78 billions for
HEW alone-a $20 billion increase from 1971 spending.

It billions
Current HEW spending ---------------------------------- $58. 063
Request for HEW ---------------------------------------- 78.0
Profits of all corporations after taxes -------------------------- ' 45. 0
Defense DepartmenL . ------------------------------------- 71.819
Personal savings of everyone ------------------------------- 57. 7
Gross expenditures for physicians' services, 1971 ------------------ 14. 2
Average expenditures for physicians' services, family of 4 ---------- 7270.00
Current and proposed Federal deficit (3 year) ------------------- 87. 0
Average deficit for a family of 4 ---------------------------- 1, 500. 00

1 Survey of Current Business December 1971, U.S. Department of Commerce, p. s-18.
0 New York Times, January 24, 1972, p. 1.
a Survey of Current Business, December 1971, U.S. Department of Commerce, p. 10.
4 Ibid., p. 8-18.
5 Ibid., p. 11.
6 Social Security Bulletin, January 1972, p. 3.
7 Ibid. p. T.
'New York Times, January 25, 1972, p. 1.
The foregoing facts starkly reveal the enormity of government spending.

Government is running the printing presses to monitize the difference bet weenii
taxes and expenditures. People living on pensions, savings, and low incomes, pay
for this irresponsibility on the part of government through higher bills i'ir
groceries, clothing, housing, transportation, and everything they buy. To divert
attention from the guilt of government in failing to discharge its constitutional
responsibility of maintaining the integrity of money, it has decreed price and wage
controls endorsed by both major political parties. Government propaganda says
producers of goods and services are to blame for the inflation. Honest people with
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knowledge of the facts know government is to blame. Every dollar wasted by
government through taxes or through deficit spending cheats the people. Blaming
corporations and doctors is merely a smokescreen to hide the government's
deception.

HR-i

The legislation before you, HR-1, is a conglomerate mess of remotely related
subject matter-which, in itself, constitutes irresponsible legislative activity. It
increases federal expenditures under OASDI; initiates subsidies and special
privilege to certain groups of doctors; assigns those privileged groups the right
to ration hospital and medical care; and furthermore, to profit by limiting the
amount of care provided, provides for subsidizing groups to act as policemen
for IIEW and is another step toward nationalized medicine; provides for build-
ing child care centers; radically changes A.F.D.C. to an income without work
plait called -The Family Assistance Plan," and otherwise increases tremendously
Inflationary spending.

It is so complex that few, if any, can understand its ramifications and implica-
tions. Prudence suggests it be broken into homogenous subject matter, and each
part be considered separately on its own merits, if any. At this stage of wild, reck-
less, irresponsible and inflationary spending another blow to our economy through
an omnibus bill like this is particularly unwelcome.

This spending is being forced upon the American public by a coalition of labor
union leaders, legislators espousing their cause and legislators willing to com-
promise with them. Also, businessmen who are deceived by propaganda and
short term considerations, many government employees in HEW, some University
professors, and agents of government such as Blue Cross, Blue Shield and some
Insurance companies. Included in this group are a few doctors who work on
salary or expect to profit by the arrangements. There are also medical society
executives who have decided to go the collectivist route and similar people who
think the way to get along is to go along regardless of the consequences. All are
too unenlightened to understand the irresponsibility of their actions.

Labor union leaders having extracted the maximum through "fringe" benefits
of hospitalization and physician care hope to shift this load to government and
get more wages from employers. And, of course, this will advance the Interna-
tional Labor Organization's objectives of nationalized medicine along "progres-
sive" lines.

THE OAME OF PRETENSE AND DECEPTION

'rgically, the IU.S. Congress. the Presidency, and the Executive Branch are
caught up in a huge game of deception. The pretense is that government can
deliver Utopia and happiness to the American people if it just spends more money
an(d controls the providers of goods and services. Such deception, of course. is a
way of life to the average director of the federal or state bureaucracy who must
si iind every dollar appropriated or be held in contempt by other office holders
or members of the Legislative Committees having jurisdiction over the subject
matter or-appropriations for it. Principle is being abandoned for the expediency
of "the way to get along is to go along with the deception and compete for
more political power in or outside government to obtain special privileges for a
particular interest group." We are face to face with the reality that our system
based upon the principles of individual responsibility and freedom is being
destroyed by this deception.

The President of the United States calling for a new "American Revolution"
apparently is merely promoting the same old big government scheme of destroy-
Ing the right of individuals to choose how they will conduct their own private
affairs. Obviously, this is not the way to Utopia but the way to regimentation and
control from the top down which is the system that our forefathers fled from to
establish a new free world where the individual was master and government was
servant. The promise of Utopia is bankrupting America. The phrase "sound as
q Inllnr" is n mockery, echoing of unreality. The political slogan for plundering
the Treasury In days past was "We Only Owe It To Ourselves." Obviously. this
is just political and economic demagoguery. The truth Is:

U.S. citizens are prohibited from owning gold.
The price of the dollar is fading as the price of gold rises in the world

market.
The U.S. has been exporting its domestic budget deficit to the rest of the

world.



2658

The U.S. is suffering a severe balance of payments deficit, the first in this
Century.

The pretense that the Federal Reserve Board could monitize the public debt
and bring prosperity through inflation is exposed for the fraud that it is.

The Federal Reserve Board Is not in control.
When it became clear that the U.S. had liquidity problems in 1969, the

world started reacting to the real crisis in America-the dollar crisis.
The jig is up; our gold is gone; and the Europeans and Japanese have it.
Foreign banks now are in control of the situation.

Always, In previous inflations, men with big names and fancy titles have as-
sured the people that all's well. Is it any different now? Apparently not! Take
a Professor of Economics with a Ph. D. for instance, he Is supposed to know what
he is talking about. Have him identified with a famous Institute of learning,
such as Cambridge University, and then have his government bestow on him the
impressive title of "Lord." Now let this man tell the President of the United
States that we can spend ourselves rich, and away we go? Somewhat lesser celeb-
rities by the thousands Join in this chorus-take up the same theme--and it
becomes believable.

Believable? Why? Because this siren song of something for nothing Is what
many people wish to believe. Their beliefs are formed by others as they join the
parade that promises the most for the least exertion. "The great bulk of people
infinitely prefer the continuance of a problem which they cannot explain to
an explanation which they cannot understand."

If the debauchery of Inflation Is not to repeat itself In the United States, how
nre we going to stot) the current plunge into dlsliter? The answer Is clear: Only
when there is an effective consensus favoring a reversal In government spending.
This will come only when it Is understood that the responsibility of government is
not to insure welfare, security, prosperity, by pushing individuals around as
political puppets of a bureaucracy drunk with power, but its proper role is to
invoke a common Justice by acting as an impartial referee among citizens free
to contract among themselves and defend against foreign aggression so that re-
sponsible individuals can be their own masters and live with dignity in peace.

NOW IS THE TI~iE TO STOP

If we do not want to commit national suicide, the place to start is by stopping
the additional subsidies and regimentation contained in HR-1.

MEDICARE AND MEDICAID

A report of this Committee dated February 9, 1970 states:
"The .Medicare and Medicaid programs are In serious financial trouble. The

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

The Senate Finance Committee staff submitted evidence to prove these
assertions.

People were promised medical services would be paid for them by govern-
ment, even though individually they would not have sought the medical care if.
they had had to pay for it themselves. Yet. the Committee staff after saying Medi-
care and ,Medicaid are causing the cost of medical care to go up for the general
population, conclude:

"Unless the rapid and continuing escalation In the cost of health care are
moderated, the Congress may reasonably anticipate increasing pres.sures. upon
it to extend the Medicare and Medicaid programs to encompass large segments
of the population not now covered under these public health payment plans."
(Italic supplied)

Let's examine this logic. The syllogism: "'Medicare and Medicaid are driving
up medical costs for everyone-unless we hold down on costs, Congress will
expand Medicare and Medicaid," Is absurd!

Enoch Powell, British Minister of Health 1960-1963 who tried diligently to
make political interference work in England under the nationalized health serv-
ice. now thinks England Irreversibly went down the wrong road. He put his
finger precisely on the problem when he spoke to this Association in St. Louis
recently:

"When health care is offered free-of-charge at the point of consumption or at
?eA-thqn.market-nrice at the point of consumption, the demand Is literally nn-
limited. The conflict is inherent In the system, and no one can- make it work
satisfactorily."
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SUBSIDIZING PER CAPITA PREPAID GROUP PRACTICE

(Health Maintenance Organizations-HMO's)

Despite the fact that Medicare and Medicai( are wasting billions of dollars
and cannot lie made to work satisfactorily because they are encouraging unlim-
ited demand, the legislation calls for subsidies to closed panel per capita pre-
payment group practice. This scheme is deceptively given a more marketable title
of "Health Maintenance Organizations." Advocates of nationalized medicine have
l)rolnoted this concept since 1927. Its roots go back to Bismarck and the 19th
Century long before modern medicine.

This subsidy is particularly objectionable since it undermines the practice
of private medicine and is of highly questionable constitutional validity. When
the medical profession In 1965, and before. vigorously protested that Medicare
would p'-ovide the basis for interfering In the practice of private medicine Con-
gress undertook to allay those fears by the following prohibition in the law:

"PROIIIITION AGAINST ANY FEDERAL INTERFERENCE"

"Nothing . . . shall be construed to authorize any federal . . . employee to
exercise any supervision or control over the practice of mediine or . . . com-
pensation of any ... person providing health services.. ." (Section 1801 of P.L.
89-97)

Despite such clear and reassuring language, the Department of Health, Edu.
cation, and Welfare has Issued regulations; and through its Blue Shield. Blue
Cross and nominally private insurance company agents, Is doing what the law
makers said would be prohibited.

Individual physicians practicing ethical medicine have been harassed, dis-
missed from medical staffs and had their patients notified by government agents
the compensation they are charging is unreasonable even though this was untrue.
To right such Injustices, a physician would have to stop caring for patients and
spend months fighting through political red tape before even hei rg allowed
access to the courts. Then the calloused federal bureaucracy with unliited re-
sources makes it grossly unfair to obtain justice. Many physicians are stopping
private practice or considering doing so. rather than submit to such Insults.
Others are abandoning care of patients and seeking government or salaried
jobs In business. Meanwhile, overworked doctors remaining in practice are being
forced to turn away new patients. The House, rather than protect the practice
of private medicine and insist on a hands off policy by the bureaucracy, is plung-
ing on Into more controls and says In the Report of the House Ways and Means
Committee that:
"a serious problem in the present approach to payments for services in the
health field . . . either by private patients . . . or government is that...
there is an economic Incentive . . . of providing more services . . that may
not buessential . .

Thus, the House Is saying it not only intends to continue to condone bureau-
cratic harassment of physicians, but It intends to interfere deliberately with
payments by private patients.

Additionally, the House Committee says:
"A second major problem Is that ordinarily, the individual must largely find

his own way..."
It then complains:
"No one takes responsibility . . . for determining the appropriate level of care

in total and foreseeing that such care, but no more, Is supplied."
The Committee goes on to say:
'"The pattern of. operation of Health Maintenance Organization's that pro-

vide services on a per capita prepayment basis lends itself to a solution of both
of these problems...

"Because the organization receives a fixed annual payment from enrollees
regardless of the services rendered, there is a financial Incentive to control costs
and to provide only the least expensive service...

"Moreover, such organizations take responsibility for deciding which services
the patient should receive and then see that those are the services he gets."

This is saying government Is going to subsidize doctors arbitrarily who prac-
tice in groups under government dictation and control against Individual doctors
and groups who do not submit to government interference. The subsldy Is to
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provide a profit to such groups which hold down .ervhves below what paitients
would receive if they paid doctors privately.

This raises serious questions---:
First, Judging from the inordinate expenditure of public funds to enroll people

over 65 In Medicare and the forcing of insurance companies to drop policies for
people who could afford them, the bureaucracy will flood the country with-propa-
ganda to sign up with prepaid groups.

Second, how is a patient going to fare in trying to get Justice from a bureauc-
racy that has paid a group of doctors to profit by not giving the patient the care
he thinks he needs?

Third, have we come to the point of doubting the capacity of normal individ-
uals in this country to find their way around? If so, then surely our system is
doomed, since it relies on ordinary individuals' electing members of Congress.
If it can't do one, surely it.can't do the other.

Fourth, is it fair for government to reward subservient doctors practicing in
groups against independent doctors practicing either in groups or individually?
Who gave government authority to do this?

Fifth, is it fair for government to give a subservient group of doctors a profit
to ration care to patients?

DESTRUCTION OF OUR MEDICAL SYSTEM

We call your attention to the fact that recently in hearings on S-1182 "The
Health Maintenance Organization Assistance Act of 1971" unequivocal state-
ments were made by spokesmen for labor union leaders that they intend to
destroy the United States system of medicine. The United States system is a part
of a willing exchange market economy that has grown naturally in the United
States without central government interference.

Senator Kennedy in opening the hearings on S-1182 said:
"Tho real challenge to us ... lies in creating a new system of health

delivery ..
"We need legislation which reorganizes the systern ... Is going to take a

drastic overhaul of our entire way of doing business in the health care field. ....
"This Committee intends to report out legislation designed to change the health

care system."
In that hearing labor union leader Melvin A. Olasser said:
"We believe it is concisely important that the system of the organization and

delivery of the health system in this country be reconstructed."
The spokesman for the Group Health Association of America, which is a part

of the labor union movement, said:
"Appropriate physicians must be convinced to give up their current practices

and to make change."
11r. Glasser was delighted with the hearings. He said:
"Our stake in them is substantial. Two years ago President Nixon recognized

the growing health care danger when he said and I quote-'We face a massive
crisis . . .1."

Mr. Glasser added:
"The cornerstone of the Administration's program . . . is the Health Main-

tenance Organization. The President's health message: and the testimony of
Secretary Richardson and Assistant Secretary DeVale warms the hearts of
many of us who, for a number of years, have been pointing to the advantages of
prepaid group practice, . . ."

Mr. Glasser admits the program Is economically unsound but, nevertheless,
intends to get more than it earns. He said:

"In any number of communities where we have attempted to develop Prepaid
Group Practice we found that.., the economics of the industry .. . would
not provide sufficient premiums to cover the cost of the HMO program."

Mr. Glasser made a comment which is quite important in the light of what
labor union leaders are planning for HMO's. He said:

"I don't believe the Administration's spokesmen and those of us who have
associated with Prepaid Group Practice over the years have the same under-
standing of principles."

One of the principles that they believe in is:
"... the elimination of the fee system . . . accomplished through a salary

arrangement. . . ." (See Group Practice and Prepayment of Medical Care,
p. 20).
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MEDICAL SOCIETIE8 BEING DECEIVED

Tragically, medical organizations are taking the bait of subsidies for Health
Maintenance Organizations which are now being paid out by HW. So-called
Medical Care Foundations are being organized by some Medical Societies os-
tensibly to outrun the labor union organizations In qualifying for HMO subsidies.
Gerald Besson, M.D., consultant for HEW, and formerly President of the Santa
Clara County (California) Medical Society, told the American Association of
Medical Society Executives In New Orleans a couple of month ago that $800,000
had been available in 1971 for "Experimental Medical Care Review Organiza-
tions" (EMORO).

He added $2 million would be available in fiscal 1972. He then said:
"If the private sector is to retain any measure of control over its destiny, it

will have to be done by all taking the hard road.You execs have a key role to play
In the months ahead. You have to inform your societies, get them to commit them-
selves to their new professional roles and show them exactly what needs doing.

However, Dr. Besson's encouraging the Medical Society executives to embrace
HMO's doesn't square with what the labor union leaders are saying. The Group
Health Association of America spokesman said in the hearings on 8-1182:

"It would be a rather simple and tragic thing for a group of doctors to band
themselves together, draw up a prepaid scheme, offer limited services labeled
comprehensive, charge regular premiums, set execessively high fees, and call
themselves a Health Maintenance Organization."

Obviously, labor union leaders have no Intentions of allowing this to happen
and with the HEW being sympathetic to union demands, it isn't apt to happen
now or later. For example, GHAA said:

"There Is always the possibility that a part time physician may favor his pri-
vate practice patients over his prepaid enrolled Health Maintenance Organiza-
tion patients .... Great care and constant vigilance is necessary to insure that
the administrative and financial arrangements under which the physicians serve
the HMO's ... conduce to wholehearted fulfillment of this commitment, and that
the arrangement in no way make possible-much less provide incentive-to dis-
crimination against the Health Maintenance Organization membership."

Clearly doctors will be subservient to unionists and bureaucrat dominated
HMO's or will stand by while such organization seduce their patients with public
funds.

PUVLENTIYE MEDICINE

HMO's are being sold on three other premises. That they will:
(1) Prevent medical disorders;
(2) Provide better and more care than Is being provided, and
(8) At lower costs

NO EyIDENCE

There is no evidence to support such claims.
First, preventive medicine is greatly oversold. The medical profession does

not know how to prevent many disorders which constitute a high percentage of
reasons that patients seek medical care. To mention only a few, accidents pri-
marily with automobiles related to abuse of alcohol, asthma, arthritis, cardio-
vascular disease, diabetes, endometriosis, emphysema, gall bladder disease,
malignant skin growths, marital problems, migraines, neurosis, slipped discs,
etc. Man's health Is threatened by drug abuse, smoking, physical indolence, obe-
sity, and other disorders which go far beyond traditional services of physicians,
dentists, etc. The primary responsibility for health maintenance belongs to the
individual, and no trick of legislation can change this fundamental fact.

Second, the great advances in medicine are applicable to only a small percentage
of patients. The vast majority of patients seeing doctors want help with the
discomforts of a limited illness, or to learn how to deal with a chronic illness,
or assurance from certain anxieties.

Por moat of these problems, the personal compassion of a trained physician
remains the best medical care. Assembly-line medicine rationed by an HMO
for maximum profit Is not what he wants or needs.

The fundamental principle in medicine Is "primum non nocere" (in the first
place, do not harm). Others in society could do well by accepting such a basic
principle.

Third, the cost of prepayment per capita group practice Is expensive and will
not lower costs. Kaiser-Permanente is often cited favorably as example of a
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successful lIMO. Yet. in the past few weeks, it was granted a 10.3% Increase
by the Price Commission, a percentage which was added to 3 prior increases
for the Immediately preceding 3 years for a total of 38%.

Serious questions are being raised as to advocating increased medical care
In reducing disease. disability and death. The impact of medical care on health
seems even less likely to be effective on the poor than on the average person,
since the poor person's health will be more negatively influenced by poor sanita-
tion. poor nutrition. inadequate housing and generally undesirable living con-
ditions, regardless of any Improvements in Medicare that might be available to
him.

Seducing and driving patients and doctors into unionist and bureaucratically
controlled collectives, burdening doctors with red tape. subjecting them to duress
so that they shrink from doing their best for patients Is wrong. This may gain
temporary political power for the few,, but it is a sure way of lowering medical
care below where it would otherwise be.

Dr. Mark S. Blumberg. Corporate Planning Adviser to the Kaiser Ilealth
Foundation Plan, recently said:

"If we think national health Insurance is going to wipe out the rich-poor
gap as far as health is concerned, we are loading the system with an impossible
goal."

Sidney R. Garfield. M.D., Director of the Kaiser Foundation. said:
"We believe the choice of alternative systems, including solo practice. Is

preferable for both the public and physicians. Any change to prepaid group
practice should be evolutionary not revolutionary."

We submit that subsidizing one type over the other is revolutionary, unfair
and not in the Interests of patients or physicion.n

Passage of IHR-1. as written. will:
Add to Inflation :
Increase costs of medical care:
Provide federal funds to strengthen a labor union federal employee

bureaucracy ;
Discriminate against doctors caring for patients Independently and in

accordance with their best independent Judgment:
Lower the quality of performance of the medical profession:
Deprive needy citizens of the best opportunity for Improving their health.

The bill should he stripped of all subsidies and special privileges for per
capita prepayment group practice.

PSRO

Pending Amendments to pay medical societies or medical foundations to become
policemen for federal government medical programs should not be adopted.

INCOME WITHOUT WORK

(Administration's Family Assistance Plan)

We applaud the stand taken by Governor Reagan of California before this
Committee In rejecting nationalization, and in insisting that welfare Is a state
and local responsibility which should not be pre-empted by or surrendered to
the central government.

We encourage this Committee to live up to its constitutional responsibility
to resist the bureaucracy.

The CIrAIrTMAN.. Now. I am rather proud to Dresent the witness for
the Louisiana Medical Society, Dr. Edward M. Harrell. Dr. Harrell
has impressive credentials and I would like to ask the reporter that
his background be printed in the record at this point.

(The biography of Dr. Harrell follows:)

BIOGRAPHY OF EDWARD 'MCLEOD HARRELL, M.D.

Born February F. 1914
B.,. Degree, University of Georgia, Athens, Ga. 1935
M.D. Degree, Tulane University 1939
Internship Charity Hospital, New Orleans, La. 1939-1(41
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Residency, General Practice, II. P. Long IIosptal, Aleandria, La. 1941-11,42
U.S. Army Medical Corps 1942-45. Discharged as Lt. Colonel.
Residency, H. P. Long Charity Hospital 1945-46
Organizing Board Member, Lafayette General Hospital, Lafayette, La.
Chief of Medical Staff, Lafayette Hospital 193
President, Lafayette Parish Medical Society 1962
President Louisiana Academy of General Practice 1964
Member, House of Delegates 1955 to 1970 (Louisiana State Medical Society)
Vice-President, Louisiana State Medical Society 1965-69
Member, Southern Medical Association
Private practice of Medicine, Lalfayette Louisiana, 1946 to present.
President, Louisiana State Medical Society, 1971-72

The CHAIRMAN. Doctor, we are pleased to have you and your asso-
ciate here today.

STATEMENT OF EDWARD M. HARRELL, M.D., PRESIDENT, -LOUISI-
ANA STATE MEDICAL SOCIETY, ACCOMPANIED BY PAUL PERRET,
ASSOCIATE SECRETARY-TREASURER, LSMS

Dr. IHARRELL. "Mr. Chairman and members of the committee, I am
Edward M. Harrell. M.D., a family physician from Lafayette, La.,
and the President of the Louisiana Mfedical Society. I am a past presi-
dent of the Louisiana Academy of General Practice, now known as
the President of the Louisiana Medical Society. I am a past president
of the Louisiana Academy of General Practice, now known as the
Louisiana Academy of Falily Practice.

Accompanying me is Mr. Paul Perret, Associate Secretary-Treasurer
and Pumb1ic Relafions Director of the Louisian Medical Society.

Let me begin by thanking this committee for giving me the oppor-
tunitv to Present some of the views of tie Louisiana State Medical
Sociey on how medicare and medicaid programs can he improved
and a miumber of sections of H.R. 1, the Social Security Amendments
of 1972, that are of particular concern to the members of our society.

Ift 1970, the Louisiana State Medical Society presented a written
statement to this committee. on certain sections of H.R. 17550. Manv
of the"e sections are in H.R. 1 and there are also others that I woull
like to discuss with you today.

I will attempt to limit m, remarks to those sections of I.R. 1 deal-
ing with health and the phy-sician's role and concern as the principal
provider of health care. The Louisiana State Medical Society, through
special committees, has carefully studied this bill, as well as the many
othe s concerned with the various national health insurance proposals
now before the Congress. The views that I express today will repre-
sent those of the overwhelming majority of our more than 3,300
l)hysician members in Lousiana.

When I speak on the subject of peer review, peer review organiza-
tions, professional service review organizations, as provided for in tile
Bemett amendnient, and catastrophic illness coverage, you may find
that what I say is in conflict with positions taken by the AmericanMedical Asociation. However, if you have ever attended a meeting
of the Louisiana. State Medical Sbcietv House of Delegates, or the
American Medical Association House of 1)elegates, you will not. find
this unusual. As the chairman of the committee knows, groups in Loui-
siana, while for the most part go along with their national organiza-
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tons, reserve the right to present different views and proposals when
they feel they are right although they might even represent a minor-
ity viewpoint. No one has ever accused our society of being a silent
majority.

The first item
The CHAIRMANX. If I ever accused you of that. I take it back.

[Laughter.]
Dr. H.ARRELL. Thb first paragraph which I would like to discuss

concerns the Health Maintenance Organizations, section 226.
The Louisiana State Medical Society believes that competition is

good amongst the legitimate providers of health care and that there is
nothing wrong with health maintenance organizations that are ethi-
cally operated within the framework of the competitive marketplace.

However. H.R. 1 strongly endorses HMO's and provides Federal
economic incentives for their operation.

The IfO concept has existed for years as witnessed by the various
Kaiser plans. the HIP plan in New York and the Stanocola plan in
Baton Rouge. La.: and that., incidentally, has existed since 1928. and
for specifically the employees of the Standard Oil Co. in this area.

The fact. that these, pins have not. grown at the same rate as private
insurance plans or the Blue Cro.;s/17tue Shield plans indicates pulblic
reluctance to accept. them. The old adage that "if you build a bettormousetrap, people will beat a path to your door" holds true also for
systems of delivering health care. Thmi.s has not proven to b the ease
ini Louisiana where it has become necessary for the Stanocola plan
to extend the eligibility requirements for participation in the plan
to the married children and even grandchildren of those who were
originally eligible in order to get, enough people in the plan to make
it actuarially sound, which should be in the area, I am told, of about
30.000 participants.

The proponents of ItMO's argue that by virtue of their contractual
assumption of the responsibility foray defined range of services at a.
negotiated per capita- rate allov%-s then wide latitude, subject. to legis-
iation and regulations, in making heir own professional decisions,
establishing priorities for patient care and exercising self-discipline
to assure the adequacy and quality of services provided.

While no one will argue with the ('oncept of "better for iss." tie
proponents of HMO's fail to point out that any l)rorialn of health
care must be based on fiscal soudness. A fixed-price contract for serv-
ices and the amount of services that cannot he filly predicted cold
possibly result in the type of cost, cutting that Wold he to tile dis-
advantage of the patient.

The Louisiana State Medical Society must. regard the lIMO con-
cept as only one experimental lan to e corage innovation in the
organization and delivery of health care services. Th'lJe Lodisian. State
Medical Society strongly" favors innovations pioviding high qualitv
medical care at reasonable cost for all segments of the population:
however, this must be within the f rame work of the competitive market-
place with no system receiving Federal subsidies that would discrim-
mate against tie private, fee-for-service concept for the d(,livery ofhonmo care.

For the information of the committee. I am attachingr a. exhibit. A to
my testimony a special issue of "Capsudes," the Louisiana State .Mledi-
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('al Society newsletter, )ublished in June of 1971, outlining our views
in greater depth on health maintenance organizations.

The next. paragraph which I would like to discuss is section 224.
Limits on prevailing charges.

Senator (URTIS. May I ask you before that, are you supporting peer
review 

0

Dr. HARRELL. We are doing peer review.
Senator CURTIS. Are you stl)porting it in the Bennett. aiien(Ient

in this bill'?
Dr. IlA.mmaL,. No, sir, we are not supporting it. because it does not

come in this category. We strongly, as I will mention later, we strongly
oppose the Bemett amendment. and our house of delegates has (Jis-
cussed this at. length at a special meeting called to discuss this par-
ticldar element. They have voted almost unanimously not. to supl)ort
the Bennett amendment or the pro section of the medicredit bill, which
also is contrary to the AMA policy.

Limits on prevailing charge levels-this is a statement here which
I am sire you are familiar with: it is academic since. it has been iml)le-
mented by the Bureau of Health Instrance so I will go rapidly over
that since the hour is late. I vottld like this submitted for the record of
time committee .

We also stated in our previous statement to tie Finance Committee
that, if Congress in its wisdom determines that this Nation should lave
overall wage and price controls, the medical profession would gladly
concur that an increase in customary charges prevailing in a locality
should be tied to the cost-of-living inc'lex.

Gentlemen, I point.this out for two reasons: First, it. is niot always
the laws enacted by the Congress that give us time most trouble but the
regulations issued to imi)lement the laws. If, by regulation, one section
of an passed law can be fully implemented, then is it. not possible
that the same could be. done fo other sections of the law without tile
approval of the Congress?

h'll second point I would like to make here is that the medical
profession was subject to the same discrimination in the phase II
economic guidelines issued by the Price Commission. TIhese regutlatiois
limited l)hysicians to a 2.5 percent increase factor when other l)rofes-
sions were'left unregulated and just about everyone else was rivei a
).I percent or higher margin to work with. While medicine is a p"
fession and must always remain a profession, it is governed by tile
same fundamental economic laws as business. All we ask is that we
be afforded equal treatment and not be singled out for special treat-
ment because of the nature of our profession.

I will go to amendment No. 822) to I.R. 1 and discuss in detail
this item.

Senator Bennett has proposed an amendment No. 82-3 to 11.R. 1
that, is quite similar to the amendment he proposed to H.R. 17550.
calling for the establishment of professional standards review organ-
izations. In addition, several represeuttatives have introduced similar
legislation- and I am sure voi are familiar with the goal of this
larticlllar legislation so I will pass that.

We do oppose the Bennett. amme dment.
Tile Louisiana State Medical Society shares the conern of Senator

Benniett and other Congressmen with the quality amd cost of health
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care. We ful ly support. internal IPer review as is now being done, by
our hospital tissue committees. litilization review committees. other
hospital committees and local and State medical societies. This is
quality peer review at no cost. to the consumer. However, the Bennett
amendment. to II.R. 1 as we read it is concerned with review for
economic puiposes. There is no question that proposals such as this
are intended to put the brakes on spiraling health care costs and, if
passed. would make. the doctors the scapegoats.

'here are otler reasons why we are concerned about the various
PSRO and PRO proposals. Perhaps foremost is the issue of confiden-
tialityv of medical records. This has become quite an issue in our society
and we believe that. if any national review program be, adopted by
the Congress we have no d'oul)t that medical reerds would no longer
be confidential. We can state. this with authority because medicare
through its fiscal intermediary Blue Cross, is already demanding
entire medical records for.review. before paying claims,'entire photo-
static records. even when there is not the slightest hint of any irregu-
larities in treatment or suspicion of fraud.

To protest this intrusion on the innermost privacy of our patients,
the Louisiana State Medical Society introduced a resolution at, the
clinical convention of the American Medical Association in New
Orleans in November 1971, condemning this practice. Our society be-
lieves that all the information any insurance company or Go ern-
ment agency nee(s to pay a claim is the information contained on the
face sheet. of the hospital'reeord and this is more or less a summary and
at times a brief narrative summary of the case. There is no need what-
soever to make available to third parties progress notes, personal obser-
vations. et, cetera, of the physician and nurses because these may con-
tain information that should not, l)e made known to his insurer or
anyone else, except the patient or his family. The patients who fre
aware of this consider it ant invasion of their privacy and perhaps their
rights.

A copyv of the Louisiana State Medical Society resolution on this
subject that was presented to the AMA is attahe'd as exhibit C.

The Louisiana State 'Medical Society tried to assist one of our small
hospitals. one in particular, a small hospital. St. Joseph Hospital in
Thil)odaux. La.'. that refused to release their records and almost was
forced out of business. This was a small hospital operated by the
Catholic sisters and a small amount of money, $65,000 and to this hos-
pital it. represented quite a bit: and Blue Cross demanded an entire
photocopy of thw records and whel it. cane to a showdown they with-
drew medical support and in the end the sisters had to furnish the rec-
ords, under protest, or not. receive the funds which they had already
(arneld. so to speak.

'I'lhere was no question of fraud or improper treatment or any legal
(qilestion involved in this instance.

Not only small hospitals but some of the large hospitals also have
had problems and I attach hereto a letter from the Ochsner Founda-
tion Hospital dated .allumary 19, 1972. a(ldressed to Mr. Durel Russell,
Blue Cross, Xew Orleans. and it goes into great detail about the prob-
lems this hospital, which is one of the very fine institutions and has



tried to conform to the letter and the spirit of the law, and tlaey have
had no end of problems.

This is attached for your information.
Tile thing that no PSRO or PRO or similar peer review organiza-

tion can ever do is draw the fine line between the science of medicine
and the art of medicine. There is no way that a computer or clerk can
take into account that each person is different, each illness is different
and the individual professional judgment of the physician must apply
to each case.

As I have said before, we do not object to true peer review if it. is for
the purpose of improving the quality of care. There are already suf-
ficient laws on the books to protect the Government against fraudulent
acts by physicians and other providers of health care.

There is a section concerning the tax study on l)hysicians' returns
and, I might add. that the summary of the Internal R1evenue Service
was 99 percent of the actual receipts were correctly reported, just, to
summarize briefly.

Gentlemen, the point I am trying to make is that PSRO and PRO
organizations are not going to save the Government or the consumer
from spending unnecessarily on medical care. In the long run, they
will only add to the cost of medical care and, incidentally, I have
tried to find Senator Bennett's recommendation of the cost 6of imple-
mnenting his amendment and nowhere have I read estimates of the
costs to the consumer of this particular amendment.

The CHAIrB A. I can give you that right now: The estimated cost
is $60 million.

Dr. HARRELL. $60 million. I have not run across that figure. Sixty
million dollars.

The present PRO and PSRO proposals call for these programs to
be administered by contracts with State medical associations. The
members-four society are so opposed to such an arrangement that the
Louisiana State Medical Society House of Delegates passed a resolu-
tion prohibiting our society from entering into any contractual ar-
rangements with the Federal Government for this or any other
purpose, and that was the end as far as this particular item was
concerned.

Section 229, the authority of the Secretary to terminate payments
to suppliers of services-the Louisiana State Medical Society again
protests the inclusion of this section in the bill. It would give the Sec-
rotary of HEW the authority to appoint one or more "program review
teams" in each State to be composedof groups representing consumers
of health services, State and local professional societies, intermediaries
and carriers utilized in the administration of title XVIII benefits.

We fully agree that the Secretary should have the authority to ter-
minate payment to suppliers of services for fraud. false statements,
and misrepresentation of any material fact used in making applica-
tion for payment. However, we strongly feel that program review
teams, because of their composition, would not be in a position to make
valid medical judgments. In addition, it is questionable that the cost
of maintaining and supporting such an operation would come any-
where near what might be saved. We firmly believe the systems pres-
ently available and in operation in our hospitals are adequate to satisfy
the intent of this section of H.R. 1.

2667
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SECTION 273. TH[E CI[IROPRAGTIC STUDY

H.R. 1 calls for another study of including the services performed
by chiropractors in title XIX and the extent of their services that
should be allowed under part B of title XVIII. As you will recall,
there was a very detailed in-depth study in 1968, I believe, when Mr.
Wilbur J. Cohen was Secretary of HEW, and the summary of that 2-
year study by a blue ribbon panel stated that chiropiractic theory
and practice are not based ulon the body of scientific knowledge re-
lated to health and, briefly, they recommended that the chiropractic
serVices not be covered in medicare: and we believe this is just as valid
today as it was in 1968.

PAYMENTS TO PATIENTS INDER MEDICAID, TITLE XIX

To summarize this, I know the hour is late and the time is short-
we request. the same billing options for title XIX patients as we (to
and have been given for title XVIII patients.

The list item that I would like to discs is the catastrophic illntss
amendment.

As I mentioned in my earlier remarks, our society has devoted con-
siderable time to studying the various national health insurance pro-
posals now before the CoNigress wherein we accepted Chairman Long's
invitation to appear before your committee; he had not yet introduced
catastrophic illness insurance amendmentto H.R. 1. though it has
been widely reported in the press that he intended to do so. Because
of this, we welcome an opportunity to make some 'eneral comments
on this amendment, based on our study of his previous catastrol)hic
illness insurance bill.

The ChIAIRMAN. Doctor, my catastrophic proposal has been
introduced in a bill, S. 1376.

Dr. HARRELL. Introduced in 1971, yes. Is that the one?
The CIAIR-MAN. Yes.
Dr. HARRELL. We have that in great detail and I would like to

elaborate on that.
The CHAIRM3A.,. Thank you.
Dr. HARRELL. I believe in considering plans of this type we should

assess first is there a genuine need; second, can the need be fulfilled
.with presently available health manpower and resources. That is very
important as to cost.

There is no doubt in my mind that catastrophic illness insurance
should be made available to all people regardless of their past health
history. All but the very wealthy can be bankrupted b" a catastrophic
illness. Of course, the term could perhaps be redefined-I mean, what
might be catastrophic to me may not be catastrophic to someone else.
It is only fair that a person who has worked hard and tried to save a
little for his old age should not have to live with the fear of losing
everything because he or a member of his family is struck with a
catastrophic illness. Therefore, I believe a genuine need exists for this
coverage; there is a need for this type of coverage.

Because many people now have catastrophic illnesses and are being
cared for, the universal availability of catastrophic illness insurance
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should not place any great new demand on manpower but as far as
the hospital facilities and the nursing home facilities that is another
question that perhaps it would throw an additional load on these if
it were financed by the Federal program.

I don't think we can expect any abuse from the consumer on this
particular thing because they do all they can to prevent this particular
type of illness.

Physicians do not claim to be experts on cost of governmental pro-
grains. When the great medicare debate was going on a few years
ago, the AMA estimated it would cost twice as much as its backers
satid it would. Of course, physicians were accused of using scare
tactics and, as it turned out, most of you who are familiar with the
program realize it costs considerably more than was estimated and
just about what the AMA estimates projected.

I have a summary of the cost of the various health programs and
I will round those out to the nearest $1 billion since they are estimated:

The Kennedy plan, $59 billion. I suspect it might cost considerably
more than that.

'T'he Javits bill, $41 billion; health insurance industry, $7 billion;
AMA Medicredit, $6 billion; Pell-Mondale, $4 billion; and the Long
catastrolhic amendment, $3 billion; the Nixon administration bill,
$2 billion 600 million.

Assuming that the costs will be considerably more than projected,
these are items that we should consider; cost items are an important
item and without proper planning of these programs, a coordination
of effort, wecould possibly end up with a less satisfactory health care
system than we have at the present.

One of the things the Louisiana State Medical Society did in study-
ing the viarious national health insurance proposals was to draw up a
group of basic criteria which I have listed in detail : (1) There should
be established a basic combination major medical and catastrophic
insurance policy; (2) this policy should be sold by the private insur-
ance companies of America and purchasable by individuals on a
voluntary basis; (3) this policy should be available to all citizens
regardless of prior health history and should be noncancellable and
guaranteed renewable; (4) this policy should have coordination of
benefits, coinsurance and deductible features; (5) this policy should
provide benefits for both inpatient and outpatient care; (6) there
should be established a health insurance committee composed pri-
marily of professional health insurance actuaries and practicing
l)hysicians to determine or formulate the scope of the benefits, the
schedule, the schedule of benefits and the coinsurance and deductible
features and this in no way implies a fixed-fee schedule; (7) premium
costs should be paid by the Federal Government in total for the poor
and in part for low-income groups; (8) an identifiable, visible tax
should be imposed by the Federal Government to dover its premium
payment costs; (9) all coinsurance, deductibles and costs in excess of
benefits sliould be borne by thi. insured; (10) in order to protect the
quality of medical care in this Nation, the act must specifically pro-
vide, and we list a number of freedoms. One is the freedom of patients
to choose his physician which is elementary but not always present
in some of these plans.

Ts2-573-72-pt 5-20
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It also provides that the physician should be able to decide whom
he will treat, what particular types of illness he will treat, except in
emergencies.

Freedomn of the physician to choose the method of treatment of his
)atients consistent w:ith good medical practice in his locality.

Freedom of the physician to practice in the geograplhic location
of his choice. This, we think, is basic to our American free choice of
where you want to live and l)ractice and work.

Freedom of the physiciann to admit his patients to a hospital for
treatment under the continuing concel)t that this is the sole pre-
rogative of the )hysician, consistent with the official policy of the
hospital medical staff and irrespective of race, creed, color, or'political
belief.

Freedom of the physician to have the right, of direct billing, the
right to determinee tfie method of receiving payment by which he
would prefer to be paid. Fee for service, we thiink, should be pre-
served because that is probably the least. expensive and most satisfac-
tory to all patients concerned.

I believe you can see from the foregoing that the chairman's l)ro-
posal for a catastrophic insurance plan nieets many of these criteria.
Our society, I am sure, would be happy to work w[ith Senator Long
and others in drawing up a plan incorporating these standards.

Mr. Chairman and members of the committee, please let me thank
you again in behalf of the members of the Louisiana State Medical
Society for giving us the opportunity to testify on this important legis-
lation: We will be happy to atteml)t to answer any questions which you
have.

The CHAIRMANx. Thank you very much, Dr. Harrell; you have made
a very fine statement.

I think it would help to further enlighten the committee and the
Senate generally toward some of the l)roblems that are involved in
HIO as compared to the fee-for-service approach if we had available
to us a paper that was prepared by one of the doctors at Ochsner-
maybe it is the same Dr. Riddick to whom you make reference here?

Dr. HARRELL. Yes.
The CHARMAN. I read his paper some thnie ago and it was a very

good paper.*
Dr. HARRELL. I have exhibit A, an issue of "Capsules," dated Janu-

ary 1971, which gives the details of our society's position in IIMO's
amid it is attached to my testimony; and I would like to have the entire
testimony included in the record.

The ChAIRMAN. Yes. We will do that.
(The prepared statement and attachments of Dr. Harrell follow.

Hearing continues on p. 2683.)

PREPARED STATEMENT OF EDWARD M. HARRELL, M.D., LoUIsIANA STATE MEDICAL
SocIErY

Mr. Chairman and members of the committee, I am Edward M. Harrell, M.D.,
a family physician from Lafayette, Louisiana, and president of the Louisiana
State Medical Society. I am past-president of the Louisiana Academy of General
Practice, now known as the Louisiana Academy of Family Practice. Accompany-
ing me is Mr. Paul Perret, Associate Secretary-Treasurer and Public Relations
Director of the Louisiana State Medical Society.

*See p. 2673.
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Let me begin by thanking this committee for giving us an opportunity to present
some of the views of the louisiana State Medical Society on how the Medicare
an Medicaid programs can be improved and a number of sections of H.R. 1, the
social security amendments of 1072, that are of particular concern to the members
of our society.

In 1970 the Louisiana State Medical Society presented a written statement to
this committee on certain sections of H.R. 17550. Many of these sections are in
H.R. 1 and there are also others that I would like to discuss with you today.

I will attempt to linit my remarks to those sections of I.R. 1 dealing with
health and the physciaii's role and concern as the principal provider of health
care. Ti Louisiana State Medical Society, through special committees, has care-
fully studied this bill, as well as the many others concerned with the various
national health insurance proposals now before the Congress. The views that I
express today will represent those of the overwhelming majority of our more
than 3,300 physician members.

When I speak on the subject of peer review, peer review organizations, profes-
sional service review organizations, as provided for in the Bennett Amendment,
and catastrophic illness coverage, you imay find that what I say is in conflict
with positions taken by the American Medical Association. However, if you have
ever attended a meeting of the Louisiana State Medical Society House of Dele-
gates, or the American Medical Association house of delegates, you will not find
this unusual. As the chairman of this committee knows, groups in Louisiana, while
for the most part go along with their national organizations, reserve the right
to present different views and prol)osals when they feel they are right although
they might even represent a minority viewpoint. No one has ever accused our
society of being a "silent minority".

HEALTHY MAINTENANCE ORGANIZATIONS (SEC. 226)

Time Louisiana State Medical Soclet3 believes that competition is good amongst
the legitimate providers of health care and that there is nothing wrong with
health maintenance organizations that are ethically operated within the frame-
work of the competitive marketplace.

However, H.R. 1 strongly endorses IMOs and provides federal economic incen-
tives for their operation. In addition, the administration, Senator Edward Ken-
nedy and others are all proposing IIMO legislation calling for heavy financial
support from the Federal Government.

The HMO concept has existed for years as witnessed by the various Kaiser
plans, the HIP plan In New York and the Stanocola plan in Baton Rouge, Louisi-
ana, one of tihe oldest health maintenance organizations in the United States. The
fact that these plans have not grown at the same rate as private insurance plans
or tihe Blue Cross-Blue Shield plans indicates public reluctance to accept them.
Tie old adage that "if you build a better mouse trap, people will beat a path to
your door" holds true also for systems of delivering health care delivery. This
has not proven to be the case In Louisiana where It has becoine necessary for the
Stanocola Plan to extend the eligibility requirements for particil)ation in the plan
to the married children and even grandchildren of those who were originally
eligible in order to get enough people In the plan to make it actuarially souid.
The proponents of IMOs argue that by virtue of their contractual assumption

of the responsibility for a defined range of services at a negotiated per capita rate
-allows them wide latitude--subject to legislation and regulations-In making
their own professional decisions. establishing priorities for patient care and exer-
cising self-discipline to assure the adequacy and qualityy of services provided.

While no one will argue with the concept of "better for less", the proponents
of HMOs fail to point out that any program of health care must be based on fiscal
soundness. A fixed price contract for services that cannot be fully predicted could
result in the type of cost cutting that would be to the disadvantage of the patient.

The Louisiana State Medical Society must regard the HMO concept as only one
experimental plan to encourage innovation in the organization and delivery of'
health care services. The Louisiana State Medical Society strongly favors in-
novations providing high quality medical care at reasonable costs for all seg-
ments of the population. However, this must be within the framework of the
competitive marketplace with no system receiving federal subsidies that would
discriminate against the private, fee-for-service concept for "the delivery of
health care.

For the information of the committee, I am attaching as exhibit "A" to my
testimony a special issue of Capsule8, the Louisiana State Medical Society
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newsletter, p,:'rlished in June of 1971 outlining our views in greater depth on
health Inalnte.sance organizations.

LIMITS ON PREVAILING CHARGE LEVELS (SEC. 224)

lit the statement submitted by the Louisiana State Medical Society to Com-
mittee on Finance of the Senate in September 1970 on H.R. 17550 we strongly
protested this section of the bill. It provided that for physician services rendered
after July 30, 1970, and before July 1, 1971, a "reasonable" charge could not
exceed the higher of: (A) the prevailing charge level existing in June 30, 1970;
or (B) the prevailing charge level covering 75% of the customary charges made
for similar services in the same locality during the calendar year 1969. For
services rendered after June 30, 1971, the prevailing charge levels could only be
increased above the 1969 levels to the extent permitted by the secretary on
the basis of appropriate economic index data.

While H.R. 17550 was never passed by the Congress, the Bureau of Health
Insurance of the Social Security Administration implemented this section of the
bill through administrative procedures.

We said two years ago that such an amendment was grossly discriminatory
in that "it singles out one profession and, in effect, establishes price controls over
the profession by the Federal Government."

We also said then that "if the Congress, in its wisdom determines that this
nation should have overall wage and price controls, the medical profession
would gladly concur that an increase In customary charges prevailing in a lo-
cality should be tied to the cost of living Index."

Gentlemen, I point this out for two reasons. First, it Is not always the laws
enacted by the Congress that give us the most trouble, but the regulations issued
to Implement the laws. If, by regulation, one section of an unpassed law can be
fully implemented, then, is it not possible that the same could be done for other
sections of the law without the approval of the Congress?

The second point I would like to make here is that the medical profession was
subject to the same discrimination in the Phase II economic guidelines issued
by the Price Commission. These regulations limited physicians to a 2.5% increase
factor when other professions were left unregulated and just about everyone
else was given a 5.5% or higher margin to work with. While medicine is a pro-
fession and must always remain a profession, it Is governed by the same funda-
mental economic laws as business. All we ask is that we be afforded equal treat-
ment and not be singled out for special treatment because of the nature of our
profession.

Since section 224 has already been passed by regulatoryy edict, we can only
reaffirm oue opposition to it and ask that you be ever mindful of the rule makers
who appear to us to be becoming lawmakers. Attached as exhibit "B"-Federal
Register, Vol. 35, No. 235--Thursday, December 31, 1970, is the regulation issued
on this subject.

AMENDMENT NO. 823 TO H.R. 1

Senator Bennett has proposed an amendment (No. 823) to H.R. 1 that is quite
similar to the amendment he proposed to H.R. 17550 calling for the establishment
of professional standards review organizations. In addition, several representa-
tives have introduced similar legislation including a peer review organization
proposal that has the endorsement of the American Medical Association.

The stated intent of the Bennett amendment is to promote effective, efficient
and economical delivery of health services for which payment may be made under
the Social Security Act through the employment of professional standards
review organizations. These organizations are also to determine that the serv-
ices performed are of appropriate quality, are provided only when necessary, and
in the most economical manner consistent with recognized professional health
care standards.

The Louisiana State Medical Society shares the concern of Senator Bennett
and other Congressmen with the duality and cost of health care. We fully sup-
port internal peer review as is now being done by our hospital tissue committees,
utilization review committees, other hospital committees and local and state
medical societies. This is quality peer review. However, the Bennett amendment
to H.R. 1, as we read it, is concerned with review for economic purposes. There
Is no question that proposals such as this are intended to put the brakes on
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spiraling health care costs and, if passed, would make the doctors the scape
goats.

There are other reasons why we are concerned about the various psro and pro
proposals. Perhaps foremost is the issue of confidentiality of medical records.
Should any national review program be adopted by tie Congress, we have no
doubt that confidential medical records would no longer be confidential. We
can say this with authority because medicare through its fiscal intermediary,
Blue Cross, is already demanding entire medical records for review, before
paying claims, even when there is not the slightest hint of any irregularities irb
treatment or suspicion of fraud.

To protest this intrusion on the innermost privacy of our patients, the
Louisiana State Medical Society introduced a resolution at the clinical conven-
tion of the American Medical Association in New Orleans in November 1971
condemning this practice. Our society believes that all the information any
insurance company or government agency needs to pay a claim is the informa-
tion contained on the "face sheet" of the hospital record and/or perhaps, at
times, a brief narrative summary of the case. There is no need whatsoever to
make available to third parties progress notes, personal observations, etc. of
the physician and nurses because these may contain information that should
not be made known to his insurer or anyone else, except the patient or his family.
A copy of the Louisiana State Medical Society resolution on this subject that
was presented to the AMA is attached as Exhibit "C".

The Louisiana State Medical Society tried to assist one of our small hospitals,
St. Joseph Hospital, in Thibodaux, Louisiana, that refused to release entire
medical records on medicare patients to Blue Cross, the fiscal intermediary for
part A. Blue Cross informed the hospital that it would not pay for medicare
services until the records were released. The hospital held out as long as it
could, but it was a small hospital and the amount of money involved was
$65,000. In the end, the hospital had no choice b'lt to release, under protest,
the records requested or go out of business. Interestingly enough, there was no
question of fraud, improper treatment or any legal question involved in this
instance.

Not only small rural hospitals have had problems with review procedures,
but also some of our larger and best known institutions. I believe the following
letter will give you some idea of the problem physicians are having in another
area of medicare review although the physicians and management of this hos-
pital are doing everything possible to comply with the letter and the spirit of
the law.

OCHSNEB FOUNDATION HOSPITAL,
January 19, 1972.

Mr. DusREL RUSSELL,
Blue Cross, New Orleans, La.

DEAR MR. RUSSELL: I have written you several thnes recently in conjunction
with my duties as chairman of the utilization review committee of Ochsner
Foundation Hospital. I now write to request clarification of some of the proce-
dures used in processing of hospital claims for Medicare patients by Blue Cross.

I would be less than honest not to tell you that I am troubled by the fact
that your review process apparently operates in a vacuum insofar as the medical
profession is concerned. I have seen little evidence that responsible medical
advice is sought when you make medical decisions in judging the necessity
for medical care. I do not refer to decisions as to whether a service is covered
or not, such as cosmetic surgery or dental work. I will not refer to cases in
which you decide that the patient needed only eight days In the hospital instead
of ten, although I would like to learn at some future date how you reach such
decisions. I refer specifically to cases in which you question the medical necessity
for hospitalization and at times decide that hospital care was unnecessary for
management of the patient. I firmly believe this to be a medical decision, requir-
ing professional judgment.

Until recently, your review process has bypassed the physician. Blue Cross
would request the hospital administrator to submit portions of the hospital
record for study in questioned cases. If the claim was disallowed, Blue Cross
notified the hospital administrator, who In turn billed the patient for the
disallowed sum. If the patient complained, he was referred to Blue Cross and
if the patient requested review, the records were submitted to Baltimore for re-
view by the Department of Health, Education and Welfare. Unless the patient
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or hospital administrator notified the attending physician he was ignorant that
the claim was disallowed.

Recently, the initial request has come to the hospital administrator to submit
evidence to support the necessity for hospitalization. This involves the attend-
ing physician in many hospitals, as lie is asked to supply this information in
narrative form, but in others the record is still submitted. If the documentation
of need for hospitalization is judged to be questionable, the hospital administrator
is requested to submit selected portions of the record. As near as I can tell, the
procedure from this point on is as listed above.

Since the hospital maintains a peer review group in its utilization review
committee and since the local medical society has a peer review committee. it
is unfortunate that you fail to consult these groups to help you in assessing
the appropriateness of medical care.

The questions which I have and to which I would appreciate an answer are:
1. Who reviews medicare claims at Blue Cross?
2. At what level does a medical consultant operate?
3. What criteria are employed to decide which cases required further investiga-

tion beyond the initial claim form?
4. When a response is received to a request for evidence for the necessity

for hospitalization, what criteria are employed and by whom to decide If further
documentation is required?

5. When such documentation is received, what criteria are employed and
by whom to decide if hospital care was or was not necessary?

6. When peer review or cases in questioV or cases which have been rejected
is undertaken by the hospital's utilization review committee and a contrary
decision reached by the committee, what is the mechanism of appeal and to
whom? Is the appeal evaluated by a local group or is this sent to HEW in
Baltimore?

7. In case the hospital's utilization review committee and the local carrier
(or HEW, if there is no local review) are in disagreement on a given case is a
response sent to the committee so that an appeal may be made to the medical
society peer review committee?

S. What status will the response of the medical society peer review committee
be given and by whom?

9. At what juncture can the patient or the hospital seek judicial relief?
At the recent meeting of the American Medical Association in New Orleans, the

following resolution was adopted by the House of Delegates in response to a
request from the Louisiana State Medical Society:

Rc.olvcd, That the American Medical Association urge all health insurance
carriers and Government health financing agencies to rely on appropriate medical
peer review programs foi adjudication and resolution of all matters concerning
the quality, cost or utilization of medical services which require professional
judgment: and be It further

ResolvCd. That the American Medical Association reaffirm that it is the
responsibility of State medical associations, county medical societies, and
hospital medical staffs to create active and effective systems of peer review
which are responsive to the needs of their respective communities; and he It
further

Resolved, That peer review programs shall have as their goal both improved
quality of medical care and more efficient delivery of medical services.

We at Ochaner Foundation Hospital have always attempted to work in
harmony and cooperation with Blue Cross and other health insurers. We believe
that our utilization review committee has functioned effectively and fairly.
You will recall that previous communications from our committee have requested
a review of only those disallowed cases which the committee after thorough
study believed were justified.

I would appreciate an answer to my questions; I will be happy to schedule a
meeting with you to discuss these problems.

Sincerely,
FRANK A. Rmunic, .Jr.. M.D..

Chairman, Utilization Review Committee.
The thing that no PSRO, pro or similar review organization can ever do is

to draw the fine line between the science of medicine and the art of medicine.
There is no way that a computer or clerk can take into account that each person
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is different, each illness is different and the individual professional judgment
of the physician must apply to each case.

As I have said before, we do not object to true peer review if it is for the
purpose of Improving the quality of care. There are already sufficient laws
on the books to protect the government against fraudulent acts by physicians
and other providers of health care.

In May of 1971, 1 believe upon the recommendation of this committee, the IllS
completed a study of tax returns filed by physicians, dentists and other health
.are providers who received $25,000 or more during 1968 under medicare and
medicaid. In a press release, the IRS said 83% of all providers reported their
receipts correctly. Of those who had mistakes on their returns, 15% underre-
ported receipts by an average of $7,700 and 2% overreported by and average of
$16,000. Overall, the IRS said, 99% of actual receipts and 97% of net profits
were correctly reported. In a later release, the IllS said that 47 cases had been
referred to its hitelligence division for preliminary or full-scale fraud investiga-
tion. l'resuming that all 47 of these people, and we believe this number includes
not only physicians, but osteopaths, dentists and otlier providers, were guilty
of fraud, the percentage of physicians and the dollar amount involved would
be so small that the investigation in all probability cost several times what
the government recovered. This is a laudable record for any group.

Gentlemen, the point I am trying to make is that PSRO and PRO organizations
are not going to save the government or the consumer from spending unneces-
sary on medical care. In the long run, the will only add to the cost of medical
care even though I am sure the sponsors of such legislation have already
received glowing reports to the opposite from a few small areas where organiza-
tions of this type are already In operation.

Present PRO and PSRO proposals call for these programs to be administered
by contracts with State Medical Associations. The members of our society are
so opposed to such an arrangement that the Louisiana State Medical Society
House of Delegates passed a resolution prohibiting our society from entering into
any contractual arrangements with the Federal Government for this or any
other purpose. -

AUTHORITY OF SECRETARY TO TERMINATE PAYMENTS TO SUPPLIERS OF SERVICES
(SEC. 922)

The Louisiana State Medical Society again protests the inclusion of this
section In the bill. It would give the Secretary of HEW the authority to appoint
one or more "Program Review Teams" in each State to be composed of groups
representing consumers of health services, State and local professional societies.
intermediaries and carriers utilized in the Administration of Title XVIII
benefits.

We fully agree that the secretary should have the authority to terminate pay-
ment to suppliers of services for fraud, false statements and misrepresentation
of any material fact used in making application for payment. However, we
strongly feel that "Program Review Teams", because of their composition, would
not be in a position to make valid medical judgments. In addition, it is question-
able that the cost of maintaining and supporting such an operation would come
anywhere near what might be saved. We firmly believe the system presently
available and in operation are adequate to satisfy the intent of this section of
H.R. 1.

CHIROPRACTIC STUDY (SEC. 275)

H.R. 1 calls for another study of including the services performed by chiro-
practors in title XIX and the extent of their services that should be allowed
under part B of title XVIII. The 90th Congress in P.L. 90--248, the social security
amendments of 1967, directed the then Secretary of HEW, Wilbur J. Cohen,
to make such a study and make a report to the Congress on this subject.

Mr. Cohen assembled a blue ribbon, impartial group of experts to assist in
preparing an indepth report of chiropractic. The conclusion of that study was
that no changes be made In medicare relative to the services of chiropractors.
This report and its recommendations remain valid. To undertake any further
study of the inclusion of chiropractic services in medicare would be a gross
waste of the taxpayers money.
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PAYMENTS TO PATIN UNDER MEDICAID (TITLE XIX)

On August 30, 1967 one of Loulsiana's great physicians and medical statesmen,
the late Philip H. Jones, M.D., had the Ionor to appear before this committee to
testify on the social security amendments of 1967 (H.R. 12080) in behalf of the
Louisiana State Medical Society.

Dr. Jones made a strong plea to. amend the law to allow physicians the same
billing options for their title XIX patients as those permitted for their more
affluent title XVIII patients as a method of helping to preserve the traditional
patient-physician relationship.

We were very happy when the law was amended to allow this for medicaid
recipients except those receiving cash assistance from the States. We' have tried
on many occasions to have the Louisiana Department of Public Welfare to
change their regulations to give the allowed direct billing option to those phy-
sicians not wishing to accept assigned payments from their title XIX patients.

As Dr. Jones said more than five years ago, physicians would probably lose
money by using such a billing system because the state would reimburse the
patient for physicians' services and some patients might use the money for
other purposes and not pay the doctor. As a matter of principle, he said "phy-
sicians would prefer to suffer whatever financial loss might be involved in direct
billing in order to protect and preserve the patient-physician relationship."

Gentlemen, the only reason I bring this matter up again is that I hope there
is some way your committee can help us get the States to do what the law makes
provision for in this matter.

CATASTROPHIC ILLNESS AMENDMENT

As I mentioned in my earlier remarks, our society has devoted considerable
time to studying the various national health insurance proposals now before the
Congress. When we accepted Chairman Long's invitation to appear before your
committee, he had not yet introduced his catastrophic illness insurance amend-
ment to HR. 1, though it has been widely reported in the press that he intended
to do so. Because of this we welcome an opportunity to make some general com-
ments on this amendment based on our study of his previous catastronhic illness
insurance bill. We understand it is similar to 5. 1376 introduced in 1971.

I believe in considering plans such as this we should assess whether there i,
first, a genuine need; second, can the need be fulfilled with presently available
health manpower and resources; and third, the cost.

There is no doubt in my mind that catastrophic illness insurance should be
made available to all people regardless of their past health history. All but the
very wealthy can be bankrupted by a catastrophic illness and the poor because
they have already been wiped out. A person who has worked hard and tried to
save a little for his old age should not have to live with the fear of losing every-
thing because he, or a member of his family, is struck with a catastrophic illness.
Therefore, I believe there is a genuine need for this type coverage.

Because people presently have catastrophic illnesses and are being cared for,
the universal availability of catastrophic illness insurance should not place any
great new demand on manpower, although it might on health care facilities.
This is the one form of insurance where there should be no abuse from the con-
sumer as I cannot picture any sane person doing anything, except doing his
best to prevent himself from becoming the victim of such an illness.

Physicians do not claim to be experts on the cost of government programs.
When the great medicare debate was going on a few years ago, the AMA es-
timated it would cost twice as much as its backers said it would. Of course,
physicians were accused of using scare tactics, to say the least After a few
years experience with medicare it turned out that the AMA's cost estimates were
Just about 100% accurate. It did no good to tell the Congress, or the public, "we
told you so"! With this experience in mind, I will discuss costs very cautiously.

I recently rend the following estimates on what the various national health
insurance proposals now before the Congress would cost:

MilZ~ons

Kennedy ----------------------------------------------- $59. 400
Javits (medicare for all) ----------------------------------- 41,600
Health insurance industry ----------------------------------- 7,300
AMA Medicredit ------------------------------------------ 6,300
Pell-Mondale --------------------------------------------- 4, 900
Long (catastrophic only) ------------------------------------ 8,200
Nixon administration ------------------------------------- 2,600
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Assuming that history will repeat itself, the catastrophic illness insurance
amendment certainly appears as one of the most attractive offered from the view
of cost. If the figures for Senator Edward Kennedy's proposal were doubled,
I believe the program would bankrupt the Federal Government.

One of the things the Louisiana State Medical Society did in studying the
various national health insurance proposals was to draw up what might be
called, basic criteria that should be a part of any national health insurance pro-
gram. These are as follows:

1. There should be established a basic combination major medical and cata-
strophic insurance policy.

2. This policy should be sold by the private insurance companies of America
and purchasable by individuals on a voluntary basis.

& This policy should be available to all citizens regardless of prior health
history and should be non-cancellable and guaranteed renewable.

4. This policy should have coordination of benefits, co-insurance, and deduct-
ible features.

5. This policy should provide benefits for both in-patient and out-patient care.
6. There should be established a health insurance committee composed pri-

marily of professional health insurance actuaries and practicing physicians.
This committee would annually formulate the scope of benefits, a schedule of
benefits, and the co-insurance and deductible features. This in no way implies
a fixed fee schedule.

7. Premium costs should be paid by the Federal Government in total for the
poor and in part for low income groups.

8. An identifiable, visible tax should be imposed by the Federal Government
to cover its premium payment costs.

9. All co-insurance, deductibles, and costs in excess of benefits should be borne
by the insured..

10. In order to protect the quality of medical care in this Nation, the act
must specifically provide:

(a) Freedom of the patient to choose his physician.
(b) Freedom of the physician to decide whom he will treat, except in

emergencies.
(o) Freedom of the physician to choose the method of treatment of his

patients consistent with good medical practice in his locality.
(d) Freedom of the physician to.practice in the geographic location of his

choice.
(e) Freedom of the physician to admit his patient to a hospital for treat-

ment under the continuing concept that this is the sole prerogative of the
physician, consistent with the official policy of the hospital medical staff,
and irrespective of race, creed, color or political belief.

(f) Freedom of the physician to have the right of direct billing, the right
to determine the method of receiving payment for his service, and the right
to a fee-for-service concept in the delivery of medical care.

I believe you can see from the foregoing that the Chairman's proposal for a
catastrophic insurance plan meets many of these criteria. Our society, I am
sure. would be happy to work with Senator Long and others in drawing up a
plan incorporating these standards.

Mr. Chairman and members of the committee, please let me thank you again
in behalf of the members of the Louisiana State Medical Society for giving us
the opportunity to testify on this important legislation. We will be happy to
attempt to answer any questions the committee may have concerning our
testimony.

LOUISIANA STATE MEDICAL SOCIETY-EXHIBIT A-SPECIAL ISSUE ON HMO's

HMO's-What they're *li about
The most frequently heard expression at medical meetings today is "HMO's".

The ill-informed physician or one with impaired hearing might thing he's hearing
"HOMO's", another popular item of discussion these days. Please be assured
that "HMO's" are not related to any sexual disorder. It is the politican's and
planner's panacea for any and all of the nation's medical and health care prob-
lems whether they be real or imaginary.
What is an HMO?

The letters "HMO" stand for Health Maintenance Organization. An HMO
is a public or private group providing a scope of medical benefits on a prepaid
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capitation basis. Examples of existing organizations that would fit the accepted
definition of an HMO include the various Kaiser plans, the HIP plan in New
York and the Stanocola plan in Baton Rouge, Louisiana.
So what's new about HAO's?

While HM9's have been around a long time with varying degrees of success,
politicians and planners have just discovered them and decided that they are
the answer to all our problems and that tbey should be pushed, promoted and
subsidized by the federal government as a major part of the various national
health insurance programs now being considered by the Congress.

Why the sudden interest in HMO's?
Those promoting comprehensive, all-inclusive national health insurance pro-

grams now realize that the costs would be literally astronomical and that some
way must be found to control costs. They contend that better health and medical
care can be delivered at a lower cost through the utilization of HMO's.
Who are some of those promoting HMO's?

H.R. 1 (The Social Security Amendments of 1971) which has been approved
by the House Ways and Means Committee strongly endorses the HMO concept.
The Administration is sponsoring IMO legislation (S. 1182 and H.R. 5615), as
are the insurance industry, Senator Edward Kennedy and others. All of those
proposing HMO legislation call for it to receive heavy financial support from the
federal government.
Who could form an HMO?

Almost anyone under the Administration's proposal. It could be a medical
society, Insurance company, medical school, Blue Cross, Blue Shield, hopsital,
the local office of Economic Opportunity or any public or private organization
that meets certain government standards.
What are some of the requirements for forming an HM Of

According to the Administration Bills (S. 1182 and H.R. 5615) to qualify for
federal assistance an HMO must:

(a) Provide (either directly or through arrangements with others)
health services to individuals enrolled on a per capita prepayment basis;

(b) Provide (either directly or. through arrangements with others) all
those health services which a defined population might reasonably require In
order to be maintained in good health, including as a minimum; emergency
care, inpatient hospital and physician care, ambulatory physician care, and
out-patient preventive medical services;

(c) Provide physicians' services directly through physicians who are either
employees or partners of the HMO or under arrangements with one or more
groups of physicians (organized on a group or Individual practice basis)
under which each group is reimbursed for its services primarily on the
basis of an aggregate fixed sum or on a per capita basis, regardless of
whether the individual physician members of the group are paid on a fee-
for-service or other basis;

(d) Demonstrate proof of financial responsibility and capability of provid-
ing comprehensive health care services, including institutional services-
efficiently, effectively and economically;

(e): Have arrangements for assuring that the health services required by
its members are received promptly and appropriately, meeting quality
standards established in accordance with regulations of the Secretary of
HEW;

(f) Have an open enrollment period at least every year under which
individuals are accepted In the order in which they apply, up to the limits
of its capacity and without restrictions except those authorized by HEW (at
least half of the enrollees must be under age 65) ;

(g) Agree to keep all records and make all reports required by the Secre-
tary of HEW; and

(h) Have assured that-he State Comprehensive Health Planning Coun-
cil and the local health planning agency (if any) have had an opportunity
to comment on the application.
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What about medicare and HMO's?
Under the envisioned HMO proposals, Medicare beneficiaries can enroll in

HMO'S with payment made for them by the government at a level of 95% of the
estimated and adjusted amount that would have been incurred by Medicare
under conventional reimbursement methods.
What about the future HMO's?

Federal laws are usually broad and the HMO bills are no exception. Until
specific regulations on HMO's are issued by IEW, we cannot accurately predict
whether or not the HMO concept will actually meet the Administration's expecta-
tions or better serve the needs of our patients. Federal officials have stated that
by 1980, 90% of the entire population of the nation should have available to
them an HMO as an alternative to the currently available means of receiving
health care, and that approximately 25% of the population should have elected
to belong to an HMO.
How will neo HMO's be financed?

S. 1182 and H.R. 5615 authorize the Secretary of HEW to make grants or
contracts with HMO's to assist them in planning for the development of an
HIMO, and to pay all or part of the initial operating costs which are incurred as
a result of its operation in a "medically underserved" area. Provision is also
made for loan guarantees for the establishment of new private HMO's as well
as grants and loan guarantees for HMO applicants who will provide new or
expanded health services to a "medically underserved" area.
What is the LSM S position on HMO's?

The Louisiana State Medical Society strongly opposes the proposed concept
of federal funding of capital costs for the establishment of HMO's for the reason
that the HMO concept has not been proven to be a less expensive or a more effi-
cient means of delivery of health care services. The LSMS believes that when
administrative costs are added, HiMO's may be a vastly more expensive system
of providing health, care services with no guarantee that it will provide better
quality.
Is the LSMS totally opposed to HMO's?

No. The LSMS supports the HMO concept as an experimental system for the
delivery of health care services that should be carefully studied in limited areas
to establish the validity or the non-validity of this concept. The LSMS, however,
is opposed to federal subsidies and funding for HMO's.
Proponents' views

1. HMO's, by virtue of their contractual assumption of responsibility for a
defined range of services at a negotiated per capita rate, could have wide latitude
(subject to legislation and regulations) to make their own professional decisions,
establish priorities for patient care and exercise self-discipline in assuring the
adequacy and quality of services provided.

2. HMO's, as entities under contract to provide care for a defined population,
could plan and justify their present and foreseeable needs for facilities, equip-
ment, professional and ancillary manpower, and other capital and operating costs.

3. HMO's could assure the delivery of medical services more efficiently and
effectively than fee-for-service providers, at a predetermined cost to government
and to the consumer.

4. HMO's could have economic incentives to utilize modern business techniques
and new types of health manpower, to provide coordinated care, to avoid dupli-
cating services, and to utilize the least expensive care appropriate and adequate
to a patient's needs.

5. Groups of physicians receiving capitation payments could, based upon peer
decisions, renumerate their physician members on any basis, including fee-for-
service.

6. HMO's could provide economic incentives to professionals to keep people
well by emphasizing preventive services and ambulatory care. By taking respon-
sibility for a defined population at a predetermined capitation rate, a disincen-
tive could be created for unnecessary services, taking the place of external regu-
lation and utilization surveillance.
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7. Well-managed (administratively and professionally) HMO's could prosper.
Enrollees of tIMO's that do not survive can either choose another HMO or
return to fee-for-service providers.

8. HMO's could help to assure continuity, accessibility and availability of
patient care; these are sometimes inadequate to patients in certain geographic
areas.

9. Recipients of public programs could be cared for as regular (mainstream)
patients, both administratively and professionally. Prior authorization from ex-
ternal agencies for hospitalization might not be required.

10. The variety of possible patterns of innovation for HMO's is reflected in
the interest on the part of such diverse organizations as private health insurance
carriers, the "Blue" plans, hospitals, consumer groups, medical schools, medical
societies, industry, business corporations and group practice plans. P MO's could
represent another component of a private-public partnership committed to a
pluralistic and competitive health care Industry.

11. The advocacy of HMO's by the Administration reflects its desire to place
the entire responsibility for peer review, costs of, and accessibility to, medical
care in the hands of the medical profession which has the capability and capacity
04t utilizing this kind of mechanism in fulfilling its professional and economic
responsibilities in the provision of adequate medical care to the public. HIMO's
could consist of different forms of practice arrangement as an acceptable alter-
native to the Kennedy and other proposals which present fewer opportunities
for professional acceptance.

12. The emergence of the HMO could establish a mechanism geared to utilize
competition and modern technology for the health care industry on behalf of
the professional and public interest.
Opponents' views

1. The entry of profit-oriented organizations Into the health oare industry could
produce a crop of HMO's out for a "quick buck". This could not only be destruc-
tive to the HMO concept but could also be disadvantageous and harmful to the
patient.

2. Fiscal soundness has first priority; a fixed price contract forces economical
operation in a highly competitive market. Widespread "cutting of corners" would
be to the disadvantage of the patient. External mechanisms (government or peer)
would be required to provide ongoing monitoring of services and compliance
with the contract.

3. Since the quality of medical care can only be evaluated by professionals, an
additional burden would be placed on the already over-extended physician supply
due to the requirements which new regulations could impose upon them as par-
ticipants in an HMO.

4. The HMO is exposed, just as are other health insurance mechanisms, to the
risk of costs overrunning the contractually stipulated rate because of skewed and
adverse enrollment selection, over-utilization from unforeseen catastrophic con-
ditions or expenses, or from incorrect budget estimates. The opportunity to build
a surplus for contingency may not be available.

5. There is reason to be concerned that the HMO will attract a disproportionate
enrollment of poor risks. HMO's would be particularly attractive to persons who
have a high need for care; this could include the homebound elderly.

6. A HMYO's contractual rate commitment would cover in and out-of-hospital
servicess. Hospitals are subject to conditions which can increase costs., only some
of which are predictable; other costs, such as wages, which go into unit costs. are
beyond the control of professionals. In such a situation, the fixed rate could force
a reduction in payments to professionals.

7. Financial hardships are likely to be created for enrollees of relatively small
and independent HMO's with limited access to highly specialized professionals
and facilities. Use of services outside the HMO would be barred except for an
"emergency", or if contracts specifically provided for such specialty services. This
would also apply to enrollees requiring care while traveling.

8. The actuarial justification of an HMO's rate, Including adjustment for serv-
ices rendered outside the HMO, and ongoing evaluation, will reqiftspecially
qualified governmental staff of formidable proportions. If such personnel are not
available, government might have to resort to arbitrary guidelines which were
not applicable to specific situations.
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9. Physicians in a HMO would function as "providers of services" in their
relationship to government, and would be required to comply with regulations
regarding quality, administration and finance. This relationship differs from
present government control In that the current relationship is with the inter-
niediary-and the physician has an indirect involvement.

10. Prepaid group practice programs (and this could apply equally to other
types of practices qualifying as HMO's) have frequently resulted in ipersoiaul
care, lengthy waits for appointments and an impression of deterioration in tim.
quality of medical care provided.

11. The lack of mobility of the "captive" patient, i.e., freedom to select a physf-
clan outside the HMO, at a time when care is needed but not available, would
lie inimical to the provision of good quality medical care.

12. There is no guarantee that the formation of HMO's would result in greater
accessibility and availability of medical care-two of the major stated justifica-
tions for the creation of HMO's.
conclusion

While more can be said both "pro" and "con" about l.IO's, the Louisiana
State Medical Society must regard this concept as only one experimental plan to
encourage innovation in the organization and delivery of health care services.
'rhe Louisiana State Medical Society strongly favors Innovations that provide
high quality medical car-at reasonable costs to all segments of the population .
However, these must be within the framework of the competitive tuarketplace
with no system receiving federal subsidies that would discriminate against the
private, fee-for-service concept for the delivery of health care.

EXHIBIT B

(From the Federal Register, vol. 35, No. 253, Dec. 31, 19701

[Regs. No. 5, further amended]

PART 405-FEDERAL HEALTH INSURANCE FOR TIE AGED (1965-)

Subpart E--Criteria for Determination of Reasonable Charges; Reimbursement
for Services of Hospital Interns, Residents, and Supervising Physicians

Determining Prevailing Charges
Section 1839(b) (2) of the Social Security Act, as amended (42 U.S.C. 1395 et

seq.), requires the Secretary of Health, Education, and Welfare to promulgate
before the end of each year, the dollar amount which shall be applicable for sup-
plementary medical insurance premiums for months occurring in the 12-month
period commencing July 1 in each succeeding year. In determining the amountof the monthly premium, it Is necessary that the method by which carriers will
determine the prevailing charge limit for each medical service or procedure be
established.

The Secretary of Health, Education, and Welfare has determined that carriers
may recognize charges which fall within the 75th percentile of the customary
charges made for similar services In the same locality during the calendar year
preceding the start of the fiscal year in which the determination is made.Because of the immediate need for determination and publication of the pre-
mium rate for the period beginning July 1971, and ending June 1972, and since
such premium rate determination must take into*consideration this amendment
of the regulations, the Secretary finds that notice of rule making and public
procedure with respect to the amendment to regulations set out below are im-
practicable and are therefore dispensed with, and also that such amendment
shall be effective upon filing with the Office of the Federal Register.

Consideration will be given, however, to any data, views or arguments pertain-
ing to said amendment for the purpose of suggesting modifications or additions
thereto, which are submitted in triplicate not later than February 1, 1971, to the
Commissioner of Soci Security, Department of Health, Education, and Wel-
fare Building, Fourth and Independence Avenue SW., Washington, DC 20201.

Regulations No. 5 of the Soda! Security Administration, as amended (20 CFR
4015.1 et seq.), are further amended as follows:

Paragraph (a) Of I 40 M4 Is revised to read as follows:
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§ 405.504 Determining prevailing charges.
(a) Rango of charges. The term "prevailing charges" refers to those charges

which fall within the range of charges most frequently and most widely used in
a locality for particular medical procedures or services. The top of this range
establishes, except as provided In § 405.506, an overall limitation on the charges
which a carrier will accept as reasonable for a given medical procedure or service.
Prevailing charges are derived from the overall pattern existing within a locality.
For example, in a given locality the carrier may find that the charges most fre-
quently and widely used by physicians for a particular medical procedure range
from $150 to $175. If in another locality the carrier finds that the prevailing
charges are different for the same procedure, then a different range of charges
would tie applied in making reasonable charge determinations for that locality.
With respect to claims received by carriers on and after January 1, 1971, no
charge may be determined to be reasonalle if it exceeds the higher of (1) the
prevailing charge limit that, on the basis of statistical data and methodology
acceptable to the Secretary, would cover 75 percent of the customary charges
made for similar services in the same locality during the calendar year preceding
the start of the fiscal year in which the determination is made, or (2) the prevail-
ing charge limit in effect on December 31, 1970, provided such prevailing charge
limit had been found acceptable by the Secretary.
(Secs. 1102, 1842(b), and 1871, 49 Stat. 647, as amended, 79 Stat. 310, 79 Stat. 331;
42 U.S.C. 1302, 1395, et seq.)

Dated: December 18, 1970.
ROBERT M.[. BALL,

Commissioner of Social Sccurity.
Approved: December 28, 1970.

ELLIOT r,. RICIHARDSON,
Secretary of Health, Education, and W'clfarc.

[F.R. Doc. 70-17651; Filed, Dec. 30, 1970; 8:51 a.m.]

EXHIBIT C-AMERICAN MEDICAL ASSOCIATION HOUSE oF DELEGATES-
RESOLUTION 36

Introduced by: Louisiana Delegation.
Subject: So-called "Peer Review" for Economic Purp,)ses.
Referred to: Reference Committee A (John T. Pewters, M.D., Chairman).

Whereas, Under the guise of "Peer Review," government and third parties are
demanding unlimited access to entire medical charts including the most confiden-
tial aspects of these records for the states purpose of making Judgment of physi-
cian performance per se as to the medical necessity of actions of physicians in
the practice of medicine to be termed a medical audit. Such action is in direct
violation of Section 1801 of the Medicare Act 1 ; and

Whereas, This is "Peer Review" by non-peers; and
Whereas, The Director of the Bureau of the Health Insurance of the Social

Security has ruled that no payments will be made to providers of services that
are found not to be medically necessary in the Judgment of Blue Cross and other
third party carriers, and that the threat of withholding already earned Medicare
and Medicaid funds due to providers for prior rendered services, who fail to grant
complete access to entire medical records is also in violation of Section 1801; and

Whereas, The justification for this new policy as stated by Blue Cross, other
fiscal intermediaries for government health programs and other third parties is
to prevent payment for fraud. It should be noted by all that American medicine
has long established adequate mechanisms for self control, this being accom.
plished by hospital in-service control committees such as utilization, tissue, and
other control units and out-patient controls at the local and state levels with
means for complete arbitration and appeal; and

Whereas, These stated mechanisms of self control and true Judgment by peers
make unnecessary such effortsby government-aad-third party insurance carriers

' Section 1801 of P.L. 89-97: "Nothing in this title shall be construed to authorize any
Federal officer or employee to exercise any supervision or control over the practice of
medicine or the manner in which medical services are provided, or over the selection,
tenure, or compensation of any officer or employee of any institution, agency, or person
providing health services; or to exercise any supervision or control over the administration
or operation of any such Institution, agency or person."
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who have only an economic interest in payment for cost of services and that Peer
Review by parties outside of organized medicine would be intolerable to private
practicing physicians; therefore be it

Resolved, That the House of Delegates of the American Medical Association
does instruct its officers to pursue by all means possible, including, if necessary,
court action, to bring about that no third party insurance carrier, or any other
body, however structured, outside of the already established mechanisms within
the self-control concepts of organized medicine shall act as a Peer Review body
to make Judgments of physician performance per se; and be it further

Re8olred, That third parties who have only an economic interest in payment of
medical costs shall not violate the patient-physician relationship and have access
tom the confidential aspect of private citizens' medical records for any purposes;
and be it further

lesolvcd, That any means necessary to accomplish these objectives including
withdrawal of all cooperation with any present or future government health
liriigrams by tile American Medical Association, shall be utilized.

Resolution 36 calls for a clear distinction between the peer review responsi-
lillities of the medical profession and the claims administration functions of
various private health insurance carriers and government agencies. The resolu-
tion also urges these carriers and agencies to rely on established peer review
nmehanisms for the adjudication and resolution of issues which require profes-
sional medical Judgment.

Your Reference Committee is fully aware that this issue has been addressed
by tile House of Delegates on a number of prior occasions and that strong efforts
tire being made at all levels of organized medicine to resolve the difficulties to
which this resolution refers. Your Committee believes that the following Substi-
tute Resolution will serve to reemphasize the need for continuing and strength.
euing that effort:

Re*olved. That the American 'Medical Association urge all health insurance
carriers and government health financing agencies to rely on appropriate medical
peer review programs for adjudication and resolution of all matters concerning
the quality, cost or utilization of medical services which require professional
Judguit-nt ; and lie it further

Rc.olrcd, That the American Medical Association reaffirm that it Is the respon-
slidlity of state medical associations, county medical societies, and hospital medi-
cal staffs to create active and effective systems of peer review which are
responsive to the needs of their respective communities: and be it further

Rcsolred. That peer review programs shall have as their goal both Improved
quality of medical care and more efficient delivery of medical services.
Reeominendation

Mr. Speaker, your Reference Committee recommends the adoption of the Sub-
stitute Resolution in lieu of Rcsolution 86.

The Substitute Resoludon was approved by the House of Delegates.
The CHA1RMA..;. Now, the hour is late for this morning's session. We

are now at 12:40, so we will come back in here at 2:30 to hear the
remaining witnesses.

Thank you very much for your presentation today.
(Whereupon, at 12:40 p.m., the hearing was adjourned, to recon-

vene at 2:30 p.m. this date.)

ArEflNOON SESSION

The CHAIRMAN. We will now hear from the Council of Mfedical
Staffs, Dr. J. Garcia Oiler, accompanied by Dr. Edward S. Hyman.

Doctor, we obtained a screen because you wanted to use some slides.

STATEMENT OF JOSE GARCIA ROLLER, M.D., PRESIDENT, AMERICAN
COUNCIL OF MEDICAL STAFFS, ACCOMPANIED BY EDWARD S.
HYMAN, M.D., SECRETARY, ACMS

Dr. GARCIA OLLER. Thank you, Mr. Chairman.
I am Dr. Garcia Oller, Council of Medical Staffs. I have with me,

as you mentioned, Dr. Edward S. Hyman who is secretary of the Coun-
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cil of Medical Staffs, and to my right I have Dr. Wesley Segre, who
is vice president of the Black Physicians' Association, the Negro medi-
cal association in Louisiana; and to my extreme right the vice presi-
dent, Dr. Robert Meade who is a plastic surgeon; and to my left Dr.
Kenneth Ritter, also vice president and a practicing psychiatrist.

Mr. Chairman, the Council of Medical Staffs is an organization
which brings you greetings from Louisiana, but at the present time we
are having voting membership in 15 States.

The concept of the council is that the private practicing physician,
the one who delivers the medical care at the bedside, should "become
involved in the national dialog as to the future cf health care in this
country, and we appreciate the opportunity for these comments on
H.R. i.

The council feels that private practice provides the highest quality
of medical care and at the lowest cost.

Our function is to research the facts on medical care and bring
them to the attention of your committee.

If I may have the first slide, we feel that H.R. 1, and most of the
current national legislation, is based with the understandable pre-
occupation with the rising medical costs and the high cost of health
care in general, and I feel that it is important that we should look at
these basic facts now before you which, in our opinion, constitute some
basic deceptions to which the American public has been subjected.

All medical
car

o Physicians
fo"

Cost of living

1969
'S4.
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No. 1 : Deception No. 1, that the cost of medical care is rising higher
than the Consumer Price Index. This is a graph taken from Fortune
magazine showing a 10-year span.

The baseline is 100 and 10 years later all medical care and physicians'
fees have risen 50 percent. That is a 5-percent rise average over a 10-
year-pmiod-. and the statement is then made that the cost of living, the
CPI, has risen about 30 percent and this disparity is often quoted
as an inordinate rise.

I would like to mention why this is a fallacy.

WHERE LIVING COSTS HAVE SOARED HIGHEST

140% Prices of Services Are Up Almost
50% Since 1957-59, Against 20%

'9 n._ For Commodities!i12fOA.

'6 120%

8110%

r - - -

10-%- COMMODITIES90% .. J i

1957 '58 '59 '60 '61 '62 '63 '64 '65 '66 '67 '68 '69
(monthly averages)

Source: Duretu of ZabowSkit~m rh a
Copyright 0 1069, U.S. News & World Report. Inc.

This slide shows an identical set of curves--the same 10-year span,
two curves, one goes up 50 percent, the other goes up 25 percent. The
upper curve is a curve for services in this country and the lower curve
is for commodities. Both of these are components of the Consumer
Price Index, CPI.

Now, I submit, Mr. Chairman, that medical care is a service and if
we compare medical care as a service with all services in this country-
television, plumbers, et cetera--the same 50-percent rise is seen identi-
cal to that of medicine in the previous slide--50 percent for medical
care, 50 percent for all services.

72-57T3--- 72- pt. 5--30
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Table 1-5C. .,mil)'lsn ot Anual Incr ,ass in iy.icill
Fees and in .\Vages

- Average
Wages in Differential

Physician Covered Increase of
Calndar Years Fees4  Employvient Physician Feet

1956 3.1% 5.7% -2.6%
1957 4.4 5.5 - 1.1
1958 3.4 3.3 .1
1959 3.9 3.3 .6
1960 1.8 4.3 -2.5
1961 2.6 3.1 - .5
1962 3.1 4.2 - .9
1963 2.2 2.4 - .2
1964 2.3 3.1 - .8
1965 3.3 1.6 1.7
Average, 1956-65 3.0 3.6 - .6
1966 5.9 4.4 1.5
1967 7.3 6.3 1.0
1968 5.5 7.0 -1.5
Average, 1956-68 3.7 4.2 .5

0 Increase from June of previous year to June of year listed for first column
and from first quarter of previous year to first quarter of year listed for last col-
umn.

* As measured by Consumer Price Index of physician fees.

I believe it is important that we realize that medical care as a service
has risen identically as all services in this country; further, that medi-
cal care constitutes only 6.7 percent of the family budget while food,
housing, household transportation, et cetera, have a higher segment of
the faiaily budget and yet as from this next slide you will see that
these other elements that form a higher portion of the family budget
have risen much higher than medicine.

Here are the 2 years, the first 2 years, of medicare. Medical care in
the first 2 years o medicare went up 12.9 percent, meals in restaurants
the same or higher, men's clothing, women's clothing, shoes-medical
care has risen the same or less than these elements of the family budget
that are a larger component.

Mr. Chairman, the second deception, the inordinate rise of physi-
cians' fees-this is taken from Dr. Myers' book on medicare and shows
a 12-year plan of physicians' fees which averaged 3.7 percent over the
12-year span. Average wages in covered employment under social
security in the same span, 4.2 percent; so, Mr. Chairman, I would sub-
mit that physicians' fees have risen less than covered employment over
the same period of time.

We have seen that there is a statement that there has been a 39 per-
cent rise over 5 years on physicians' house calls. I would submit, Mr.
Chairman, that'$13.80 compares favorably with the bill rendered
for the trip to and from the house by the television man, the repair
man, and the plumber; and I think the American public has a bargain.

Here we have 1971 rises on plumbers, plasterers, et cetera, from 12
to 15 percent in 1 year and, Mr. Chairman, if the plumbers work the
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62 hours that the average physician works in this country, I believe
it is fair to state that the plumber, with a double pay for overtime,
would make a more handsome fee than the average physician in this
country.

Here are the recent labor contracts, 10 percent per year for the auto
industry; telephone industry the same 3 years, 30 percent; the steel
industry the same, and railroads.

The third deception, Mr. Chairman, is a statement that if we could
impose a system of hospitals under the Federal aegis that it should be
possible to reduce the cost of hospitalization below that of the current
l)rivate so-called nonsystem.

We have here a study which we made of our private hospitals in the
New Orleans area, Mr. Chairman, and you will see that the bill at the
end of the average patient's stay varies from $392 to $648. This is the
private hospital bill of the average patient which on a national average
is an 8-day stay.

If we compare them with the State system charity hospital or with
the federal system, let's say, Veterans' Administration and Public
Health Service, we will see that the average bill to the U.S. Govern-
ment is $1,093 for veterans, which is considerably above our most ex-
pensive private hospital, and Public Health Service, $922 which is
higher than the private hospital system.

Here, from the Federal budget, it was inquired when we made some
of these presentations maybe there are some hidden costs. If we make a
study from the Federal budget we find that the actual cost per stay in
the veterans hospital is around $1,750, which is nearly--which is

COST PER STAY
2000- Notion wide

Federal vs Private /

1500-

$V
I000 - Source: USVA "Budget inBrief", 1972

500 -

Privaote Hospitals
Source: Health Insurance Institute

(NY Times Almanac, 1971)

'63 '64 '65 '66 '67 '68 '69 '70 '71
Year
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much higher, if you will, than the $600 average per private hospitals
in this country.

So it would a pear when it is felt that a federal system has had an
opportunity to be ripened, controlled and developed under all of the
checks and balances of the federal system, there is a marked dispro-
l)oltion and higher cost obviously due to the increased per unit expense
of adding the regimentation and the bureaucracy that must be paid
for.

Per Days Cost per
diem stay stay

Ochsner ...................................................................... $67.0x 9.61 $648
Touro ........................................................................ 78.1X 8.20 640
Hotel Dieu ................................................................... 71.2X 7.74 552
Flint ......................................................................... 49.6XI0.4 514
Baptist ...................................................................... 60.9x 7.9 480
Mercy ....................................................................... 68.Ox 6.86 467
M ayo ........................................................................ 64.2X 6.10 392
Charity ...................................................................... 43.3X4. 1 637
USVAH ...................................................................... 49.6X22.0 1,093
'JSPHS ....................................................................... 52. C X17.7 922

Source: Hospitals, August 1969.
Formula Used: (1) per diem= Expense/patient days. (2)length of stay: Patientdays per patient=census X 365/no.

admissions.

This slide shows, Mr. Chairman, that in a. year's time each of the
private hospitals rose an amount less than the charity hospitals and the
Veterans' Administration hospitals, so the Federal hospitals are not
able to hold down the costs.

LENGTH OF STAY

[in days

Year to September- Year to September-Differ- Differ-
1968 1969 ence 1968 1969 once

Ochsner ............... 9.61 9.57 -0.04 Mercy ................. 6.86 7.04 +. 18
Touro ................. 8.20 8.77 + 57 Sara Mayo ............. 6.10 6.08 -.02
Hotel Dieu ............. 7.74 8.06 +.32 Charity ................ 14.1 14.2 +. 10
Flint .................. 10.4 10.7 +.30 USVAH ................ 22.0 23.5 +1.50
Baptist ................ 7.90 7.88 -. 02 USPHS ................ 17.7 19.0 +1.20

Source: Hospitals (JAHA) August 1969 and 1970.

Then the matter of utilization, and we have here a slide where we
find that if the Veterans' Administration hospital and the Public
Health Service hospital and the charity hospital had the occupancy of
8 days, which is the average hospital stay in this country, these three
hospitals together could be put in one place and the other two closed.

COST PER YEAR

Year to September- Year to September-

1968 1969 Difference 1968 1969 Difference

Ochsner ............... $648 $737 8467 $5 $8160392 473 81Touro ................. 640 823 123 Sara yo ........... 42 13
Hotel Dieu ............. 552 670 118 Charity ................ 637 742 105
Flint .................. 514 533 19 USVAH ............ 1,093 1251 158
Baptist ................ 480 530 50 USPHS ............- - 922 1,072 150

Source: Hospitals (JAHA) August 1969 and 1970.



2689

The next deception, Mr. Chairman, is that the creation of a system
of outpatient clinics under a Federal system could perhaps be less
expensive and more efficient than the current private physician offices.
From the budget of the Veterans' Administration to the average cost
per visit is $39.50 which, I submit, a $39.50 office visit is a bit higher
than you will find around private offices around the country.

One of the reasons we submit why the Federal system finds the
costs to be prohibitive is that we have found that there is very little
incentive in the Federal system, Mr. Chairman, to have these patients
discharged. The system-the budgetary system-is such that the pa-
tient days determine the budget allocated to the Veterans and Public
Health systems and there is very little incentive for these patients to be
discharged, resulting in what appears to be a lower per diem but
unfortunately a very long stay, so that the cost of medical care per
patient becomes higher.

OUT PATIENT CLINIC
AVERAGE COST PER VISIT

40- USVA Notion wide

30

20

10 Source:

USVA "Bdget in Brief", 1972

0 -3 .. . .I I I I I -I

'63 '64 '65 '66 '67 '68 '69 '70 '71 '72

Year

The next statement, the deception we hear is that we have a doctor
shortage. Here, again, from an official governmental publication the
relation of population in the upper bar population, to the number
of physicians-the first black bar is the number of physicians, the
scale above the population. The shorter the bar the more doctors and
you will notice that Denmark, England, The Netherlands, Nrway,
Sweden, all of them have longer bars, fewer patients per population
than the United States.
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The United States leads, Mr. Chairman, the free world in the
number of physicians per population, except for Austria and Israel.

It is true from this map showing the distribution of counties in this
country that we have not been able to supply physicians for every
county. In this map the black areas are the standard metropolitan
areas. The gray areas are counties without a doctor. There are 132
of these at the present time. Thirty-two of these counties are in close
proximity to the standard, large metropolitan areas. Many of these
counties, as you will notice, are close to Death Valley, to the deserts
in Texas, to the national parks and lakes, and we have not been able
to achieve a doctor for every county, but I think it is a miracle of
modern medicine that we have expanded the great majority of counties
and certainly in the great States of Louisiana and Arkansas and I
should consider there are very few counties without a doctor.

The next deception, Mr. Chairman, is what we call the cruel hoax
imposed upon the people, that we have second-rate medical care be-
cause of a high infant mortality.

Mr. Chairman, may we submit this information: From the demogra-
phic yearbook in 1963 in this country 97.4 percent of births occurred in
hospitals. Now, from the next slide you will see that in The Nether-
lands, which has the second lowest infant mortality, only 30 percent
of babies are born in hospitals.

Mr. Chairman, if a baby is born in a hospital in this country,
and 97 percent of them are so bor, it is the responsibility of the
doctor by law to report that delivery, birth, or death, within 24

MEr
toewd OW gem: ftwooled pit soloist",



2691

hours. So we have a very accurate system cd reporting. I submit that
in the socialized countries where we have most of the births occurring
at home, under midwives, where the responsibility for the recording
of the death may be any relative, and the time may be from weeks to
years, I would submit that under the system of the socialized countries
we have a defective reporting mechanism because in this country 97
percent are born in hospitals, and if they die they are reported; while
in the others they may never be reported.

It is important, we feel, that we discuss not the infant mortality,
which is usually due to prematurity which little can be done about,
but we compare the death rate, not the infant mortality, but the death
rate for treatable diseases and we have submitted this slide to you
showing the death rate in Sweden versus the United States for treat-
able disease.

DEATH RATE, Sweden vs. U.S.A.
(Deaths per year per 100,000 population)

All Causes _ _ _ + 8_5_*
Pulmonary Tuberculosis..-_ + 25.
Suicide __ _ __ _ _+ 95.
Benign Peptic Ulcer _____+ 78.
Pneumonia + 84.
Influenza +200.
Benign

Prostatic Hypertrophy._ +116.
Neoplasms + 21.5
Stroke______________ + 13.7
Diabetes _ _ _ _ _ + 5.0
Senility - 22.
Hypertension

with Heart Disease_ _ - 30.

*Sweden exceeds U.S.A. by 8.5%

ref: U.N. Demographic Yearbook, 1968

All causes, 8.5 percent more deaths in Sweden; tuberculosis, 25 per-
cent more mortality. In this country, Mr. Chairman, as you know, we
are closing many of the TB sanitoria because of the modern drug s.

Suicide 95 percent higher in Sweden. Benign peptic ulcer, which
is certainly a treatable disease, 78 more deaths from peptic ulcer.
It is not just a matter of having the disease but not having the avail-
ability of treatment in time to prevent a mortality from a fatal
hemorrhage.

Pneumonia, 84 percent. Influenza, over 186 percent. Benign prostatic
hypertrophy, in the elderly a common disease, 116 percent more deaths
in the elderly group due to a treatable disorder.
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Tumors, 21 percent more deaths. Stroke, diabetes and, finally, where
we trail is that we have more senior citizens dying from ola age in
this country, 22 percent more than we have in Sweden.

Now, the second part of the presentation, Mr. Chairman, refers
to the problem that we practicing physicians have in relation to being
able to influence and modify the tremendous bureaucracy that has
been impose,&upon us.Now, we come here today to you, Mr. Chairman, and this commit-
tee to appeal to you to guide us in which way we can find responsibility
and accountability in government, as you yourself have stated. Here
in Nation's Business on your welfare costs interview, you made the
statement which we will enlarge:

"We have found that HEW estimates of costs of important pro-
grams have oftentimes been as low as 10 percent of what a program
actually costs after a year or 2." And, as you know, very often the
rising costs of medicare and medicaid are ascribed to physicians'
inadequacy.

Here is another statement from your same interview: "The Depart-
ment of HEW is spreading fraudulent propaganda about their wel-
fare programs," and, there again, time and again it is the doctors
who are at fault, Mr. Chairman.

And, finally, this is the problem. "We are still tryintr to find ways
to improve under the work incentive program the difficulties that
those people in HEW who seem to stay there no matter who is Presi-
dent, have plans for the contrary. The'logic of some of that scheming,
is almost beyond belief."

Mr. Chair man, these are, I know, strong words, but from a man who
is an expert, it causes us to consider our plight. This is what our deal-
ings have been, Mr. Chairman, with one simple problem with HEW,
and we will make a specific recommendation for your committee to
consider repeal of this section 1814, the conditions "of and limitations
and payment of services which require certification by a doctor that
the patient is sick and has to be in the hospital.

I am sure the intent of Congress was well meaning, that not later
than the. 20th day of hospitalization the physician should certify the
reason for continued hospitalization.

Mr. Chairman, this appear reasonable on its face since the average
hospitalization is 8 days, but what happens when we enter the bureauc-
racy where the regulations take over, Mr. Chairman, through what
we call the tyranny of the Federal Register? We call it this because if
within 30 dayrs the physicians in this country have not read the Fed-
eral Register, the regulations that bind them becomes law. It has the
effect of law.

Now, what is our experience with this well-meaning intent of Con-
gress, Mr. Chairman? This is a HEW News of October 1969, in which
they stated that. the physicians were keeping the patients in the hospital
too long in medicare 'and by tightening the certification regulations
social security had been able to force these doctors to discharge their
patients.

Now, Mr. Chairman, this is a statement made: "To illustrate the
potential cost savings to the program medicare costs will be reduced
by approximately $400 million." They made an illustration that the
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costs will be reduced by $400 million if each hospital stay by a medi-
care beneficiary is shortened by 1 day.

So social security imposed a new regulation or announced it with
this news, that the new regulation would put these discharge dates
back by pushing the certification back; by requiring certification
earlier, they were going to force the doctors to discharge their patients
earlier. T;ey not only stated that but they also said they had data,
Mr. Chairman, to prove that the discharges had, indeed, responded to
the regulations and there is no apparent medical reason for these
discharges and, therefore, we will get rid of these unnecessarily pro-
longed hospital stays.

Now, tins appeared in all of the news media in this country, that
patients were having unnecessarily prolonged hospital stays and that
HEW had found a way to discharge them and forced these terrible
doctors into line.

Now, Mr. Chairman, we are men of the truth, we feel, in this coun-
try and we requested the data. We felt that if this was true, we would
like to find out and put the house of medicine in order; so we asked
for the data, Mr. Chairman, through our congressional representatives
and these are the data we eventually received: that each week there
were some peaks of discharges.

Now, Mr. Chairman, we calculated these peaks effected by the regula-
tions and if the regulation worked there would be an estimated $4
million saved. From the data of HEW, Mr. Chairman, if the regula-
tion had succeeded, $4 million might be saved in the program. The
illustration given to the American public was $400 million, and I
will say, Mr. Chairman, if you have experienced a 10 percent out of
100 percent estimate, we have experienced from $4 to $400 million
in the press, and "This is what the doctors are doing to cheat the public
and we are going to straigthen them out," but they can't add up to
400 in HEW.

Now, Mr. Chairman, these peaks were claimed by the Social Security
Administration. Each peak them is a peak of discharges, a very
small peak and is actually a mathematical rate; it is not actually an
increase of discharge. If we look at these peaks and we compare the
peaks that existed before medicare, we find out here is the solid line
which is before medicare for peaks, and after medicare for peaks, and
Mr. Chairman, if the peaks of discharges had a natural weekly cycle
before medicare, how can social security say they invented these peaks
by creating a regulation "to force these no good doctors to dischargos
their patients"?

We did not invent the calendar or the phases of the moon. Illness
does have statistical cycles of weekly intervals. They were present
before medicare and we felt then that from our studies that social
security should know that this is not in relation to the regulation,
and we requested that they repeal this regulation. Mr. Chairman.

We wrote a book which we presented to them. We received monthly
letters saying they would study it and give it consideration. This is
the first experience of the private doctor.

One year later we obtained a study from PAS, which is a participat-
ing study of thousands of hospitals in this country and we found that
after the regulation was imposed, because social security paid no
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attention to our presentations; they said they would study the matter;
1 year later the peaks were still there, totally unaffected by the
regulation because they were there before medlicare and they are
still there.

The question we ask, Mr. Chairman, is that we have core back to
social security; we have had meetings with our congressional represent-
atives and social security; they have this information; they know it
has been a fraudulent presentation, because there is no relation be-
twten the peaks of discharges and the regulation; but they have con-
tilnued to send us letters-the last one last week-that they are studying
the. problem and they are looking at the latest computer figures.

Now, here is a letter from Dr. Robert Myers in which he states:
On the day after the HEW news release was made saying that the doctors

were keeping their patients too long. I brought out that the savings of this
change will probably .ie about $5 million a year. I think that the method of
presentation is most misleading and tends to create a credibility gap for the
present administration that could have been avoided.

In other words. his computations were $5 million, not $400 million,
and here is what is new in HEW; they made a statement a direct state-
ment, that they could cut, costs $40" million; and, again, Dr. Myers
has written to the head of social security, once again, "I must state
that it is very dismaying that a credibility gap has been created."

This was long before we presented ou " studies, Mr. Chairman.
Now, this is our correspondence; this is what happens to the

physician. 'We get. a statement saying that is the way it is; here is
another letter through our congressional representation when we tried
to oppose the. regulation. It was carried out anyway; and you may
not believe this, 'Mr. Chairman-it is hard for us to believe-tliat all
of this presentation, the way social security responded was, "This pastyear," that is 2 years after the previous regflation. they say they have
so much success with it, "experience with medicare has shown that
requiring certification by physicians reduces hospital stays."

They put out a second news release and the regulation that was a
failure: now they are going to extend it to the poor people.

This is the way that social security is working. Since iu worked so
well with medicare, and we know it did not, so, again, our response,
Mfr. Chairman, was to ask for data through our congressional rep-
resentatives and there was no new data. The statement was, "The
data used to justify the proposed regulations on title XIX," that is,
medicaid, "are the same as that developed by the Social Security Ad-
ministration in 1969 and which I forwarded to you in December i969."
They had no new data, Mr. Chairman. They said they did. They are
imposing this upon the doctors and the poor people.

The same comments come out in the newspaper that doctors need
to be policed because they won't even take care of the poor people.

Now, Mr. Chairman, this is 2 weeks ago, January 26, by M. Robert
Ball where he states, "We regret we were unable to meet our target
date since we did not obtain all the necessary data until recently."

Mr. Chairman, in 1969 they said they had the data and this is 1972;
and what can the private doctor do?

Mr. Thomas Tierney asked us, Mr. Chairman, if I may submit this,
why were we worried about certification? It is merely just a piece of
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paper. Does this cost much of the doctors' time? What is so onerous
about it.? Our comment, Mr. Chairman, is that the law will not allow
)ayment under section 1814 unless the certification is filled out. There-
fore, our hospital administrators make that certification paper the
No. 1 item and soon the patient becomes incidental and the certifica-
tion paper becomes the most important item in the hospital. We
feel, then, that this example of how the private physicians in this
country had tried to obtain relief and accountability from our Gov-
ernment and what hapl)pens is we keep saying, "Let's find out what
the computer says," and in the meantime our entire hospital system
is having an increasing bureaucracy where the patient becomes less
and less important.

Nr. Tierney says, "that the period of accommodation is coming
to an end with the medical profession." This is a quotation from Mr.
Tierney. As HEW's keyman, T e y has been deeply involved in the
deliberations to strengthen peer review.

Here, Mr. Chairman, is the same Social Security Administration
who-still has not been able to come up with the data 3 years later
for imposing regulations and he is again calling theanedical profession
to task.

Here is a prohibition against Federal interference and control that
Mr. Tierney has threatened the profession and it. is the law in this
country that he should not do this, Mr. Chairman.

Finally, on the matter of regulations,-I received this in my office
last week. This is December 21 date, from social and rehabilitation
services. These are instructions to State agencies administering ap-
proved medical assistance plans and this is establishing a preauthoriza-
tion of selected types of medical care and services. That means that
the poor people uider medicaid will not have to have an independent
committee decide whether they should be admitted to the hospital or
not or treated, a screen for the poor, second-rate medical care.

Now, this is not authorized in the law, as we understand it, but the
laws as they are written given such broad option to regulations, Mr.
Chairman, that this is where the problem is. These gentlemen in
social rehabilitation services are actually writing the law that the
doctor will not make the judgment as to who comes into the hospital.
It will be the Government committee, Mr. Chairman. This is a very
sad day in history for us doctors if it is indeed going to come about
that professional judgment is going to be by-passed and have a
political committee.

This, on the matter, Mr. Chairman, of peer review: There is a
section in H.R. 1 where, in section 222(a), in which there is a retro-
spective evaluation of medical services and there is under section 1122,
the peer mechanism has been tied into compulsory area planning.

Mr. Chairman, all of us here today have had considerable experi-
ence in area planning in the health planning council. This is the com-
puterized profile of physicians and from this you are going to deter-
mine whether the doctors are practicing proper medicine. This is going
to be done by the computer kicking out ahove the norms and this is the
kind of dollars you are going to save, Mr. Chairman. You had this
on your medicare hearing's last year; this is the San Joaquin Founda-
tion for medical care. This is how they save money and you had some
of this.
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This is a letter written by.the doctor chairman of the review com-
mittee. This is the peer review committee after they have been the
com puter profile: "I)ear Doctor: Your patient at Convalescent ies-
pita1 received toenail trimming on January 31. If you authorized
such treatment, please initial and return and if not would you please
so state and return."

The doctor has written: "Yes,:-since that time she hns become bed-
ridden and treatment ordered discontinued. However, because of lat-
eral inflamation of the ligament she will receive one more treatment."

The cost of this letter and the cost of the peer review physician nd
the bureaucracy involved here, Mr. Chairman, must far outweigh the
toenail trimming costs.

The bureaucracy expense, 11 percent for physicians' fees, in medical
in California, and 40 percent for operating overhead.

Whenever the unit costs are increased from the doctor in his office
taking care of the sick, with one nurse, perhaps just one secretary,
when the unit cost of that office, which may even be a two-room office,
becomes a Federal unit cost, where we then have to have Federal in-
spectors and Federal peer reviews, and we have to have social workers
in our offices and we have to follow all these regulations, the cost is
going to increase.

Finally, Mr. Chairman, the concept of peer review, as you know, in
medicare we are not allowed to give B-12 to the sick because it is
unnecessary except under very few conditions. Here is a slide that
shows that there are a whole'set of new diseases which can be con-
trolled with vitamins of the B complex, and doses hundreds to thou-
sands of times of the normal dose.

Mr. Chairman, if you happen to have an infant with this type of
aciduria., instead of needing one-millionth of a gram of vitamin B-12,
you need one thousandth. The doctors who practice medicine have
known for years that B-12 is a tremendously useful drug in the care
of the sick, especially in diseases of the nervous system metabolism.
Now, we have the proof but the practicing physician has to make his
decision not by the computer and what is written in the book but by his
experience, and I think if we come to computerized medicine with
decision being made by books that were obsolete 10 years ago, I think
progress has been stymied.

I feel that the federalized hospital is suffering from this disease.
Mr. Chairman, this is a photograph of one of our local hospitals in

New Orleans and these are the seven people around the chart, and
what happens to the 20 to 30 patients in that ward, Mr. Chairman?
This is the plight of the private doctor: That as the Federal Govern-
ment demands more and more documentation to prove the need for
medical care, then the entire hospital system becomes geared to the
paperwork and we have all this fantastic parasitism and proliferation
of unnecessa people--and what happens to the patientrI think this
is something at should be considered. t

As we move into the Federal regimentation of medicine and
HMO's-here is from Canada, Mr. Chairman, the Minister of Health
in Canada, and this is what he just did in the District of Columbia:

"Spearheaded legislation under which doctors would be limited to
three tests," all that the practicing doctor can give is three examina-
tions-electrocardiogram, urinalysis and hemoglobin-and I think if
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thlis slhotild come to pass in this country, that there should be a prime
nninister of health with that power; I think that our patients will go
hack to the middle ages as far as medical care is concerned.

Mr. Chairman, our specific recommendations are, if you will, we
appeal to you that your committee consider making a recommenda-
tion tliat. section 1814 of the medicare law on certification be repealed
l)t-cause it has proven to be unnecessary, expensive and has become the
vehicle of fraud.

I would like you to seriously consider our documentation which we
will leave with you on our studies on this matter.

.Second, we object to the establishment of compulsory areawide
planning tied to peer review. It has been our experience, Mr. Chair-
man, as far as areawide planning is concerned, that ordinarily the
F, ederal money is considered to be free money and it has been our ex-
perience that whenever a Federal project is brought to area planning
it is seldom vetoed.

On the other hand, the private projects are usually subjected to very
close scrutiny by the private individuals because of the risk of capital
flvestment.

We feel that areawide planning has cost more in this country so far
than the savings of reduplicatig equipment for the last century. We
are told that area planning, Mr. Chairman, is going to save money
and this bill-H.R. 1-section 1122, makes areawide planning
compulsory.

Mr. Chairman, the cost of areawide planning in this country would
be sufficient to give everyone a cobalt unit and kidney facility and
so on, that might be needed instead of spending all of this money on
learning how to prevent it.

The CHAR.%AN. Doctor, you presented some very interesting in-
formation here. We have been trying to move under a 10-minute rule
and we heard you for much longer tian that, and I would appreciate
it if you would summarize it. We will certainly read all your material.

I)r. GARCIA OLLER. Mr. Chairman, we certainly will close now and
I want to thank you very greatly for this opportunity.

The CIAIRMAN. Thank you.
I am going to ask that our staff take this information, particularly

that which is at variance with the publicized statements, and prepare
us a memorandum, and I would hope that the agencies that initiated
these statements could be offered an opportunity to comment as well.

Thank you very much.
])o you have any questionsI
Senator JORDAN. Tlank you.
The CHAMMAN. Thank you so much, gentlemen.
Dr. GARCIA OLLER. Thank you.
(The statement and an attachment of Dr. Garcia Oller follow:)

STATEMENT OF THE COUNCIL OF MEJICAL STAFFS (AMERICAN AsSOCIATION Or
COUNCILS OF MEDICAL STAFFS OF PRIVATE HOSPITALS, INC.) PRESENTED BY DR.
Jose L. GARCIA OLLER

SU-MMARY

While the CMB subscribes to the concept of adequate medical care for all,
some of the HR 1 amendments immobilize medical practice at an unacceptable
level, while others are based on suppositions yet to be proven.

The following fallacies concerning medical care are cited:
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DECEPTION NO. 1.-"The Cost of Medical Care is Rising Higher Than the
Consumer Price Index."

DECEPTION NO. 2.-"Thc Inordinate Rise of Physicians' Fees."
DECE'TION XO. J.-"The Imposition of a 'System' of Hospitals Under the

Federal Aegis could Reduce the Cost of Hospitalization Bclow that of the Cur-
rent Private 'Non-System'."

DECEPTION NO. ."That Creation of a 'System' of Clinics Under Federal
Aegi8 would be Less Expensive and More Efficient than Current Private Phy.i-
cian Offices."

DE'EPTIIION NO. 5.-"The 'Doctor Shortaqe'."
DECEPTION NO. 6.-The Cruel Hoax of Infant Mortality, "that Medical Care

in U.S. is Inferior because of Higher Infant Mortality than 13 Other Countries."
DECEPTION NO. 7.-"Doctors Overutilize Hospitals, with Unnecesarily Pro-

longed Hospital Stays-The Certification Fraud."
C31S recommends the following:
1. Repeal of Section 1814 of Title XVIII of Medicare covering Certification.
2. Section 203.-Object to concealment of actual cost of the program from

the public.
3. Section 211.-Object to requirement of JCAII for foreign hospitals.
4. sectionn 1122.-Object to establishment of compulsory Areawide Health

Planning as a mechanism of rationing and creation of monopolicies in health
ca re.

5. Section 222.-Object to absence of limitations, or experimental projects,
IIMO's, and request public accounting and review.
C6. Section 222 (a).-Object to retrospective evaluation of medical services for

reimbursement.
7. Section 224.-Object to HIBAC's role in evaluation of Medicare.

STATEM ENT

Mr. Chairman, I am Dr. Jose L. Garcia Oiler, Neurological Surgeon, President
of the Council of Medical Staffs (American Association of Councils of Medical
Staffs of Private Hospitals, Inc.). With me are Dr. Edward S. Hyman, Internist,
Secretary of 0MS, Dr. Kenneth Ritter, practicing psychiatrist, Vice President
of CMS, Dr. Wesley N. Segre, Treasurer of CMS, and President of the New
Orleans Medical Association of black physicians, and Dr. Robert Meade, second
Vice President of CMS.

The Council of Medical Staffs is the national organization which represents
private practitioners exclusively, with a voting membership In 15 states. We
obtain the actual votes of private doctors at regularly scheduled hospital staff
meetings. We believe it is time that Congress hears from those who actually take
care of the sick at the bedside.

CMS holds that private practice provides the highest quality of medical care,
and at the lowest cost.

As we read the 274 sections of Title II of H.R. 1, it Is apparent that this law
would effectively create a stifling web of regimentation under the Department of
IIEW affecting all facets of hospital and medical care. For such regimentation
to be justified there must be an underlying assumption that private medical care
is in crisis, and that the federal controls can improve the care of the sick, or
lower its cost.

CMS is opposed to these provisions because they are based on invalid argu-
mient.s. The following evidence is presented that there has been a deception of
the American public on these basic assumptions:

DECEPTION NO. 1.-"The Cost of Medical Care is Rising Higher Than the
(nsumer Price Index"

The CPI is a composite Index which includes goods, and services. Medical care
is a service. When the CPT on medical care is compared over a ten year period
with the CPI on services, the curves are identical. Medical care costs therefore
parallel the rise in the cost of all services and do not ju8tify the regimentation.
Medical care represents over 6.7% of the family budget. Other expenditures with

a much larger share of the budget (meat, transportation, Insurance) have risen
equally or more than medical care.
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DECEPTION NO. 2.-"The Inordinate Rise of Physicians' Fees
The rise in physicians' fees over a twelve year period (1965-196S), averages

3.7% per year, as compared to 4.2% rise in wages of employees covered by Social
Security. Physicians' fees have risen less than these wages.

A physician's housecall averages $1J.. We ask you to compare this to the
service call of your television repair man, or plumber. The average physician
works 62 hours a week. and if a Union pli mber worked the,.e hours his income
would exceed that of physicians. The laborer today works fewer hours to pay for
medical care than at any time i history.
DECEPTION NO. 3.-"The Imposition otf a 'Nystcm' of hospitals T'ndcr the

Federal Aegis could Reduce the Cost of Io.pitalization Bciowt that of the
Current Private 'on-Sytem' "

An established Federal system of hospitals is the Veteran's Administration
Hospital, which has had the benefit of ripening itself under years of regimenta-
tion and control. According to the Federal Budget, 1972, the cost per patient
stay at a Veteran's Hospital is about $1750, far exceeding the cost of a stay ill
private hospitals. The cost per stay in the l1ublic Health Service Hospital is
also higher than in private hospitals. Patients continue to stay longer in Federal
hospitals and the cost of hospitalization is rising at least as rapidly as in the
private sector. This evidence shows that the introduction of a federal system
will not reduce costs, nor stem the rise in costs. The inlluence of federal r,-
quirements for paper work has already increased the cost of hospitalization in
the private hospitals.

DECEPTION NO. 4.-"That Creation of a 'System' of Clinics Under Federal
Aegis would be Less Expensive and More Effliienit than Current Privatc
'h ysivi!in Offices"

From the 1972 budget figures, the cost of the average office visit to the out-
patient clinic at a Veteran's Hospital is $39.50. Current figures on the cost of
visits to 0EO "neighborhood clinics" varies from $40 to $300.

DECEP7'ION NO. 5.-"The 'Doctor Shortage' "
There are more doctors per popualtion in the U.S. than in any country of the

free world except Austria and Israel. There is one doctor per 166 soldiers in the
U.S. Armed Services. Doctors are practicing in all but 132 counties of the U.S.2
Of these 132, thirty-six of these are near major metropolitan centers. There is
one new doctor graduating for each 150 increase in population. The New Orleans
Public Health Service Hospital lists 138 physicians as commissioned officer per-
sonnel, with an average patient census of 307.
DECEPTION NO. 6.-The Cruel Hoax of Infant Mortality. "that Medical Care

in U.S. is Inferior because of Higher Infant Mortality than 13 Other
Countries"

The reason we have a "higher mortality" is because we have an acculrate sy.-
ter of reporting. The other countries do not have an accurate system. Ill U.S.,
97.4% of babies were born in hospitals, while in Netherlands, the "#2 country",
only 30%.3 When babies are born in hospitals, reporting is mandatory and by the
physician. Death of infants delivered at home by midwives, in other countries,
have varying requirements of reporting, often left to the relatives, and may
never be reported.

A more reasonable standard of reference for "medical care" than "infant mor-
tality" is the "death rate" for treatable diseases. The comparison with Sweden
is shown in Appendix C, Fig. 1.
DECEPTION NO. 7.-"Doctors Overutilize Hospitals, with Unnecessarily Pro-

longed Ho8pital Stay8-The Certification Fraud"
"Nation's Business", in 'May 1971, published an interview with Senator Rus-

sell B. Long on welfare costs. Senator Long stated "We have found that HEW
estimates of costs of important programs have oftentimes been as low as 10

I "U.S. News & World Report"-October 25, 1971, p. 39.
2"Distribution of Physicians in the United States, 1970"-A.M.A.-Chicago, Ill.

"International Comparison of Perinatal and Infant Mortality: the United States and
Six West European Countries"-U.S. Department of Health, Education, and Welfare-
March 1967-page 13.
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per cent of what a program actually costs after a year or two." Further, "Tie
difficulty is that those people in HEW, who seem to stay there no matter who
is President, have plans for the contrary. The logic of some of that scheming
is almost beyond belief."; and further, "The Department of Health, Education
and Welfare is spreading fraudulent propaganda about their welfare programs."

C.11S would bring to your attention that the Social Security Administration
has deceived the public on the matter of overutilization of hospitals by doctors.
This deception was endorsed by HIBAC, the Advisory Committee on Medicare.
We have pursued this matter with Social Security, and with our congressional
representatives, who suggested that this be brought to a Committee of Congress.

Tile vilification of physicians by the SSA in accusing us of retaining patients
in hospitals beyond the time they need to be there, then compounding the decep-
tion by distorting statistics on certification is beyond belief. We have exposed
and documented the deception in Appendix D.

1. We request Congress to repeal Sec. 1814 (a) of the Medicare Law to remove
the onerous, unnecessary, and expensive certification requirements, which have
failed to reduce hospital stays and have increased costs, as well as having been
the vehicle of a SSA fraud.

We furthermore respectfully register our objections to the following amend-
ments for the reasons indicated:

2. Section 103 (E) (1) (1): There is a modification in the revenue source In
which any deficit will be borne entirely by another government fund. Under
this system, the actual cost of the program can conceivably be hidden from the
public.

3. Section 211(b) (3): We have serious reservations about using the stand-
ards of the Joint Commission on Accreditation of Hospitals as a measurement
of the quality of medical care received in hospitals anywhere, inside or outside
the United States. To use these standards as a criterion for reimbursement
ignores the fact that the JCAH assesses only the environment in which care is
rendered.

4. Section 1122-A reawide Planning: Our experience in Areawide Health
Planning Indicates that this device has little to offer and is inordinately expen-
sive. Basically, it is "a committee of passengers to fly the airplane." In four years
we have wasted more money on planning than we have spent in duplicating facili-
ties during the past century: M1aking review by planning bodies mandatory before
approval of capital expenditures will (1) restrict competition: Competition would
reduce the cost of care. (2) Will concentrate facilities in lai e medical centers,
aggravating the problem of maldistribution of medical personnel. (3) The ex-
tent of political maneuvering for favored priority is manifest in planning bodies
and has no place in the care of the sick. (4) Areawide Planning may be used by
nonprofit hospitals to eliminate small proprietary hospitals. This results in a
monopoly condition for non-profit hospitals and will inevitably result in higher
costs. This eliminates hospitals in rural areas, which provide services, which
would otherwise be unavailable. (5) Federal moneys are considered "fair game"
by communities, and rarely is a program Involving the acquisition of more fed-
eral money vetoed. (6) Financing of private projects in health care usually
undergoes careful evaluation by the party in question irrespective of planning.
The risk of capital investment is the best assurance of careful planning.

5. ' 'cetion 222-Prospective Reimbursement Experiments: We object to the
absence of limitations for these demonstration projects and experiments. This
broad authorization can establish such projects in every city and hamlet in the
country and interfere markedly with the present health system. It Is difficult to
see how costs would be modified byiproviding the Secretary of HEW with a
credit card on the U.S. Treasury. We recommend specific pilot programs with
sound restrictions on such activities and we would like to have the privilege of
review of the raw data emanating from these experimental projects.

The Section 222(a) (1) (E), pp. 191-192--dealing with absentee, third party,
retrospective evaluation of which medical services were necessary In a given
situation is untenable. The reviewers are actually evaluating the integrity of
a record, not the adequacy of care. The threat of disallowing reimbursement
unless a diagnosis unequivocally warranting hospitalization is substantiated, can
seriously interfere with early diagnosis and preventive treatment.
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6. Section 224 (b) : We object to the Health Insurance Benefits Advisory Council
being entrusted with a study of the reimbursement methods for physicians. Their
record of accomplishment-such as in the Certification hoax cited earlier-
leaves no assurance that their studies would be valid.

(a) We object to the Consumer Price Index being utilized as an "appropriate
Index" for physician renumeration. CPI is an estimate of the cost of all goodsand services and medical care, being a service, should be compared to other
services only.

hIerniti Meicine lews
&. D'04pS "isis Vol. 4. No. 14 ItaY 15. 1971

'Deception' Charged to HEW
In Medicare, Medicaid Changes

Internal Medicine Nes. Service

WASHINGTON-The Council of Medi-
cal Staffs has confronted officials of the
Department of Health. Education. and
Welfare with evidence to show that de-
ception was used in promulgating new
regulations requiring earlier certification
of Medicare and Medicaid hospital pa-
tients.

A showdown came at a meeting here
presided over by Rep. Hale Boggs of
New Orleans the Demo:ratic majority
leader.

Dr. Jose L. Garcia Oiler. president of
the Council. said news releases from HEW
erroneously implied that there was wide-
spread cheating by practicing physi'tns
in treating Medicare and Medicaid pa-
tients He nolmd that data which do not
exist were cited to justify a proposal to
require physician certification of Medi-
caid patients on the 12th and 18th days
of their hospital stays rather thin on the
IIth and 21st as regulations now
provide.

The Council asked that the proposed
12- and IS-day regulation for Medicaid
patients not be adopted and that a simi-
lar regulation for Medicare. which went
into effect in 1970. be rescinded.

Thomas Laughlin Jr., associate com.
missioner of toEw's Social and Rehahilita-
tion Sersice. and Thomas M. Tierney.
director of Ht.w's Bureau of Health In.
surface. said the Council's request would
be studied.

The Council unsuccessfully opposed
the regulation for Mdiare when it was
announced late in 1969. A news release
from the Social Security Administration.
dated Oct. 13, 1969. was challenged as
being deceptisely misleading.

The release said the new regulation "is
expected to shorten hos-pital stays and
thus reduce Medicare costs.'

"To illustrate the potential cost savings
to the program." the release continued,
"Secretary (Robert H.) Finch noted that

if each hospital stay by a Medicare
beneficiary during 1970 is shortened by
onc day. Medicare cots Aill be reduced
by approvimately $400 milhon."

Dr. Garcia Oiler said the S4
figure used in the release was
stand despite specific advice fr
I. Myers. then chief actuary
that the actual savings would nk
than $5 million.
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Mr. Myers calculated that to shift the
peak discharge rate to the 12th and 18th
days "i to reduce the ascrage days of
hositalization by discharge. by .014
day%. which represents a savings of $5
million per year."

The 1969 HEw rclc:ic contained the
statement:

'Data on length of slays in hosp-
tals under the (Medicare) Program
show that the number of discharges
rises significantly on the 14th day and
again on the 21st day,' Secetary
Finch said. Since there is no apparent
medical reason why discharges should
peak on these days, it seems reason.
able to conclude that the requirement
for certification and recertification on -
certain days is in itself a factor con-
tributing to the larger number of dis-
charges on such days.

'We expect that a reasonable short-
ening of the certification periods will
result in some decrease in the number
of unnecessarily prctonged hospital
stays.'

Dr. Garcia Oiler said a reader of this
release would infer that practicing physi-

72-573-T2-pt. 5-31
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PAS data shown above esbhislee that
the tulfcaat peaks of dhsicbaage rados
antedate Medicare &ad could have me re-
otion to the requirement to certify.

:ians were cheating the governmernt by
holding patients in hospitals without
mcd::ai cause.

In addition, he cited RtIw's own statis-
tics showing that in the period Octo er.
1966-Jure, 1967. the discharges ol Medi-
care patients actually dropped from. 109,.
053 on the 13th day to 106,761 on the
14th There ,ere 52,924 discharges on
the 20th day. 53.614 on the 21st.

He stated that a discharge ratis in-
vented by mew to amplify minor devia.
tons in the curve of discharges showed
insignificant peaks on the 7th. 14th. and
2Ist days. nEw attributed these, peaks to
the Medicars rcquirement for cettilfica-
tion and regarded this as proof that the
regulation was effective in terminating
'unnecessarily prolonged hospital stays.'
Bul. the Council noted, figures compiled
by the Professional Activity Study of the
Commison on Professional and Hospital
Activities showed identical peaks for pa.
ticnts 65 years and older even before
Medicare was established. This proves
that the peaks were rot the result of
Medicare certification, he said. am did
not collect this control Oax before mak-
ijg its assertion.

I -,,F.. I

Cerication change 1n 1970 falls to move
discharge rato peaks. On January I,
1970. Medicare regulation wee hanged
to requke certIfocation to the 12th day
and rrcereificaton to she 18th day. If
succesdul, the regul9to would have
moved the 14. and 21-day peaks Io the
12th adI Ilsh days. As sho.n, there wu
no change In the discharge patten. Yet
on March 30, 1971, HEW claimed that
the Medicare retlatio had "reduced
hospital stays sigiticanl," the Comf!
.pokesatan notes.

'1hus the regulation really had no
elfeit.r and the rationale does not suppoti
the regulation." Dr. Garcia Oiler corn-
rentrd

An HEw news release on March 30,
19PI announced the department's inteon-
tion to extend the 12- and 18-day regula-
ties to Medicaid A paragraph in the
re, qc read:

'Experiene with Medicare has shown
that rcquirng certification or recertifica-
tion by physicians reduces hospital tays
significantly,' Federal Social and Rehabil-
itation Administrator John D. Twinane
said. 'Aplying this requirement to Medi-
caid can co, its costs without lowemiog
the quality of care. Thus we can provide
for needed medical care, without unne-
cessary costs to the taxpayers. "

The Council asked Rep. Bongs to ob-
tain the data on the experience with
Medicare which the news release cited,
and was told by the Congressman: "The
data used to juasify the proposed regiala.
tions relative to certification and ercer-
tification of Title xLx, . . is the same as

that deveoped by the sA in 1969."
"HEw said the experience with Medi-

care justified the new regulation for
Medicaid, yet the department can cite no
data to back up the claim." said & h
Garcia Oiler. Data on the effect of
new regulation do exist and have
published. A PAS study on a comparable
number of Medicare discharges has shown
that there has been no change in the 14-
and 21-day discharge ratio peaks in spite
of the change in certification to the 12t,
and 18th days in Janaary. 1970.

By sEW's own yardstick, therefore.
the Medicare experience with the Janu-
ary. 1970, regulation does not justify
the claims of any sa ings or benefit from
the certification regitaltion maJe in the
March 30, 1971. iw news release. Dr.
Garcia-Oiler said.

State Sen. William J. Guste Ir of New
Orleans, who made the Council's resen.
tatton at the Washington meeting, asked
that the Medicaid regulation nc4 be put
into fo-ce because it is "unwarranted,
unnecessary, ineffectual and against the

public interest."
The Council was represented by mem-

ben "of its executive committee, includit
Dr. Garcia Oiler; Dr. Kenneth Ritq
vice-president; Dr. Robert Meade, vice.
president: Dr. fdward S. Hyman. secret.
tar); and Dr Wtsey Segre, treasurer.

stw officials present included Mr.
Laughlin; Mr. Tierney; Hugh Johnson.
assistant SSA commissioner; Al Richter
and the Rev. Homer Jolley, of the Medic.
aid administration.

Aides of Louisiana senators and rep-
resentatives also attended, along with
Rep. Bogs himself.

The Council of Medical Staffs lists a
membership of mre than 20.000 pra.ti-
cing physicians on the staffs of 300 hospi-
tals in a dozen states. There are chapte.'w
in California, Louisiana, Michigan, Ohio
Texas, Florida, New Jersey. Kansas,
Oklahoma. Minnesota, Nevada, -New
Mexico and Rhode Island.

The CHrAIun[,N. hIlew next witness will be, Dr. Paul W. Spear, chair-
nan of the Physicians Forum.

Is Mr. Spear here?
We will then call the ne1xt witness, Miss Margaret Ewing.

STATEMENT OF MARGARET EWING, ATTORNEY, NATIONAL
HEALTH AND ENVIRONMENTAL LAW PROGRAM, UNIVERSITY
OF CALIFORNIA, LOS ANGELES, ACCOMPANIED BY HARVEY
MAKADON, HEALTH LAW PROJECT, UNIVERSITY OF PENNSYL-
VANIA LAW SCHOOL

Miss EWING. Good afternoon, Mr. Chairman. My name is Mar-
garet Ewing. I am an attorney with the national health and environ-
mental law program at the University of California. I would like to
introduce Mr. varvey Makadon On my right, from the health law
project at the University of Pennsylvania Law School. Both OEO-
funded health law programs helped to prepare the detailed analysis
of the health care provisions of HR. 1 lithat is attached to my w:rit-
ten testimony which has beeii submitted for the record.
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I will not try to read that testimony this afternoon but would like to
give a shorter statement highlighting some of its major points.

Before doing so, however, let me explain that the health law pro-
gram at UCLA is ail OEO legal research center which provides backup
services for legal services attorneys throughout the country in mat-
ters relating to health care. It is against this background of experi-
ence with legal problems arising under the present medical assistance
programs that I would like to comment on I.R. 1.

Few of us would disagree that great efforts must be made to con-
trol the costs of the States' medicaid programs. We are well aware that
the cost of this program has gone far beyond the most liberal estimates
made at the time of its enactment in 1965 and that it is a tremendous
financial burden for the States. However, we do not believe that the
extraordinary cost of the program is due to the fact that people who
can afford to buy medical care are getting it under medicaid or that
persons eligible for medicaid are getting more services than they need.
Rather, we believe the costs incurred in the medicaid program are a
reflection of the spiraling health care costs experienced by the country
as a whole. Therefore, we believe H.R. 1 should deal with this problem
by developing ways in which costs paid to providers can be kept
down. It should not, as it presently does, restrict existing medicaid
benefits to recipients.

Specifically, we suggest that H.R. 1 be amended in three respects
to insure that persons who truly need medical assistance be entitled
to receive it after the passage of I '.R. 1.

First, section 209 of the bill should be revised to provide that all
recipients of cash assistance under the new Title XX and XXI pro-
grais would be automatically eli,6ble for medicaid. This would retain
the concurrent relationship between thle cash assistance and medicaid
programs which presently exists in Title XIX and would eliminate
some anomalous situations which will otherwise result after the passage
of I.R. 1. As it is now drafted. 11.1. 1 would permit some. persons cur-
rentlv eligible for AFDC and medicaid to become ineligible for medi-
caid "after the passage of IT.R. I even though they would continue to
qualify for cash assist.a-oce.

In addition, all intact families with a working father receiving as-
sistance under the Title XXI p,'ogram would )e. eXclu(ded from a
State's basic medicaid program after 11.1?. 1. This would be true de-
spite the fact that their iiiantcial ne.d Ias been determinedd by the
State to be as great. as tlat of tHe iwe(dy' family as defined in the act.
As a result of provisions which ],rillit eligil;ility for cash but not,
medical assistance, the work incentive carefully built into the cash
assistance program for families will he removed. Instead of being able
to kee l) $1 of disposable income for every $3 of earned income, such
families will be required to spend that dollar on medical care before
they will ecCome eligible for medicaid.

This will act. as a significant disincentive to earn income above the
medical assistance levels. This disincentive would be prevented if con-
current eligibility for cash assistance and medicaid were retained by
H.R. 

1.

Second, we suggest. that II.R. 1 be amended to remove an even greater
disincentive for work which exists in the present medicaid law. Under
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the present law, ir1 a State which has a minimal medicaid program, one
which includes (only cash assistance recipients, and not the medically
indigent, a person who earns $1 over the medicaid income maintenance
level finds that he loses all entitlement to medicaid benefits no matter
how great his medical expenses may be. If he is $50 over income, he
will not become eligible for medicaidif he incurs $50 worth of medical
expenses as he would under the flexible income test required in States
which have a program for the medically indigent. He cannot spend his
way down to medicaid eligibility because he is disqualified by the fact
that. his income is too high.

Since most people can anticipate a significant amount of medical-
expenses in a year, and fear greater ones, there is a real disadvantage
to earning income above the medical assistance levels. We strongly be-
lieve this work disincentive is unfair and destructive and should be
removed by an amendment to H.R. 1 which would make the flexible
income provision of section 1902 (a) (17) applicable to States which
have only a minimal program.

There are about 22 such States.
Third, we believe the provisions in H.R. 1 for enrollment fees from

persons eligible for medicaid should be removed. As the bill now reads,
States would be permitted to charge a nominal deductible fee for op-
tional services to cash assistance recipients and would be required to
charge an enrollment fee related to income to the medically indigent.
Such cost sharing provisions cannot be justified as revenue measures
since their administration may well cost more than the payinents them-
selves. They are said to be required to control overutilization. We sub-
mit that there is no basis for the assumption that the poor overutilize
medical care facilities. Studies cited in the appendix to my written
testimony show the contrary. What these payments may well succeed
in doing is deterring the poor from seeking exactly the kind of
medical care they need most and that is least expensive to provide-
preventive care and early treatment.

We would, therefore, urge the committee to reject section 208 of tho
bill.

Finally, I would like to suggest that this committee consider adding
an amendment to H.R. 1 that would permit the Federal Government to
establish standards governing the quality of hospital care which is
purchased through the medicare program. The need for better regula-
tion of hospital services is especially acute in the Nation's State, county
and municipal hospitals which have traditionally served the poor.

The quality of care provided to indigents and to medicaid and medi-
care beneficiaries in these overcrowded and underfinanced hospitals
is often demonstrably below that generally available to self-paying
patients. In some cases it is below any acceptable standard of co;Ape-
tence; nevertheless, the Federal Government continues to reimburse
these hospitals for rendering substandard services to persons on medi-
care and medicaid. This is because HEW is bound by statute to cetif yas a provider any hospital accredited by a private 'body representing
the Nation's hospital administrators ana doctors-the Joint Commis-
sion on the Accreditation of Hospitals.

About 94 percent of the country's State, county and municipal hospi-
tals with over 100 beds, eligible to receive medicare payments, are ac-
credited by the Joint Commission.
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Under section 1861 of the Medicare Act, the Secretary of HEW is
instructed to promulgate standards to protect the health and safety
of beneficiaries in hospitals. This authority is almost completely under-
mined, however, by two additional provisions. The Secretary is pro-
hibited from promulgating standards higher than comparable stand-
ards established by the JCAH and any hospital accredited by the
JCAII is deemed to have complied with the Secretary's conditions of
participation.

The Joint Commission on the Accreditation of Hospitals is a pri-
vate corporation whose governing board is made up of representatives
from the American Hospital Association, the American Medical Asso-
ciation, the American College of Surgeons and the American College
of Physicians.

After its accreditation program became part of the medicare cer-
ti fcation process, the Joint Commission revised its standards and last
year put into operation new standards which are a significant depar-
ture from both the philosophy and content of its former standards.
Thus, section 1861 now prohibits the Secretary from promulgating
standards higher than comparable standards of which Congress was
absolutely unaware when it passed title XVIII.

Being tied by legislation to comparable standards, HEW has pro-
mulgated conditions of participation for hospitals which are a para-
phrase of the Commission's standards. In addition, HEW maintains
that it is without authority to establish standards in areas such as out-
patient care in which the Commission has established no comparable
stan(lalrds and without authority to inspect any hospital so long as its
JCAH accreditation remains in effect.

The Joint Commission has repeatedly stated that it does not con-
sider itself a policing body but, rather, a private consulting service
for hospitals whose findings are confidential. Not only will the JCAH
not, make its hospital inspection reports available to the public, they
will also not make them available to the Social Security Administra-
tion. *We believe this seriously hampers the Administration's ability
to evaluate the services purchased through the medicare program.

We submit that however valuable its services may be as a private
consultant, an organization made up exclusively of representatives
from about 6,000 of the Nation's 7,000 hospitals and the predomi-
nant medical associations should not be given authority to determine
the quality of hospital services which the Government will purchase
from themn.

The health law program believes that such a system is an improper
if not unconstitutional delegation of governmental authority to a pri-
vate body. We therefore suggest that the committee consider amending
H R. 1 to provide that the Secretary shall be fully empowered to de-
velop and apply standards of competence to hospitals receiving title
XVIII reimbursement; in this way the medicare program could be
useful in bringing about a higher level of hospital care available to
the poor.

In conclusion, I would like to urge once more that the committee
amend H.R. 1 so as not to restrict the present medicaid program
but to use the leverage that exists in the medicare and medicaid-pro-
grams to control the costs of medical services and raise the quality
of medical care available to the poor and ultimately to us all.
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Thank you very much for the opportunity to appear here today.
The CHIAIR-MAN. Thank you vevy, much.
(The prepared statement and attachments of Miss Ewing follow.

Hearing continues on page 2725.)

STATEMENT OF MARGARET F. EWING ON BEHALF OF THE NATIONAL IIEALTH AND
ENVIRONMENTAL LAW PROGRAM

My name is 'Margaret Ewing. I am an attorney with the National Health
and Environmental Law Program, at the University of California at Los
Angeles. The Health Law Program is an OEO funded research center estab-
lished to assist legal services attorneys in health related legal niatters. The
program has been in operation for about two years and has done extensive
research in many areas, including eligibility of the indigent for Medicare and
Medicaid, and legal mechanisms for maintaining high quality medical care. It
is against this background of experience with the legal problems encountered
under the present government health programs that I would like to comment
on H.R. l's health care provisions, on behalf of the Health Law Program.

First, I will briefly summarize the detailed discussion of the hill's health
care provisions which appears in the analysis appended to my testimony. Second,
I would like to direct the committee's attention to two related legal problems
encountered by the poor in their search for good health care-the obligation of
tax exempt hospitals to serve the indigent and the quality of hospital care
purchased through the Medicare and Medicaid programs.

With the exception of increases in deductibles and copayment provisions
noted in the appendix, we approve of 11.R. l's provisions dealing with Medieare.
Those provision-; which we support would extend benefits to persons previously
uncovered, would use the leverage of Medicare and Medicaid payments to stimu-
late comprehensive health care arrangements and enforce planning decisions
and would seek to control the charge.- of providers under Medicare.

MEDICAID PROVISIONS

However, most of the bill's provisions dealing with Medicaid, would either
directly restrict that program or permit the states to cut it back. We oppose
these provisions. As passed by the House, the bill would exclude some families
now eligible for Medicaid benefits, would create work disincentives for some
persons receiving cash assistance, would discourage eligible persons from using
Medicaid services, and would permit the states to eliminate whole areas of serv-
ice from their programs, such as dental care, eye glasses, prescription drugs.

We are aware that the cost of the Medicaid program has gone far beyond the
most liberal estimates made at the time of its enactment in 1965. and that It is
a great, unanticipated financial burden on the states which must bear about
half its cost. Nevertheless, denying poor people medical care of which they are in
need is an inhumane and, in the long run, expensive way in which to reduce
the costs of the program.

We believe that the extraordinary expenses encountered are attributable largely
to spiraling health care costs experienced by the country as a whole rather than
to a program too broad in Its scope and coverage. Therefore, we suggest that
the committee eliminate those provisions of H.R. 1 which would restrict Medicaid
benefits and concentrate Its efforts instead on controlling rosts paid under the
program to providers of service.

1. Medicaid eligibility criteria narrowed
H.R. 1 would restrict the Medicaid program in three ways. First. Section 209

would result in a tightening of eligbility criteria with the result that many
existing and potential beneficiaries will be excluded from the program. Some
families now eligible for XIX benefits would be excluded after enactment of
H.R. 1 even if they were eligible for OFF or FAP, because they will be denied
the full henofit of FAT) income disregards in determining their 'Medicaid eligibil-
ity.1 Intact families who become newly eligible for cash benefits under FAP and
OFF would be excluded from the program altogether.' Some AFDC related bene-

I Section 209 (e).
' Section 209 (a).
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ficiaries eligible for assistance by virtue of a higher FAP level would not be
eligible for .Medicaid because the states are permitted to maintain 1971 medical
assistance level.3

Furthermore, rather than eliminating a disincentive to earn income above
medical assistance levels in states with a minimal program, the bill preserves
this work disincentive and adds another one. The ironic situation that results
from eligibility changes made by H.R. 1 is that many families which are deter-
mined to be in need of assistance from the OFF or FAP programs will be
ineligible for Medicaid. until such time as they incur medical expenses u) to the
amount by which their income and assistance payments exceed the state's
medical assistance standard. There is a disincentive, then, for such families to
earn money above the medical assistance level since they know that each dollar
earned must be spent on medical care before the family will again be entitled
to have Medicaid cover its remaining medical expenses. These expenses would
have been covered by Medicaid if they had not earned the additional dollars.
Thus. the assistance that Congress gives through FAP and OFF with one hand
is taken away with the other hand by not requiring automatic Medicaid eligibility
for all persons receiving cash assistance.
2. Enrollment fees and co-payment provisions added

Second, IH.R. 1 would discourage eligible persons from seeking benefits under
It. The bill would require a "nominal" enrollment fee from persons receiving
cash assistance seeking services other than the five basic services, and an en-
rolhinent fee based on income for all services from the medically indigent. (Sec-
tion 208) In addition, the bill removes l)rohlbition In the present law against
deductibles and co-insurance not based on ability to pay. These provisions
for enrollment fees, premiums, deductibles and co-insurance payments are to
be exacted from persons defined by the states to have funds sufficient only to
meet their needs for food, shelter and clothing. Thus. they necessarily require tile
diversion of funds from these purposes to obtain medical care. Since tile admin-
Istration of these Income related payments may well cost more than the amount
of the payments themselves, they cannot be justified as revenue provisions.
Rather, the provisions are said to be necessary to prevent "overutilizatlon"
and to encourage "cost-consciousness".

We respectfully submit that there Is no basis for the assumption that the poor
overutilize medical facilities. In fact, several reliable studies cited in the ap-
pended analysis show quite the opposite. The use of compulsory patients
l)a~yments to control utilization ignores the fact that, except for the initial
visit to the doctor, It Is the physician and not the patient who orders such services
as X-rays, lab tests, drugs and subsequent visits, which amount to about 90%
of total services. We believe that the effect of enrollment fees and deductible
requirements will be to discourage poor people from seeking exactly tile kind of
care that they need most and that Is least expensive to provide--preventive care
and early treatment. The Indigent mother -who decides not to take her child
with a cough to the doctor in order to keep the enrollment fee or deductible pay-
ment in her food budget may well present the child at the emergency room some
days later to be hospitalized with pneumonia. Such an approach to the provision
of medical care for the poor Is penny wise and pound foolish.
S. Prohibitions against state cut backs removed

Third, H.R. 1 would permit the states to cut back on the persons and services
Included in their 'Medicaid programs. Section 209 would permit a state to lower
Its Income eligibility level for the optional medically-indigent program to one
only slightly above its cash assistance level. It would allow the states to cut
back on all but the five mandatory services (Including dental care, and eyeglasses)
without HEW apl)roval. (Section 231) And it would remove the requirement that
states make efforts to provide comprehensive medical care to all the needy by
July 1, 1977. (Section 230) In light of the financial pressures faced by most
states at this time, It is very likely that the states will take advantage of this
new authority to cut back their Medicaid programs. The bill should prohibit
this being done in ways which will destroy the states' ability to render compre-
hensive care to beneficiaries as Congress intended.

We strongly urge, therefore, that Congress amend H.R. l's provisions in tile
following ways: First, the bill should provide, as does the present law, that

I Section 209 (d).
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all persons receiving cash assistance under FAP and OFF are automatically
eligible for the state's minimum Medicaid program. Second, persons with income
in excess of the medical assistance levels in states which have a minimal Medicaid
program (for cash assistance recipients only) should be permitted to become
eligible when they have incurred medical expenses in the amount by which they
are over-incomq. Third, states should not be permitted to exclude persons now
eligible for Medicaid from their programs after the enactment of FAP and OFF.

The consequence of the restrictive Medicaid provisions now In H.R. 1 will be
that many families now eligible for benefits will join those poor persons without
categorical attributes, largely single persons and married people under 65, with-
out children, who must seek free or below cost medical care from local public
health facilities or from private charities. In addition, Medicaid beneficiaries
will have to look to the same sources for the services cut out of state plans.
Therefore, this Committee should be aware that, for reasons I will discuss, some
private medical facilities are less likely to provide free service to the non-
Medicaid poor today than they were prior to the development of the program
in 1965. In addition, public health facilities, upon which the non-Medicaid poor
must rely, such as municipal and county hospitals, are already overburdened
and generally offer medical care of considerably lower quality than is generally
available from private hospitals.

ACCESS OF THE POOR TO TAX EXEMPT HOSPITALS

More than half of the nation's short term hospitals are private non-profit
hospitals which qualify under Section 501(c) (3) of the Internal Revenue Code as
tax exempt charitable institutions. Prior to 1969, these hospitals were required
by an Internal Revenue Ruling to provide charitable and below cost care to the
extent of their financial ability in order to maintain their tax exempt status.
(Rev. Ruling 56-185) In 1969, a House amendment to the tax reform bill of 1969
(H.R. 13270) would have removed this obligation from charitable hospitals. The
Senate, however, and this Committee rejected the amendment and the rejection
was accepted by the House conferees. Several weeks before this Committee re-
ported out the House bill, the Internal Revenue Service withdrew its 1956 ruling
requiring free care and substituted one which had the same effect as the House
amendment. (Rev. Ruling 69-545) It permits hospitals to maintain their tax
exempt status so emergency care to all comers. Thus, although determined to be
charitable, hospitals are required to offer no services except those for which they
will be paid in full. In deleting the amendment to this effect from the House
bill, this Committee stated that it desired to consider the Issue in the context
of Medicare and Medicaid.

The Medicaid and Medicare programs have been in operation for even years
now. It Is time to determine whether, as we have reason to believe, private
tax exempt hospitals have eliminated or decreased the amount of free care they
provide to the poor. In the fact of mounting pressure to keep inflating hospital
charges down, and perhaps relying on the mistaken.notion that together Medi-
caid and Medicare cover the basic medical needs of all of the poor, it would be
surprising if many hospitals have not referred or transferred indigent patients
to public health hospitals that they might otherwise have undertaken to treat.
A law suit brought recently by eight indigents and five organizations charges
eight tax exempt hospitals with a refusal to provide any free care at all to indi-
gents. In addition, there are tax exempt hospitals which have refused to become
certified as Medicaid providers and hospitals which are certified but which
strictly limit their services to Medicaid patients through various means. We sug-
gest that this Committee investigate this problem and seriously consider endors-
ing a legislative repeal of the 1969 ruling.

JCAH AND THE QUALITY OF HOSPITAL CARE

Finally, I would like to suggest that this Committee consider adding an amend-
ment to H.R. 1 that would permit the federal government to establish standards
governing the quality of hospital care which is purchased through the Medicare
and Medicaid program. The need for better regulation of hospital services is espe-
cially acute in the nation's state, county and municipal hospitals. Many exist in
antiquated facilities, are understaffed, serve a larger population than intended
and are under-financed because of the general squeeze on state and municipal
budgets. The result Is that the quality of care provided to indigents and to Medi-
caid and Medicare beneficiaries in such hospitals is demonstrably below that
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generally provided self-paying patients. In some cases, It is below any acceptable
standard of compeence. Nevertheless, the federal government continues to
reimburse these hospitals for rendering substandard services to persons on
Medicare and Medicaid because HEW is bound by statute to certify as a pro-
vider any hospital accredited by a private body representing the nation's hospi-
tal administrators and doctors--the Joint Commission on the Accreditation of
Hospitals.

In 1965 when the federal Medicare program w.s adopted Congress chose to
look to JCAH accreditation as the primary mear.ms of certifying a hospital as a
provider. Under Section 1861 of the Medicare Act, the Secretary of HEW is
Instructed to promulgate standards to protect the health and safety of bene-
ficiaries in hospitals. (42 U.S.C. 1395x(e) (8) ). This authority Is almost com-
pletely undermined, however, by two additional provisions. The Secretary is
prohibited from promulgating standards higher than comparable standards estab-
lished by the JCAH (42 U.S.C. 139x(e) (8)) and any hospital accredited by
the JCAH is deemed to have complied with the Secretary's conditions of
participation. 42 U.S.C. 195bb.)

The Joint Commission on the Accreditation of Hospitals Is a private corpora-
tion whose governing board is made up of representatives from the American
Hospital Association, the American Medical Association, the American College
of Surgeons and the American College of Physicians. There are no govern-
mental or consumer oriented members on the Commission's board. The JCAH was
created in 1951 to carry on the program begun by the American College of Sur-
geons In 1919 of accrediting hospitals in order to better appraise the experience
of doctors applying for membership in the College. This accreditation program
gained in statute and scope until it became accepted as a professional seal of
approvel voluntarily sought by hospitals. The Joint Commission now accredits
76% of all short-term general hospitals certified as Medicare providers and 94%
,of all such public hospitals with over 100 beds.

After the Medicare program became law, the Joint Commission discarded the
standards which had been in effect at the time Congress enacted the provisions
referred to above, and set about creating new quality standards for hospitals.
These were put in operation last year and are a significant departure from both
the philosophy and the content of Its prior standards. Thus, section 1861 of the
Medicare statute prohibits the Secretary from promulgating standards higher
than comparable standards of which Congress was absolutely unaware when it
passed Title XVIII. Being tied by legislation to "comparable" JCAH standards,
the Secretary has promulgated conditions of participation (applicable to hos-
pitals not accredited by the Joint Commission) that are a paraphrase of the
Commission's standards. In addition, HEW maintains that it is without author-
ity to promulgate standards in areas, such as out-patient care, in which the
Commission has established no comparable standards.

The standards established by the Joint Commission are stated in terms of
principles which are very vague and which leave enormous room for discretion
in their application. For instance, the standards require that the staffing of a
hospital emergency room "shall be related to the scope and nature of the needs
anticipated and the services offered." These broad standards admittedly permit
the JCAH to make judgments concerning a hospital's ability to upgrade its serv-
ices in response to the threat of the loss of accreditation. In applying its stand-
ards, the Joint Commission admits that it has no level for compliance beneath
which a hospital would necessarily be denied accreditation. The Joint Commis-
sion accredits hospitals for two year periods during which no on site Inspections
are made by the Commission. Each hospital is informed several months prior to
the Commission's on site inspection survey and has ample time to prepare for It.
HEW has concluded that under the present law It has no authority to inspect a
hospital to determine the quality of patient care being provided so long as the
hospital's JCAH accreditation remains in effect.

The inadequacy of the JCAH accreditation process to bring about necessary
Improvements in patient care is well illustrated by a recent case In the District
of Columbia. In 1970, several senior citizens groups from the District of Colum-
bia. composed largely of Medicare beneficiaries, and the house staff physicians of
D.C. General Hospital. the city's hospital for indigents, requested an Interview
with the surveyors of the Joint Commission Inspecting the hospital. These groups
protested among other things the inadequacy of D.C. General's emergency room
staff, which resulted In patients waiting many hours to be seen. Tn addition, they
presented evidence that the hospital suffered from severe deficiencies in nursing
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personnel, record keeping, laboratory competence and drug supplies. The sur-
veyors heard the evidence but refused to comment on it, refused to make any
findings with regard to the allegations made, and refused to make their report
of the survey available to the complainants. The JCAII subsequently renewed
the hospital's accreditation without explanation.

After the death of a patient who had waited seven hours to be seen in the emer-
gency room some months later, the same citizens' groups instituted a law Suit
against the hospital in which a United States District Court Judge Issued an
order for preliminary Injunction finding the staffing of the hospital's emergency
room inadequate.' Lie ordered the hospital to keel) three licensed physicians oni
duty in the emergency room at all times-triple the number previously on duty
during some shifts when JCAII accredited the hospital.

Not only will the Joint Conmission not. make its reports on hospital compliance
available to the public, it refuses to make then available to the Social Security
Administration which must therefore rely on the hare fact that the Commission
has accredited a hospital In certifying it as eligible to receive Medicare reim-
bursemnt. This seriously ilistructs ,Social Security Administration efforts to
evaluate the services purchased thrmgh Medicare. The Joint Commission has
repeatedly stated that it does not consider itself a policing body, but rather a
private consulting service for hospitals whose findings a,- confidential.

We submit that, however valuable its services may le t.- a private cnsiltant,
an organization made up exclusively of representatives of the American Ilo.;liitui
Association, to which 6,090 of the nation's 7.123 hospitals belong. and the pre-
dominant medical associations has an Institutional interest in estalillshing acered-
itation standards that can be met by as many hospitals as possible who seek to
be certified for Medicare reimbursement. Such an organization should not be
given authority to determine the quality of hospital services for which the gov-
ernment will pay. Yet that is the effect of Section 1861, for JCAII standards have
been imposed as ceilings for hospitals participating in Medicare. These are not
minimum standards but mandatory maximums-the requirements of the Socre-
tary of HEW "may not be higher * * *"
The Health-Law Program believes that such a system in effect provides no

legally enforceable minimum standards for the quality hospital services to be
purchased with federal funds, and Is an Improper, If not unconstitutional. dele-
gation of government authority to a private body. We, therefore, suggest that the
Committee consider amending II.R. 1 to provide that the Secretary shall be fully
empowered to develop and apply standards of competence to hospitals receiving
XVIII reimbursement. Such standards should be applied In the Title XX pro-
gram as well.

In conclusion, I would like to thank the Committee for this opportunity to
appear before you today and to urge once more that you amend H.R. 1 so as not
to restrict the present Medicaid program but to use the leverage that exists in
the Medicare and Medicaid programs to control the costs of medical services and
to raise the quality of medical care available to the poor. Thank you very muh.

H.R. 1: MEDICARE AND 'MEDICAID PRovIsIoNS

(A comment oit amendments to the Medicaid and Medicare Program contained
in H.R. 1)*

Provfilone Which Should Be Amended in the Interest of the Poor

I. COST SHARING UNDER MEDICAID AND MEDICARE. If 208 AND 205

A. Section 208 Medicaid

Section 208 sets out new requirements for cost sharing under Medicaid. It pro-
vides that deductions or cost sharing may be Imposed on cash assistance recipients
In "nominal" amounts for services other than inpatient and outpatient is-
pital services, physician services, skilled nursing services, home and health care

4 Greater Wa.,tington, D.C. Area Council of Senior Citizens, et at v. Walter Washing-
ton, et a?., U.S. Dlst. Ct. D.C. No. 275-71 (Sept. 28, 1971).

*The National Health and EnvironmentalLaw Program, Los Angele. Calif., randl The
University of Pennsylvania Health Law Project. Philadelphia. Pa. rwitb the cooperation
of] The N.L.S.P. Center on Social Welfare Policy and Law, New York, N.Y.
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senices, and laboratory and x-ray services. With regard to the medically needy,
1 20 provides that a state must charge a premium or enrollment fee related
to Income and, in addition, removes all prohibition against the imposition of fur-
ther deductibles and coinsurance which would not have to vary by level of income.
Although present law allows income related cost sharing (except with respect
to inpatient hospital services provided to cash recipients), up until now cost
sharing has not been widely imposed. HEW regulations have defined the income
of cash assistance recipients as necessary for maintenance and work incentives,
and therefore not available for cost sharing charges. This has meant that, in
effect, cost sharing could be imposed only on the medically needy. But because
cost sharing programs where costs are related to means are administratively
infeasible,' only one state, New York, has chosen to institute such a program.
Section 208 attempts to avoid some of these problems by making income related
cost sharing for the medically needy mandatory, and by further allowing cost
sharing which is not income related.

The ratioznale behind 1 208 is, as stated in the Ways and Means Committee
Reptort.on I.R. 1, "to discourage possible unnecessary overutilization and to en-
courage cost-consciousness on the part of those covered under Medicaid." " Yet
there is no evidence %hatsoever that the poor are overutilizing available health
services. If anything, the poor underutilize services. General experience through-
out the country indicates that when the financial barriers which keep the poor
from consuming medical services are removed, the poor tend to utilize medical
services only to the same extent as the non-poor.

Since 1905 the Office of Economic Opportunity has been supporting neighbor-
hood health centers, one of whose basic objectives has been to eliminate any
beneficiary cost sharing. In reviewing utilization experiences of the O.E.O. health
program, studies have documented the fact that the neighborhood health center
enrollee averages 4-5 visits to a physician per year compared to the national
average of 4.5 annual visits per person Another O.E.O. health grantee, recently
transferred to the Department of H.E.W., is the Kaiser Foundation Health Plan
In Portland. Oregon. Integrating a population of 6,000 poor individuals into ap-
lproximately 120,000 nonpoor plun enrollees, Kaiser has found that by eliminating
copayment, deductibles, and all other forms of personal contribution for the poor,
there is no overutilization of total medical services. A study of the Kaiser ex-
perience indicates that the poor and the non-poor make similar aggregate use
of physician services.' On the average each member of the O.E.O. popula-
tion visited a physician 3.9 times per year, while the rate of visits for the whole
health plan membership was 4.1. Thus, based on the experience of the O.E.O.
health programs which now provide medical and health services for approxi-
mately 1 million poor people, removing financial barriers to health care does not
appear to cause excessive overutilization of medical services.

Furthermore, the present Medicaid experience, operating without financial par-
ticipation fromi the beneficiary, has not exhibited a tendency for the poor to over-
utilize medical care. Although the 1968 national physician utilization-rate is 4.2
engagements per year, current Medicaid experience in California is only 2.0 per
beneficiary.5

Even were this not true, and excessive utilization was a problem amongst
the poor, it is essential to remember that implementing cost sharing provisions
to reduce unnecessary utilization does not reach the basic issue: the impact of--
physician decision making. Dr. Milton Roemer, Professor of Medical Care Ad-
ministration at the University of California at Los Angeles, has stated:

"It must be recognized that the great majority of services rendered in a medi-
cal care program are decided upon by the physician and not the patient. The
initial medical contact is the patient's decision, but almost every other service
after this--subsequent visits, hospitalization, prescribed drugs, laboratory or

I Staff Report, Senate Committee on Finance, Medicare and Medicaid Problems, Issues
and Alternatives, 91st Cong., first sess., 129-130 (1970).

2 H.R. Rep. No. 231.92d Cong., first seas., p. 74.
S Sparer. 0. and Strauss. "Basic Utilizntion Experience of O.E.O. Comprehensive Health

Services Projects" Presented Before the Research on Health Planning Processes and Tech-
niques Section, American Public Health Association (October 29, 1970).

&Colombo, Supra, n. 7 at 647.
6 California Medical Assistance Program Servicee and Payment Reports, California De-

partment of Health Care Services July 1969-July 1970; Current Estimates Prom the
Health Interview Surrey United States, 1968, Vital Health Statistics Series 10, No. 60,

National Center for Health Statistics.
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x-ray examinations, physiotherapy, etc.-is ordered by the doctor. For most of
these services, especially hospitalization (in the American setting, though not
in Europe), the physician stands to gain additional earnings. In terms of total
costs, the services which are patient-decided probably account for about 10 per
cent, while the doctor-decided services account for 90 per cent. It follows that
various cost sharing or "co-insurance" devices used to inhibit patient demand
for medical care in organized programs can have very little effect on utiliza-
tion rates." 4

It should be clear that it makes little sense, except in terms of sheer cost-sav.
ing, as opposed to control of utilization, to cut back on overutilization of health
facilities amongst the needy. Yet even if this were not the case, there should
be no imposition of cost sharing or deductibles, however "nominal", on the poor.
For when a person is very poor, almost any sum of money has concrete mean-
ing. When such a person is made to "stop and think" about going to the doctor,
which is what cost sharing intends; it means that he is made to consider
whether spending'money on medical services is worthwhile in light of his food,
housing, carfare, and other basic needs. The poor of this nation must not be
made to choose amongst such fundamental necessities, and to this end it is
recommended that § 208 be amended to eliminate all cost sharing provisions
under Medicaid.

B. Section 205 Medicare
Section 205 of H.R. 1 woULd affect Medicare beneficiaries in much the same way

that § 208 would affect people receiving Medicaid. Even though it also extends
coverage under Medicare from a maximum of 150 days to a maximum of 210 days
(120 days of which can be used only once in a lifetime), it imposes a co-payment
on those staying in the hospital over 30 days. Whereas presently one has to pay a
co-payment only after receiving inpatient hospital care for 60 days, § 205 requires
a co-payment of $7.50 a day for each day of hospital care over 30 and under 61,
a requirement that can add as much as $225.00 to an individual's hospital bill.

The Ways and Means Committee explains this provision in much the same way
it explained § 208. The Committee report states: "experience indicates that about
10 per cent of the hospitalized aged use more than 30 days of hospital care dur-
ing a benefit period and it may well be that in some of those cases care beyond
S0 days is really not needed."' Addition of the co-payment is intended to cut
'down on this utilization, yet the discussion above on § 207 would apply here as
well. At least as far as the needier elderly are concerned, a co-payment might
-well serve not to control unnecessary utilization but, if anything, to seriously
restrict necessary hospital care. Going beyond the changes made in 9 205, this is
also true of the existing deductible and co-insurance provisions as they apply
to the needy elderly.

It is recommended that § 205 be amended to repeal or waive allco-insurance
and deductible requirements for the needy elderly. The needy elderly should be
defined for purposes of this amendment as those with income below the Social
Security Administration's Poverty Index.6

* Roemer, M. I. "Diverse Methods of Paying for Medical Care and Their Effects on the
Services Provided." Selected Papers on Health Issues in California, May 1971.

T H.R. Rep. No. 231, 92d Cong., first sess., p. 71.
s Family size: Income

----------------------------------------------------$2,002
2 ---------------------------------------------------------- 2,587
3 ---------------------------------------------------- 2,948
4-------------------------------- ------------------------------- 4,070
5 ------------------------------------------------------ 4,791
a ------------------------------------------------------ 5,378
7or more---------------------------------------------------8 6618

The Social Security Administration's Poverty Index io based on the U.S. Department
of Labor's Economy rood plsn. adjusted for changes In the Consumer Price Index through
may 1971. Dept. of Labor BLS Report No. 237-48- BTJS Consumer Price Index August

1971.The nadeuacy and bare subsistence nature of the BSA PovertyIdxasen
widely recognized. See Orshanski, Counting the Poor: Another Look at the Pqverty Profile.
Soc. Sec. Bull., vol. 28, No. 1,'p. 8 (Jan. 1965) *Orshanekl, The Shape of Poverty, in lose,
Soc. Sec. Bull., vol. 81, No. 3 p. 4 (March 1968j. At the very minimum those with incomes
below the poverty line should be exempt from all co-insurance and deductible requirements.
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1. MEblLCAID CUTllCKS-4 200, 230, 231

A. Section 209 Re8trictions on Eligibility
Though obscurely drafted, § 209 contains several critical provisions which will

limit Medicaid eligibility more severely than current law. States participating in
Title XIX will continue to be required to provide medical assistance; as defined
in j 1902 (a) (13) and § 1905(a) of the Act, to families with AFDC attributes,'
to the adult recipients under a new Title XX, and to children receiving foster
care. Yet under this section states will not be required to provide medical as-
sistance to the additional "intact" families who will be eligible for JAP and
OPF; i.e. the working poor. Furthermore, states will not be required to continue
coverage of all AFDC families presently eligible; only those AFDC families who
are receiving assistance under Title XXI must be Included in a minimum Title
XIX program. 10 Also, states will not be required to raise their income eliglfilty
levels for Medicaid to correspond with Title XX or XXI income eligibility stand-
ards but may maintain their Medicaid eligibility standards at the levels existing
on January 1, 1971, which pay be well below Title XX or XXI standards.
(§ 1902(e) of the Act asa-dded by § 209(d) of H.R. 1) This would deny medical
assistance to some individuals receiving assistance under Title XX or AFDC
related families receiving assistance under Title XXI.'

In addition, a substantial number of families now receiving cash assistance
and eligible for Medicaid in states with niimiiiium Title XIX programs " will not
automatically be eligible for Medicaid under § 209(c) of the Act even if they
are eligible for FAP. This results from the fact that full application of the earned
income disregards available to families in determining FAIP and OFF eligibility
Is s1cifically prohibited in determining Medicaid eligibility. Famlies previously
eligible for AFDC and now eligible for PAP and OF will be limited to an
earned income disregardd of only $720, an amount equal to Just the flat dollar
portion of the disregard available to determine cash benefits.'" Under current
law, pursuant to § 1902(a) (17) of the Act, the saine earned income disregards
are applicable to -termtlm-eligibility for Medicld as are applied to determine
continuing and initial eligibility for money payments in the respective categories.
''lumi cirrently there is eligibility for IMedieaid o e a persoit is deemed eligible

9 Families where one parent is disabled, dead or absent from the borne as well as families
formerly deemed eligible for AFDC-UP (where the male head of the household is unem-
ployed)lIn states which had AFDC-UP programs.

10 Some families presently eligible for AFDC In states in which the assistance standard
exceeds the proposed FAP level will not be eligible for assistance tinder Title XXI unless
the state elects to provide supplementary assistance. If the state does not ko elect, it
would not be required to aid such families under the new Title XIX program. It seems clear,
however, that if the state does so elect, any AFDC type family receiving supplementary
payments must be included in the minimal Title XIX program, although question could
he raised by use of the term "receiving assistance to needy families with children" in
1 1902(a) (10) (A).

11An AFDC related family receiving assistance under Title XXI need not be covered
unless the total family income less $720 a year plus medical expenses Is below the state's
January 1971 standard. Accordingly in states where PAP adds families to the cash rolls,
the states need not make such families automatically eligible for Medicaid and they may
be required to apply their Increased assistance to meet their medical care expenses.

"2 Under current law, pursuant to 1 1902(a) (10) of Title XIX, a state opting to have
a Medicaid program is required to provide medical assistance to all categorical assistance
recipients.

1sThis disregard is $720 plus one-third of the remainder of earned income. The $720
#' disregard represents an allowance for work expenses established on the assumption that

actual work expenses, carfare, lunches, etc. average about $60 a month. The bill is unclear
on what disregairds will be allowed for Title XX recipients. Section 1903(f) (3) states that
only the flat dollar portion of the disregards allowed for purposes of determining eligibility
for cash assistance under Title XX, as set out in j 2012( b) (3), will be used for deter-
mining eligibility for medical assistance. This would mean a disregard of $1,020 for the
blind and disabled and $720 for the elderly. However, 11003(f) (1) (A) seems to allow
states to use the full disregards provided for in 1 2012(b) (3) with respect to adults eligible
for Title XX payments since this subsection, unlike 1903(f) (1) (B), prohibits federal
matching only as to individuals not receiving assistance whose net income, after appli-
cation of the more restrictive medical assistance disregards, established tinder 1903(f) (3)
is in excess of maintenance levels. See I 1903(f) (1) (B). Thus the more restrictive disregard
in the adult category appears to apply only with regard to the medically needy; whereas
for the AFDC linked FAP and OF ' families the more limited disregard applies to both
the categorically and medically needy. Thus some medically needy Title XX and XXI
recipients, formerly eligible for Medicaid because of the earned Income disregards will
no longer be eligible without spending down below the Medicaid assistance standard.



2714

for, or is receiving, a money payment. Under H.R. 1, such automatic, concurrent,
parallel eligibility- will be eliminated for families receiving cash payments.

For example, a family which earns $300 per month in a state which provides
only the required minimal 'lltleXIX program and does not provide cash supple-
mentation for the minimum FAP standard of need of $200 per month for a
family of four would not be eligible for Medicaid despite its eligibility for FAP.
Under present law $180 of the family's $300 per month earned income would be
disregarded for the purpose of determining continuing eligibility for a money
payment.1 ' Assuming a state standard of $200, the family would be-eligible to
receive public assistance supplementation of $80 and would be eligible for Medi-
caid. Under H.R. 1 such a family would be eligible for Title XXI lyments of
$40 a month, but would not be eligible for Medicaid since the family would be
entitled to a disregard of only $60 and would be treated for Medicaid eligibility
purposes as having income above the eligibility levels, i.e. $280 per month, $240
of countable income and $40 benefits.

Such families who will be eligible for cash assistance but no longer auto-
matically eligible for Medicaid will be forced to "spend down" in order to qualify
for Medicaid, i.e. they will haye to meet their own medical expenses up to the
amount by which their income 'exceeds the medical assistance standard and will
only receive medical assistance to meet medical costs above that amount. In the
example above, the family would not qualify for medical assistance in any month
unless their medical expenses for such month exceeded $80, and then they would
be relieved only of the costs in excess of $S0. Thus, a family with actual gross
income of only $340 would have to apply $80 of that income to medical needs
even though $340 a month is the amount which the family has been determined
to need under FAP to meet its basic maintenance costs other than medical care.
In addition, if a state sets its medical assistance level at the level in effect as of
January 1, 1971 (p. 5, supra) the spend down might be more.

Imposition of a spend down requirement on families in need of cash assistance
is one of the most deviously regressive features of the amendments. Thus the
purported purpose of this spend down provision is to eliminate what was felt to
be a "notch" or work disincentive under the current program-5 However, Con-
gress has not only failed to cure that problem. but has created an even greater
work disincentive penalizing admittedly needy individuals who are able to sup-
plement their assistance with earned income.

The Medicaid notch refers to the current problem resulting from the fact that
at a certain point one additional dollar of earned income means the loss of the
last dollar of cash benefits and the concomitant loss of Medicaid. Although the
income disregard provisions contained in the 1967 amendments were supposed
to assure that loss of cash benefits from earned income would be gradual and that
there would be no work disincentive, no similar phase-out was provided for Medi:
caid. Congress failed to recognize the work disincentive in requiring a family
to meet its own medical costs at a point where the family income was just suffi-
cient to disqualify it from public assistance. At one income level, the family or
individual Is eligible for free medical care; with the next dollar earned which
terminates cash assistance, they are suddenly responsible for all of their medical
expenses.

This problem is especially severe in states which only provide medical a.ist-
ance to the categorically needy. In such states the family can never spend down
out of income in order to qualify for Medicaid. They can only become eligible if
their actual income again falls below cash assistance levels so that they qualify
for receipt of such assistance. The notch effect is further compounded by the
inapplicability of the earned income disregards in determining initial eligibility
so that only repauperization could reestablish eligibility for cash assistance.

As noted above, rather than eliminating work disincentive. § 209 adds to it.
•By eliminating the full applicability of the earned Income disregards to families
receiving assistance under Title XXI and substituting a spending down require-
ment for Medicaid eligibility, the work incentive carefully built into the cash
assistance program for families is removed. Currently, for each $3.000 earned.

.cash benefits are reduced by $2.00. Families are allowed to keep the remaining
dollar as a work incentive. But the requirement of a spend down means that the

' Disregarding $30 and 'A of the remainder plus work expenses. For these purposes the
-family is assumed to have work expenses of $60per month.

15 H.R. Rep. No. 231, 92d Cong., first sess., p. 74.
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dollar retained as a work incentive must be spent on medical care (if medical
expenses are incurred) in order to become eligible for Medicaid. Families which
have medical costs may find they have worked and earned income with no gain.
Furthermore, the amendments do not cure the problem of barring noncash recip-

ients from medical assistance regardless of their medical expenses in states

which provide only a minimal program.
Clearly a spend down provision should be applied even in the minimal program

so that people with income above assistance levels can receive Medicaid without

going on cash assistance, i.e. at the point where the income remaining after

medical expenses is equal to cash assistance eligibility levels. However, to

propose that cash recipients spend part of the income left to them as a work
incentive (or indeed, if medical assistance levels are low enough, part of their

cash grants) "I on medical care, cynically disregards their need for the essen-
tials on which they have spent their money in the past, and unquestionably
frustrates the congressional purpose which led to the original inclusion of the
income disregard provision as a work incentive. It should be clear that the
intent of § 209 is tot to allow a more reasonable administration of the Medi-
caid program that would eliminate work disincentives, but is purely to save
costs by lowering Medicaid eligibility levels, cutting families with only sub-
sistence income from the Medicaid rolls, and forcing them to spend down In
order to receive medical assistance:

In addition to the minimum Title XIX program, and consistent with present

law, under H.R. 1, states will be permitted to establish a program for individuals
whose income and resources exceed Title XX and XXI levels (a Group II pro-

gram). Essentially this program will be similar in structure to the program
which many states now have elected to maintain for the categorically related
medically indigent. Yet it contains several regressive features.

Currently the maintenance level for this group must be established at the
most liberal money payment standard since July 1, 1966 or at the level of 133%

of the ADC payment level, whichever is less. 45 C.F.R. 5 248.21 (a) (3) (1) (b).
H.R. 1, however, would permit the maintenance level to be established at a

minimum, at just above (101% of) the highest amount that would be payable

under Title XXI to an eligible family of the same size without any income or

resources plus the amount of the supplementary payment, if any, made by such

state. This allows states to have a maintenance level lower than is permitted

under current law. With lower maintenance levels for the Group II beneficiaries,

many individuals with income and resources greater than Title XX and XXI

recipients, eligible under current law for medical assistance without spending

down will become eligible for Medicaid only at such time as they incur medical

expenses which bring them below the maintenance levels established by the

state. It should be noted, in connection with the inapplicability of the earned

income disregards for the purpose of determining Title XIX eligibility, and the

consequent lack identity between individuals eligible for Title XXI money

payments and those eligible for Medicaid, that many families formerly eligible

for Medicaid and receiving FAP or OFF payments would not automatically be

eligible for Medicaid as Group II beneficiaries since their Income would still

exceed the maintenance levels established by the state for its Group II program.

Furthermore, thi state may again determine eligibility under the provisions

of its January 1971 plan. This affects not only financial eligibility but also the

classes of people to be covered. Notwithstanding the language of § 1902(a) (10)

(B) which would appear to mandate coverage of children in working poor fami-

lies receiving FAP and of all families with income below the eligibility standard.

the state is not required to expand its 1971 program. '. Pursuant to § 1902(e) it

may deny aid to children under 21 in a non-AFDC related family if it did not

1. In some States, such as South Carolina and Texas, the Januarv 1. 1971 asszIstance

standard would be below the PAP minimum payment level of $2,400. Requiring individutls

to spend down to the 1971 levels in such instances; would result in the underslrable sltoa-

tion of the State medical assistance agency taking away what the FAP Federal agency

gives.
gi The view of 209 which makes intact families eligible for Medicald pnder Group II

programs is based on a literal reading of the amended 1 1902(a) (10) (B) (I). The problems

raised by this provision that are discussed in this comment and the fact that the section
as written would make medical assistance available to Intact families not receiving csh
assistance while denying medical assistance to Intact families receiving cash assistance,

has led some to question whether there is not a mistake in the draftsmanship and whether

Group II coverage was not intended for AFDC type families only.
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previously cover such children." States would have the option to include all
'Title XXI children if they so choose, with federal matching, so long as the in-
come of such families, after deduction of medical expenses, falls within the main-
cenance level established by the state. Apparently, however, states can pick and
choose with respect to application of § 1902(e) so that a state could opt to add
coverage of children under 21 without adding parents in an intact family. It is
extremely unlikely that any state would cover such parents since federal match-
ing is not available for the costs of such assistance (§ 544(18) (B)).

There is one limit on the state's exclusion from Group II of children under
21 in a family. It must include such children if the total family income less
$720+medical expenses is under its January 1, 1971 medical assistance stand-
ard and ,uch children were covered under the state's plan in effect on January
1, 1971. Of course, should a state choose not to have a Group Ii program for the
medically needy (and under H.R. L states might even be permitted to drop
already existing medically needy programs, § 230 and 231) families and in-
dividuals with incomes above the state medical assistance standard would be un-
able to spend down and receive any medical assistance.

Obviously there are problems with § 209 which must be corrected in order to
assure that adequate health care is available to the poor and the needy, for the
effect of this' section would be to establish a federally enforced Medicaid cutback.
A question of what should be done arises.

The most significant problem presented by § 209 is that there would no longer
be automatic Medicaid eligibility for families receiving cash assistance. Not only
does the section not extend coverage to families with AFDC attributes which
will be newly eligible for assistance under Title XXI (let alone the "intact"
families which will be eligible), indeed, it cutO back eligibility for a large number
of families currently receiving Medicaid concurrently with their receipt of cash
benefits. As described above, these families are required to spend down in
order to receive assistance, a situation which somehow seems inconsistent with
the reasons cash assistance is being provided them. In order to correct this situa-
tion it would be optimal were H.R. 1 amended to provide that all families receiv-
ing cash assistance under Title XXI, including the "intact" families, be auto-
matically and concurrently eligible for Medicaid. A less desirah!e alternative
would be to amend the bill to make all families who arc currently receiving as-
sistance and who would continue to receive cash assistance under Title XXI
automatically eligible for Medicaid. Either of these changes .would require a
change in 5 209 providing for the allowance of the same income disregards for
purposes of determining Medicaid eligibility as would be used to determine eligi-
bility for cash assistance. This would be consistent with current law.

No matter which alternative is selected for the above purpose, § 209 should be
amended to allow Title XXI families and title XX individuals with incomes
above the medical assistance standard and the cash assistance level to spend
down to the medical assistance standard in order to gain Medicaid coverage
even if their state does not choose to have a program for the medically needy.

States should not be allowed to vary the extent of their medically needy pro-
grams. Any groups eligible for cash assistance should be eligible for Medicaid
without regard to the coverage and eligibility standards of the state's 1971 pro-
gram. It is foolishness if not cruelty to recognize individuals or families as being
in need of cash assistance and then deny them medical assistance because their
need was previously ignored. Even efficient administration argues against the
proliferation of standards and thests introduced by § 1902(e). The eligibility de-
termination in Title XIX is already exceedingly complex because of the need for
constant reevaluation to reflect changes in income and incurred expenses. If
several different tests are to be applied, the program would become virtually
unmanageable precluding any certainty as to eligibility in an individual case.

Furthermore, § 1902(e) Is so poorly drafted that there are bound to be sub-
stantial differences in application due to divergent interpretations and the in-
numerable questions which it raises. For example, it ties eligibility to an "ap-
proved" January 1971 Medicaid plan. What if it is determined now or in the

Is The bill as it now reads does not clearly require states which include all children
who are needy, regardless of categorical linkage, In their Title XIX program, to continue
providing me~tcal assistance to such children in the mandatory minimum program. Thus
states which have exercised the so-called Ribicoff option under Section 1905(a) of Title
XIX are not specifically required to Include much children in their minimum Medicaidprogram under the language of 1 209 (a).
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future that individuals would have been denied benefits under such pllan as
the basis of an illegal qualification? Does the fact that the plan was nonetheless
"approved" perpetuate such illegality?19 Also Is the spenddown in § 1902(e) an
exception to an exception? The treatment of § 1902(e) in tie discussion above has
been based on the language of the statute which excepts individuals or families
with certain Income from being denied eligibility because they could not have
qualified under the 1971 plan. However, the committee report described such
exception as if it were only intended to prevent a state which had a 1971 stand-
ard in excess of its new standards from determining eligibility by use of the
income disregards mandated in the 1971 plan, i.e. $301/3, as opposed to the $60
allowed in the new Title XIX program.

Section 1902(e) may well be unparalleled in legislative non-draftsmanship.
In any case, whether by Intent or inattention it could well wipe out any benefit
from an increase in cash assistance in low payment states by allowing the states
to require the recipients to apply such Income to meet their own medical care.
In fact, Sections 209(c) and 209(d) are critical to an evaluation of the total
benefit to be conferred under Titles XX and XXI. They represent a taking with
one hand from what Congress is purporting to give with the other.

Finally, states should not be allowed to change the- relationship of the medi-
cally needy program to the cash assistance level. Contrary to current practice,
under H.R. 1 a state would be allowed to have its medical assistance standard
for the medically needy as low as 101 percent of the cash payment level. This
standard should be required to be maintained at 133 percent of that level or
at the level of the most liberal payment level used in any category since July
1966, whichever is higher.
B. Section 208-Repeal of Requirement of Expanded Progranw

Section 230 of tlhe bill would repeal § 1903(e) of file Medicaid Law so as to
remove the requirement that states make efforts to provide comprehensive medi-
cal services-to all the needy by July 1, 1977. Section 1903(e) expresses the very
heart of congressional intent in enacting Medicaid; a broad and comprehensive
scope of needed services is to be made available to all who need them." For
Congress to repeal this most basic section without carefully studying the im-
plications of its action on the entire Title XIX program, would be rash and un-
wise. Repeal of § 1903(e) would undercut and emasculate the future of Medi-
caid, since states would no longer be required to maintain or improve their
programs and could reduce them to nonexistence. It is proposed that § 230 be
deleted.
C. Section 231-Reduction in Current Programs

Section 231 of the bill limits the application of § 1902(d) which requires prior
approval of the Secretary of any reductions or terminations of services or pro-
grams in the state medical assistance plan, by requiring such prior approval only
for modifications in the scope of services required under I 1902(a) (13) (the five
basic services).

Section 1902(d) was enacted to preserve the original Title XIX goal of ob-
taining truly adequate, i.e. comprehensive, medical care. Permitting states indis-
criminately to reduce services other than the basic five, with no requirement
of prior HEW approval or utilization control, ignores Congress' concern for
balancing a state's fiscal interest in cutting Medicaid expenditures and the
recipient's interest in protection against state's irresponsible management of
medical delivery." The optional services are vitally important to provision of
efficient and high quality medical care. For example, the need for the inclusion-
of drugs as a medical care benefit has been well documented." To exclude drugs
would severely constrain and limit those procedures by which the physician can
assure good personal medical care. If a physician were limited to using non-drug

It This is not a speculative issue. At the present time there is pending in the United
States Supreme Court a challenge to a method of computing AFDC payments which has
been approved by HEW which p laces severe limits on Medicaid eligibility. Jefferson v.
Hackney No. 70-5064 Term 1971, probable Jurisdiction noted 40 U.S.L.W. 3161 (Oct. 12,
1971). This same Question is presented in at least 23 other states.

See remarks of Congressnan Mills, author of the bill 1II Cong. Rec. 7209 (1965) and
Report of House Ways n Means Comm. No. 213, 89th 6ong., 1st Ses. (1965) at 20. 74.

See remarks of Senators Long, Harris and Riblcoff at 115 Cong. Rec. 17702-17704
(June 30. 1969.

* R. Froh, "New Systems for Health Care" 510 J.A.P.H.A. No. 9 (September 1970).

72-573- 72-Ipt. 5--32
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diagnostic and therapeutic treatment procedures we~,would be forced to practice
nineteenth century medicine. Furthermore, the total costs of providing medical
care without drugs would be greater than if drugs were available. For example,
officials of the National Institute of Mental Health have observed that the sharp
decrease in hospitalized mental patients, resulting in need for fewer mental
health beds, is due primarily to improvements in the use of drugs both in combat
mental illnesses and to calm disturbed patients, allowing them to receive other
therapy." Estimates of the savings of mental hospital construction due to the
introduction of tranquilizers have been projected at $5 billion.2" Similar reductions
in total health expenditures have been recognized through the use of antitubercu-
lar drugs on an outpatient basis.

In addition, the use of pharmacologic agents in the treatment of a variety of
acute and chronic diseases (i.e., rheumatic heart disease; types of pneumonia (s) ;
otitis media; brucellosis) has allowed patients to be treated on an ambulatory
basis and not in an expensive hospital. Such treatment modalities decrease the
need for expensive facilities while at the same time allowing the patient to
carry on fairly routine activities.

To prevent any cutbacks in the Medicaid program which would have a drastic
effect on those in the country who need health care most of all, it is recommended
that § 231 of H.R. I be repealed.

I. TIHE USE OF HIMO'S UNDER MEDICARE ANID MEDICAID, §§ 207 AND 226

H.R. 1 goes a long way to encourage the use of group prepaid health plans-
or at least the Nixon hybrid called health maintenance organizations (HMO's)-
under Medicare and Medicaid. Section 207 of the bill does this by providing a
financial incentive in the form of an increase in federal matching funds to states
that choose to contract with HMO's or community health centers to provide
health care to their Medicaid recipients. Under this section a state's federal
matching percentage would be increased by 25%. up to a maximum of 95%. as
long as the state does not allow contracting organizations to charge more than
the fee-for-service systems under its medical assistance plan. Section 226 of the
bill provides for making payments to HMO's for Medicare recipients.

In general, encouragement of the use of prepaid health plans may be a posi-
tive goal. Data from on-going prepaid comprehensive health care organizations
strongly suggest that the cost of medical care is less and can be more effectively
contained than the cost of individual fee-for-service medical services, Moreover.
based on the experience Of some currently operating programs, the quality of
medical services as measured by infant mortality and longevity is higher than
that dispensed by individual fee-for-service practices. Finally. such plans can
provide complete medical care, obviating the necessity for an individual to travel
from physician to physician for his various health needs.

Yet there are problems with HMO's which must be cleared up before such
plans are allowed to enroll Medicaid and Medicare recipients in large numbers.
Perhaps the most serious of these is their potential for "'buil(t) in' underutiliza-
tion."" In the fee-for-service system doctors have an economic incentive to see
a patient as often as possible and provide as many services as possible because
the more services he provides, the more he will be paid. This system has resulted
in the overutilization and unnecessary use of health facilities. However. in ai
HMO where payment is made on a flat rate per capita basis, the financial in-
centive is just the opposite. In order to make their operations financially success-
ful HMO's particularly those that are proprietary, may be encouraged to
provide as little care as possible.

A second and related HMO problem stems from the fact that since HMO's
do provide comprehensive care and are in fact a person's sole source of health
care, individuals using an HMO, and communities served by HMO's will be
highly dependent on their services, making it crucial that they are publicly
accountable. Yet given that an HMO's economic incentive potentially presses
towards underprovision of services and care, there is a great possibility that the
interests of the HMO's administration and those of the enrolled population in
the community will not mesh on such issues as whether there are adequate
facilities, when the outpatient clinic should be open, or whether there are
enough physicians on staff.

' Washington Post. Oct. 4, 19R51.
"Prescription Drug Industry Fact Book. 1fl6Q.
25 Somers & Somers, Medicare and the Hospitals, p. 194.
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There Is evidence of this problem in the Kaiser operation in California. For
example, in 1970, certain Kaiser hospitals in Southern California and some in
the San Francisco-Sa-trtmento area at times reported occupancy rates of 100-110
percent. ' Waiting times for outpatient appointments have commonly run from
three to six weeks, and in one large group, as high as 55 days. Although Kaiser
members can take advantage of non-appointment clinics where waiting time is
less than one hour, to do so they have to be willing to see whatever doctor is
available rather than their regular family physician. A recent study showed that
44% of the Kaiser plan members in Southern California had sought medical
services outside the plan for reasons ranging from convenience, to medical
emergency, to dissatisfaction with Kaiser facilities. Id. at 83. It should be noted
that Kaiser is not the only pre-paid group practice where consumers use services
outside the plan. Outside-physicians are used for 37% of the surgical operations
at the Health Insurance Plan of Greater New York and 23% of physicians' and
dentists' services at the Labor Health Institute of St. Louis.'

Possibly another problem of accesibllity or availability under the proposed
HMO scheme is that it allows for the possibility that an HMO will be only a
loosely connected group of individual physicians or groups of physicians. (§ 226
(a) -proposed § 1876(b) (203)). There- is no assurance that these physicians
will be located In an area convenient to the enrolled population of the HMO.
Also under such an arrangement, If a physician works part-time for an HMO
and has a fee-for-service practice part-time, it is to his financial advantage to
neglect his HMO patients whose care has been prepaid so that he can increase
the number of fees he earns. For Just these reasons Dr. Robert Gumbiner of the
Family Health Program of Long Beach, a multi-speciality group practice in
California has recommended that plan physicians should be on the staff full-
time.2 At the Family Health Program, this is a requirement.

To avoid these problems, H.R. 1 provides only that an HMO must demonstrate
to the Secretary of HEW that it tvill be "capable" of providing comprehensive
health services "efficiently, effectively, and economically," and that the HMO"assures that the health services required by its members are received promptly."
There is no provision which assigns to anyone the task of insuring that the HMO
Is actually performing its functions and that its services are readily available
and of high quality.

To cope with this situation it is imperative that H.R. 1 be amended to provide
for certain consumer afeguards.

First, HMO's must be capable of providing comprehensive care. While § 226
would require that HMO's receiving Medicare funds must be capable of providing
directly or indirectly all benefits under Parts A and B of Medicare, there is no
similar provision which insures that HMO's contracted with to provide services
to Medicaid beneficiaries will be prepared to provide all basic Medicaid services
as laid out in § 1902(a) (13). Section 207 should be amended to make it clear
that such H,O's must be able to provide directly or make arrangements to
provide at least these services which would include: (1-) inpatient hospital
services; (2) outpatient hospital services; (3) laboratory and x-ray services;
(4) skilled nursing services for individuals 21 or over, and diagnostic screen-
ing for those under 21; (5) primary and specialized physician services, and (6)
outpatient drugs where required by the state medical assistance plan. By ar-
ranging these basic services on a prepaid basis, the health care provider will
have a range of provider-options available to him and thus, can utilize a lower-
cost option of medical care delivery while at the same time insuring that the
care rendered is of high quality and medically appropriate. This requirement
would provide an incentive for providers to treat early those diseases and ill-
nesses which, If left unattended, would develop at a later ddte into more
expensive-to-treat conditions.

Secondly, there should be minimum requirements for physician staffing of
HMO's. Generally an HMO's staff should be composed of physicians representing

96, Occupancy in excess of 100 percent means putting beds in corridors. It also meansscheduling patients for major surgery without an available empty bed. The patient Isprepared for surgery as an ambulatory patient, goes into the recovery room after surgery,
and walts there for hospital bed -assignment. If a bed does not open up by the time heneeds to be moved, the administrative and nursing staff review the patient list to see whocan he sent home to another hospital, or to an extended care facility." G. Williams, Kaiser
Health Plan Modern Hospital. February 1969 p. 9.

17 Donabedlan, A. "An Evaluation of Pre-Pald Group Practice" Inquiry, vol. 6, No. 3,
teatemoer 1969t p 9rTestimony heiore the California State Assembly Healt4 Committee. Mar. 1, 1971..
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on a full-time basis four medical specialities: pediatrics, Internal medicine,
general surgery, and obstetrics-gyn ecology. This provision should be subject to
waiver by the Secretary if such a requirement is not feasible, as may be the case
in a rural community; or if, because of the make-up of a community, one of
the specialists, such as a pediatrician, would not be necessary. Additionally, if
the HMO has a large staff, at least one-half of the full-time physicians should
be primary care physicians (general practitioner, internist or pediatrician) since
the majority of medical care needs can be performed by such a physician.

Third, there should be a minimum physician/enrollee ratios. HMO's should not
enroll more than 1600 persons per primary care physician and 1200 persons per
each full-time equivalent physician. These standards are based on actual physi-
clan/enrollee ratios of existing HMO-i1ke programs.' Here again, although the
Secretary must utilize such ratios in order to insure that an HMO will not en-
roll more patients than it can handle, the Secretary should be permitted to adjust
the ratio if he feels it is necessary. It is crucial with regard to this ratio that no
enrollment be permitted on the basis of part-time primary care physicians. This
Is so because part-time personnel are unable to provide desirable continuity of
care and because, as noted above, a part-time physician who has an outside fee-
for service practice may not be sufficiently devoted to prepaid practice.

Fourth, only Board eligible or certified surgeons should be' permitted to per-
form surgery except in a medical emergency. Currently too much unnecessary
surgery, particularly elective surgery, takes place. Data from across the country
has documented this fact,30 and reports indicate that many of the unnecessary
procedures are performed by non-specialized physicians who do not have the
proper training or experience in surgery." The proposed restriction is necessary
to abate this costly and hazardous overutilization of surgery.

Fifth, HMO's should be required to refer patients to outside specialists when-
ever medically appropriate. Such a requirement would help to control the tend-
ency of some HMO's to perform medical services, even when it does not have
adequate and appropriate medical staff, rather than send a member to an outside
specialist whose fee will have to be paid out of the HMO's pre-paid fees.

Sixth. HMO's should be required by the end of a two or three year period to
eiiroll at least 20,000 individuals in the program. Past experience of ltMO-like
health plans shows that iIMO's must have responsibility for a minimum popula-
tion of 20,000 to stabilize their operations When serving fewer than 20,000 peo-
ple on a prepaid basis, HMO's are likely to not have sufficient capital to cover
expenses if catastrophic illness occurs, and may go bankrupt. To guard against
such a contingency, the Secretary might require a re-insurance coverage for those
HMO's which have not achieved the minimum population size.

Seventh, not more than 50 percent of the enrollee population should eligible
for Title XVIII or XIX medical assistance. Otherwise there might be HMO's
which just provide care for the poor or just provide care for the aged-a situation
which does not lead to good quality of care, and as experience has shown us, i.s;
one to be avoided.

Finally, consumers and individuals representing consumer groups must lie
provided an opportunity to participate in decision-making in their health care
programs. Although there is question whether consumers can effectively par-
ticipate in certain narrow areas, such as the determination of whether a par-
ticular medical procedure is appropriate, there is no doubt that consumers and
local community groups are the best judges of when their health providers are
doing an effective and efficient job. They can make productive contributions in
such areas as determining when services should be available and when to place
ambulatory care programs; and they can make it known when services being pro-

,.T. E. Hastings, "Labour's Plan for a Medical Care Program for Toronto," September
1962; D. DuBois "Recommendations for Development of a University Community Health
Service and Prepayment Plan, undated memorandum; M. D. McLaughlin, "Neighborhood
Family Care Center 55 Program," Health Services Administration, New York City, Novem-
ber 1967. All three of these documents based physician staffing profiles on the Health
Insurance Plan of Greater New York (HIP) and Kaiser Foundation.
• 0 (. S. Perrott and J. C. Chase "The Federal Employees Wealth Benefits Program: Sixth

Term Coverage and Utilization," Group Health and Welfare News, Special Supplement
(October 1968)."

n "A Medical Audit Report: Comparison of the Findings in a 200-bed Suburban Hospital
with Those in University Teaching Hospitals," School of Public Health, U.C.L.A., 1965:
R. Trussell and M. Morehead et at., by a Sample of Teamster Families In the New York
Area, New York, Columbia University School of Public Health and Administrative Medicine,
1962, 83 pp. (P. Lembcke).

= See fa. 23 Supra.
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vided are inadequate both as to the scope of covered services and the quality and
effectiveness of services offered. Without consumer input what has resulted in
raie past has been a reflection of convenience to the medical profession and the
needs of health institutions rather than the needs and conveniences of health
,onsumers. To understand this one need only look to the operation of Blue Cross
plans throughout the country which have been largely controlled by providers
and have done little in the consumers' behalf. For example, traditionally Blue
Cross has offered coverage only for inpatient hospital care.M Even In cas s where
a procedure might be done equally as well on an outpatient basis, under such a
iolan subscribers are 'forced' by the confines of their Blue Cross policy to use more
expensive Inpatient hospital care. The result: unnecessary overutillization of
hospitals and higher Blue Cross premiums. Similarly, Blue Cross plans have
failed to cut drug costs by insisting that hospitals prescribe generic drugs-whose
mse would cut drug costs by an estimated 10%.8 Although these particular prob-
lems of overutilization and excessive costs are those which an HMO's financial
Incentives are meant to take care of, as discussed above, there Is a great poten-
tial for similar consumer-provider conflicts to develop In the HMO scheme. Just
as it was not realistic to believe that providers and provider dominated Institu-
tions would look out for consumer interests in the past, there Is no reason they
will do so now. For example, cost problems could be solved In HMO's through
effective programs that would cut down unnessary utilization, but they also could
be solved by the provision of inadequate health care. For this reasqn, It is impera-
tive that all HMO's have a governing board with a substantial percentage of
*subscriber/enrollee representatives as well as representatives chosen by the
subscriber/enrollees. Additionally, each HMO must establish a procedure whereby
consumer grievances can be effectively aired and acted upon.

There are additional problems with these two sections which should be cor-
rected by amending H.R. 1:

1. Although 1207 explicitly allows Medicaid payments to be made to com-
nunity health centers which would presumably include-though it is not ab-

solutely clear-0EO neighborhood health centers, as well as HM0's, j 226 speaks
only in terms of HMO's. Though OEO community health centers would probably
,qualify as HMO's under the language of 1226, the statute should be amended to
nake this explicit.

2. Section 226 provides that the Secretary can terminate an agreement with an
IIMO after notice and a hearing are given the provider, but the bill does not re-
uire notice or a hearing to the enrollee. This should be required.

IV. DISINCENTIVES FOB EXTENDED INSTITUTIONALIZATION §§ 207 AND 224

In addition to providing incentives for states to use HMO's, § 207 also provides
disincentives to institutionalize patients for long periods by decreasing federal
matching to facilities other than HMO's: a) decreasing by % federal matching
for Inpatient hospital services beyond 60 days. whether or not consecutive; b)
decreasing by % federal matching for skilled nursing home services beyond 60
days whether or not consecutive, unless the state has an effective utilization
control mechanism over skilled nursing home services, a physician periodically
reviews the necessity of the services, the state has a utilization review plan as
required by I 1902a (80) and the state has a medical review plan as required by
I 1902a (26) ; c) decreasing by % the federal matching for inpatient mental hos-
pital services beyond 90 days, whether or not consecutive, (plus 80 additional
,days when the Secretary has been shown that the individual is receiving active
treatment in the hospital and the prognosis is one of continued therapeutic im-
provement). No payment Is to be made for inpatient mental hospital services
,after 865 days.

It seems arbitrary and unreasonable to decrease federal matching for inpatient
hospital services and inpatient mental hospital services after sixty days and
ninety (plus thirty) days respectively, regardless of whether or not continued
care is medically necessary, however it may be determined.

In order to continue providing hospital and mental hospital care where such
care is medically necessary, states would have to suffer serious financial strain.

83 Ehreneleb, The American Health Empire, p. 150.84 Denenberg, Guidelines for Inclusion in B hue Cross Contract with Delaware Valley
Hospital Assn., 1971.
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The best method to control utilization is by requiring certification of doctors and
a hospital's utilization review committee that continued care is necessary. This
method is required for Medicaid claims under H.R. 1; it is the basis of extensions
of full matching for nursing home care; and it should be relied upon in this
instance. At the very least, the statute should be amended to allow full federal
matching for all types of care and eliminating all upper limits on inpatient
mental hospital care whenever a physician certifies the medical necessity of care
and such state has in effect an approved utilization review program.

§ 224 of the bill puts a limit on charges for skilled nursing home and ICF serv-
ices at 105% of the average per diem cost of the services for the 4th calendar
quarter preceeding the quarter in question, but the Secretary has authority to
increase the percentage. This provision does not burden the consumer unless
nursing homes are permitted to charge coinsurance or refuse to serve Medicaid
patients.

V. CHARGES TO MEDICARE BENEFICIARIES, § 223

Section 223 (a) of H.R. 1 provides that hospitals will only be reimbursed under
Medicare for "the cost actually incurred, excluding therefrom any part of in-
curred cost found to be unnecessary in the efficient delivery of needed health
services. . ..." This provision might well be applauded as a welcome departure
from past Medicare policy of reimbursing hospitals for whatever their costs were,
were it not for § 223(e) which permits hospitals to charge Medicare recipients
for all costs not reimbursed by the government. Presently providers of -hirnth
services are not allowed to charge Medicare recipients for care they receive. The
one exception to this is "where a provider has furnished at an individual's re-
quest, items or services in excess of or more expensive than those for which
Medicare allowed payment." (emphasis added) Yet subsection (3) of § 223 would
seriously change this. It would allow providers to charge individuals not only
where they have requested special care, but additionally where services are
"customarily" provided "which are more expensive than the items or services de-
termined to be necessary in the efficient delivery of needed health services .
(and) which have not been requested by such individual."

This is merely another in a line of changes in Medicare policy designed to
move the costs of the program from the government to the consumers. Yet in this
instance, despite initial savings to the program, the change goes against good
long-range fiscal policy. For while the government, with its vast purchasing
power, has the opportunity to force hospitals and health providers to economize
by refusing to reimburse more than costs which are determined to stem
from the "efficient" delivery of health care. it gives up this opportunity by al-
lowing hospitals to pass on the costs of inefficiency to health consumers. In
the long run what this means is ever inflating hospital costs at a time when they
have already soared beyond all eAtimates.

In order to correct this and enact a provision that really will contain hospital
costs, J 223 should be amended to continue to allow the government to trim their
reimbursement to hospitals, but subsection (e) should be deleted so as not to
allow hospitals to pass on their costs of inefficiency to the consumer. The only
costs which should be passed on the Medicare recipients are those for "extra
services" provided, as in the past. at the request of the patient, and certainly not
for necessary services which are more expensive than they would be were the
hospital running as it should.

VI. APPEALS FOB MEDICARE BENEFICIARIES § 262

Under current law, beneficiaries are entitled to a hearing on any and all Part B
claims. This includes claims for payment of physician's bills, x-ray tests, pros-
theses, etc. This hearing is before the fiscal intermediary and the decision is not
reviewed by SSA. Furthermore, it is that agency's position that such decisions
are not subject to Judicial review.

Section 262 would limit hearing rights under Part B to cases involving claims
of at least $100. This is the same limit currently applicable to hearing rtehts
under Part A. Both limits are unreasonable for the needy aged-fof whom a dif-
ference of $10 or $20 could represent a substantial part of a weekly fixed budget.
And certainly a bill of $95.00 to an individual trying to live on a $100 a month
Social Security budget is far from petty. Its effect is particularly egredious in
Part B where by d-finition many if not most claims will be small amounts, e.g. an
aged individual might have within a six-month period several claims for physi-
cian's services for different periods of illness, no one of which amounted to $100.
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Is such an Individual to be deprived of any recourse where he disputes the deci-
sion of the carrier!

The regressive effect of this amendment is exemplilied by the fact that no pro-
vision is made for Judicial review of such decisions. Since the purported Justifi-
cation for not so providing originally was the probability of a multiplicity of
small claims, it is Irresponsible to place-a monetary limit on hearing rights
without also providing for Judicial review.

Section 262 should be amended to waive the.$100 limit. In addition § 262
should be amended to amend Section 1842(b) (3) (c) of the Social Security Act
to provide that the hearing be held not by the carrier but, as for Part A claims, by
the Secretary of HEW. See § 1869(b) of the Social Security Act. In fact, due
process may well demand no less than such changes.

Consistent with this amendment and for the same rihsons, it is recommended
that the longstanding limits on appeals for Part A claims be similarly abolished.

VII. COMPREHENSIVE HEALTH PLANNING § 221

Section 221 of H.R. I allows the Secretary to refuse to reimburse health fa-
cilities for capital expenditures (e.g. depreciation, interest, return on equity)
when the expenditures are for projects which are out of conformity with the area
comprehensive health )lan as determined by a designated state planning agency.
The purpose of this provision is to encourage the development of health facilities
in a way that will best promote quality of health care while keeping down costs.
The Secretary may waive this requirement. however, if the provider has demon-
strated that it is able to provide comprehensive health care services "efficiently,
effectively, and economically" or that such failure to reimburse would otherwise
be Inconsistent with the effective organization and delivery of health services or
the effective administration of the Medicare and Medicaid programs. The major
problem with the section is that there is no clear opportunity for community
input into the Secretary's determination either to withhold reimbursement for
capital expenditures or to reimburse despite a contrary recommendation from the
state planning agency. There will obviously be times when local communities will
disagree with state agencies on the need for the expansion of local health facili-
ties. and these disagreements must have a chance to be aired.

The bill does provide that "any person dissatisfied with a determination by
the Secretary . . . may within six months following notification of such deter-
mination request the Secretary to reconsider such determination." This does not
seem to be enough, however, to alert consumers that there has been such a vital
decision made which will likely have a great effect on their community. Provi-
sion should be clearly built into the statute to publish notice of the Secretary's
determination and arrange for public hearings If members of the community are
dissatisfied with the Secretary's determination. In addition, the bill provides that
"a determination by the Secretary under this section shall not be subject to ad-
ministrative or judicial review." This should be changed.

Finally, although the bill states that the Secretary must consult an advisory
board before making a decision to waive requirements and allow reimbursement,
the statute provides that such a board should be chosen, "from among leaders
in the fields of the fundamental sciences, the medical sciences, and the organiza-
tion, delivery, and financing of health care, and persons who are state or local of-
ficials or are active In community affairs or public or civic affairs or who are
representative of minority groups." This language does not insure that the non-
professional, consumer public will have any representation. It should be amended
to provide that at least one-half of the board will be drawn from that group.

VIII. REMOVING UNCERTAINTY OF PAYMENT UNDER MEDICARE

In its report on H.R. 1 the Ways and Means Committee states, "Under present
law, the utilization review committee required to function in each hospital and
extended care facility must review all long-stay cases and at least a sample of
admissions. When In the review of a long-stay case the utilization review com-
mittee determines that further stay in the institution is not medically necessary,
the committee Is required to notify promptly the physician, the patient, and the
institution of its finding. No payment is made for any services furnished after
the third day following notification." One might assume from.this that before an
Individual's care can be terminated he must receive notice that it is no longer
medically necessary. In fact, this is not the way the program has been functioning
at all and a major problem is that Individuals are discharged from hospitals only



2724

to find months later that their stay Is not golg to be paid for by Medicare. The
uncertainty this causes the elderly is obvious. For this reason Title 18 should be
amended to emphasize that care may not be terminated unless an individual is
given notice of a finding that care is no longer medically necessary. In addition,
an individual should be given an opportunity for a hearing to contest an adverse
finding.

IX. SECTION 228 ACCESS TO EXTENDED CARE FACILITIES AND POSTHOSPITAL ROME
HEALTH CARE UNDER MEDICARE

Section 228 of H.R. 1 would allow smoother access to extended care facilities
and posthospital home health care by creating a limited presumption in favor of
an attending physician's certification that the care required by his patient Is
within the scope of these programs. Yet the bill does not go far enough in aiding
those whose care still might be refused. It is Important to remember that these
refusals are not made by the Secretary, but by nursing home officials or the fiscal
intermediary. To insure that everyone has proper access to extended care of post-
hospital home care it is proposed that the presumption created by the bill should
not be able to be rebutted without notice to an individual and his physician and
an opportunity for a hearing before the Secretary. In addition, In situations
where the presumption does not apply, an individual should be given the oppor-
tunity for a hearing on a denial of a request for extended care of posthospital
home care.

X. INCLUSION OF ICF CARE UNDER TITLE XIX, J 254

Section 254 brings intermediate care facilities under Title XIX and provides
that services therein are reimbursable as medical assistance. This has the advan-
tage of making such care accessible to the medically indigent as well as the cat-
egorically needy. The amendment also does away with the present limitation on
Intermediate care which confines Its scope to the adult programs; children as
well as aged, blind and disabled Individuals could receive such services under the
amendment. In addition, this provision removes the barrier to coverage of indi-
viduals In public institutions for the retarded.

However, there is one undesirable feature of the amendment which Is probably
attributable to error in drafting rather than design. Section 1905(a) (16) would
define intermediate care facility services to exclude services in an institution for
tuberculosis or mental diseases. This is similar to the 1905(a) (1) definition of
inpatient hospital services. However, that definition is supplemented by 1905
(a) (14) which includes Inpatient hospital services for individuals over 64 in
an Institution for tuberculosis or mental diseases. The drafters of the ICF amend-
ment have neglected to provide a similar corollary for 1905(a) (16). At best this
is a serious oversight. At worst it is a most egrerons form of discrimination. In
either case, It should be corrected. The discrimination against Indivduals suffer-
ing from tuberculosis or mental illness already embodied In the Medicare and
Medicaid programs should not be further compounded.

Provisions Which Serve the Interest of the Poor

I. RETROACTIVE ELIGIBILITY FOR MEDICAID, 1 255

Section 255 requires that states provide coverage for recipients three months
prior to application if the individual was eligible for assistance at the time
services prior to application were furnished. This is currently permissable and
Is a very desirable mandate.

I1. ENCOURAGING PRE-PAID PRACTICE, §§ 222 AND 210

A. Section .223, titles XVII and XIX demonstration projects
Section 222 specifically empowers the Secretary to establish demonstration and

research projects to study the feasibility of prospective payment under Title
XVIII and XIX. The Secretary may waive payment requirements under Titles
XVIII, XIX and V. Section 222 of the bill also amends § 402a of the 1967 Social
Security Amendments to provide authorization for the Secretary to experiment
to determine whether changes in methods of payment would create incentives
for increasing efficiency and economy in health care and services and to deter-
mine whether payments to organizations having the capability of providing coin-
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prehensive care or services which are not covered, but Incidental to institutional
services, would result in more economical provision and effective utilization of
covered services, and to determine whether the Secretary could effectively use
rate schedules utilization review and medical review mechanisms. Such experi-
ments would be valuable.
B. Section 240, title XIX freedom of choice

Section 240 of the bill waives the freedom of choice and the comparability
requirements under Medicaid in order to permit individuals to enroll in compre-
hensive health programs which may provide more services than provided by
Medicaid under the state plan. Though we don't think this amendment is required
in order to authorize such enrollment, its purpose is certainly acceptable.

III. QUALITY OF CARE REVIEW, §§ 239 AND 267

A. Section 239-Quality of care review in title XVIII

Section 239 of the bill adds a new requirement that states establish a plan
for professional health personnel review of the quality and appropriateness of
the care and services furnished to Medicaid recipients. This provision should
hell) assure quality of care. A similar requirement should also be made generally
applicable to all Title XIX services; Rurrently only institutional services are so
reviewed in Title XIX.
B. Section 267, title XIX SNH registered nurse requirement

The requirement that a registered nurse must be in charge of a skilled nursing
home under Medicaid would be amended by j 267 of the bill to permit the
Secretary to waive the requirement each year until 1975 if he finds that the nurs-
Ing home is located in a rural area and the supply of skilled nursing home
services is insufficient to meet the residents' needs and that the nursing home
makes and continues to make efforts to comply with the )aragraph but Is deterred
by a lack of qualified nursing staff in the area. If administered carefully and
only when necessary, this section could increase nursing home services In rural
areas. Indiscriminate and unnecessary waivers of the supervising Registered
Nurse requirement would lower the quality of skilled nursing care.

The CAIYRM AN. Daniel W. Pettengill, vice president, Aetna Life,
on behalf of the Health Insurance Association of America. He does
not answer.

(A statement of the Health Insurance Association of America
follows. hearing continues on p. 2736.)

STATEMENt OF THE HEALTH INSURANCE ASSOCiATION OF AMERICA, SUBMITTED
BY PAUL 'M. HAWKINS, WASHINGTON COUNSEl.

This statement is presented on behalf of the Medicare Administration Com-
inittee of the Health Insurance Association of America. The Committee is com-
posed of representatives of the following insurance companies: Aetna Life &
Casualty, Mutual of Omaha Insurance Company, Nationwide Mutual Insurance
Company, The Prudential Insurance Company of America, The Travelers Insur-
ance Company, Connecticut General Life Insurance Company, CNA/insurance,
Equitable Life Assurance Society of the United States, General American Life
Insurance Company, Metropolitan Life Insurance Company, Occidental Life
Insurance Company of California, Pan-American Life Insurance Company, and
Union Mutual Life Insurance Company. Collectively, these thirteen carriers
administer Part B (Supplementary Medical Insurance) benefits for approxi-
mately eight million beneficiaries including all Railroad Retirement beneficiaries,
who are served by The Travelers Insurance Company. The first five companies
named also serve as fiscal intermediaries for hospitals, home health agencies,
and extended care facilities under Part A (Hospital Insurance Benefits).

We would like to direct your attention to four sections of I.R. 1 and respect-
fully urge that the suggestions made be given your serious consideration. It 15
our opinion that these suggestions will result in more efficient and economical
administration of the Medicare Program in the areas affected.
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SECTION 222-REPORT ON PLAN FOR PROSPECTIVE REIMBURSEMENT: EXPERIMENTS

AND DEMONSTRATION PROJECTS TO DEVELOP INCENTIVES FOR ECOMONY IN THE
PROVISION OF HEALTH SERVICES

The problem of adequately and fairly reimbursing institutional providers of
care has been a vexing one. For sometime we have felt that the providers of
care should be given an incentive for providing high quality care at reasonable
prices. We strongly urge adoption of this provision which wisely authorizes ex-
perimentation and demonstration projects in all areas including performance
incentives for carriers and intermediaries.

SECTION 228-ADVANCE APPROVAL OF EXTENDED CARE AND HOME HEALTH COVERAGE
UNDER MEDICARE

While the proposed amendment provides some relief for extended care facili-
ties and beneficiaries and their families by authorizing adlministrative procedures
that will minimize retroactive denials (of Medicare benefits, we believe it will not
effectively promote greater use of the lower cost extended care facilities because
it attempts to establish )resumptive periods of coverage according to diagnosis
and other medical information for patients admitted to an extended care facility
or started on a home health plan. Because of the wide variety of illnesses comn-
mon to the aged and the frequency of combined diagnoses, this could create more
problems than it would solve. It is extremely difficult and unrealistic to cate-
gorize Medicare-age patients in this manner. Therefore, we urge substitution of
the language in the Senate version of I.R. 17550, Second Session, 91st Congress.

SECTION 24.'--PROVIDER REIMBURSEMENT REVIEW BOARD

The Provider Reimbursement Review Board, as outlined in this section sup-
plies an adequate, workable mechanism for an appeal by a provider of services
of a fiscal intermediary's final reasonable cost determination. We recommend
the adoption of this provision.

SECTION 251-PHYSICAL THERAPY SERVICES AND OTHER THERAPY SERVICES
UNDER MEDICARE

It is strongly recommended that the physical therapy benefit not be expanded
to include ervlces furnished by a licensed physical ther pist in his office or in
the patient's home as provided in H.R. 1 for the following reasons:

1. This provision would increase Program costs for the same services presently
available by making these* services payable on a fee for service basis from the
physical therapist rather than a cost basis (salaried employee) from the existing
outpatient physical therapy providers.

2. The objective of limiting physical therapy costs to providers to what would
have been paid as salary if the services were performed by a provider's employee
(contained in this same section of H.R. 1) would be frustrated. The result would
be that l)hysical therapists who had previously worked on a fee for service
arrangement with a provider would terminate this arrangement in view of the
pending salary type limitation and go into independent practice-thus retaining
the fee for service l)ayment with the accompanying excess costs which H.R. I is
attempting" to eliminate.

3. The existing shortage of physical therapists available to medical facilities
would be Increased as a result of the incentives to go into independent practice
to secure the fee for service payment. The rationale here would be, why work for
a salary when one could go into business for himself and greatly Increase his
Income with Medicare providing a virtual guarantee of a market and payment
for services.

4. The additional record keeping involved In keeping track of the $100 in
charges each year would be very expensive.

5. If physical therapists are allowed to treat in their office, will not the speech
therapists, occupational therapists, etc., want the same privilege?

We urge adoption of the language in the Senate version of H.R. 17550, Second
Session, 91st Congress.
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STATEMENT OF THE HEALTH INSURANCE ASSOCIATION OF AMERICA

This is a statement on behalf of the Health Insurance Association of America,
Tepresenting a membership of over 300 insurance companies which write approxi-
niately 80% of the health insurance written by insurance companies in the United
States.

We appreciate this opportunity to state our views with respect to the health
care and disability aspects of the proposed "Social Security Amendments of 1971"
(H.R. 1) and other legislative proposals to amend the Social Security Act which
are pending before this Committee. Our statement will discuss several of the
substantive amendments to Title XVIII, the Medicare Program, and will also
express our concern over certain measures designed to expand the definition of
disability for the purpose of qualifying for benefits under Title II, the Disability
Insurance Program. - - -

We cannot over-emphasize the fact that, regardless of the flinnclal ability of
people to pay for their health care, the services themselves are frequently not
available. This Involves both health manpower and facilities for care. The short-
ages in professional manpower are generally recognized. The need for additional
para-professional manpower with skills to relieve the overburdened professionals
is equally evident. In addition, licensure laws are sorely in need of revision to
bring about greater uniformity and recognition of transitional developments in
the health care field. Correction of these situations should be given high priority.

This nation has not adequately developed its primary care services, has not
put sufficient emphasis on early diagnosis and treatment much less prevention
with the fresul that our present health care system concentrates on costly in-
patient hospital care. We need greater emphasis on more efficient and lower
cost ambulatory care. The establishment of community ambulatory care centers
which would be available to the practicing physician (it is estimated that per-
haps 20% to 25% of the surgery now performed on an inpatient basis could be
done in such a properly equipped center), the expansion of existing group prac-
tices. and the? reorganization of hospital outpatient departments are examples of
Issible approaches. Convalescent facilities and organized home health services

are :lso-necessary to provide alternatives which are not only less expensive but
more closely related to the needs of the patient.

Many of these needs have been recognized by the House-passed bill (H.R. 1).
The proposals before your Committee with respect to Health Maintenance Or-
ganizations, institutional planning and budgeting. and peer review all move in
the direction of dealing with certain present deficiencies.

With these efforts in mind, and with regard to our philosophy of the roles of
private health insurance and government in the health care field, we now turn
to a discussion of a few of the legislative proposals before your Committee.

SECTION 226-PAYMENT TO HEALTH MAINTENANCE ORGANIZATIONS

It is proposed that an alternative be provided under the ,Medicare Program
the overall purpose of which is to encourage the development and use of the
so-called Health Maintenance Organizations (HMO's). The purposes of HMO's-
actually a broadening of the traditional prepaid group practice arrangements-
include: (1) making more generally available to the consumer an organized
means of comprehensive health care of good quality, with emphasis on preven-
tive services; (2) bringing about a more efficient deployment of available health
care manpower: (3) bringing about overall savings in expenditures for health
care services, particularly for hospitals.

These are all meritorious objectives which we share. Insurance companies in
fact are actively involved in a variety of ways to improve the health care delivery
system, including the development of HNMO's. Our companies are working inten-
siyely in a considerable number of locations throughout the nation in helping
to develop prepaid group arrangements, and are seeking to experiment in various
types of such arrangements.

We find this no easy task, and In all candor, must suggest to the Committee
that there is no inherent magic in the HIMO name, in and of itself. Clearly, how.
ever, the potential Is there and should be pursued.
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HMO's, to function successfully, must have active consumer interest and
support. Without this they fail, as experience has shown. They must also
remunerate physicians on a level and basis which will attract and hold capable
physicians. If this is not the case, the quality and the comprehensiveness of

the care they provide will be inadequate. They must further be located geo-
graphically so that they will be convenient to a large number of people. This
means that at the same time there must be available an alternate form of
insurance or protection for those to whom the HMO services are not convenient.
Beyond this any expectation of cost savings should be carefully examined.
Comprehensive care of good quality is costly, no matter how provided. Any
proposed financial savings should not be made at the sacrifice of either com-
prehensiveness or quality.
. While no one has developed a widely accepted definition of an HMO, we
believe that whatever definition is arrived at should only include the concepts
of what an HMO is to be. Any restrictions on an HMO or its operations should
not be contained in the definition, but should be stated separately. We suggest
that the Committee give careful consideration to such factors as we have men-
tioned, including: the reimbursement methods established for HMO's; con-
sideration of the establishment by statute or regulation of standards having to
do with the risk-bearing function of the HMO; the scope of services to be pro-
vided; the delivery and quality of the health care provided; and the financial
stability of the HMO.

The Committee is aware that existing laws for regulation for several of the
States serve to inhibit the development of HMO's. Information on the details
of these restrictive measures is readily available. The Committee might well
give consideration to appropriate means by which these retarding influences
might be overcome.

The Committee, in addition, might want to devote special attention to those
HMO's established in inner-cities or rural areas where the principal purpose
is to serve the poor. It is recognized by many authorities that serving a poplla-
tion of various socio-economic levels is preferable to segmenting out the poor.
To do otherwise jeopardizes quality and fosters second class care. Diversification
of lpulations served should at least be permitted under the proposal, and pref-
erably should be encouraged by positive means.

SECTION 221-LIMITATION ON FEDERAL PARTICIPATION FOR CAPITAL EXPENDITURES

The need for achieving the highest level of institutional care is predicated,
to a great extent, on the relation of a health care facility to the total health
needs of a community. Section 221 of H.R. 1 would tie capital expenditures under
the various Federal programs providing reimbursement for institutional services
to the review of the planning agencies established under the "Partnership for
Health" Act (Public Law 89-749).

The "Partnership for Health" approach offers a new and welcome advance
in government/private industry relations. It puts the responsibility and decision-
making (backed up with resources) where it properly belongs-with the States
and in the local communities. Our Association endorses this concept and we are
committed to support, with manpower and administrative technical skills, the
planning process in all fifty States.

The planning process implies the need to relate ambulatory care, preventive
health maintenance and even the quality of the environment as influencing the
proper and effective utilization of our health care facilities. The cost of institu-
tional care will never be placed in perspective until alternatives are mobilized
(and adequately financed) to put the patient in the proper facility, at the ap-
propriate time and at a reasonable cost.

In addition, to its primary function of coordinating capital expenditures to
sound health planning principles, the provision recognizes the potential of area-
wide planning agencies and the need to reimburse such agencies for valuable
services rendered to Federal health care programs.

We agree with the concept which Is embodied in Section 221.

SENATE AMENDMENT NO. 823

Senate Amendment No. 823, introduced by Senator Bennett, provides for the
establishment of professional standards review organizations, generally at the
local level, as the primary mechanism to control and moderate the soaring cost
of Medicare and Medicaid. The objective of controlling and reducing costs in
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these programs is one with which we heartily concur. However, we respectfully
submit that the method proposed in the Amendment to accomplish this desirable
objective would be much less effective and far more costly than the alternative
method we shill outline in a moment.

To be both effective and affordable, utilization review must combine the pro-
fessional knowledge of the physician, the statistical data and claim processing
skills of health insurance and the authority of benefit program. It would be in-
ordinately expensive to have every claim reviewed by a physician or even a nurse.
Therefore, practical utilization guidelines must be established and periodically
updated by physicians with the assistance of health insurers. Insurers, including
intermediaries would screen all claims against these guidelines. Claims falling
within the guidelines would be paid. A small random sample of such claims
would be subject to audit to assure that the guidelines were being applied
properly. Claims falling outside the guidelines would be submitted to peer review.
The benefit program must specify that benefits for these non-conforming claims
would be paid only to the extent that the services rendered were found to be
medically necessary and the charges therefore were within the limits specified
by the benefit program involved.

An examination of Senate Amendment No. 823 reveals that no use is made of
the expertise and data of the Insurers. Figuratively speaking, the Professional
Services Review Organization would have to reinvent the wheel all over again
and then build and staff a new fac,.,y in which to manufacture it. This is an
extravagance that no nation can afford. Senator Hansen's Bill, S. 1898, does make
some advisory use of Insurers; this is not enough. Therefore, we are opposed to
both measures.

The approach which we recommend instead is as follows:

TnmzXVIII

Part A: In the administration of Part A of Title XVIII, utilization review
committees for each provider would be selected by the provider to handle all
Inpatient cases. Working together, the intermediary and the utilization review
committee would establish norms for lengths of stay based upon the character-
istics of the community. The intermediary would refer cases which exceed the
norms to the utilization review committee for review and recommendation. If, in
the judgment of the intermediary, the utilization committee, including the facility
administrator, is not doing its job satisfactorily, the intermediary shall give the
utilization review committee 90-days notice to improve its performance. If such
improvement is not made within 90 days, the intermediary shall reduce payments
to the providers by 50% for a 90-day period. If at the end of that period the
utilization review committee is not performing properly and effectively in the
judgment of the intermediary, all payments to the provider shall be suspended
until performance of the utilization review committee is satisfactory.

The intermediary, in determining the effectiveness of the utilization review
committee, would be authorized to contract with medical societies, foundations,
or similar organizations, to assist it in making such determinations.

A provider whose payments are suspended by the intermediary could appeal to
the Secretary for review of the intermediary's decision and the Secretary shall
make a final detemination. The Secretary may grant a hearing to the provider.

Section 1816 of the Social Security Act should be amended to provide for the
Secretary's assigning providers on a geographic basis to intermediaries for ad-
ministrative purposes in the same manner that the Secretary assigns geographic
areas for administration under Part B of the Medicare Program. This properly
vests in the Secretary the selection and control of the Intermediaries who are
under contract with the government rather than the providers selecting the inter-
mediaries. This change would strengthen the administrative effectiveness of the
intermediaries and avoid the situation of allowing providers to switch inter-
mediaries if they felt they could get more favorable administration for their
facility. The Secretary should have the final determination of the effectiveness
of an intermediary.

We urge Section 1864(a) of the Social Security Act be amended to remove the
last clause of that section which gives to state agencies the authority to provide
"consultative services to institutions, agencies, or organizations to assist in the
establishment of utilization review procedures meeting the requirements of
Section 1861(k) and in evaluating their effectiveness." Under present law the
utilization review responsibility is split between the state agency as provided
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above and the intermediary. The elimination of this clause would place the sole
responsibility for determining the effectiveness of utilization review in the hands
of the intermediary in order to strengthen its role in the implementation of the
recommendation which we have made.

We further urge that Section 1865 be amended to eliminate the implication
that the certification by- the Joint Commission of Accreditation of Hospitals is
evidence that the Institution has a satisfactory utilization review committee.
The same principle should apply to accreditation by the American Osteopathic
Association or any other national accreditation body.

Part B.-Under this program, a carrier would be authorized to enter hito a
contract with any medical society, medical foundation, or HMO to mutually
formulate norms of care and treatment based upon average patterns of practice.
in their particular region as principal points of evaluation and review. If a peer-
review committee determines that a particular physician is guilty of gross
and flagrant violation of the standards and norms established, the recommenda-
tions of the peer review committee would be sent to the carrier who would
forward them to the Secretary with its comments and recommendations. After
notification of the physician of the findings of the peer review committee, the
physician may request a hearing by the Secretary. The Secretary, after such
hearings, may suspend payments to the physician if the physician has: (1) made
or caused to be made any false statement or representation of a material fact in
the application for payment or for determining the right to such payment; (2)
has submitted or caused to be submitted bills or requests for pa yment containing
charges for services rendered which the Secretai'y finds to be substantially in
excess of such person's customary charges for such services; (3) has furnished
services or supplies which are determined by the Secretary to be substantially in
excess of the needs of the individuals or to be harmful to individuals or to be of
a grossly inferiQr quality.

The Secretary would make public the names of physicians to whom payments.
have been suspended so that beneficiaries would Ibe informed concerning which
suppliers could not participate in the program. The Secretary would file with the-
applicable state licensing authority a summary of the facts in each case and his.
final decision.

TITLE XIX AND TITLE V

Providers suspended under the procedure set forth under Title XVIII would
also he prohibited from receiving payments from the states under Title XIX
and Title V.

Since there would be some providers who would not he participating under Title
XVIII but Would ibe under Title V and Title XIX. state administrators or thoir
fiscal agents under those two titles would be empowered to contract with utiliza-
tion review committees and to contract with medical societies, medical foundsi-
ions. or HMO's to mutually formulate norms for utilization and for care and
treatment within a given community. The state administrator would assume
the functions and powers of the Secretary as stated above under Title XVIII..

SECTION 125-WORKMEN'S COMPENSATION OFFSET FOR DISABILITY INSURANCE
BENEFICIARIES

Over-insurance through duplication of benefits is a very seriou. problemm now
in the~private insurance sector and is engaging the attention of state legislatures
as well as state insurance commissioners. Everyone is smypathetle to the dis-
may of sickness and injury-especially in the serious and prolonged case. There
is little argument over reimbursement of 80% of economic loss.

However, more than 80% reimbursement results in increased costs to others
and a reduction in incentives to rehabilitation. In this instance, it threaten.v
state workmen's compensation systenis themselves.

For these reasons, we support the views of workmen's compensation insurers
in opposition to this change in law.

OUT-OF-HOSPITAL PRESCRIBED DRUGS UNDER TITLE XVIII

Various proposals have been introduced which would add out-of-hospital pre-
scribed drugs to the Medicare program. These are all based on the fact that many
Medicare beneficiaries can experience hardship in paying for out-of-hospital pre.-
scribed drugs in instances where their use Is frequent and therefore costly.
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We generally concur, and do not oppose this type of benefit assuming a pro-
gram which is soundly conceived, adequately financed, and administratively
feasible is adopted.

The costs of adding prescribed drugs to the Medicare Program can be con-
siderable. This is due in large part to heavy administration expense. Therefore,
some form of patient cost-sharing is needed. This could be secured through the
use of a deductible, or by a fiat charge per prescription. If a deductible were to
be used, we would recommend that drugs, on a reasonable charge basis, be added
as a covered charge under Part B and be subject, together with the present Part
B covered charges, to a single $50 calendar year deductible and to the 20% coin-
surance requirement. Regardless of the method chosen, or the financing mecha-
nism, we would strongly urge that administration of any drug benefits be placed
with the Part B carriers since they are experienced in administering all out-of-
hospital benefits and in serving the beneficiary rather than the provider of care.

COMBI.NING PARTS A AND B OF TITLE XVIII

Another proposal which has been advanced Is that the benefits of Part B of
Title XVIII should be provided under Part A and combined as a single program.
The result would be to eliminate the voluntary and contributory nature of the
present Part B program and also produce a sharp increase in the present level of
payroll tax.

The effect of this proposal upon the payroll tax is a matter which warrants
serious consideration. Rising health care costs are presenting serious problems
for the present financial structure of Medicare and this proposal would aggravate
those pressures.

INCREASED USE OF GENERAL REVENUE FINANCING FOR TITLE XVI[I

It has been proposed that the use of Federal general revenues to finance the
Title XVIII program be expanded well beyond the present matching of the
elderly's contributions under Part B. In the main, proposals for general revenue
financing are wade by those who would expand the benefits of the Medicare
Program while at the same time reducing pressures for marked increases In the
payroll tax. Such expansion of the benefits would be contrary to the basic con-
cept of the Social Security Program as a floor protection for the elderly. Further-
more, the use of general revenue financing for such expansion would obscure,
but not avoid, future necessary increases in the taxes to support the program.

Financing a program of health benefits primarily through readily identifiable
payroll taxes or monthly premiums Is particularly salutary at the time when
the price of medical care threatens to continue to rise. The direct reflection of
higher prices in earmarked taxes and premiums serves to focus public attention
and generate positive action to curb rising prices in -a way that would be ob-
scured, to the extent that funds were drawn from general revenues. Most im-
portant, it avoids making of the program a welfare mechanism rather than the
self-sustaining program originally intended under which the beneficiary has
clear entitlement as a right.

For these reasons, we are opposed to the future introduction of general revenue
flnaneing~in the Social Security system.

EXTENSION OF TITLE XVIII TO THE DISABLED

H.R. 1 has extended Title XVIII to cover persons entitled to disability benefits
under the Social Security and railroad retirement programs provided that these
beneficiaries have been disabled for at feast two years. We are opposed to this
extension.

The benefits which evolved under Medicare were oriented toward acute hos-
pitalization and related services of those over 65, and not for long-term or cus-
todial type care. Data gathered by the Social Security Administration indicate
that a sizable portion of the disability insurance beneficiaries are disabled as a
result of diseases of the circulatory system or mental, psychoneurotic, and per-
sonality disorders. A recent SSA report states that: "Close to two-thirds of the
disability beneficiaries had severe losses in physical capacities or were function-
ally dependent." In addition, several thousand of the children who receive child-
hood disability allowances under this program suffer from diagnosed mental
deficiency which requires principally educational and vocational training, and
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at times custodial services. The benefits of the Medicare Program were not de-
signed for such situations.

Another matter of importance is the cost of such an extension of Medicare
benefits and how this would be financed. Estimates of such costs, which the
House Ways and Means Committee put at $1.85 Billion during the first full
year of the program, can only be projected with respect to any specific proposal.
In any instance, however, the costs of providing Medicare benefits to over one
and a half million additional beneficiaries will be added to the present Medicare
financing. The costs of present benefits alone have been rising rapidly and are a
cause for concern. As an example, H.R. 1 indicates the requirement for updating
the combined employer-employee hospital insurance tax rate scheduled for
present Part A benefits with an ultimate scheduled tax of 2.4% to take effect in
1972 rather than the 1.8% contemplated by present law for 1987. To extend these
benefits to the disabled would result in further increase in costs to the program.

A report of the Advisory Council on Health Insurance for the Disabled found
no definitive data on the extent to which the medical needs of the disabled were
currently unmet. The Council also found essentially no data on how the disabled
are currently financing the substantial medical care the data shows they do
receive. It was noted, hoewver, that private health insurance plays a significant
role in the early months of disability for most of the disabled, and, for some,
continues to play an important role even after disability has lasted several years.

Since the Social Security Disability Insurance Program is predominantly an
employment-centered program, it is reasonable to expect that at the onset of
disability the vast majority of eventual beneficiaries would have private health
insurance protection for their health care costs. Our estimates indicate, for ex-
ample, that 89% of the population under age 65 have private health insurance
coverage. This would be used to defray the initial costs of care, particularly such
costly forms of care as hospitalization and surgery.

Under group insurance policies, benefits during disablement are made available
under the group plan itself or under a conversion policy. Under many group in-
surance contracts, medical expense benefits are continued as long as the disability
lasts or until the individual becomes eligible for Medicare, whichever occurs first.
Individual policies can usually be continued after the onset of disability. Today
the majority of group plans sold include major medical expense insurance with
sizable maximum amounts.

Therefore, many of the disabled have a considerable degree of private health
Insurance protection. Extension of the Medicare benefits could only result in
duplication of these coverages. We do not assert that in every instance private
insurance plans go as far as might be desirable or necessary in their effectievness,
but the basic mechanism exists and continuing progress is being made in the
direction of increasing effectiveness.

It is also to be noted that the majority report of the Advisory Council would
provide three to five months' temporary Insurance coverage each year to at least
600,000 persons whose disabilities would last long enough to qualify for the
Medicare benefits but not long enough to qualify for the Social Security cash dis-
ability benefits and for whom there is no evidence of a significant unmet need.
The modification of the general concept would not only further increase the
costs of such an extension of Medicare benefits but would create difficult ad-
ministrative problems some of which the Advisory Council recognized but did not
resolve.

Principal of these is the fact that the Medicare benefits at present are of a
permanent nature: that is, once becoming eligible at age 65, the individual has
entitlement to such benefits for the remainder of life and need only plan for
supplemental financing to the extent he considers the Medicare benefits inade-
quate. However, when such benefits are made available to those who are clearly
temporarily disabled with expectation of returning to an active work-force
status, the permanency of the Medicare entitlement ceases to exist. Termina-
tion of disability would result in termination of Medicare entitlement. Meanwhile
the disabled person may have terminated his private insurance protection, and in
some cases might be left with no health care protection at all, since, in the Interim
it would be uneconomic for the private insurance coverages to duplicate the Medi.
care benefits. Such situations could only result in public dissatisfaction.

It is for the foregoing reasons that we are opposed to the extension of Medi-
care benefits to disability insurance beneficiaries. While there is no doubt that
there are disabled individuals who need some form of government assistance
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to enable them to meet their health care expenses (as is presently the case under
the Medicaid Program), the extension of Medicare benefits to all disability in-
surance beneficiaries does not appear the most economic or desirable way of
providing such assistance.

REUOTION OF WAITING PERIOD FOR DISABILITY BENEFITS

H.R. 1 expands the definition of disability for the purpose of eligibility to
receive cash disability benefits in that disability benefit payments would begin
after the sixth month of disability because of a reduction of the six-month wait-
ing period to five months.

Protection against loss of Income because of disability is the oldest type of
coverage in the health insurance field. At the end of 1969, 57 million wage earners
had short-term protection against such loss of income through insurance com-
pany plans or other formal arrangements. Of these, over 40 million were pro-
tected by insurance companies (the proportion of the labor force with private
health insurance protection has grown significantly in recent years), and
the remainder by formal arrangements including sick leave plans of federal,
state, and local governments, as well as private industry, unions, and plans of
employee mutual benefit associations. Five states (Oallfornia, Hawaii, New
Jersey, New York and Rhode Island) and Puerto Rico have enacted laws placing
compulsory responsibilities upon specific categories of employers for certain
economic losses to employees (and to a certain extent, the temporarily unem-
ployed) resulting from non-occupational temporary disability. In many cases,
benefits continue for six months of disability.

The report of the Ways and Means Committee (p. 56) states: "Your com-
mittee's bill would reduce the waiting period for disability benefits by one month.
Under present law, entitlement to disability benefits can not begin until after
a worker has been disabled throughout a waiting period of six consecutive full
months . . .

"While many workers have some protection against loss of income due to sick-
ness or disability under various public or private plans (such as group policies,
sick-leave plans, etc.), such protection usually expires before the end of the
present disability waiting period .

The foregoing excerpt fails to justify the change. Although it does recognize
that insurance companies have disability coverage (which is substantial and
usually provides for the first 26 weeks of disability) it fails to recognize that Its
proposed change would create a duplication of benefits for the sixth month.
This need, as cited by the Committee report, is due to two reasons: the delay of
BSA in paying a claim, and SSA's not recognizing a disability for part of a month.
Rather than reduce the waiting period, a change should be made in the Social
Security legislation so that a partial month of disability will count toward the
total disability period. Further, SSA should be encouraged to speed up Its claims
process. If a commercial insurer were to delay a payment for the same amount
of time, there would be numerous complaints -and most likely quick action
by state insurance commissioners.

Another objection we have to the provision is that it'would create a duplica-
tion of payments under State workmen's compensation laws in all cases of
total disability, temporary as well as permanent, lasting 6 months or more. It
would thus result in many individuals qualifying for both State statutory bene-
fits and social security disability benefits, a combination which would often pro-
vide more in tax-free income than the individual's take-home pay while work-
ing. The resulting adverse effect upon efforts to rehabilitate such persons, in our
opinion, would be contrary to the best interests of both the public and the
individual.

In 1949, the Ways and Means Committee wisely took the position that "Pay-
ment of disability benefits under the Federal social security program should not
restrict or interfere with the continued development of adequate workmen's
compensation programs in the United States" and that "adequate safeguards
should be maintained against unwarranted duplication of the two types of
benefits. The total benefits payable under the two programs should not be ex-
cessive in relation to the purpose for which the benefits payments are in-
tended-" gouse Report 1300, 81st Congress, 1st Session (1949)), page 30.

The enactment of this provision would violate the above criteria. It would
remove the economic incentive for an injured worker to rehabilitate himself,

72-573-2-pt. 5- 33
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it would add unnecessary costs to social security for job-connected injury and
disease, and it would hamper efforts by the several States to improve their re-
spective workmen's compensation programs.

It has been repeatedly demonstrated that disability tends to be unduly pro-
longed when overinsurance exists, particularly if such benefits are payable as
a matter of contractual right. If these benefits approach the level of what
might be earned in active employment-and it should be remembered that we
are dealing with tax-free benefits-the incentive for returning to work is lost.
Likewise, the incentive for a disabled person to become rehabilitated is a great
deal less in many cases. The economic incentive to return to work or to seek
rehabilitation, if necessary, depends upon the margin between earnings (after
deducting income taxes, union dues, and other expenses of employment) over
the tax-free and expense-free amount of disability benefits available.

Any entry of the Federal Government into the tplnporary disability field
through the liberalization of the disability definition would overlap these state
programs as well as the many forms of insurance company coverages which
presently protect the majority of the work force.

Insurance companies have gained considerable experience in this field' and
today coverages are readily available which, by any reasonable standard, are
adequate protection against the hazard covered by insurance. These coverages
may be purchased for groups of employees, associations of small employers, or
for individuals not related to groups of people or desiring to supplement group
insurance coverage. Protection can extend from a few days after the onset of
disability to (late of retirement. The benefit amounts can approximate the net
income lost by most workers, after allowance Is made for income taxes, re-
duced living expenses, the provision of an incentive to return to the work force
or rehabilitation, and state or federal compulsory insurance benefits.

For these reasons, we oppose any reduction in the current definition of
disability to encompass the temporarily disabled.

CATASTROPHE-ONLY HEALTH INSURANCE COVERAGE

The insurance business deeply appreciates the fact that Chairman Long and
this Committee have drawn attention to the grave problem associated with
catastrophic illness and have sought to develop an effective means to ease its
financial burden.

This is a challenge which has engaged the earnest efforts of our companies
since 1951. It is a matter of pride to point out that we have succeeded in making
substantial inroads on the problem through the development of major medical
insurance. Over the past two decades, the number of people we insure under
such coverage has grown phenomenally-from a mere 151,000 In 1951 to 52
million in 1966, to well over 80 million today.

Other insurers and prepaid group practice plans also provide coverage against
the overwhelming illnesses which fall unevenly on families. The numbers they
insure, when added to the numbers covered by insurance companies, currently
protect about half the population, some 105 million people, against the cost
of catastrophic illnesses.

We appreciate thigh opportunity to share our experience with coverage for
catastrophic expenses with this Committee and to make suggestions as to
what we consider the most appropriate and effective course of action the nation
can take in dealing with this and other pressing problems in the health care area.

We believe the issue to be one of priorities-of selecting where first to put
the nation's resources-of how to interrelate the many lines of action demanded
by the growing and complex needs of Americans for better health care.

This Committee is well aware of the many problems of health care delivery
and financing facing the country, in addition to the catastrophic costs issue. There
are shortages of health and medical manpower and there is a need for recruit-
ment and training of allied health personnel to supplement and augment physi-
cians' services. There is poor quality, inaccessibility, even total lack of adequate
health care in the inner cities and rural areas. There is overemphasis on
costly hospital usage, with "overbedding" In many communities and resulting
inflationary pressures to fill beds. There is underemphasis on development of
less expensive ambulatory and preventive care and health educatln which
would help meet the primary health care needs of Individuals and families
and which frequently could avoid use of high cost hospital beds.
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Our experience has firmly convinced us that these problems are intimately

intertwined. In the very nature of the situation neither these specific problems
nor the total problem will be solved by fragmented approaches. Every action
has a reaction, and frequently the reaction exacerbates old problems and
creates new ones as well. In the health field we must get to the root Issues
and deal with first thing first.

The "first thing first", in our view, is a coordinated, comprehensive approach
to ambulatory care. This must be integrated with intensified manpower develop-
ment, with an invigoration of community health planning and with greater in-
volvement of consumers. It should be supported by a coordinated private-govern-
mental health care financing system. This, we believe, can be soundly grounded
and approached constructively and immediately through use of tax-sanctioned
benefit standards-including catastrophic costs coverage-which are phased
in realistically in terms of access to resources and facilities. The development
of these services and facilities must be stepped up significantly, including such
concepts as the "health maintenance organization" (which we have mentioned
elsewhere~ in this testimony). Otherwise, we risk over-promising and raising
expectations which simply cannot be achieved.

Private health insurers do not oppose the concept of "catastrophic coverage"
nor, for that matter, do we oppose its extension and improvement, as part of a
comprehensive program. We are reluctant, however, to see priority given to a
fragmented approach which would deal with only a small part of the total prob-
lem and would lull the nation into delaying action necessary to deal with more
significant problems in the health field.

With its heavy emphasis on inpatient hospital care, a "catastrophe-only"
program would intensify the public's tendency to over-utilize hospitals-and it
is virtually unanimous among medical economists that this has been one of the
primary reasons for the upward trend in health expenditures in recent years.
It would also divert funds needed to encourage the development of ambulatory
and preventive care, and in the long run it is In this direction that not only
will costs be controlled but health care made more accessible and of better
quality.

A medical catastrophe Is hard to define. According to S. 1376, it would be a
case involving either more than 60 days of hospital confinement or more than
$2,000 of necessary medical expense apart from hospital care. This definition
Illustrates the difficulty, because various combinations of hospital expense and
non-hospital expense could -be more serious financially than one of the two
tests described above; e.g., 30 days of hospital confinement and $1,000 of non-
hospital expense would easily exceed $2,000. The Association is unaware of any
satisfactory, generally accepted, definition of where the limits should be set,
what items of expense should be taken into account, or what variations would
be appropriate for persons at different levels of income.

Even if some acceptable method could be devised to differentiate catastrophic
medical expenses from other medical expenses, the fact remains that only a
small portion of the American people would ever benefit from the enactment
of a catastrophe-only program. For example, any patient who has been in a
hospital for 60 days will have run up at -least $5,000 in medical bills. Yet, among
adults under age 65, less than two in 1,000 have a $5,000 medical bill in any
given year, and for children, the figure is less than one in 1,000.

The relatively low cost of "catastrophe-only" benefit is deceptive. Like the
visible portion of an iceberg, completely hidden are the vast number of small and
medium-sized 'bills which are screened out by the huge deductible, but which the
patient must nevertheless arrange to pay. In this respect, the benefit to most
people would be minimal, and the advantages would accrue mostly to the more
well-to-do.

A catastrophe benefit could well generate a good deal of public dissatisfaction.
Were a federally-underwritten catastrophe benefit with a fairly high deductible
amount enacted for the working population, relatively few people would qualify
for benefits. Expectations raised by enactment of the legislation would be disap-
pointed, and there would be inexorable public pressure to lower the deductible.
Successive reductions of the deductible with increasingly larger proportions of
the total medical bill paid by the federal government would result in the nation,
"backing into" an extensive and expensive federal health insurance mechanism
(not unlike S. 3, the Health Security Act of 1971), with little chance such a
transition would be carefully thought out either with respect to the type of health
care to be delivered or its costs.
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Proposals before the Committee envision the "catastrophe-only" benefit being
financed by a relatively modest payroll tax under the Social Security System.
Social Security tax rates are now above 10 percent, which many regard as a high
level. As this Committee is aware, LR. 1, without any catastrophe benefit, calls
for eventual employer-employee taxes of 14.8 percent on an ever-increasing tax-
able wage base that starts at $10,200. Even though the additional taxes indicated
as necessary to finance a catastrophe-only plan appear small, they may be the
critical difference between an acceptable and unacceptable level of Social Secu-
rity payroll taxes. This would lead to greater pressures for the use of general
revenues to finance the program. Such financing would be most unwise. Now is
the time to weigh the adverse potentialities.

Over 105 million Americans now have some form of catastrophe insurance in
addition to basic coverage for hospital and doctor bills. Some have maxima of
$10,000 and $20,000; many extend further to $50,000 and $100,000. Most of these
plans have substantially lower deductibles than those contemplated by S. 1376.
The scope of medical expenses covered is also broader. If Congress were to enact
a high deductible, catastrophe-only benefit financed by payroll taxes, and these
105 million Americans elected to keep their present coverage in addition to the
new Social Security benefits, a potential over insurance hazard would be created,
and significant administrative expenses would be added to the health care system
from the duplicative governmental and private program.

In practical terms, the nation is already well on the way to the goal of universal
coverage for major health care costs. It would be a relatively simple matter to
provide $200,000 maximums through the use of a federal benefit standard coupled
with a tax incentive, for example. The added claim cost to present health in-
surance would be modest, something in the neighborhood of 10 to 400 per month
per adult and about half that for children.

It is our conviction that the nation deserves a comprehensive, coordinated,
and Integrated approach to its basic needs for health care. The Healthcare Pro-
gram set forth in S. 1490, introduced by Senator McIntyre, achieves this goal.
On the other hand, a fragmented approach is not in the public interest. An ap-
proach which further burdens the taxpayer for low-priority purposes Is not in
the public interest

A catastrophe-only benefit would perpetuate the present two-class system of
financing health care in the United States. Such a program would do nothing to
cover the basic health needs for the poor. Therefore, Medicaid or some other
separate government program would have to be used to pay expenses of the
poor that were left unpaid by the huge deductible and the potentially large
amounts of copayment. The working population, however, would continue to
rely on private insurance to meet these otherwise out-of-pocket expenses. The
goal of a single system for all people will be difficult to achieve. To adopt an
approach that will almost certainly reinforce the dual system seems a most
unwise and unacceptable course.

A "catastrophe-only" approach would, In our view, divert the nation's energies
and limited resources away from more pressing issues In the health field. Con.
ceivably, however, there may be imperatives to move now In the "catastrophe-
only" direction, taking Into account the almost certain and deleterious side
effects.

If, oni balance, this proves to be necessary, we feel it certainly would not be
prudent to set up a payroll tax mechanism that would be redundant and over-
lapping with present private arrangements and which would almost inevitably
destroy coverages now held by 106 million Americans as the result of their
own Initiative and responsibility, developed in cooperation with forward think-
ing employers.

It would be far more prudent to utilize the skill and experience of private
Insurers. To discard the services they offer would not be in the public interest
We offer our services, expertise, and experience to the solution of the catastrophic
health costs problem.

The CHAMMAN. Next we will hear from Ned F. Parish, president,
National Association of Blue Shield Plans. Mr. Parish is not here so
Mr. Knebel will present the statement.
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STATEMENT OF JAMES D. KNEBEL, EXECUTIVE VICE PRESIDENT,
NATIONAL ASSOCIATION OF BLUE SHIELD PLANS, ACCOMPANIED
BY LAWRENCE C. MORRIS, VICE PRESIDENT, PLANNING AND
PROGRAMING, NABSP

Mr. KNEBEL. Yes, Mr. Chairman. Mr. Parish is unable to be here.
My name is James D. Knebel and I am executive vice president of

the National Association of Blue Shield Plans, and with me is Law-
rence C. Morris, our vice president of Planning and Programing.

The association represents 71 member Blue Shield plans in the
United States and Puerto Rico. These plans provided health care
protection to over 67 million subscribers in private business in 1971
and served as carriers for another 12.5 million persons covered under
Government programs.

You may recall, Mr. Chairman, we appeared before your commit-
tee on September 23, 1970, and presented testimony on H.R. 17550, the
Social Security Amendments of 1970. We commented then on Health
Maintenance Organizations, limits on prevailing charge levels, pay-
ment to States for installation and operation of claims processing sys-
tems the Federal Employee Program, and several other sections of
that bill. Since these provisions are retained in H.R. 1, we refer you to
our earlier testimony for our comments regarding those sections.

Today we would like to comment especially on amendment 823,
which would create professional standards review organizations--
PSRO's-and on catastrophic illness coverage.

Mr. Chairman, amendment 823 would have physicians form corpora-
tions to review and regulate the practice of medicine. It would vest
in these corporations the authority of the Government in order to
control the quality and cost of services in Federal health progTams.

However, we believe the amendment does not properly allocate
responsibility for claims review and peer review in the utilization
review process. Since the data to support the PSRO process are gen-
erated by carrier activity, the carrier system should be much more
closely integrated into the review of utilization.

The carriers have acquired a large data base and sophisticated
computer support to collect and analyze information about practice
patterns. They also have the ability to identify normal practice pat-
terns by specialty and geographic area, and to find significant devia-
tions from the norm.

This information, generated by the carrier from the information
it collects in reviewing claims, needs to be better utilized. Blue Shield,
together with Blue Cross, is involving as key principals the follow-
ing organizations to interpret and utilize these data: The organiza-
tions include the American Medical Association, the American Society
of Internal Medicine the American College of Surgeons, the American
Academy of Family Practice, American College of Radiology, College
of American Pathologists, American College of Obstetricians and
Gynecologists, American College of Clinical Urology, American
Academy of Pediatrics, American Hospital Association and the Joint
Commission on Accreditation of Hospitals.
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Utilization review is basic support for peer. review which is pro-.
fessional evaluation of the quality and appropriateness of the medical
services received by the patient.Effective utilization review begins when qualified physicians examine
al)normal patterns of service, render valid medical opinions in the
light of the medical comnimuity's practices and customs and so advise
the carrier.

It appears to us that amendment 823 misinterprets this key relation-
ship. It. calls for substantial duplication of the carrier function raltIer
than coordination of PSRO and carrier activities in pursuit of a
cor'mon goal.

The administrative costs of medicare would be increased by routing
claims through a PSRO. Blue Shield spreads the cost of genurat
administration over a wide range of programs. As proposed, however,
total administrative costs of a PSRO would be charged primarily
to Government programs. This includes costs associated with statistical
analysis, utilization review, professional relations, and educational
programs.

The amendment would also tend to motivate physicians who do not
feel that their practices can bear scrutiny to refuse assignment. We do
not mean to imply that there are not valid reasons for direct billing:
but by billing the, patient the physician would take. his claim outside
the cost and quality controls of the PSRO. Any denial of payment
would affect the patient rather than the provider, thus defeating the
principal goal of the PSRO. It would also mean that any funds tied
uip awaiting reimbursement of claims would be the l)atient.'s. IThis numv
well cause hardship. ,

The PSRO,-at this point, is untested on any broad scale. Appar-
ently, it is modeled after certain types of foundations for mediciVl care.
A substantial number of established foundations have, been assisted by
Blue Shield, both in the startup phase and in their subsequent opera-
tion. But they have never been tested on a national scale.

We view the PSRO, as it is conceived in this amendment, as a high
risk proposition. There is virtually no risk in continuing to improve
the widely tested and accepted carrier-peer review relationship now
used in the better utilization review processes, especially in view of
the provisions of section 222 in H.R. 1 which emphasizes further
experimentation.

Section 1170 of amendment 823 also requires comment.
To the extent that government funding is used to create competitive

underwriting capacity for medical organizations, the government will
be creating new and duplicative Blue Shield plans. In the Blue Shield
system today, we can demonstrate almost any stage of the development
of the medically approved prepayment plan. Public funding to repeat
this experience seems wholly redundant to us. Public funding that
does nothing more than periiiit a new organization to build resources
to compete with the existing private sector is inappropriate.

Mr. Chairman, we would now like to comment on the subject of
catastrophic illness.

There is no question that catastrophic illness coverage is desirable
for all of the people. Everyone should be eligible.

But there are two practical difficulties in designing a catastrophic
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illness prograiu. Tie first lies in the negative definition of a cata-
stlrophic illness.

Aln illhwss becomes tilmnciallv catastrophic only wheln it, involves
exi'X w t hat is 1)oth not covere;l by anl existing health coverage con-
trati a1d unreasonable in relation to the patient's other resources.
Existing le4fltfl coverage varies significantly from )erol to person
atil groll) to group. thesee variations are not really primarily the
result. of advertisig and promotion leading to uninformed choice.

.lost i ulirtIstvrs of health insurance programs today benefit from
very sophisticated evaluation and analysis by pattern-setting major
('iil lo)'ers. 1)eciiion to expaiid and improve coverage evolve relation-
shiips between basic coverage benefits and major medical type benefits.
Smite analysts would expand basic coverages to include a very broad
railge of provider services over very lengthy periods, leaving only
trill" catastrophic conditions. which are rarely encountered, for major
itiitical ty i benefits. Others would reverse that al)l)roach by covering
very limited! amounts of cam under a basic program, thereby leav-
illg mlost costs for major medical reimbursement. Most. groups are
soNeit'whre in between. Individuals respond similarly, although many
avail themselves of multiple policies to provide additional safeguards.

T'lhe second difficulty is in the determination of what conditions are
to Ibe covered by a catastrophic program, so that the intent of the
law iiav coincide with the needs of the peol)le. Clearly, acute illness
aiti(! injury should be covered. But what about long-tern chronic care
ad treatment of congenital and possibly permanent phy-sical and
mental conditions? Will the government deal constructively with
l(og-term custodial care, which is as much a social as a health cost.,
Iut which is frequently more catastrophic financially than the costs
of t reat meant?

These are key points and central to our position on S. 1376, the
catastrophic health insurance program--CHIP.

We believe the people of the United States must have effective basic
health coverage before it is possible to construct a sound and equitable
catastrophic illness program.

Presently, the public holds a variety of health care contracts. 8onic
fall short of delivering what we would consider reasonable basic cover-
age. Others offer benefits that, in practical application, will usually
exceed those offered under CHIP.

We are concerned that implementation of the program like CHIP
would undermine high quality coverage.

We fear an immediate effect would be a massive scaling back by
elIplover/employee groups to programs essentially designed to fill the
CIIIi deductible. This would result in a much lower quality of cover-
age to the individual patient. Fuither, it would represent a consider-
able transfer of funding from the private sector to the government.

Implicit in this approach is the possibility that it coulevolve into
a monolithic system of national health insurance. Benefits under the
program could" be broadened and the deductible and copayment provi-
sions reduced, further restricting the activity of theprivate sector.

All these considerations notwithstanding, Mr. Chairman, catas-
trophic coverage is in itself a desirable goal. However, we believe that
it must be considerel in a broader context.
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Hopefully, it will be possible to consider all health care coverage in
the light of national health policy, proceeding toward well-defied
objectives in an orderly system of priorities, and with a realistic con-
sideration of costs and beiiefits. We envision the need for realistic mini-
mum standards of basic coverage, privately underwritten to conserve
tax revenues. Clearly, government assistance will be needed to help the
less fortunate achieve this level of coverage. We would also like to see
realistic requirements imposed upon participating carriers to assure
that the administration of benefits is both responsible and effective. A
national health policy proceeding toward these goals would take a
truly broad view of health care financing. We endorse such an
app roach and hope that the committee will see fit to pursue it.

Before concluding my remarks, Mr. Chairman, I would like to again
call the committee's attention to section 235 of H.R. 1.

This section would authorize 90 percent in Federal matching funds
of a State's cost in designing, developing and installing mechanized
claims processing and information retrieval systems under medicaid.
To the extent that a State's present system is inadequate and it does
not have access to acceptable carrier capabilities, we support this
provision.

We would urge that these funds also be available for improving
existing systems. However, the further provision that States which do
design and implement new systems under this provision will then be
eligible for 75 percent Federal .matching for administrative costs
instead of the present 50 percent will encourage States with adequate,
acceptable systems to replace them with new systems, since over a
period of time the additional administrative moneys from the Federal
Government will far exceed the 10-percent investment initially
required.

We would urge the committee to make clear that it is not the intent
of Congress to merely increase the Federal percentage of administra-
tive costs under the medicaid program.

Mr. Chairman, we appreciate this opportunity to appear before you
and express our views.

The CHAMMrAX. Thank you very much for your statement.
(The prepared statement of Mr. Knebel follows:)

STATEMENT OF THE NATIONAL ASSO01ATION OF BLUE SHIELD PLANS

PRESENTED BY JAMES D. KNEBEL, EXECUTIVE VICE PRESIDENT

Mr. Chairman, and members of the Committee, my name is James D. Knebel.
I am executive vice president of the National Association of Blue Shield Plans.
The Association represents 72 member Blue Shield Plans in the U.S. and Puerto
Rico. These Plans provided health care protection to over 66 million subscribers
In private business in 1970, and served as carriers for another 13.5 million per-
sons covered under government programs. On behalf of their private subscribers,
Blue Shield Plans paid out $2.2 billion in benefits in 1970. Government program
administration accounted for an additional $1.7 billion, for a total claims volume
of $8.9 billion.

Today, we want to offer the Committee some thoughts that have grown out of
our experience both in the private financing of health care, and In administering
Medicare.

We would like to comment especially on Amendment 828, which would create
Professional Standards Review Organizations, and on catastrophic Illness
coverage.
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You may recall, Mr. Chairman, that we appeared before your Committee on
September 23, 1970, and presented testimony on H.R. 17550, the Social Security
Amendments ofS970. We commented then on Health Maintenance Organizations,
limits on prevailing charge levels, payment to states for installation and opera-
tion of claims processing systems, the Federal Employee Program, and several
other sections of that bill. Since these provisions are retained in H.R. 1, we refer
you to our earlier testimony for our comments regarding those sections.

At that time, we also testified on Professional Standards Review Organiza-
tions. Today, we would like to amplify that testimony by commenting on Amend-
ment 823.

Mr. Chairman, Amendment 823 would have physicians form corporations to
-regulate the-practice of medicine. It would vest in these corporations the author.
ity of the government in order to control the quality and cost of services in
federal health programs.
- To the extent that this represents an attempt to get maxiinum use from the

health dollar, it is a commendable goal, and one worth pursuing.
However, we believe the amendment does not properly allocate responsibility

for claims review and peer review in the utilization review process. It does not
place the logical role of the carrier in Its proper perspective in the claims review
process. Since the data to support the PSRO process are generated by carrier
activity, the carrier system should be much more closely Integrated into the
review of utilization.

Utilization review Is still a developing discipline. There Is a great deal still to
be learned about making it effective. Any large-scale commitment to utilization
control must take this into consideration.

One of the things we have learned over the years is that utilization review is
it product of both claims review and peer review.

Peer review and utilization review are not synonymous terms. They should
not be confused.

Utilization review is an effort to achieve the optimum balance between dollars
spent for health care and the care Itself. Its effectiveness depends on two ele-
ments. The first is claims review. This requires a large data base and sophisti-
cated computer support to collect and analyze information about practice pat-
terns. It also requires an ability to identify normal practice patterns by specialty
and geographic area, and to find significant deviations from the norm. This Infor-
mation should be generated by the carrier from the information it collects In
reviewing claims.

The second element of utilization review is peer review, which is professional
evaluation of the quality and appropriateness of the medical services received by
the patient. Only physicians are qualified to make this judgment, and for this
reason, they must be Involved in peer review.

Effective utilization review occurs when qualified physicians examine abnor-
mai patterns of service, render valid medical opinions in the light of the medical
community's practices and customs, and so advise the carrier.

The key point is that while peer review always requires professional judgment,
it can be effective on a large scale only when It is supported by the technical
function of claims review. The Ideal Is to identify from the mass of unrefined
data what the physicians can profitably review.

It appears to us that Amendment 823 misinterprets this key relationship. It
calls for substantial duplication of the carrier function rather than coordination
of PSRO and carrier activities In pursuit of a common goal.

It would have the PSRO develop and maintain technical information that Is
better developed by the carriers A more efficient way to handle the review func-
tionq is to have the carrier identify and isolate Irregular claims and refer them
to the PSR0. The PSRO should review the information, evaluate the medical
appropriateness of the claim, and deny or affirm payment. Apparent or supeted
abuse by a specific provider will lead to prepayment control of his claims, or to
suspension of payments until the problems are resolved. This approach Is used
successfully by many Blue Shield Plans.

The administrative costs of Medicare would be increased by processing claims
through a PSRO. Blue Shield spreads the cost of administering Medicare over
a wide range of programs because Plans usually process Medicare claims and
other lines of business on the same equipment. Thus, the equipment is doing
multiple duty, which distributes the administrative costs over many projects.
The administrative cost of a PSRO would be charged primarily to government
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programs, resulting in an increase in costs. The amendment also would have the
I'SRO do initial claim review.

Apparently this means that physicians will screen every claim that comes
through the PSRO. We think this is a fundamental impossibility, but, if it is
true, It is a waste of already scarce plhysician talent. If, as seems more likely,
the claims will be screened by clerical personnel and the exceptions passed on to
the physician for review, then this largely re-creates the claims processing pro-
cedure now being done by Blue Shield.

We believe that much greater cost-effectiveness would result from directing
additional funding toward Improving carrier systems and post-payment PSRO
review. Funds spent in this way would yield greater improvement of utilization
review because the necessary basic expenditures-rent, furniture, EDP equip-
ment and manpower-have been made. To the extent that functions are diverted
to the PSRO. there would necessarily be some duplication of these Items.

The Amendment could also discourage the acceptance of assignments by physi-
cians. If there were unreasonable delays in processing, physicians might refuse
assignment and bill the patient directly, simply to be paid more quickly. By
billing the patient, the physician would take his claim outside the cost and qual-
ity controls of the PSRO. Any denial of payment would affect the patient rather
than the provider, thus defeating the principal goal of the PSRO.

It would also mean that any funds tied up awaiting reimbursement of claims
would be the patient's. This may well cause hardship.

We have tried to show, Mr. Chairman, that Amendment 823 would disrupt
the proper relationship of claims review and peer review.

The PSRO, at this point, is untested on any broa(I scale. Apparently, It Is
modeled after certain types of foundations for medical care. We would add that
a substantial number of established foundations have been assisted by Blue
Shield, both in the start-up phase and in their subsequent operation. But they
have never been tested on a national scale.

What if a substantial number of the PSRO's fall? What will be the cost in
direct expense and uncontrolled utilization to re-create carrier capacity to con-
trol utilization? How long can we realistically maintain the cost of a stand-by
condition pending the success or failure of the PSRO?

The Committee must recognize that the PSRO, as it Is conceived in this
Amendment, is a high-risk proposition. There is virtually no risk in continuing
to improve the widely tested and accepted carrier-peer review relationship now
used in the better utilization review processes.

The Department of Health, Education, and Welfare is now experimenting
with a form of PSRO through its Experimental Medical Care Review Organiza-
tion (EMCRO) program. HEW has made several grants to medical organizations
to establish improved review processes. The results, as yet, are not in. But it
would seem appropriate to get those results and evaluate them before commit-
ting all government programs to what Is now an untested concept.

Blue Shield does recognize the desirability of promoting more effective utiliza-
tion review In Medicare. Section 222 of H.R. 1 permits the Secretary to experi-
ment with various methods of utilization review, presumably including the
PSRO. We think this is a laudable provision and we endorse it.

The Section calls for experimentation to achieve demonstrable results. It also
would permit experimentation with parallel methods in controlled circumstances.
We think this type of activity should be encouraged.

There Is, however, one caveat to be raised. To the extent that government
funding is used to create competitive underwriting capacity for medical orga-
nizations, the government will be creating new and duplicative Blue Shield
Plans. Our whole origin and history Is a record of what happens to this approach
over a 30-year span. The Introduction of consumer representation is inevitable
and desirable, although it occurs at different rates in different circumstances.
In the Blue Shield system today, we can demonstrate almost any stage of devel-
opment of the medically-approved pre-payment plan. Public funding to repeat
this experience seems wholly redundant to us. Public funding that does nothing
more than permit a new organization to build resources to compete with tile
existing private sector Is inappropriate.

Mr. Chairman, we would now like to comment on the subject of catastrophic
illness.

There is no question that catastrophic illness coverage is desirable for all
of the people. Everyone should be eligible.
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But there are two practical difficulties in desiging a catastrophic illness
program. The first lies in the negative definition of a catastrophic illness. An
illness becomes financially catastrophic only when it involves expense that is
both not covered by an existing health coverage contract, and unreasonable
in relation to the patient's other resources.

The second difficulty is in the determination of what conditions are to be
covered by a catastrophic program, so that the intent of the law may coincide
with the needs of the people. Clearly, acute illness and injury should be covered.
But what about long-term chronic care and treatment of congenital and possibly
permanent physical and mental conditions? Will the government deal construc-
tively with long-term custodial care, which is as much a social as a health cost,
but which is frequently more catastrophic financially than the costs of treatment?

These are key points, adn central to our opposition to S. 1376, the Catastrophic
Health Insurance Program (CHIP).

We believe the people of the U.S. must have effective health coverage before
it is possible to construct an equitable catastrophic Illness program. Presently,
the public can choose from among a variety of health care contracts. Some
fall short of delivering what we would consider reasonable basic coverage. Others
offer benefits that, in practical application, will usually exceed those offered
under CHIP.

To illustrate, Blue Cross offers hospital contracts for 365 or more days of
hospitalization. The 365 day contract is the most widely held certificate in 29
Blue Cross Plans. In actual practice, it very nearly matches the unlimited hos-
pitalization provisions of CHIP. However, unlike CHIP, it requires no payment
by the patient.

Blue Shield's most widely held national account coverage provides payment
in full, in most instances, for surgery, including assistant surgeons; anesthesia;
laboratory and x-ray services in or out of the hospital; in-hospital medical
care; maternity; accidents and medical emergencies; consultations and physical
therapy. These items are covered without deductibles or co-payment.

Additional benefits are available which, with Blue Cross, provide coverage for
essentially the whole range of medically necessary services, although some of
these are ordinarily covered on a co-payment and deductible basis, with dollar
limits at the $25.000-$50,000 level. Approximately half of all Blue Shield sub-
scribers carry supplemental benefits.

The point Is that there is some very fine coverage in force in the private
sector. This can be illustrated in terms of a federal employee program sub-
scriber whose case has determined in the past year. Over a period of nearly
seven years, the subscriber suffered from disease of the urinary tract, coupled
with renal failure. Blue Cross and Blue Shield paid a total of $109,823.23, of
which $107,356.23 was paid from basic coverage, with no deductible, no coninsur-
ance, and no dollar maximum. No payment was required from the subscriber's
pocket for these services. An additional $2,467 was paid by supplemental benefits,
after a reasonable deductible and co-payment had been incurred.

Mr. Chairman, there is really no doubt that this illness was catastrophic
physically and emotionally. However, despite very high medical costs, the
medical costs themselves were not catastrophic because of the quality of the
subscriber's basic coverage. We can provide other comparable examples.

We are concerned that implementation of the program like CHIP would
undermine high quality coverage of this type without providing a comparable
substitute.

We fear an immediate effect would be a massive scaling back by employer/
employee groups to programs essentially designed to fill the CHIP deductible.
This would result in a much lower quality of coverage to the individual patient.
Further. it would represent a considerable transfer of funding from the private
sector to the government. This would be done with no real effort to direct
public dollars to where they are really needed. Even if private sector contribu-
tions were spent on complimentary coverage for the CHIP co-payment-which
alone could represent formidable costs to the individual-the government would
be substituting public funds for private expenditure on an unnecessary scale.

We also fear that new benefit development would be severely inhibited. As
new therapies emerge, a practical affect would be to load ever-increasing per-
centages of the health care dollar on to the public sector.

The administration of health benefits would be vastly complicated by, CHIP,
since it would be necessary to record costs to establish eligibility for essentially
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the whole population. We would expect a much greater percentage of providers
to begin billing the patient directly, causing, at best, economic inconvenience and
at worst, hardship. It would be extremely difficult for the provider to know, in
the case of a seriously ill patient, at what point the liability lay with the
carrier, the federal government, or the patient. The natural tendency will be
to look to the patient for payment expecting him to keep track of his own
eligibility for reimbursement, if any.

Implicit in CHIP is the possibility that it could evolve into a monolithic
system of national health insurance.

Benefits under the program could be broadened, and the deductible and co-
payment provisions reduced, further restricting the activity of the private sector.

If this occurs, CHIP could reshape the nation's pluralistic and basically volun-
tary mechanism for financing health care into a single monolithic system. The
possibility underscores the need to raise questions concerning the funding of
the program, the availability of managerial and technical competence to ad-
minister It, the centralization of the decision-making process, and the long-term
effect of CHIP on utilization and costs.

All these considerations notwithstanding, Mr. Chairman, catastrophic coverage
is in Itself a desirable goal. However, we believe that it must be considered in a
broader context than CHIP.

Hopefully, it will be possible to consider all health care coverage in the light
of national health policy, proceeding toward well-defined objectives in an orderly
system of priorities, and with a realistic consideration of costs and benefits.
We envision the need for realistic minimum standards of basic coverage, privately
underwritten to conserve tax revenues. Clearly, government assistance will be
needed to help the less fortunate achieve this level of coverage. We would also
like to see realistic requirements imposed upon participating carriers to assure
that the administration of benefits is both responsible and effective.

At that point, consideration of catastrophic coverage will become more feasible.
Even then, the relationship between catastrophic and the basic coverage should
be dynamic, to accommodate a continuing Improvement of the minimum stand-
ards; to provide incentive for better levels of health protection; and to provide
flexibility for new developments in health care.

A national health policy proceeding toward these goals and would take a
truly broad view of health care financing. We endorse such an approach, and
hope that the Committee will see fit to pursue It.

Mr. Chairman, we appreciate this opportunity to appear before you and
express our views.

The CHARMAN. The next witness will be Bernard R. Tresnowski,
senior vice president for Federal programs, Blue Cross Association.

STATEMENT OF BERNARD R. TRESNOWSKI, SENIOR VICE PRESI-
DENT FOR FEDERAL PROGRAMS, BLUE CROSS ASSOCIATION

Mr. TRESNOWSKI. I appear here today in behalf of the Blue Cross
system to present our comments on H.R. 1, the 1972 Amendments to the
Social Security Act, and additional amendments your committee has
under discussion.

I have prepared a detailed statement of our views which I would
like to submit for the record and your consideration.

To save the committee's time, I will briefly summarize our state-
ment:

Basically, we agree with the provisions of H.R. 1 which deal with
benefit improvement and administrative effectiveness; however, there
are other broad health objectives to be served by this proposed legisla-
tion on which we offer the following comments and recommendations:

We support the inclusion of disabled social security beneficiaries
under title XVIII and recommend that benefits for the disabled be
designed .to emphasize rehabilitative and vocational service&
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We support the provision concerning hospital insurance for the un-
insured, age 65 and over, and changes in the basis for computing part
B premium charges that take into account the relatively fixed income
of the aged. We also support the increase in lifetime reserve days and
advocate the replacing of deductibles under part A and part 1 with
copayments.

We recommend that the 3-day qualifying stay be retained to
support the existing policy of the program on covered levels of care
as they relate to home health care service.

We support the provision concerning the extension of medicare
coverage for out-of-hospital prescription drugs.

However, the administrative problems inherent in the financial
arrangements of the program, including cost reporting and audits,
require a significant leadtime of at least 14 to 18 months before imple-
mentation and we ask there be a 14- to 18-month period before effective-
ness of that provision.

Also, the drug amendment does not provide a basis for a pharmacy
to seek full collection of the pharmacy. charge prior to confirmation
of eligibility. Thus, a good-faith provision should be in the bill pro-
viding at least full payment of an initial prescri tion charge prior to
announcement through administrative channels ofinvalid beneficiaries.

Finally, the amendment should include a provision to reimburse
nonparticipating pharmacies under emergency conditions on the basis
of assignment, with the pharmacy accepting the allowed cost and 75
percent of the lowest filed fee as payment in full.

Blue Cross would support a catastrophic program which is linked
with a broad program of basic benefits. However, unless the coverage
is part of a basic benefit, it would be administratively complicated,
inflationary and would fail to support necessary controls and incen-
tives directed at provides and carriers alike.

Failure to defiue a strong basic coverage level would be a serious
mistake in light of the total strategy needed to deal with health care
problems. Without it, a freestanding catastrophic program would be
an incentive for some carriers to perpetuate unrealistically low basic
benefit levels.

A variation in or absence of basic coverage also would present sig-
nificant recordkeeping problems for beneficiaries and the administrator
of the program would have to create data systems and administer pro-
vider standards and cost reporting of a magnitude far beyond the
benefits provided. We recommend that a program of catastrophic
coveragebe designed to supplement basic benefits and controls through
premium payments by those enrolled in approved basic private pro-
grams, ineuding medicare and medicaid. We further recommend that
he catastrophic coverage begin after receipt of the approved basic

benefits followed by a reasonable deductible or copayment and that the
benefit be designed so as not to duplicate the basic program.

There are a number of provisions in H.R. 1 designed to deal with
problems of provider reinobursement under medicare and we support
most of them as important improvements in medicare reimbursement.
There are, however, several provisions relating to provider reimburse-
ment which need modification to assure that their intent is realized.
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Section 223 which places a limitation on allowable costs under medi-
care will help to identify and more clearly define unreasonable cost.
However, we urge the use of overall cost ceilings for each provider
rather than ceilings on elements of cost. Section 232 allows States to
develop their own methods of hospital reimbursement under medicaid.
However, the method selected should assure definition of the economic
cost to be paid by the purchaser and through such definition permit
uniform cost reporting and audit systems.

Section 243 established a Federal medicare provider reimbursement
board. The Blue Cross Association has had a successful medicare pro-
vider appeal committee since medicare began. The committee's success
gives cause to question the necessity for establishing a national review
board, which would seem to be a duplication of effort and expense. We
would, however, support section 1878(e) of this proposed amendment
which provides judicial review of a reimbursement determination.

We suggest that it does not go far enough. We would provide coin-
plete and full judicial review regardless of the action by the Secretary
of HEW.

In the area of utilization review, several provisions of H.R. 1 are
designed to improve some deficiencies in the programs as they relate
to the control of use of service and we support most of those provisions.
We recommend, however, that section 228, which provides for advance
approval of extended care and home health coverage under medicare,
be amended to assure that physicians whose reliability in certifying
patient need is questioned, be granted the opportunity for notice and
hearing.

The Professional Standards Review Organization, PSRO, is pro-
vided for under section 222. The PSRO provision passed by the Senate
in 1970, while recognizing existing programs, ultimately requires na-
tional application of one form of peer review for social security pro-
grams. We have reservations about any one form of peer review fitting
the entire country. The relative role of the PSRO, carriers and insti-
tutional providers must be more realistically appraised and designed
to reinforce the strengths of participants. To limit the primary role
to the PSRO whereby beneficiaries of the various titles of the Social
Security Act are removed from peer review activities of institutional
providers and carriers would seriously diminish the effectiveness
achieved through revieV programs serving both public and private
beneficiaries and subscribers.

We support the provision in H.R. I authorizing the Secretary to ex-
periment with utilization review and peer review systems to evaluate
and assure that peer review programs use the relationship between the
medical profession, institutional provider and carriers in a unique
way.

Monitoring the performance of the medicare and medicaid pro-
grams is presently a major responsibility of several Government agen-
cies through a multiplicity of processes which consume a significant
amount of administrative costs. The Inspector General apparently
would be an additional review activity to these existing programs, to
further identify performance defects.

We would recommend that instead of an Inspector General, the
.Secretary of HEW be authorized to establish within the health con-
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ponent of HEW an internal management mechanism designed to
strengthen the internal authority of the Secretary by translating health
goals into management objectives and monitoring those held account-
able for achieving those objectives.

We support the HMO concept as a viable alternative form for de-
livery and financing of health services and suggest that the HMO
definition be strengthened so that HMO development will fully utilize
consumer involvement in planning and organizing delivery of services
and certain operational standards, such as use of centralized medical
records, sharing of records, major equipment and technical and ad-
ministrative staffs, will be encourged in participating medical groups.

We also urge that all HMO's receive payment for 100 percent of
average cost rather than 95 percent with the stipulation that each con-
tacting HMO advise the Secretary annually as to how that payment
is applied and how savings beyond actual cost shall be used. We recom-
mend that wherever possible excesses be applied toward expanded bene-
fits beyond medicare A and B services, reduction of subscriber pre-
mitun costs and the establishment of a contingency reserve, in that
order.

We also suggest that there be a provision requiring institutional and
physician risk sharing within medicare-contracting HMO's and that
asl;ects of the provision concerning reimburseable service be revised
to specify clearly that the HMIO make formal arrangements for both
out-of-area emergency and out-of-area maintenance therapy to medi-
care subscribers.

Also, we support the need for controls to guard against selective
cancellation of high-risk subscribers by HMO's.

We support the need for a greater Federal role in establishing bene-
fits, eligibility and financing in the medicaid program.

We also support several provisions in H.R. 1 which are specifically
designed to deal with some of the problems in the structure and financ-
ing of medicaid. They include section 207, to establish incentives for
States to emphasize comprehensive health care; section 237, to .estab-
lish utilization review requirements for medicaid providers; section
239, to assist in coordinating provider approval programs; and sec-
tion 235, to provide financial assistance to the States for development
and operation of claims-processing and information-retrieval systems.

The problems of medicaid are fundamentally the problems of the
health care system. The overall goal should be to amend the medicaid
program as part of a strategy to improve health delivery as well as
the financing system. The challenge is to assure that enlargement of
the Federal role, whether through greater financing or regulation of
benefits and eligibility, contributes to improving access to care for
those who need it while promoting improvements in the productivity
of health services.

Mr. Chairman, we appreciate the opportunity to present our views
to your committee today and we look forward to continuing to work
together with Government and others to assure that adequate health
care is provided to each and every American.

Thank you.
(The prepared statement of Mr. Tresnowski follows. Hearing con-

eludes on p. 2757.)
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STATEMENT OF THE BLUE CROSS ASSOCIATION PRESENTED BY BERNARD .
TREsNOwSKI, SENIOR VICE PRESIDENT

Mr. Chairman, my name is Bernard R. Tresnowski. I am senior vice president
of government programs for the Blue Cross Association, the national organiza-
tion of Blue Cross Plans. I appear here today on behalf of the Blue Cross system
to present our comments on H.R. 1, the 1972 amendments to the Social Security
Act, and additional amendments your committee has under discussion.

Blue Cross has a vital interest in this legislation because of the major role we
play in the Medicare and Medicaid programs, and our significant role in the pri-
vate market.

Blue Cross serves the vast majority of the more than 20 million elderly
Americans covered by the Medicare program. Since Medicare began on July 1,
1966, the Blue Cross system has processed approximately 60 million claims and
handled payment of more than $18.5 billion in benefits for the program's bene-
ficiaries. As fiscal intermediary, Blue Cross serves 91 percent of the nation's hospi-
tals, 88 percent of the home health agencies and 52 percent of the extended care
facilities participating in Medicare.

Blue Cross has a major commitment to meeting the health care needs of our
nation. We serve more than 95 million Americans in both public and private
programs, for whom we made payment in 1971 of an estimated $18.6 billion in
health care benefits. As our work load and responsibilities have grown, so has
our expertise in providing health benefits. Also, the scope of our concerns and
activities has expanded to include participation in new programs such as Model
Cities and Neighborhood Health Centers, and we have strengthened and fur-
thered our work in the areas of benefit expansion, areawide planning, utilization
review and other cost control activities.

In fulfilling our duties and responsibilities for the health of the American
people, we at Blue Cross have welcomed the opportunities to assist Congress-
through testimony to various committees-in developing and amending legisla-
tion on major health programs.

Specifically, we have testified on various portions of this bill when it was
reported to the Senate in 1970 as H.R. 17550. Basically, we agree with the pro-
visions in H.R. 1 which deal with benefit improvement and administrative
effectiveness. However, there are other broad health objectives to be served by
this proposed legislation, on which we should like to offer the following com-
ments and recommendations.

THE HEALTH CARE O ECTIVZS O H.R. 1

The provisons in H.R. I concerning Medicare and Medicaid are designed to
correct some of the deficiencies in the operation and/or administration of the
programs. Our analysis of the provisions Indicates that they have a far-reach-
ing effect on health care delivery and financing in general and that they are
best evaluated within a broad context. In essence, provisions should be judged
not only in terms of their Impact on a given program or sub-program, but on
the evolutionary strategy of improving access to and efficiency of service for the
total population. I should like to comment on various benefits changes proposed,
including catastrophic coverage and drugs under Medicare, the bill's objectives
for Improving operating effectiveness, with special reference to provider re-
imbursement, utilization review and claims administration, and the provision for
a professional standards review organization, referring to'the amendment sub-
mitted by Senator Bennett.

Because of their relationship to controls and incentives, we have recommenda-
tions on the health maintenance organization provisions in H.R. 1, including
Section 240, which concerns the relationship between Medicaid and Comprehen-
sive Health Care programs.

Finally,, we understand that the committee will be considering significant
changes in the Medicaid program to establish a federal level of benefits, federally
financed for cash assistance recipients, administered through a federal agency.
We shall provide comments on a federal Medicaid program, relating them to
various provisions in H.R. 1 that consider deficiencies in the present Medicaid
program.

BENEFIT CHANGES

We support the Inclusion of disabled social security beneficiaries under Title
XVIII. However, It should be noted that Medicare benefits are primarily de-
signed for the care of acute Illness and minimal after-care with extended care
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and home care provisions supportive of acute in-hospital care. Yet, the severely
disabled require management of the total continuing needs of their medical,
psychological, social and vocational status. Necessary services often include
nursing, physical therapy, occupational therapy and speech therapy, as well as
social and psychological services. These needs of the disabled are most evident
during the episode of Illness coincident with the disabling condition.

We recommend that benefits for the disabled be designed to emphasize re-
habilitative and vocational services.

In addition, health care institutions generally are not geared to the task of
medical management of the severely disabled person's needs. At present there
are about 400 medically oriented rehabilitation facilities in the U.S., of which
about 70 have been accredited by the Commission on Accreditation of Rehabilita-
tion Facilities of the Joint Commission of Accreditation of Hospitals. Manpower,
such as rehabilitation oriented physicans, physical therapists, occupational thera-
pists and speech therapists, is in short supply and its availability is fragmented.
The financing of a benefit program for the disabled must take into account the
need to influence on a parallel path the availability and organization of facilities,
services and manpower to provide effective care for disabled beneflicarles.

We support the provision concerning hospital insurance for the uninsured, aged
65 and over, and changes in the basis for computing Part B premium charges
that take into account the relatively fixed income of the aged. We also support
the increase in lifetime reserve days, but would urge the committee to consider
eliminating deductibles under Part A and Part B, replacing them with copay-
ments. Use of deductibles should be limited to high volume, low cost Items where
the cost of administering the benefit Is excessive when compared with the cost
of the benefit The 4pplicatlon of deductibles to the Medicare program has re-
sulted In a significant number of administrative complications.

The requirement of a qualifying 8-day hospital stay prior to extended care serv-
ices or Part A home health benefits has been a subject of concern since enactment
of the Medicare Law In 1965. The concern has focused on the possibility that
unnecessary hospital use would result from the 3-day requirement. There has
been no evidence, however, that Medicare beneficiaries have been admitted
unnecessarily to qualify them for ECF or HHA benefits. Also, the Medicare bene-
fits and the guidelines for administering these benefits have established that
EOF and HHEA services are an extension of an acute episode of Illness requiring
hospitalization. The Part B home health benefit does not require a qualifying
hospital stay and as such does meet the needs of illness not requiring hospital
care.

We recommend that the 8-day qualifying stay be retained to support the exist-
Ing policy of the program on covered levels of care as they relate to home health
care service.

OOVERAOE OF DRUGS

We support the provision concerning coverage for out-of-hospital prescrip-
tion drugs. The provision for such coverage Is comparable to the current Blue
Cross and Blue Shield benefit provided to the United Auto Workers and other
groups. These features include:

1. A copayment for each prescription by the consumer.
2. Participating agreements with a qualified pharmacy to provide a full range

of pharmaceutical services for beneficiaries.
3. A reimbursement mechanism which includes a professional fee component

designed to cover the costs of pharmaceutical services rendered.
We agree with the structure of the extension of Medicare coverage for out-

of-hospital prescription drugs since It follows a format which has been success-
ful for Blue Cross and Blue Shield Plans on a national basis Our benefit formula-
tion was designed with two major principles in mind:

1. the existing physician-pharmacist-patient relationship must be maintained
2. the benefit must be a service program.
Our prototype program does not limit coverage to maintenance, chronic use

medications, or drugs which could be used only by an individual age popula-
tion; rather, all prescription drugs, plus insulin are covered. A reasonable com-
pendium of approved drugs should meet these criteria. Under our program each
prescription, whether new or refill, may contain up to a maximum of a 34-day
supply with the exception of several drugs which may contain 100 unit dose&
The amendment's provision to assign the responsibility for administering this
benefit to the intermediary capitalizes on its assets and the experience gained in
cost reporting and audits.

'72-78--72-pt. 5-34
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The financial arrangements of the program outlined in the amendment call
for the purchaser of a prescription to pay the plmrmacy a copaynient.

If the pharmacy participates as a provhler the remaining amount due the
pharmacy is equal to the cost allowance for the drug, plus a professional fee.
The basis for determining the professional fee through filing a statement of fee
and submitting cost justification is an acceptable program. However, the ad-
ministrative problems associated with this procedure including cost reporting
and audits require a significant lead time of at least 14 to 18 months before
implementation. There are over 60,000 retail pharmacies in the United States
with limited cost analysis capability. Our experience under Medicare with insti-
tutional provider cost reports and audits has taught us to prepare adequately
in advance of program Implementation.

The amendment does not provide a basis for a pharmacy to seek full collection
of the pharmacy charge prior to confirmation of eligibility. Under the circum-
stances, in the receipt of pharmacy services, eligibility determination must rest
on careful checking of the prescription and beneficiary IIIB identification which
then must be accepted in good faith. Under these circumstances a "good faith"
provision should be in the bill providing at least full payment of an initial pre-
scription charge prior to announcement through administrative channels of
invalid beneficiaries.

Finally, the amendment should include a provision to reimburse non-par-
ticipating pharmacies under emergency conditions. We recommend this payment
be on the basis of assignment, with the pharmacy accepting the allowed cost
and 75 per cent of the lowest filed fee as payment in full.

CATASTROPHIC COVERAGE

Traditionally, Blue Cross has developed strong basic programs of benefits
covering as many facets of health care as purchasers could afford and providers
could deliver. These broad, basic programs spread preventive and early treatment
costs among many people, resulting in fewer subscribers needing "catastrophic"
benefits. Programs such as the Blue Cross and Blue Shield high option Federal
Employee Program coverage, our program for the Automobile Workers and
Parts A and B of Medicare without deductibles or coinsurance represent the
types of basic programs that must underlie or form the basis of any sound health
care benefit package.

Where catastrophic coverage or major medical benefits have been developed,
they are linked with continuity of care, the administrative structure and provider
controls of basic benefits. For example, the FEP Supplemental Benefits are
designed to mesh with the administration and controls of the basic program.
Given a similar design, Blue Cross would support a catastrophic program which
proposes to spread the risk of very expensive services for a relatively few among
a large number of persons. While few people utilize $25,000 worth of kidney
dialysis or undergo open heart surgery, the impact upon persons who do is truly
"catastrophic". Such extraordinary expenses should be made subject to prepay-
ment. However, unless the coverage is part of a basic benefit, it would be admin-
istratively complicated, inflationary and would fail to support necessary controls
and incentives directed at providers and carriers alike.

Specifically, the catastrophic coverage provision passed 'by the Senate in 1970
did not require a basic program before the $2,000 and/or 60 hospital day thresh--
old was reached. Failure to define a strong basic coverage level would be a seri-
ous mistake in light of the total strategy needed to deal with health care prob-
lems. Without it, a free-standing catastrophic program would be an incentive for
some carriers to perpetuate unrealistically low basic benefit levels. Given the
price levels of health care services, any program which discourages broad basic
coverage would be a disservice to the consumer.

The inclusion in the catastrophic provision of Medicare controls through pro-
vider reimbursement regulation and utilization review requirements would not
be effective. While reimbursement to providers (under Medicare regulation) above
the deductible would be at "reasonable cost" and "reasonable charge" levels, there
would be little incentive for controls over the out-of-pocket, first-dollar liability
of the patient.

The administrative problems associated with a free-standing catastrophic pro-
gram also would be considerable. A variation in or absence of basic coverage
would present significant record-keeping problems for beneficiaries. They would
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have to keep detailed records to know when benefits would apply. In addition, tile
administrator of the program would have to create data systems and administer
provider standards and cost reporting of a magnitude far beyond the benefits
provided. All of that administrative effort might be unrelated to data concerning
first-dollar coverage.

We recommend that a program of catastrophic coverage be designed to supple-
ment basic benefits and controls through premium payments by those enrolled
in approved basic private programs, including Medicare and Medicaid. We further
recommend that the catastrophic coverage begin after receipt of the approved
basic benefits followed by a reasonable deductible or copayment and that the
benefit be designed so as not to duplicate the basic program.

. IMPROVINO OPERATING EFFECTIVENESS

Provider reimbursement
Blue Cross previously has testified before this committee concerning the prob-

lems of provider reimbursement under Medicare; identifying major problems
arising out of the method of allocating costs to the program (ratio of charges to
charges applied to costs) and citing the absence of effective incentives to limit
cost increases. There are a number of provisions in H.R. 1 designed to deal with
those problems and we support most of them as important improvements in
Medicare reimbursement. These provisions include limitations on payment for
disapproved capital expenditures, payment for services in the teaching setting,
the amount of payment where customary charges furnished are less than reason-
able cost and the payment for physical therapy and other services under Medi-
care.

Although none of those provisions deals with difficulties in allocating cost
under the program, the provision for experiments in prospective reimbursement
will support the need to make changes in the Medicare reimbursement system
when an effective alternative is found. There are, however, several provisions
relating to provider reimbursement which need modification to assure that their
intent is realized.

Section 223 which places a limitation on allowable costs under Medicare will
help to identify and more clearly define unreasonable cost. Prospective applica-
tion of those limitations will help providers understand their need and purpose.
However, we urge the use of overall cost ceilings for each provider rather than
ceilings on elements of cost The application of an overall ceiling would permit
'variations in cost components-i.e., acknowledging that there are several roads
to effective management-and would apply an effective control on extraordinarily
high costs resulting from consistently low occupancy rates or other factors
related to inefficiency in producing services. We further note that the Price Com-
mission's recently promulgated guidelines for health care providers relate to total
price and cost comparisons. Ceiling limitations on total costs, either prospectively
applied or imposed on incurred cost, help control costs while recognizing man-
agement variation in seeking efficiency.

Section 232 allows states to develop their own methods of hospital reimburse-
ment under Medicaid. We agree that it is desirable to allow flexibility in reim-
bursement methods, such as RCC, per diem or other options which may be equi-
table to the purchaser and the provider of care. Such flexibility with built-in
evaluation will encourage innovation which is particularly important with our
present lack of certainty as to the best method. Furthermore, any given method
can be va~ldated ultimately only by comparison with contrasting methods.

However, the method selected should assure definition of the economic cost to
be paid by the purchaser and through such definitions permit iuiform cost
reporting and aMudit systems.

Section 243 establishes a federal Medicare provider reimbursement board. The
Blue Cross Association has had a successful Medicare provider appeal committee
since the beginning of the Medicare program. As of January 19, 1972, the com.
mittee has published 72 decisions and Its staff had administratively resolved an-
other 35, for a total of 107 appeal requests resolved. In addition to the settled
appeals, approximately 60 appeals are pending hearing or administrative resolu-
tion. Currently, we hear 8 to 10 appeals per month. The procedures of the
committee have been approved by the Social Security Administration and its
functioning has been commended by the provider associations involved. The
committee's success gives cause to question the necessity for establishing a
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national review board. Additionally, HEV, on January 5, 1972, published Regu-
lations Sections 405.490-405.499 (f) proposing the establishment of hearing proce-
dures for all intermediaries. The establishment of a national board would seem
to be a duplication of effort and expense.

However, Section 1878(e), which provides judicial review of a reimbursement
determination is necessary, but does not go far enough. It should provide com-
plete and full Judicial review regardless of action by the Secretary of IIEW.

As to other sections of the provision, we note the following:
Section 1878(a) (1)-This section states that a provider may request a hearing

If it "is dissatisfied with a final determination of the organization serving as fiscal
intermediary". We feel that the provider should be required to exhaust all admin-
istrative remedies before appealing to the national review board. Such adminis-
trative remedies should include procedures approved by SSA for the Blue Cross
system and the procedures utilized in Regulations Sections 405.390-405.499(f).

(a) (2)-This section defines the Jurisdictional amount in controversy as
$10,000 or more. There should be further clarification of the $10.000 amount to
restrict it to $10,000 or more of reimbursable cost, not of total allowable cost.

(b)-Neither in this subsection nor in the remainder of Section 1878 Is pro-
vision made for participation by the intermediary as a party to the proceedings.
The participation of the Blue Cross Plan as a party to our present appeal pro-
cedures. Both the intermediary and the provider must be represented at the hear-
ing as adverse parties to Insure the ftll disclosure of facts, including necessary
audit information available only to the intermediary. The lack of representation
by the Intermediary will leave a gap in documented evidence needed by the board
to reach a fair decision. -

(c)-ThIs subsection defines the breadth of the board's review, which is not
substantially different from that of our present BCA provider appeal commit-
tee. However, the BCA committee does not review matters which are not ger-
mane to the specific items being appealed. This subsection appears to give this
board such discretionary power. For the board to make such investigations
would require an audit capability to Investigate matters not brought before it
by a provider or an Intermediary. The exercise of this power might defeat some
of the judgmental responsibility of the intermediary in originally settling cost
reports. Many unauditable or questionable cost Items often are settled by the
intermediary and the provider through adjustments or estimates In the total
context of the cost reports, especially when the amounts are not material. It
Is our recommendation that the board's purview be limited to those Issues in
dispute.

UTILIZATION REXW-CLAIMS AD)I INU ATION

Utilization review and standards for claims administration also have been
matters of continuing concern to Blue Cross and of interest to the Congress and
the Administration. Several provisions in H.R. 1 are designed to improve some
deficiencies in the programs as they relate to the control of use of service and we
support most of those provisions. We recommend, however, that Section 228-
which provides for advance approval of extended care and home health cover-
age under Medicare-be amended to assure that physicians whose reliability in
certifying patient need is questioned, be granted the opportunity for notice and
hearing. The procedure should be structured to assure that physicians are ad-
vised when they make erroneous certifications and then be given an opportunity
to present evidence concerning their use of the advance approval procedure.

PROFESSIONAL STANDARDS REVIEW ORGANIZATION

The Professional Standards Review Organization (PSRO), although not in-
cludcd In H.R. 1 as a separate provision, is provided for under Section 222 au-
thorizing the Secretary to develop and engage in experiments and demonstra-
tion projects to determine whether areawide or commfunitywide peer review,
utilization review and medical review mechanisms will help assure that health
services conform to appropriate professional standards. In our testimony be-
fore this committee In September 1970 on H.R. 17550, we commented on Sen-
ator Bennett's amendment on professional standards review. We note that the
amendment underwent several changes before it was approved by the Com-
mittee on Finance. All of the changes were intended to support existing sys-
tems of effective utilization review. We were pleased to see changes made at that
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time since they recognized existing capability among hospitals and carriers to
carry out effective peer review.

The PSRO provision passed by the Senate in 1970, although giving recognition
to existing programs, would require ultimately national application of one form
of peer review for the Social Security programs. We have reservations about
any one form of peer review fitting the country as a whole. The relative role of
the PSRO, carriers, and institutional providers must be more realistically ap-
praised and designed to reinforce the strengths of each participant. To limit the
primary role to the PSRO whereby beneficiaries of the various titles of the
Social Security Act are removed from peer review activities of institutional pro-
viders and carriers would seriously diminish the effectiveness achieved through
review programs serving both public and private beneficiaries and subscribers.

There clearly is a need for improvements in utilization review techniques and
programs. Standards for necessary care are needed and a more workable system
of recertification must be found. Gaps do exist in review of home and office serv-
ices. There is no one best way of meeting those needs, given the variation in
health care delivery.

We support the provision in H.R. 1 authorizing the Secretary to experiment
with utilization review and peer review systems. Some programs are currently
under way and others are beginning to develop. Examples are the Certified
Hospital Admission Program in Southern California, the Hospital Utilization
Project in Western Pennsylvania and the program in Utah between the Blue
Cross and Blue Shield Plan and the Utah State Medical Society. Each of these
programs uses the relationship of the medical profession, institutional provider
and carriers in a unique way. In Southern California the emphasis is on
review at admission to the hospital by registered nurses. Western Pennsylvania
uses a technique of data comparison and direct Involvement with institutional
U.R. committees.

Utah is a blend of medical society, carrier, and institutional pre and post
payment review. Though different, each program is uniquely suited to the needs
of professional practice in the area and is designed to make best use of the
strongest participants in effecting peer review. Those and other programs with
other unique organizational characteristics should be encouraged and subjected
to evaluation to see what works best.

ESTABLISHMENT OF INSPECTOR GENERAL OFFICE FOR HEALTH ADMINISTRATION

The purpose of the amendment establishing an office of inspector general for
health administration is to assure that there is continuous monitoring of the
performance of participants in the Medicare and Medicaid programs. Monitoring
the performance of these programs is presently a major responsibility of several
government agencies through a multiplicity of processes which consume a sig-
nificant amount of administrative costs. Under Medicare, for Blue Cross alone,
there were 60 separate on-site reviews of our contract performance during a
recent 12 month period. They included validation reviews, contract perform-
ance reviews, level of care reviews, provider based physician reviews, system
reviews, on-site representative inspections, HEW audits and GAO reviews. The
Inspector General apparently would be an additional review activity to these
existing programs.

The role of government under Medicare and Medicaid must include the re-
sponsibility to monitor and regulate performance; the challenge Is to be specific
about objectives and results. Under Medicare and Medicaid, government and
private organizations are joined through agreement, each reinforcing the other
in seeking the programs objectives. Under those circumstances the regulated
party must be given adequate opportunity to participate in the regulatory
process. Means must be found for them to participate in the development of or
the seeking of revision in performance objectives to assure understanding of
accountability.

The amendment providing for an Inspector General does not appear to serve
those purposes. Rather, the role would be further identification of performance
defects, a responsibility already assumed by the Administration.

We would recommend that instead of an Inspector General, the Secretary of
HEW be authorized to establish within the health component of HEW an
internal management mechanism designed to strengthen the internal authority
of the Secretary. The system should make program managers responsible for
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translating health goals into specific program objectives and evaluating and
monitoring the performance of those held accountable for achieving tile stated
objectives.

HEALTH MAINTENANCE ORGANIZATIONS

The concept of "health maintenance organization" was developed in. response
to a need, to provide an alternative to the existing health care delivery system.
The IIMO should be designed to encompass a full range of health care services,
dealing with the problem of access for a defined population, and providing an
opportunity for incentives and controls on costs and use of services. The two
provisions in H.R. 1, Section 226--"Medicare Payments to Health Maintenance
Organizations" and Section 240--"Relationships Between Medicaid and Com-
preihensive Health Care Programs" are designed to present this alternative to
beneficiaries of the programs.

The Blue Cross Association supports the HIMO concept as a viable alternative
form for delivery and financing of health services. A policy statement in support
of health maintenance organizations was adopted by the Blue Cross Association
Board of Governors on August 12, 1971 (copy attached). The policy statement
includes a broad definition of a health maintenance organization and lists nine
guidelines for HMO development.

In keeping with our policy and in support of health maintenance organizations
as they relate specifically to the provisions in H.R. 1, we suggest that tie 11NO
definition be strengthened in the following basic respects:

1. 1lMO development should fully utilize consumer involvement in planning
and organizing delivery of services; ahd,

2. certain operational standards-such as use of centralized medical records,
sharing of records, major equipment and technical and administrative staffs-
should be encouraged in participating medical groups.

We also urge that all 1IMOs should receive payment for 100 percent of average
cost rather than 95 percent with the stipulation that each contracting lIMO
advise the Secretary annually as to how that payment is applied and how "sav-
ings" beyond actual cost shall lie used. We recommend that wherever possible,
excesses be applied toward the following:

1. expanded benefits beyond Medicare A and B services;
2. reduction of subscriber premium costs: and,
3. the establishment of a contingency reserve, in that ord6r. Arbitrary return

of excesses to HEW would weaken incentives to improve efficiency.
We also suggest that there be a provision requiring institutional and physician

risk-sharing within Medicare contracting HMOs, and that aspects of the pro-
vision concerning reimbursable services be revised to specify clearly that the
HMO make formal arrangements for both out-of-area emergency and out-of-
area maintenance therapy to Medicare subscribers.

Also. we support the need for controls to guard against selective cancellation
of high risk subscribers by lIMOs.

Again, we strongly support the LIMO concept artd are firmly convinced that
alternatives to present methods of delivering health care must be fonmd. Blue
Cross is working actively to develop alternatives and feels that availability of
the HMO option under Medicare could provide a major vehicle by which to
make'multiple choice a valid option.

Finally. while Section 240 provides that a State Medicaid Plan could contract
"with an organization which has agreed to provide care and services in addition
to those offered under the state plan to individuals eligible for medical assist-
ance" we doubt whether that language would provide an incentive for Medicaid
Plans to contract with or support the development of an HMO. We recommend
that this provision permit State .Medicaid Plans to contract an HMO which
provides the basic Medicaid services.

CHANGES IN MEDICAID

We are aware that the committee is interested in considering significant
revisions to the benefits and financing of the Title XIX program beyond the
scope of the provisions in H.R. 1 dealing with Medicaid and the Maternal and
Child Health Care Programs. In considering the evolution of the Title XIX
program, we recognize that its problems are embedded in those of the current
health care system, in organization, financing and productivity.



2755

We support the need for a greater federal role in establishing benefits, eligi-
bility and financing in the Medicaid program. The federal role should have as
its goals adequate coverage of the poor and near-poor, with effective controls
over cost and quality.

We-sunuo t several provisions in H.R. 1 which are specifically designed to
deal with some of the problems in the structure and financing of Medicaid.
They include:

Section 207-to establish incentives for states to emphasize comprehensive
health care. The financial Incentives intended by this provision will support
the development of health maintenance organizations and help community-
oriented health care services.

Section 237-to establish utilization review requirements for Medicaid
providers-is an important addition.

Section 239-to assist in coordinating provider approval programs-will fur-
--- thr- quality control.

Section 235-to provide financial assistance to the states for development and
operation of claims processing and information retrieval systems-is essential.
We urge that this provision permit the Secretary to finance management infor-
mation systems developed by either public or private organizations with demon-
strated capability to establish and maintain them.

The following provisions underscore the limitations of state resources and
priorities. The significant financial burden of Medicaid on the states will be
reduced by the cost-sharing provided in Section 208, by the mandatory pay-
ments for families with earnings outlined in Section 209, and by the reduction
in covered care and services provided by Section 231.
- We also note that states will be relieved of tihe requirement to move toward

--cumprelensive Medicaid programs under Section 230.
The problems of Medicaid are fundamentally the problems of the health care

system. A broader strategy is called for to assure that the poor and near-poor
have access to a minimum level of benefits. The high priority for protection
should be given to needy familes, financed 100 percent through federal funds
under federally-established eligibility standards. The strategy also should
include provision for more responsible purchase of service, for better manage-
ment and encouragement of alternative systems of delivering care.

The overall goal should be to amend the Medicaid program as part of a strategy
- to improve health delivery as well as the financing system. The challenge is to

assure that enlargement of the federal role-whether through greater financing
or regulation of benefits and eligibility-contributes to improving access to care
for those who need it while promoting improvements in the productivity of
health services.

Mr. Chairman, we appreciate the opportunity to present our views to your
committee today and look forward to continuing to work together with govern-
ment and others to assure that adequate health care is provided to each and
every American.

HEALTH MAINTENANCE ORGANIZATIONS: A POLICY STATEMrENT BY BLUE CRoss
AsSOCIATION

In the quest for improved access to and greater productivity in the delivery
of health services, a great deal of interest has centered on Health Maintenance
Organizations (HMOs) in recent months. While lacking in precise definition,
the HMO is generally characterized as an organized health care delivery sys-
tem which promotes early detection and continuity of care by an arrangement
which holds a single organization responsible for assuring delivery of an agreed
set of institutional and physician services to an enrolled population for a stipu-
lated period of time in exchange for a fixed and periodic payment.

There is great latitude in terms of what types of organizations or quasi-
organizations may qualify as HMOs; the HMO Is not limited to a particular
organizational delivery form, provider reimbursement mechanism, enrollee pay-
ment or financing source. Rather, it is a concept designating performance criteria
to which a variety of systems may adhere insofar as each Integrates (1) an
overarching point of fiscal, legal and administrative accountability with (2) a
planned and coordinated service delivery system comprised of institutional and
individual providers, (3) a review, evaluation and control mechanism, (4) an
enrollment mechanism, and (5) a consumer payment mechanism.
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Recognizing that the basic concepts are not yet well developed and will long
be subject to varying interpretation, Blue Cross supports the HMO concept
as a promising alternative form for delivery of health services in much the same
vein as it has previously supported and been actively involved with development
of prepaid group practice programs. In line with this commitment, Blue Cross
has helped to establish new prepaid group practice plans and has provided
these new systems with critical access to large markets by offering the public
the program benefits on a dual or multiple choice basis in open competition with
more traditional insurance and delivery systems.

In a similar manner, Blue Cross will promote the growth of HMOs by stimulat-
ing their expansion through the marketing mechanism and by establishing new
programs in which Plans themselves will operate HMOs. To support these devel-
opments, Blue Cross will support the removal of artificial restrictions such as
anti-group practice, anti-corporate practice of medicine, and certain other
licensure laws.

IMOs will be expensive to launch. Substantial federal grants and loans will
be needed. In many areas, an approach geared to building and elaborating on
existing resources will be required in order to permit greater development with
the limited capital and start-up funds which will be available.

When assisting HMO development, Blue Cross will be guided by the following
policies:

(1) An HMO should be required to provide and make accessible to its en-
rollees full comprehensive care (beyond the connotation of pending legislation)
with strong emphasis on primary care and health education. It should use its
potential to influence social and cultural forces which impact on health.

(2) HMO development should fully utilize consumer involvement in the
planning and organization of delivery of services.

(3) HMOs should be within the purview of planning agencies to prevent the
creation of duplicate capacity and to ensure that community, program and
facility needs are best served. A variety of organizational forms and methods
of governance should develop. But to introduce these new schemes to the exist-
ing autonomous and heterogenous health care systems clearly requires realistic
coordination and regulation of health care delivery on a community or regional
basis.

(4) Evaluation should be an inherent part of every HMO. At this stage of
preliminary development, divergent'systems are presented with the unique op-
portunity to establish a fact and data base. that will permit careful and realistic
assessment of the effect of such factors as changed manpower usage, alternative
payment, reimbursement and delivery methods. This opportunity should not be
lost in a short-sighted effort at hasty implementation.

The efficacy of the HMO option has yet to be systematically analyzed and
correlated with performance criteria; however, comparison and results can only
be derived from systematic analysis of functioning systems. Evaluation and
development must occur simultaneously over time. -
(5) The HMO should be required to utilize a mechanism for evaluation of

institutional utilization and to provide a mechanism for internal peer review.
(6) Any provider reimbursement methods adopted by the HMO should pro-

mote some provider risk sharing. Physicians and providers (through methods
such as prepaid group practice, capitation payments, and prospective reimburse-
ment) should in some way share responsibility for LMO efforts to provide for
greater efficiency of patient care for both Medicare and non-Medicare enrollees.

(7) The HMO can help to meet the acute need which exists in many under-
financed and medically needy poor and rural areas. Emphasis should be placed on
providing an effective mechanism for improving access to lto services for residents
in such areas and for other under-serviced population segments.

(8) The HMO should provide for open enrollment periods at least annually.
(9) The HMO should provide a mechanism for out-of-area coverage, emergency

services and refewal services and should attempt to minimize as much as possible
the need for cash indemnity in these areas.

During the next decade which will be needed for HMO development and
expansion, HMOs competing with more traditional delivery systems for con.
sumer acceptance can provide a stimulus for progress. The outcome of these
developments will depend upon the extent to which the iMO and the more
traditional financing and delivery systems recognize that each is a viable option
among other competing alternative delivery system.
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Progress will be reflected in the degree to which the HMO and traditional
modes of care are able to produce payoff in terms of cost and health status
through competitive systems which make dual or multiple choice valid and mean-
ingful options. There is no magic inherent in HMOs. Solutions to cost and access
problems are to be found in better organization and management, and real
options. Even with appreciable success, the majority of care in the foreseeable
future is likely to be rendered in traditional settings. The efficacy of the HMO
will hinge upon its ability to promote a variety of alternatives without confining
change to financing alone and without allowing flexibility of,organization to
foster the illusion of change while the delivery system continues to serve itself
in traditional ways.

The CHAIR AN. Thank you very much, sir.
This concludes the public portion of H.R. 1, the President's welfare

expansion bill.
On Tuesday, February 15, the committee will have a 1-day hear-

ing inquiring into the effectiveness of the 168 antipoverty programs
described on page 195 of the committee hearings on H.R. 1, dated
July 27 1971.

Testi~fng at this hearing will be the Honorable George P. Shultz,
Director of the Office of Management and Budget; the Honorable
Elliot L. Richardson, Secretary of the Department of Health, Educa-
tion, and Welfare; the Honorable James Hodgson, Secretary of the
Department of Labor; and Philip V. Sanchez, Director of te office
of Economic Opportunity.

Thank you.
(Whereupon, at 3:50 p.m., the public hearings in this subject matter

were concluded, the committee to reconvene on Tuesday, February 15,
1972, for a 1-day hearing on the 168 antipoverty programs described
above.)


