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SOCIAL SECURITY AMENDMENTS OF 1970

TUESDAY, SEPTEMBER 22, 1970

U.S. SENATE,

Co~w.N1rnEF oN-, FINANCE,
1'a-dington, D.C.

The committee met, pursuant to recess, at 10 a.m., in room 2221,
New Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Anderson, Harris, Byrd, Jr., of Virginia,
Williams of Delaware, Curtis, and Jordan of Idaho.

The CIAIRMAN. This hearing will come to order.
This morning we will hear from a number of outstanding and well-

known witnesses, the first of which will be the Honorable Winston L.
Prouty, Senator from the State of Vermont.

Senator Prouty, we are pleased to have you here.

STATEMENT OF HON. WINSTON L. PROUTY, A U.S. SENATOR FROM
THE STATE OF VERMONT

Senator PROUTY. Thank you very much, Mr. Chairman, for this
opportunity to discuss with 'this committee several basic changes that
I believe could be made to H.R. 17550, the House-passed social secu-
rity bill. I have provided the committee with a detailed statement con-
cerning the changes I am proposing. Therefore, I will take only a
few minutes of your time to summarize my recomnmendations.

First., let me say that ILR. 17550 does represent a step forward
toward solving some of the problems facing older Americans. How-
ever, when viewed in either the context of the needs of older Americans
or the ability of our country to meet those needs, H.R. 17550 simply
does not go far enough.

Now, naturally, over 20 million older Americans will be grateful
if we quickly pass this bill, even though it (oes not go far enough.
Over the years, older Americans have grown accustomed to being
thankful for small favors. I can understand why so little pleases
so many so much.

Consider, if you will, those 3.5 million social security recipients
getting a minimum social security benefit of $64 a month. Under the
House-passed bill, they will receive 10 cents a day more. Under their
accounting system, that is a lot. It is almost 10 slices of bread or half
a slice of baloney.

Under our accounting system involving billions of surplus in the
social security trust funds, a trillion dollar gross national product, or
a $200 billion Federal budget, we should be ashamed.

(925)
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However, I am not here to rehash the past. I an here to ask this
committee to make modest changes in. H.R. 170550, so that older
Americans will be able to exist, with a little more dignity.My recommendations for improving H.R. 17550 generally fall into

three categories: Tile need for greater cash benefits, the need for
reopening eligibility under the so-called Prouty amendment, and the
need to carefully scr'utinize some of the proposed changes in medicare
and medicaid.

Vry briefly, my first three amendments relate to increasing cash
income to older Americans. When we realize that three out of every
10 older Americans live in abject poverty, we know that much more
needs to be done. Specifically, my amendment No. 696 increases the
present $64 minimum social'security payment to $100 a month. In
addition, it provides a scaled 10-percent benefit increase for those who
receive more than $100 rather than a flat 5-percent increase provided
in H.R. 17550.

My amendment No. 697 simply passed the 10-percent increase on to
the special monthly payments provided under the so-called Prouty
amendment.

As you will recall, during the last session the Senate passed an
amendment calling for a $100 minimum monthly payment. The best
the Senate could agree upon with the House conferees was $64. I am
hopeful that this committee will incorporate both of my amendments
into any version of hR. 17550 in their report to the Senate floor.

Such a move would certainly strengthen the hand of the Senate
when this bill goes to conference with the House..MY amendment No. 698 simply increases the retirement earnings

limitation to $2,400 per rear. As you know, ever since 1963 1 have
been attempting to have t le retirement earnings limitation completely
removed from the social security act. It perhaps mnade sense to have
such a limitation in tie depression year 1935. It makes absolutely no
sense in 1970. Older Americans who are physically able to work should
be encouraged to do so because of the great contribution they can
make.

Now, I realize that at this time I cannot realistically hope for a
complete abolishment of the retirement earnings limitation. There-
fore, my. proposal simply liberalizes it by permnittmig a, retired indi-
vidual to earn up to $2,400 per year without any benefit loss. I chose
$2,400 a year because it is a figur that has twice before passed the
Senate.

My amendment No. 785 is designed to reopen eligibility under the so-
called Prouty amendment. An individual had to become age 72 on
or before December 31, 1967, in order to be eligible for benefits under
the Prouty amendment. Nearly 2 million at one time or another have
received that benefit. At present. over 650,000 of those individuals are
still living and continue to receive $46 a month.

The Prouty amendment did succeed in getting cash to many older
Americans who had missed coverage under the Social Security Systemn
during their working years. However, because of the cutoff (late, De-
cember 31, 1967, a number of uninsured individuals continue to be
without cash benefits simply because they were not. old enough to be
eligible.
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It is estimated by the Social Security Administration that around
700,000 individuals will be affected by amendment No. 785.

i he cost of increasing special benefits to $50.60 and extending them
to l)ersons aged 70 before 1972 is quite modest; $125 million is the
first-year cost, of which approximately $110 million will be paid
from general revenues.

I urge the committee to adopt, this amendment so that these truly
forgotten Americans will not be forced to face retirement without
any cash income from nonwelfare sources.

Finally, Mr. Chairman, I have a few remarks concerning medicare
and medicaid.

First, I hope that, the committee will give serious consideration to
S. 2184, a bill I introduced which is now before this committee, and
wouhl permit. the coverage of prescription drugs under part B of
medicare. Older Americans actually go without medicine siml)ly
because they cannot afford to buy it.

We have no way of knowing, but. I suspect, many of them end up
in the hospitals si;nply because of lack of adequate'medication which
caused excessive physical deterioration. If that is the case, the inclu-
sion of prescription drugs under medicare would represent a long-
range cost. saving for the program.

I am also concerned about section 2205 of the House-passed bill,
which arbitrarily reduces Federal matching funds under medicaid
by one-third for'any patient after 90 lays of care in a skilled nursing
ho0me. The l)remise behind section 225 seems to be that patients in
nusing homes do not require inpatient care after 90 days but may be
cared for at home.

Now, to my mind, that is a medical judgment, not a political one.
Therefore, I urge the committee to find other ways of cutting the cost
of medicare.

In this connection, I might add that I am also concerned about the
new HEWV regulations which have had a serious effect on home health
agencies. Visiting nur-e associations and other home health agencies
l)rovide services which, in the. long run, save considerable sums of
money for the entire medicare svstei. Their use should be encouraged
and not discouraged by denials of reimbursement and bureaucratic
judgment.

I know the committee is grappling with this )roblcm, and I have
confidence that the product of its work will so clarify the situation that
the needs for medicare patients will be met.

Mr. Chairman, I wish to thank the committee for receiving my
views. I hope that the members will accept my proposalss to improve
upon H.R. 17550 in order that, we may truly acclaim the Social Secu-
rity Amendments of 1970 a landmark in )rogressive legislation for
our 20 million older Americans.

Thank you very much, Mr. Chairman.
(Senator Prouty's prepared statement, follows. Hearing continues

on page 932.)

STATEMENT OF Ilo,. WINSTON PROUTY, A U.S. SENATOR FROM THE STATE OF
VERMONT

Mr. Chairman, I am pleased that the Committee has afforded me this opportu-
nity to present my views on 11.1. 17550, for I regard this measure as the most
signiflant reform of the Sociai Security System since at least as early as 1950.
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Although I do not agree with some of the half-way measures taken in this bill,
I regard it Is an important starting point from which I hope this Committee will
shape a truly meaningful and historic law.

I am convinced that this particular week of September 20th Is especially sig-
nificant for older Americans. This week older Americans are meeting iln over
3,900 communities across the country to formulate plans for the 1971 White House
Conference on Aging.

For the first time thousands of older Americans themselves will have direct
in-put in formulating plans for a White House Conference. I know many prob-
lems will be presented including the adequacy of services, housing, and oppor-
tunities available to older Americans. I am also convinced that the number one
concern which will be expressed is the economic hardships which continue to
plague older Americans.

During the next few weeks we in Congress can promptly pass meaningful So-
cial Security legislation. In other words we call move long before the 1971 White
House Conference oni Aging to alleviate the number one problem facing older
Americans-the inadequate cash income.

Most of my comments will center around my four amendments to HR. 17550
(amendments 696, 697, 69S and 785) which were referred to this Committee. I
shall also comment briefly on some of the Medicare and Medicaid provisions with
which I differ.

My amendments provide substitutes to Sections, 101, 102 and 107 of 111t 17550.
'Section 101 is designed to increase social security old age survivors' benefits.
Ats passed by the House, Section 101 provides a 5% across-the-board Increase in
these benefits, raising time minimum benefit of $64 a months to $67.20 a month
1and to $100.80 for family benefits. Section 102 increases special age-72 bentfits
under the Prouty Anmendment of 1966. Srcction 107 liberalizes the retirement earn-
ings test.

On May 21 the House of Representatives passed a landmark bill. Ilt 17.550,
which contains many significant and needed changes in Social Security. Medi-
care and Medicaid. I can support most of those changes wholeheartedly. I,
too, have long advocated an increase In widow's benefits from 821/1 to 100%
of the spouse's benefits, a liberalization of the retirement test and many other
reforms contained in 111t 17550.

I am particularly pleased that the House has increased the so-called Prouty
payment special benefits for certain uninsured persons over age 72.

For time past three sessions of Congress I have sought to raise minimum so-ial
security benefits to a more realistic level-a level which can truly fulfill the
purpose of the Social Security System to provide a base floor of protection forour retired workers. Last year I supported ant Increase in the minimum to $100
which passed the Senate. However, the best we could obtain In conference with
the House was $61 a month. Just try to Imagine ani elderly person actually
living on $04 a month. It can't be done. That Is one reason whiy over one mll-
1101 social security bwneflciaries are currently on welfare. That Is olle reason
why 60e of all ol age assistance goes to social security beneficiaries.

Therefore, I cannot accept the meager 55 Increases in benefits which rai ,s
the minimum level from $64 to $67.20. Such an Increase Is meaningless in
light of the needs of our older people to support themselves it this period
of ring prices. Indeed, $67.20 a month is only two-fifths of the minimum pov-
erty level income. In effect, we are being asked to -anction a Federal Gov-
ernment program which (Ioes not even provide beneficiaries half of tile minimum
income needed to sustain life.

I would like to emphasize strongly to the Committee that Congress has fallen
behind in caring for the aged, bemase the number of our elderly poor as a
percentage of all poor people has actually risen, from 15% In 1959 to 18% in 1908.A retired person could barely buy a month's supply of food on $67.20. lot alone
pay for the necessary utilities, rent and clothing. I have received a number ofletters from elderly citizens describing the extreme difficulty of living oil even
as much as $100 a month.

As the ranking Republican member of the Senate Special Comnmittee ol Aging,
I have studied voluminous first hand accoun s of the Income plight of the elderly.
Our Conmnittee for the past two years has conducted an In-depth survey of the
economies of aging, and we have concluded that Income is by far the number
one need of the elderly. Fully one-third of all persons 65 and over live below or
near the poverty line.

Therefore, I want to present this Committee with tte following recolnmenda-
tions for amending IIR 17550:
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Recommendationt No. 1: A $100 minimum benefit.-I ask this Committee to

adopt my amendment No. 90, which would amend Section 215 of the Social
Security Act so as to provide, beginning January 1, 1971, a mininium benefit of
$100 a month, and a correspondingly scaled increase up the line, beginning with
a 10% increase at the lower levels and a 1% increase at the uppei levels, aver-
aging about a 5% Increase in benefits above $100. My proposal is being cosponsored
by the distinguished minority leader, Mr. Scott, and by Senators Fong and
Cotton.

Even $100 a month is insufficient to provide an adequate income for retired
persons. But we must strike a balance somewhere between a fully adequate
minimum and the financial soundness of the System as an income replacement
device. The System has always been regarded as a basic floor of retirement
income, which the retired beneficiary may then supplement from other sources.
I estimate that $150 a month is the truly realistic estimate of an elderly
person's minimum monthly income nLeds. My proposal is to close the gal)
between social security benefits and miilmunm Income needs to a realistic degree.
A minimum social security benefit of $67.20 requires a beneficiary to find addi-
tional income sources to the tune of over $80 a month if he is to live above
poverty means. Such a burden cannot easily be met, even if the beneficiary
is fortunate enough to have savings or a private pension-and most benefl-
ciarles have no private pension income and only modest savings. I propose to
reduce that burden to an acceptable level. Thus, my amendment i-, wholly con-
sistent with the fundamental rationale of the Social Security System, while
at the same time, it faces up to the realistic income needs of retired persons.
I want to make it clear that I do not advocate turning the Social Security

System, which is an earnings-related pension into a straight welfare program.
However, I realize that raising minimum benefits under the Soeial $ecurity
System in order to meet minimum needs places an unwarranted burden oi
wage earners subject to the regressive social security payroll tax.

Therefore, both in the last Congress and again this Congress I introduced a
bill entitled the Older Americans Income Assurance Act, S. 3554, which would
assure all older persons a miniimin income of $150 a month which would be
financed out of general revenues. I am hopeful your Committee will take action
on S. 3554 in order to alleviate some of the problems facing between 5 and 0
million older Americans.

I approve the imaginative leadership of President Nixon in advocating auto-
matic cost-of-living increases In social security benefits, which the House has
adopted. Congress should, however, at the same time provide an adequate
benefit level upon which to build as the cost of living Increases. Under the House
version, the first benefit increase under the cost-of-living factor would not take
effect, if at all, for two years, until January of 1972. In the meantime, we can-
not complacently compliment ourselves on providing adequate retirement bene-
fits if we are content to accept only a $67.20 minimum. Such action would con-
stitute a callous disregard of the present needs of our older citizens.

Recommendation No. 2: Restructuring the Systeim's Financcs.--The cost of lim-
creasing iniitmuni benefits to $100 and of providing a scaled increase up the line,
as I propose in my amendment, Is estimated at $2 billion in the first 12 months
above tie cost of IIR 17550, as passed by the House. Based upon the financing
data compiled by the House, Ways and Means has reported that, on a conserva-
tive basis, the 01d Age and Survivors Insurance Trust Fund will increase by
over $16 billion front 1970 to 1975, i.e. from $32.09 billion to $4S.66 billion. The
long-range estimate through 1985 shows a similar trend. Such estimates, more-
over, are based upon the House provision which delays a previously passed in-
crease in the combined employee-employer tax rate from 1971 to 1975. The law
now calls for a combined rate of 9.2% in 1971 and 10% in 1973. The.Ilouse has
voted to keel) the rate at 8.4% until 1975.

I have been convinced for several years that massive accumulations In the
Trust Fund are wholly unnecessary and economically unsound. The Social Se-
curity System, unlike a private insurance program is founded upon the taxing
power and backed by the credit of the United States Government. It is a com-
pulsory system; all covered Jobs must contribute. Year after year. inevitably,
finds )our Into the System. This income, together with Interest credited. sub-
stantially exceeds annual benefit payments and administrative expenses and will
continue to do so under the present system for many years. I believe that it is
now time for us to ask ourselves: Why?

Why Is It necessary to accumulate billions of dollars as a reserve while each
yfar's income exceeds payments by an ever-increasing margin?
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Wlhy must a System backed by the best credit In the world-the Federal tax
power-operate as if It didn't know where its next dollar Is coning from?

l'ropo., als for altering the Trust Fund concept are not new; they have been
debated for many years and they take various forms. They generally advocate
adoption of partial general revenue financing. (.g., Social Security: Perspcctive
for Reform, by Peckinan, Aaron and Taussig, Brookings, 19068).

I myself am persuaded that the time for reform in financing the System has
arrived. We cannot perpetually fund Increased benefits on the basis of increases
iii a regressive payroll tax. The wage earner cannot be asked to sacrifice an
ever-increasing portion of his salary to pay for current benefit increases. It is
a misconception to view the System as an insurance-saving concept whereby one
reaps in benefits what lie has personally contributed. In the past retirees have
received more by virtue of benefit Increases than they have contributed. Strong
evidence suggests that this will not continue. Today's worker may well contribute
up to $10.000 in payroll taxes over his working life, assuming a 5% rate and an
automatically Increasing wage base, yet lie stands to reap in benefits far less.
Therefore, let us now recognize that the Social Security System is truly based
tipon a current income-outgo basis whereby today's workers pay for today's
benefits.

On this basis, I propose that my amended benefit level be financed out of the
Trust Fund initially for a period of five years, and that thereafter all benefit
increases lie financed from the general revenues.

It may sound like heresy to suggest that the Trust Fund operate at a deficit for
a few years, but this poses no risk to the System at all, as long as we eventually
move to a financing program whereby income exceeds expenses, and at the same
time it avoids levying further and unnecessary taxes on the hard-pressed wage
earner.

However, let me emphasize that I regard an adequate minimum benefit of $100
as more Important than the method chosen to finance it. I would, therefore, re-
luctantly but necessarily propose that if the present financing philosophy is re-
tained, the increased benefits be financed by one of two alternative methods:

1. By retaining the present law's tax rate schedule whereby the combined
rate increases to 9.2% in 1971 and 10% in 1973 (with a corresponding in-
crease in self-employment taxes from 6.3% to 6.9%). This would yield an
estimated $3.3 billion to cover the first year cost of $2 billion for a $100
minimum.

2. Preferably, by increasing the contribution base in 1971 to $12,000. This
would also finance a $100 minimum and would more fairly apportion the
tax burden.

Whatever financing policy this Committee decides upon, I submit that the
Imperative priority Is to establish a decent $100 minimum.

Recommendation No. 3: A 109 increase in special benefits for the uninsured.-
My second amendment, No. 697, very simply substitutes a 10% increase for
the House-passed 5% increase In special age-72 benefits, so that the -new monthly
benefit will be $50.60. As the original author of Section 228 of the Social Security
Act, providing benefits to uninsured persons who reached age 72 by 1907, I can
testify to the incalculable benefits this modest measure has produced In terms
of easing the economic hardship of our elderly citizens who weie unable to obtain
coverage under the Social Security System. My amendment simply conforms
the special benefit to the 10% increase which I propose for covered beneficiaries.
Thereafter, special benefits will Increase automatically pursuant to Section 104
of HR 17550.

Recommendation No. f: Expansion of special benefits under Section 228 to
persons reaching age 70 by 1972.-On July 16 I introduced amendment No. 785
to HR 17550, in order to expand coverage of special benefits under Section 228
to all persons reaching age 70 by 1972.

As the law now stands, persons otherwise ineligible for social security bene-
fits because they lacked quarters of coverage who reached age 72 before 1068
are entitled to the special payment. The monthly amount is currently $46; I
seek, as I indicated previously, a 10% Increase in that amount.

I am proud to have been the author of the special payment law enacted in
106 to blanket in elderly persons who, although they worked all their lives,
happened through no fault of their own to have worked at Jobs not covered by
social security. Thousands of Americans labored throughout the 'forties and
'fifties in non-industrial Jobs-agricultural workers, migrant laborers, retail
employees, domestic and part-time workers-only to retire into poverty without
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even minimum social security coverage. For most of them, poverty was a new
experience.

My initial proposal In 1966 would have blanketed in at $44 per month all non-
covered persons age 70 and over. Although the Senate adopted my measure,
It was limited in conference to a $35 payment for persons reaching age 72 be-
fore 1068. This modest benefit has now helped over 1 million retired persons to
enjoy at least some semblance of a decent living; they can at least buy food
for their tables.

Yet there still remains in this abundant nation a large segment of retired
persons who did not-and for the most part could not--qualify with quarters
of coverage under social security. Approximately 700,000 retired persons who
were age 65 and older in 1060, when my amendment became law, continued to
suffer their retirement without any social security benefits. These people fiad
worked in many fields of labor to contribute to this nation's prosperity.

My modest proposal Is simply to correct this gap by expanding social bene-
fits to cover all persons reaching age 70 by 1072, thereby including those persons
who reached age 65 in 1966, when my initial amendment was enacted.

Until 1950 social security benefits were payable only to persons who worked
in industry and commerce. Beginning in that year, coverage has been extended
to most farm and domestic workers and non-farm self-employed persons, so
that today very few workers-indeed, about 2%-are not now eligible for social
security, and most of those people are eligible for state or Federal civil service
pensions. Yet a small pocket of retired persons does remain ineligible. I believe
that 1970 should be the year when Congress accepts Its responsiIbility to those
unfortunate few.

The cost of increasing special benefits to $50.60 and extending them to per-
sons age 70 before 1972 is quite modest; $125 million Is the first year cost, of
which approximately $110 million would be paid by the general revenues.

Recomniendation ,No. 5: A $2 400 exemption ander the retirement tcst.-Fi-
nally, I am also sponsoring an amendment to Section 107 of the House measure.
As passed by the House, Section 107 would increase from $140 to $166.60 the
amount of monthly earned income permitted to a social security beneficiary
prior to reduction of benefits. The House bill then very wisely creates an auto-
matic scaled-up exempt amount every 2 years in proportion to the increase in
average taxable wages. I am also very pleased to note that the House has
adopted a $1 for $2 benefit reduction for all earnings above the exempt amount
so that benefits would never be cut off entirely. I propose to exempt $200 per
month from benefit reduction. Whereas the House measure would allow $2000
a year of earned income, I propose $2400. Otherwise the law would remain un-
changed, so that the exempt amount will rise as average taxable wages inreawe.

I believe that it is economically and socially unfair to discourage able-bodied
retired persons from supplementing their pension income with part-tine work.
In my home State of Vermont, I am aware of numerous situations where
healthy 70 year old retired persons, such as carpenters and painters, would
contribute their useful skills part-time if they would not thereby lose their
social security checks. This kind of work can Le meaningful not only eco-
nomically but psychologically to a man who was accustomed to hard work all
his life. At the same time, he can contribute needed skills to hi.s community
and in many communities today the skills of retired persons are sorely needed.
I believe that a $2400 allowance base for earned income would realistically
meet time desired goals of useful work and economic security. Indeed, I ant
hopeful that Congress can virtually eliminate the work discentives of the
program.

ItEDICA BE-SIEDICAII)

There are many aspects of the medical provisions of 11R 17550 on which I
could comment, but suffice to say generally that I especially favor time health
maintenance option and coverage for the uninsured. I believe that some of the
cost-cutting measures in the bill are wise and necessary.

I would like to see this Committee add a provision to cover the cost of out-
of-hospital prescription drugs, dental care and the cost of glasses. I have myself
sponsored bills to Include such services.

But there is one objectionable provision in the bill which I strongly suggest
be eliminated, and I shall limit my remarks to that Item at this time.

,Section 225 of the House-passed bill provides that Federal matching funds
under Medicaid shall be reduced by one-third for any individual patient after
90 days of care in a skilled nursing home. Present law contains no such cutoff.
The purported justification for this cut-off provision is to provide Incentives for
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outpatient care. Thus, Section 225 increases by 25% the Federal share of Medic-
aid outpatient care and home care services, and decreases the Federal share by
one-third for hospital care after 60 days. These amendments are obviously de-
signed to reduce tie growing costs of -Medicaid, however I fear that they do so
at the expense of the patient and to the detriment of decent health care.

The house-passed cut-off provision is based on an erroneous premise that pa-
tients in nursing homes do not require In-patient care after 90 days but may be
cared for at home. Such a sweeping and general judgment cannot be made by
lawmakers; it can only be made on a case-by-case basis by the physician. Indeed,
over two-thirds of all nursing home patients are found to require more than 90
days of care. I believe that ILR. 17550 already contains adequate strengthened
safeguards against providing unnecessary health care by placing limits on reason-
able costs, by cutting off funds if the program is abused, and by setting up
utilization review committees to evaluate the need for care. If such a review
determines that care Is necessary after 90 days, it is grossly unfair to reduce
the funds needed to provide such services.

The magnitude of Section 225's evil is enormous. Medilcaidl patients account for
60% of all nursing home admissions. If one-third of the Federal funds are cut
off, the states will be required either to scrape-up the money themselves or to
turn patients out of bed prematurely.

I believe strongly that the Federal government should not build up expectations
only to shatter them. After Medicare and Medicaid were enacted in 1905 and 1966,
hundreds of skilled nursing homes geared up to provide for increased admissions.
They have operated for four years in reliance on an assumed Federal payment.
Now, they face a mid-stream cut-off. I hope that this Committee will recognize
the minfairness in Section 225 and eliminate it from the bill.

I cannot, in good conscience, conclude this statement without expressing my
deep concern about confusion as to what services will or will not be reimbursed
under Medicare.

Denials of reimbursement, sometimes retroactively, have apparently been made
in a manner which implies disregard of professional judgments by physicians
and other health professionals responsible for medical care. This has created
hardships for many patients and health care Institutions. In some Instances, as
vith home health agencies, the very existence of the agency providing essential

services to the patient may be jeopardized.
Experience of home health agencies in my own State, Vermont, suggests that

if such conditions are allowed to prevail, it may become impossible for some
Medicare patients to receive care for which they are eligible under the law.

I believe it Is imperative that home health agencleq, such as Visiting Nurse
Associatlons., lie strengthened, not weakenedd. lumnanitarlan consideration. d,-
mnid It: sound economics recomininend it. With regard to the latter. a study by
the Vermont Assemhily of Home Health Agencies shows that one dollar spent oi
home health agency services save. anywhere from $6 to $15 in hospitalization
costs.

I am sensitive to the fact that the Comnmitte is aware of this problem and is
grappling with it. I commlend the Committee for this concern and have confi-
dence that the product of its work will so clarify the situation that tle needs of
Medicare patients will be met.

I want to thank the Committee for receiving my views. I holW that the tnem-
bers of the Committee will accept my apropos ls to Improve upon 1I11 17550 in
order that, we may truly acclaim the Social Security Amendments of 1970 a
landmark in progressive legislation for our 20 million older Americans.

The CIAnuM1Ax. Thank you very much, Senator Prouty.
Any questions, gentlemen?
Thanls very much, Senator.
Next we. will hear from the junior Senator from Oklahoma, the

Honorable Henry Belhmon.
We are pleased to have you with us today.

STATEMENT OF HON. HENRY BELLMON, A U.S. SENATOR FROM
THE STATE OF OKLAHOMA

Senator BmLa;.NON. Thank you, Mr. Chairman.
Mr. Chairman, I have a statement which I will file for the record,
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but I would just like to summarize it for tihe committee in view of tile
short time that we have.

I would just like to say that I appear before you to urge the com-
mittee to report out the social security and welfare bills pending before
.you in order that the Senate will have an opportunity to vote on this
important legislation this session.

I strongly support the concept of this legislation, and while I recog-
nize there are needs for amendments and hopefully some improvement,
1 feel that we do need to get these bills out..

As a former Governor who virtually lived with the administration
of a well-run welfare program during my 4-year term, I am deeply
conce' ned about many of the problems iuivolved in the welfare pro-
grain. 'lhe number of individuals receiving welfare and the cost of
welfare have been increasing and will continue to increase under the
present, program. The States are finding it, more difficult to financetheir part of the cost. The striking inequalities and inequities among
the States create Powerful incentives for welfare recipients to move
from. low-income States to the crowded slums and inner cities. The
provision of Federal aid to families, only when the father is absentfront time home or unemployed, tends to encourage tie breakup of
families.

rie welfare bill, now pending before your committee, is an im-
)ortant. improvement in the existing program. It is not perfect andneeds to be amended and I hope your committee will look for pro-

posed further amendments that. will make it more. workable and
eliminate inequities.

M r. Chairman, during the time I served as Governor, 1 became con-
vinced that a large number of people on welfare can and will take
jobs and that they can hold jobs and can compete in the job market.

Under the termni of title V of the Economic Opportunity Act, the
State of Oklahoma operated a program from June 15, 1905, to June
30, 1969, that was intended to give tiese individuals incentives to work
and to give them the training necessary to help them hold jobs. Dur-
iTg this period of time, 5,201 persons were referred to the )rogr'am.
O this number, 2,669 either were not accepted or dropped out.. The
remainder, 2,482, completed their training, and of that number 2,119
were employed, about 70 percent .

,rte average monthly be inng salary for thes- people, 2,119 who
were eml)loyed, was almost $300. 'Ihis amounted to $616,629 Per month,
or $7,899,548 per year in new income.

Because of these earnings, the Oklahoma Department of Public
Welfare was able to close out 1,274 AFDC cases, in this way saving
the Government $206,388 per month, or $2.5 million a year. "T[his was
the record of getting individuals who would otherwise have been on
welfare probably for the rest of their lives and probably would have
raised families, many of whom would have been on welfare.

So this proved to me, at, least, that many of thee individuals do have
the ability and the interest in becoming wage earners, and that by
breaking the welfare cycle in this way many of their children will
also continue in the work force.

At the same time, the Opportunities Industrialization Center of
Oklahoma has had a similar record of success.

Between the period of December 1966 and I)ecember 1969, this pro-
gramn, the one we called OIC, has trained 3,448 trainees. Of that. num-
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ber, 1,278 have been trained to the point where the-y can be placed
on jobs. The average monthly income of those trainees, prior to enter-
ing OTC, had been $116.89,'and most of this was from welfare.

After they had been trained, their monthly starting salary averaged
out to $265.

Now during this period of time, OC succeeded in placing 146 per-
sons who had been on welfare in gainful employment, and this suc-
ceeded in saving the Federal Government about $300,000 a year in
direct welfare payments.

So it. is obvious to me that these people that. many of us look upon
as hopelems welfare cases are not in that category at all and can, under
the terms of legislation such as you are considering, be made pro-
ductive members of our society, and, certainly, this kind of a change
is long overdue.
Mr. Chairman, I would like to suggest that the present system,

where the income supplement is in one agency and the job training
responsibility and job placement is in another'agenby, is not working
satisfactorily. In order to help remedy tlis situation, I propose all
amendment to H.R. 16311, and I have'a copy for the committee, but
)rimarily what this does is to make certain that whenever a State

agency refers an individual to the Secretary of Labor for employment
in a special work project or in any of the work training )rograills, the
Secretary of Labor sIll give priority for such training or such em-ployment to the individual who has been recommended-by tie State
agency.

At thie present time, it appears that in many cases the Department ofi Labor is not giving proper attention to the referrals that come in from
the State welfare department and my amendment is intended to help,
correct that situation.

I woul like to leave it for the committee's consideration.
There is another aspect of the law that I feel needs to be made more

flexible in order to accomplish the objectives of the committee.
I believe that the law should provide for federally matched pay-

nents to an individual who is a resident of an intermediate care facility
i a public institution.

I further recommend that the law be changed to include an inter-
mediate care facility program for those persons eligible for medical
care under title XfX in addition to those who are receiving money
payments or who would be eligible for money payments if they were
not in the intermediate care facility.

I have an amendment to accomplish that objective.
-,Now, on another piece of legislation that is before the committee,

IlR. 175150, I would also propose anl amendment to help remove an
objectionable feature, at least something I feel is objectionable. This
amendment has to do with the nursing home program, and unless this
amendment is adopted, it is going to cause some extremely serious
problems in many States that have done a remarkable 'ob, I feel, in
helping to improve the treatment and care of our mentally retarded.

Unle .s an amendment along the lines that I am proposing is adopted,
our own State of Oklahoma. is going to suffer a total loss of about a
half-million dollars in Federal medicaid matching funds for hospital
care in the States for mentally retarded this coming year.

I strongly feel that the counittee needs to carefully examine this
provision of the law, and I propose an amendment to strike out pare-
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graphs (b) and (c) on pages 104 and 105 of the House-passed social
security bill, to help the States provide the necessary care for men-
tally ill and mentally retarded, to enable the States to continue care of
individuals who are in nursing home services.

Mr. Chairman, I urge your committee to report out a welfare re-
vision bill at this session. I hope that any amendments which the com-
mittee adopts which provide for experimental projects will be based
on including in the bill specific dates for implementing the coverage
of the program.

I b ieve that all Senators should be given an opportunity to vote
on this measure during this session along with amendments such as
those I have proposed.

I would like to express my support for the concept embodied in
H.R. 16311, the Family Assistance Act of 1970. I am convinced that
the present jumble of programs is doomed to fail, that its cost will
become politically unbearable, that the socially destructive effects of
the disincentives which the present law contains will continue to pro-
duce chaos in our cities, that the different levels of welfare support
between States will continue to produce serious population distortions,
and that the welfare cycle that has accelerated iuring the 1960's will,
unless checked, become jet-propelled in the next decade.

Mr. Chairman, the present welfare program, well intended as it is,
has had the effect of holding people down. The Family Assistance Act
with amendments can become the "Up With People" Act of 1970.

(Senator Belhnon's statement follows. Hearing continues on p. 938.)

STATEMENT OF lION. HENRY BELLMON, A U.S. SENATOR FROM THE STATE OF
OKLAHOMA

Mr. Chairman, Members of the Committee, in view of the extensive hearings
this committee has conducted on the Family Assistance Program and the Social
Security Amendments and the large number of witnesses who have been sched-
uled, I greatly appreciate the opportunity to appear here today. May I offer my
congratulations to my colleagues on the committee for your earnest and diligent
efforts in considering this comprehensive and important legislation.

Mr. Chairman, I appear before you today to urge your Committee to report
out the Social Security and Welfare bills pending before you in order that the
Senate will have an opportunity to vote on this important legislation this
session.

As a former Governor who virtually lived with the administration of a well-
run welfare program during a four-year term, I am deeply concerned about
many of the problems involved in the welfare program. The number of indi-
viduals receiving welfare and the cost of welfare has been increasing and will
continue to increase under the present program. The States are finding it more
difficult to finance their part of the cost. The striking inequalities anfd inequities
among the states create powerful incentives for welfare recipients to move from
low income states to the crowded slums and inner cities. The provision of Fed-
eral aid to families, only when the father Is absent from the home or un-
employed, tends to encourage the breakup of families.

The welfare bill now pending before your Committee is an important im-
provement in the existing program. It is not perfect and I hope your Committee
will propose further improvements which will make it more workable and
eliminate inequitie.

I know that the welfare revisions will temporarily cost more in Federal funds
and will temporarily increase the number of individuals receiving welfare pay-
ments, However, by stressing incentive payments to Individuals who work it
will give support and encouragement to those who work and want to improve
their situation. It will help to keep families together instead of encouraging
them to split up. The principles underlying this measure are sound and com-
passionate. In the long run I believe these revisions will reduce both the cost
of welfare and the number of welfare recipients.
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My experience with the welfare program during the time I served as Gover-
nor of Oklahoma convinces ine that a large number of recipients, particularly in
tile AFDO and aid to totally and permanently disabled category want to work
and earn, have the ability and energy to hold jobs, that they can compete and
succeed in making their own way. I am further convinced that the atmosphere
in a home where there is a wage earner is far more desirable than the atmos-
phere in the homes where the total income is from a government handout.

My purpose in appearing before the Committee today is twofold. First, I would
like to offer some general views about the so-called welfare system and the need
for some new approaches to the problem of making producing wage earners out
of employable welfare recipients. Secondly, I want to make some specific
comments on and offer amendments to certain features of the pending legisla-
tion which I feel are objectionable and need to be reconsidered.

For several years I have been concerned that our welfare program, while well
intended, has discouraged rather than encouraged those who needed help to
become self-supporting. An examination of the record will show that even during
recent periods of high employment the welfare care load and costs have risen
.sharply, from $4,039,433,000 in 1960 to $11,886,083,000 In 1969. This rise Is most
pronounced in the AiD category where federal costs alone have increased
from $1,021,097,000 In 1960 tO $3,189,053,000 in 1909. At these rates of increase
it is easy to see that unless a new approach is taken the costs of welfare may
double again Il this decade.

Serious as is the problem of paying the costs of welfare has become, the
human and social problems are probably even more serious. Many of the diffi-
culties in our Nation today relating to crime, drug abute, and congestion are
related to aspects of the present welfare program which has tended to draw
people Into the cities, to break up families, and to force many able and willing
workers into a condition of perpetual idleness.

In my opinion, desired social progress and stability cannot be achieved under
existing departmental structures and under present welfare concepts. There is
a need to combine within one agency the responsibilities of the Federal Govern-
ment for lucome maintenance, manpower training, child care, and job placement.
In effect, such an agency would combine and coordinate the functions of exist-
Ing federal agencies administering employment security and welfare programs,
and assume many of the manpower training responsibilities presently assigned
to the Department of labor.

At the present time, these efforts are separated, and as a result, no one agency
has the full responsibility for preventing unemployment and for providing
maximum incentive to train and beneficially utilize our nation's human
resou races.

Oklahoma's experience in programs for work training for welfare recipients
suhbtantIates the need for integrated effort.

From June 15, 1905 to June 30, 1909, the Oklahoma Department of Public
Welfare operated a work incentive program under Title V of the Economic
Opportunity Act. During this Ieriod, 5,201 persons were referred to the program.
Of t1q number, 2,69 were not accepted or dropped.

A total of 2,482 completed their training, and of that number, 2,110 were
emnloye(l. Tim average monthly beginning salary for those employed was $201.
This amounted to $616,629 per month, or $7,399,548 per year, In new income
earned from the private sector. Because of these earnings, the department was
able to close 1,274 AFDC cases for a savings to the government of $206,388 per
month, or $2,476,056 per year, in money payments alone, not considering Med-
icare or other benefits. The social benefits which will accrue as a result In this
break in the welfare cycle are impossible to over emphasize.

In addition, the Opportuilities Industrialization Center of Oklahoma City
has experienced a great degree of success. Between the period of December,
1966. and(l December, 1969. there have been 3,448 trainees enrolled by the OIC
in Oklahoma City, and 1,278 of these had been trained to the point that they
could be placed on jobs. The average monthly income of a trainee, prior to
entering OIC. has been $116.89 (mostly from welfare). 'lhe monthly starting
salary of OIC graduates, after training, averages $265.73. During this period
of operation, 010 succeeded In placing 140 persons who had been on welfare
rolls fi gainful employment, thus saving State and Federal Governments $295,-
934 per year in direct welfare payments. Those same 146 persons, whose total
income had been from welfare, are now earning $46.5,561.88 per year, or more
than 100%, of their previous income.
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Dr. Leon Sullivan, in a statement before the House Education and Labor
Committee, on February 26, 1970, said, "The Philadelphia OIC prototype,, since
its beginning in 19M4 through 1969, has trained and placed on Jobs 100,000 men
and women with new useful skills, one-third of whom had been on relief rolls
and 95 percent of whom were classified in poverty categories. In Philadelphia
alone, there are sonic 5,000 additional persons at this time on a waiting Ust.

Under Title V, an average of 614 persons were trained per year. In contrast,
under the WIN program operated by the 1Department of Labor, which succeeded
Title V, only 330 Individuals were enrolled for training as of July 31, 1970. It is
reported that county welfare offices are having difficulty in getting referrals ac-
cepted into the WIN program.

Mr. Chairman, in order to help remedy this situation, I would like to offer the
following ameJndment to IIHR 10311:

Section 431 (d) of hIR 16311 is amended by adding Subsection (5) as follows:
"(5) Whenever a state agency In any state refers any individual in such state

who is an applicant for or recipient of assistance to the Secretary of Labor for
employment In a special work project, or in any other work or training program,
the Secretary shall give priority to such training or employment of such indivId-
ual in any such project or program, which meets the requirements of this title.
The Secretary Is authorized and directed to consult with appropriate state au-
thorities in each of the states in the establishment of special work projects
which expand the opportunities for constructive work experience, the conserva-
tion'of works skills, the development of new skills, and needed training. Expendi-
tures for any month for any assistance shall not be excluded because such ex-
penditures are made In the form of payments for work performed in such month
for any state agency or any other public agency under a special work project ap-
proved by the Secretary."

I respectfully urge that this change be incorporated into the legislation cur.
rently pending before this committee.

One other aspect of the law needs to be made more flexible in order to accom-
plish the objectives of the Committee. I believe the law should provide for Feder-
ally matched payments to an individual who is a resident of an Intermediate care
facility in a public institution. I further recommend that the law be changed to
include an intermediate care facility programs for those persons eligible for
medical care under Title XIX In addition to those who are receiving money
payments or who would be eligible for money payments if they were not In the
intermediate care facility.

To accomplish these objectives, I propose the following amendment to HR
16311:

On Page 100 of the Committee print of the Bill, lines 7 and 8 (title XVI, sec-
tion 1610(1)) strike out "an inmate of a public Institution (except as a patient
iii a medical Institution) ; or" and insert in lieu thereof the following:

"an inmate of a public institution (except as a patient in a medical institution
or a resident in an intermediate care facility) ; or".

On Page 136 of the Committee print of the bill (Section 402(10) (B)) strike
out lines 24 through 26.

Section 1121 of the Social Security Act is amended by (a) inserting it subsec-
tion (a) after "intermediate care facilities" the first time it appears the follow-
ing words "(public or private)," (b) striking out the period and Inserting in sub-
section (a) after the term "money payments"; the following, "or medical as-ist-
aice;", (d) inserting In subsection (o) after the term "intermediate care facility"
when it first occurs the following, "as determined in accordance with and subject
to limitations in regulations of the Secretary.".

As to IR 17550, the Social Security Amendments of 1970, this bill contains
some objectionable features which I hope will be removed.

Oklahoma, In good faith has followed time directions of HOEW Federal Letter 571,
dated June 15, 1902, which stated that Federal sharing was available with
respect to persons on convalescent leave from mental health and retarded in-
stitutions, who enter medical institutions, including nursing homes.

During the time I served as Governor of Oklahoma, this program made it
possible for dramatic Improvements to be made in the care and treatment of
the mentally disturbed or retarded patients who were no longer responding
to treatment or training. It was found that they could receive satisfactory and
often improved care by transfer from the state institutions to privately op-
erated nursing homes. Similar improvements undoubtedly were made In other
states during this period.
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According to Information supp!iled by the Oklahoma Department of Public
Welfare, provisions contained in section 225 of HR 17550 would destroy this
highly successful program in Oklahoma and deal our state a severe filnancial blow.

If adopted by Congress, these provisions would reduce federal Medicaid match-
Ing funds by one-third after the first sixty days of care in a general hospital and
by one-third after the first ninety days of care in a skilled nursing home. It is
estimated that under the proposed reduction, Oklahoma would suffer a total loss
of at least $0 million on Federal Medicaid matching funds for skilled nursing
homes in one year. The number of Medicaid patients in skilled nursing homes
whose stay exceeded ninety days in the past year was 17,895, or 78.93 percent
of those admitted.

Those Individuals lit skilled nursing homes whose condition remains un-
changed will continue to have the need for such care even though the ninety
days have elapsed. Persons who need skilled nursing home care may not in
Oklahoma be transferred to intermediate care facilities since under the Okla-
homa health facilities licensing law such facilities are only for persons who
"do not routinely require skilled nursing care but do require care of a lesser
degree than that provided by a skilled nursing home."

Under the proposed reduction, Oklahoma would suffer a total loss of at least
$418,000 in Federal Medicaid matching funds for hospital care in state schools
for the mentally retarded in one year. The average number of medicaid patients
in sich hospitals whose stay exceeded 60 days in the past year was 499. If
Federal Medaid matching funds were reduced as proposed by one-third after
90 days of care in a skilled nursing home, resultant financial stringency could
lead in Oklahoma to a serious situation for the mental retardation program
under which it might be necessary to take steps to return to state schools for the
mentally retarded some 1,200 adult retardates eligible for and needing skilled
nursing home care and receiving such care in certified skilled nursing homes
throughout the state. To accommodate such retardates a new school for the
mentally retarded would have to be built at a cost of roughly $18 million. To re-
turn an additional 500 adult retardates now in skilled nursing homes to their
families would pose many problems for such families including that of meeting
multiple medical requirements.

Oklahoma entered into original agreements to provide these medical services
in good faith and made financial plans on the basis of the current federal match-
ing ratio. The reduction proposal would be highly disruptive and would place an
unfair financial burden upon the State of Oklahoma.

Therefore, I hope you will accept an amendment which would strike out para-
graphs (B) and (C) on pages 104 and 105 of the House-passed Social Security
Bill (section 1903(e) (2) (B) and (0) of the Social Security Act.) This amend-
ment will help the states to provide necessary care to the mentally ill and
mentally retarded and to enable the states to assure continued care of indi-
viduals needing skilled nursing home services.

Mr. Chairman, I urge your Committee to report out a welfare revision bill at
this sesssion. I hope that any amendments which the Committee adopts which
provide for experimental projects will be based on including the bill specific dates
for implementing the coverage of the program. I hope all Senators will be given
an opportunity to vote on this measure this session along with amendments such
as I have proposed in my statement.

In conclusion, I would like again to express my support for the concept
embodied in H.R. 16311, the Family Assstance Act of 1970. I am convinced that
the present Jumble of Federal programs is doomed to fall, that its cost will
become politically unbearable, that the socially destructive effects of the disin-
centives which the present law contains will continue to produce chaos in our
cities, that the different levels of welfare support between states will continue to
produce serious population distortions, and that the welfare cycle that has ac-
celerated during the 190's will, unless checked, become jet propelled in the
next decade.

Mr. Chairman, the present welfare programs, well intended as It is, hags had
the effect of holding people down. The family assistance act with amendments
can become the "Up With People" Act of 1970.

The CHAIRMAN. Thank you for the statement, Senator.
I am glad you said something about tho mentally ill. We will cer-

tainly consider what you said. Personally, I am not too much concerned
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about what we spend on this program, provided we spend it wisely and
it proves to be a good productive investment of Government money.

I am very concerned about spending money, Federal money, in a
way that proves to be ineffectual, wasteful or self-defeating.

fn the mental health area, we probably have a better opportunity
to get a yield from our investment than anywhere else because there,
particularly if we are willing to help the States provide treatment and
cure for these mentally ill people, at an early date they can become
productive citizens in many respects.

You were Governor of Oklahoma and you are aware of the potential
in that area, are you not, Senator Bellmon?

Senator BELIION. Mr. Chairman, what you say is exactly right.
Our State, like many States, had fallen into the trap of operating

primarily custodial institutions and a lot of individuals who came
into those hospitals and schools who were trainable or curable were
simply kept there and never treated so that they could return to normal
life.

Under the terms of a new program that was instituted, we took from
those hospitals and schools the individuals who were custodial
patients, and lessened the burden on the staff of those institutions so
that they could give treatment and training to people who were curable
or trainable.

As a result, we have had a rather remarkable reduction in the case-
load and a remarkable record of success in returning people perma-
nently to private life. I feel strongly that a great deal more can be
accomnplished in this same way in many other States.

I might say that unless an amendment such as the one I have recom-
mended is approved that we are going to force a lot of these people
who are now being housed in private nursing homes back into these
State hospitals and State schools and we will have the same crowded
conditions that we have had previously.

The CHAXMAN. I.hope we can make some progress toward revers-
ing some of the upside-down thinking that we have been confronted
with in years gone by.

As you know, when some of us tried to help the mentally ill under
our Federal programs in the early days, we had to settle &r a situa-
tion where we could help them in a general hospital but could not pro-
vide any help if they were in a mental hospital. That is about as silly
as anything that I know of, but we could not get any better so we had
to settle for it. I hope that we can make more progress in this bill,
and I look forward to having your help in that, Senator.

Senator BErrI ro. The committee has done a remarkable job in giv-
ing the States the tools they needed to work with, and I think it is
going to, be a great mistake if we now take some of these tools, which
have proved effective, away from the States.

I know as a new Member of Congress how tight money is hero, but
I also know, as a former member of State government, how tight
money is at the State level and States just do not have the money to
back 'up now and return to the old system which was not working.

The CHAIRMAN. Right.
Senator HAmurs. I would like to say to Senator Bellmon that you

made a very helpful and thoughtful statement and I think you are
exactly right in what you recommend in regard to striking this pro-

47-530--70--pt. 8-3
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vision limiting the number of nursing home days. I do not think the
States can afford this change, and I think that it ought to be stricken
out of this bill.

I think your proposal in regard to a more centralized administra-
tion of referral to jobs is one that has merit and ought to receive
serious consideration.

I think there is just too much confusion and duplication and over-
lapping in these training and job programs, and I think what you
have said in regard to that certainly has merit.

Senator BEI 1,,ON. Mr. Chairman, if I might, I would like to con-
ment on this statement by Senator Harris.

I appreciate his feeling* and am glad we agree on this point. But let
me just, say, if you watch these programs operate you will find when
you have adiviled responsibility, as we have now, between the Depart-
ment of Labor and the Department of HEW, you will find that many
times the Department of Labor will accept only those referrals that
seem to have the greatest chance of success, and a referral that seems
to be maybe a little doubtful or a little questionable will be turned
down and kept forever on welfare rolls when this might not be
necessary.

If we give one agency the responsibility of both income maintenance
and job training and job placement, then I believe we will come
much closer to developing the full potential that many of these individ-
uals have.

Senator -ARPis. That is all I have, Mr. Chairman.
The CHArM xMN. Any further questions, gentlemen?
Senator CuRTis. Just one, Mr. Chairman.
I want to commend the distinguished Senator for his appearance

here. It, is very helpful.
In reference to section 225 of the House bill, do you believe that thi.

will not only cause a financial hardship on the States but it is also
bad practice from the standpoint of the individuals involved? That
is the section that changes the Federal matching funds in reference
to mental hospitals as well as the. stay in nursing homes.

Senator BEmTAA ox. Senator, any change in the law that forces a large
number, even any number, of mentally ill or mentally retarded per-
sons back into tlese State institutions is going to be very bad for the
individuals and for the States.

At the present time, at least in our State, those individuals who are
housed in privately operated nursing homes are generally getting
better care than they were able to get in those large State institutions.
They get a more personalized care, and by reilucing the population
of those large State schools and hospitals, ihe patients who are train-
able and curable are getting the benefits of intensive care and are
being returned to normal life

So any change that is going to cause those populations to be in-
creased is going to be a great detriment to everyone.

Senator CuRTis. Do you regard it as important that Governors and
State legislatures have an assurance that once a Federal program is
embarked upon that they can depend upon it in making up their pro-
grains and raising their money and budgeting for it?

Senator BELLIJON. Yes, sir; I certainly do.
Senator CURTIS. I think that is all, Mr. Chairman.



941

Senator B1A,3!ox. This is a vitally important feature of the Federal
law. Once we begin a program, we simply cannot back out..

Senator CunrIs. 'Yes. I feel that it is almost an axiom of political
content that you can refrain from granting a subsidy or a l)ayment
or a benefit and it will be a disappointment but show things go on.
But when you remove one that States, municipalities, and individuals
are dependent upon, you get a whole now series of problems involved
because they have made their adjustment to it, they budgeted that
wa , and it usually ends up, in the attempt to remove a program, that
it fails.

Senator BELrLNIO. It is like trying to unscramble an egg.
Senator CuRTIS. It cannot be lone.
Senator JORDAN. Mr. Chairman, I would like to commend the distin-

guished Senator from Oklahoma for his very fine statement. I think
that your success in getting people off of welfare rolls and getting
them to be productive taxpaying citizens is unexcelled in any State
that I know of in the whole Union during your term as Governor,
and I think we can take a page out of your book of experience and
apply it nationwide and do very well by that experience.

Thank you very much, Senator.
Senator BE L 3Mox. Thank you, Senator.
I might say that some of these things happened after I went out

of office. We started the programs in 1965 and I left the office in 1967.
Some of the figures I gave you came following that time, but it did
convince me that it was possible to put a lot of these people to work,
and many of them want to go to work if they just have the oppor-
tunity.

I believe this legislation will give these people that chance.
Thank you, Mr. Chairman.
The ChARMAN. Thank you very much, Senator.
The next witness will be John F. Nagle, chief of the Washington

office of the National Federation of the Blind.

STATEMENT OF JOHN F. NAGLEI CHIEF, WASHINGTON OFFICE,
NATIONAL FEDERATION OF THE BLIND

Mr. NAOLE. Mr. Chairman and members of the committee, my name
is John F. Nagle. I am chief of the Washington office of the Xational
Federation of the Blind. My address is 1346 Connecticut Avenue NW.,
Washington, D.C.

Afr. Chairman, I am appearing here today to urge committee ap-
proval of S. 2518, a bill to amend title II of the Social Security Act
so as to liberalize the conditions governing eligibility of blind persons
to receive disability insurance benefits thereunder.
S. 2518 was introduced in the U.S. Senate by Senator Vance ilart-ke,

able and distinguished member of this committee, joined by 68 co-
sponsoring colleagues, including nine members of this committee.

1H.R. 878'2, a measure identical to S. 2518, was introduced in the
House of Representatives by Congressman James A. Burke, along
with 158 similar bills.

S. 2518 is also identical to measures adopted by the Senate in three
previous Congresses-1964,1965, and 1967.

I cite these statistics and point out this legislative history, Mr.
Chairman, not to impress you, but so that you will understand that
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the Ia rtke disability insurance for the blind bill is not merely the pro-
posal of an organization, with only organization membership support.

It is our earnest hope that with this record of Senate approval of
our disability insurance for the blind bill, and with the number of
cosponsoring Senators and Congressmen of this proposal in the present
Congress as a conclusive indication of continuing overwhelming con-
gressional support for this measure, that this committee will again
accept. and approve S. 2518 and incorporate it into the provisions of11.1. 17550.

S. 2518 would make two changes in the Federal disability insurance
law with particular reference toblind persons.

It would permit a person whose visual impairment is such as to
constitute blindness in accordance with the definition made a part of
the disability insurance law in 1967, and who has worked in social
security covered work for six quarters, to qualify for disability insur-
ance payments and to continue qualified so long as he remains blind
and regardless of his earnings.

Mr. Chairman, the purpose of S. 2518 is to make of the Federal dis-ability insurance program a true insurance program for the blind-

for those who are now blind, for those who will become blind in the
future.

S. 2518 would condition the right to receive disability insurance
payments, and the right to continue to receive them, upon the exist-
once and the continuing existence of the loss of sight.

S. 2518 recognizes that the severest of all the consequences result-
ing from the occurrence of blindness in the life of a workman is not
tie physical loss, the physical deprivation of sight but, rather, the
severest, loss sustained is the economic disaster whlch engulfs the new-
ly blind worker, the economic handicaps which are incidental to blind-
ness.

It is these economic consequences:
The abrupt termination of weekly wages;
Diminished earning power;
Drastically curtailed employment opportunities; and
Greatly reduced possibi cities for advancement and increased

earnings'when employment has been secured.
These, and not the physical loss of sight, convert the physical dis-

ability of blindness into the economic handicap of blindness, and this
is so, "whether a person is recently blind or has lived a lifetime without
sight.

S. 2518 would provide a partial solution to the financial catastrophe
which results from blindness.

It would provide a floor of minimum financial security for those
who must learn to live again, who must learn to function again, but
without sight., in a world of sighted men. .

S. 2518 as Federal law would reduce the competitive disadvantages
of sightlessness. It would provide a continuing source of funds to
meet the extra cost., the equalizing expenses of fuctioning, blind, in
a sight-oriented society and working in a sight-geared economy.

S. 2518 would be of immeasurable help to the worker suddenly
confronted with the devastating effects of blindness-the discourage-
ment of protracted unemployment, the despair of an expected life-
time of unemployment and inactivity, the shocking loss of independ-
ence, the shame aid humiliation of dependency.
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S. 2518 would also provide a special and necessary kind of inde-
pendence security for blind persons for whether such a person is a
lawyer, a piano tuner, a teacher, a salesman, a vending stand operator,
or a housewife, they must have sight available to them.

Disability insurance payments would provide them with the needed
dollars to buy sight, for we, blind people, have all learned that, only
sight that is hired is readily and regularly at our command and at our
time of need.

Mr. Chairman, the usual blind person, with average abilities, with
no particular talent or training, such a person works when he can get
work, but frequently he is the victim of the inexorable laws so well-
known to all disabled people: hist hired and first fired, rind, when
physically fit men are available for jobs, physically impaired men need
notapply for they will not be hired.

Gaifully employed, when he is employed at all, the blind man is
usually hired for jobs which are the shortest in duration, jobs offering
the poorest pay, and even these jobs, these employment opportunities,
aro now rapidly being automated out of the economy.

For this person, the usual blind person, the 20 of the last 40
quarters eligibility requirement in the disability insurance law makes
the protection and equalizing potential of disability insurance unavail-
able to him, and the proposed six quarters requirement in S. 2518
would be much more reasonable, much more realistic because of the
special circumstances confronting such a blind person.

Mr. Chairman, we of the National Federation of the Blind believe
that the social security programs which are intended to reduce the
adverse economic and sociJ consequences of advancing years and
disabling impairments must never be considered unchangeable in
policy or provision, for such rigidity may nullify the purposes to be
served by these programs, whi flexibility of approach and adjust-
mnent of legal provision to meet special circumstances may assure
realization of such purposes: the diminution of the hazards" and the
heartaches of old age, the lessening of the discouragements and the
disadvantages of physical disability.

111% ask this committee and the Congress to recognize the special
difficulties and handicapping circumstances confronting blind people,
and we ask you to liberalze the disability insurance law for the benefit
and assistance of blind people.

Under existing law, a person must work in social-security-covered
work for 5 of tie last 10 years to establish eligibility for disability
insurance payments.

We ask you to approve S. 2518 to reduce this requirement to 11/
years, in order that the benefits under the disability insurance pro-
gram may be more readily available to more persons when blindness
occurs, in order that blind persons, unable to meet the present require-
ments of employment for 20 quarters in covered work, may be able
to q).alify for disability insurance payments under the Fe('leral dis-
ability insurance program.

Under existing law and practice, persons who are disabled and earn
as little as $70 a month and, sometimes vho earn anything at, all,
may be disqualified as insufficiently disabled to draw disability insur-
ance payments.
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Under existingl law and practice, it is not enough that a person is
severely disabled, that he is unable to get a job because he is disabled,
to quafify for disability insurance payments.

He mist establish his physical inability to do a job to be eligible
for such i)ayllents.

We of the National Federation of the Blind ask you to change
this, to allow persons who are disabled by blindness to draw disability
insurance payments upon proof of blind(ess and to continue qualified
to receive l)ayments even though they are employed, even though they
are earning and irrespective of the amount of their earnings, in order
that disability insurance payments may be available to them to offset
the extra, the "equalizing" expenses that must be incurred by them
as they try to live and compete without sight in a sighted environment.

In conclusion, Mr. Chairman, and memiiers of the committee, S. 2518
the Hartke Disability Insurance for'the Blind bill, has an ancient and
honorable congressional history.

A predecessor to S. 2518 was offered in the 88th Congress Senate
by Senator Hubert Humphrey as a floor amendment to the pending
social security bill, and it, was adopted by voice vote without a
dissenting vote.

Another predecessor to S. 2518 was offered in the 89th Congress
Senate by Senator Vance Hartke as a floor amendment to the pend-
ing Socizil Security bill, and it was adopted by roll call vote of 78
to 11.

Still another predecessor to S. 2518 was offered in the 90th Con-
gress Finance Committee, again by Senator Hartke, and it was given
unanimous committee approval as an amelilnent to the Ilouse-p ssed
social security bill.

Earlier in this 91st Congress, I visited all of the Senate offices seek-
ing cosponsorship sup ot when Senator Hartke introduced the Dis-
ability Insurance for the Blind bill in the U.S. Senate, and as I stated
previously to you, 68 Senators joined on the bill, including all five
of the Senate majority and minority leaders-Senator Dirlsen had
become a cosponsor before his death.

Believing that the same kind of massive support existed in the
House of Representatives as had been repeatedly manifested in the
Senate for the Disability Insurance for the Blind bill, I visited all
House offices, explaining the provisions of H.R. 3782 and asking for
the introduction of companion bills as evidence of member support of
this legislation.

The 159 introduced bills identical to S. 2518 was the result.
The number of Senators and Congressmen in the 91st Congress

who have indicated their endorsement and support of our Disability
Insurance for the Blind bill S. 2518 certainly justifies my original
belief, that this measure has the support of a substantial percentage
of the membership of this Congress.

As I went through the Senate and House and discussed the merits
of our disability insurance proposal, I encountered two objections to
this measure:

Why liberalize disability insurance for blind persons and not for
other severely disabled peisons?

'Why should a blind person with meager or substantial earnings
draw disability insurance payments when other type disabled persons
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are cut off from such payments if their earnings exceed $140 a month?
The answer to these questions, we believe, are simple, obvious, and

conclusive.
Blindness is not a worse disability than any other, but it is different

from any other-and because of this difference, A. 2518 is socially
and economically necessary legislation, it is uniquely needed and not
precedent-setting legislation.

A person may have just about any other kind of physical impair-
ment, get repaired, obtain prosthetic devices or appliances, and be
restored to substantial self-sufficieney.

A man may lose both legs, secure artificial limbs and, after learn-
ing their use, function as he functioned before.

rhe blind man, however, who must learn to live in a world struc-
tured for and by sighted people, can never reach a point where lie is
freed from a dependence upon sight-and this is so, whatever abilities
the blind man may possess, whatever his accomplishments may be.

And the blind person is just exactly like the sighted person-wha
ever his earnings, he lives above and beyond them-and is no better
able to remove a portion of his income from family expenses to use
for the purchase of sight than would his sighted follows engaged in
the same employment and with similar earnings.

The fact is that whatever level of earnings a blind person may
achieve, whatever position a blind person may attain, a blind person
functions at an economic disadvantage for he must function without
sight in competition with sighted men, he must compete without sight
in an economy based on sight.

S. 2518 as Federal law would reduce this economic disadvantage.
Gentlemen, S. 2518 is not humbly-held-hat-in-hand begging legisla-

tion. It is not a plea to alleviate the unhappy lot of helpless and shelter-
seeking blind people.

S. 2518 is a renunciation of tradition-established lives of demeaning
dependency of the blind men and women of this Nation.

S. 2518 expresses the courageous determination of blind Americans
to escape from the centuries-long cal)tivity of ignorance, prejudice, and
discrimination and to live normal, self-supporting, self-dependent
lives.

I would remind this committee as I have reminded you on other
occasions:

No blind person in this country needs to work, to strive to provide
for himself 'and his family, or assume the responsibilities and burdens
of full and active communiity membership. And no word of criticism or
condemnation would be heard of the blind person who accepts defeat
and dependency as his unalterable condition of'life, and exists through-
out his entire life upon the productivity of others.

But the blind of this Nation reject as false and totally unacceptable
the notion that blindness must mean utter helplessness and they are
trying, in spite of all difficulties, in spite of all disadvantages of .Right-
lessness surrounded by sight, to obtin training and education, to
obtain employment commensurate with their talents and occupational
preparation, and to achieve full and valued lives, lives of value to them-
selves, to their families, and to the Nation.

And I will assure you of this, Mr. Chairman, whether this com-
mittee and this Congress approves S. 2518, the blind of this Nation
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will persist and persist and persist in the course they have chosen,
whatever the difficulties, whatever the disadvantages.

But with S. 2518 as Federal law, with disability insurance pa ymeats
as a regular and continuing source of funds to hire sight these diffi-
cultios would be lessened, these disadvantages would be Fewer.

I thank you, Mr. Chairman, for this opportunity to appear here.
Senator ANDERSOX (presiding). Are there questions?
Senator CuTis. Yes, I would like to commend our distinguished wit-

nes for his reading ability. We followed with great interest as your
hand ran along the page.

I have one or two questions.
Will you elaborate just a little bit on what you mean by hiring

sight?
r. INTAGLE. Going back to my office, Senator, I have a stack of mail

waiting for me. In order for me to be sure that I can function in my
job, that I can read my mail, that I can check the Congressional Recorl
every day, I am totally blind, I have to have sight available to me.

Now I, of course, have the choice of asking people out of kindness to
come in and do my reading for me, volunteers, generous people. But I
need someone throughout the day, not just for a, few minutes, occa-
sionally. I need someone I can depend upon, that I know will be there
when f need the sight that I must have.

So, for me to function at all in my job, in any kind of activity I pur-
sue, I have to have sight available to me when I need it. It has got to be
reliably available to me and the only way we blind peope find to do
this is to hire it.

Senator CURTS. I found, much to my surprise and disappointment,
that the Federal Government does not provide readers for sightless
Government employees. I find that if a blind person is employed in any
branch of the Government, there is no provision made to provide an em-
ployee either on part-time or otherwise, as a reader.

Were you aware, of that?
' Mr. NAoM. I am aware of it, Senator. It has only been in the past few

years that it was possible for a blind person employed by the Federal
Government to arrange to have a member of his family or in a job
where he is not entitled to secretarial assistance, it has only been a few
years that he has been allowed to arrange to have a volunteer come in or
to hire someone to come in to read to him. This was not legally possible
until the Reader Assistance Act was passed a few years ago.

Senator CURST. Are you making the point in general that a blind
person who has equal capabilities, equal training, and equal skill of a
sighted person, still has an economic disadvantage working at the same
job witlthe sighted person ?

Mr. NAOLE. He has it because, of course, the job is geared to sight.
Now, it is conceivable there might be a job or there may be many jobs

in the Federal service where a person who is able to read material or
have a blind person have a reader available to him for an hour a week,
could get caught up to date on changes and regulations, and this read-
ing material or reading opportunity for 1 hour a week might be enough
to keep him fully employed for the "entire week.

But,, if he does not have this 1 hour of a reader available, then he just
cannot do the job. If he has the hour he can do the job. It is this basic !
It is this important! The world is a sighted world, and we have long
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ago given up trying to change the world to suit our convenience. It is
up to us to adapt, and the way for us to adapt is to have sight available
to us when we have need for it, and when we (to this ve can function.

I think many blind people have demonstrated they can function with
much success.

Senator CURTIS. I was visiting with a young sightless individual who
was a friend of mine, and I asked him how he got through college, be-
cause there are no recordings or braille publications of the many, many
textbooks-used in the college. It just happened that some of our pris-
oners in the penitentiary at Lincoln, Nebr., volunteered as readers, and
they would take a book'in physics or chemistry or philosophy or what
have you, and they would read it and put iton tape.

lIe w,.as very grateful for that, but it. was not all ideal arrangement
because the lnan doing the reading and placing it, on tape was not
trained in the lnateria lie was reading, and, consequently, it was not
the best job so far as his instruction was concerned. They had trouble
not only pronouncing the words, but they could not reaA understand-
ably when the reader himself does not understand what he is reading.

thank you here for your appearance.
Senator ANDERSON. Thank you very much, Nfr. Nagle. I appreciate

your appearance.
The next witness is Ifr. MlcDaniel, Durward McDaniel, national

representative of the American Council of the Blind.

STATEMENT OF DURWARD K. MoDANIEL, NATIONAL REPRESENTA-
TIVE, THE AMERICAN COUNCIL OF THE BLIND

Mir. McDANIEL. Mr. Chairman and gentlemen of the committee, I
am Durward K. MecDaiiel, national representative of the American
Council of the Blind, and my address is 20 E Street NI., Washington,
D.C.

I appear here today on behalf of the American Council to speak
on H.R. 17550, and I want to give emphasis to a few of those points
made in the statement which we filed here and which we would like
to have made a part of the record.

The American Council of the Blind joins with the National Feder-
ation of the Blind and other major organizations of and for the blind
in support of S. 2518 which Mr. Nagle has spoken about here today.

We recognize that tile amendments contained in H.. 17550 relating
to fully insured status would be a halfway measure, an im rovement
nonetheless, but would not really meet the security needs of the blind
population of this country. Therefore, we also advocate the adoption
of S. 2518, and we assume from the fact that a majority of the Senate
has joined as cosponsors that it will be passed, and we urge on this
occasion that the Senate not recede on this amendment if it should be
adopted. This would be the fourth time that it had been passed by the
Senate, and certainly the economics of it all are such that the trust
funds can afford this change in the law, and it is socially desirable.

One other provision of I-.R. 1750 which I would like to comment
on is that improvement in the childhood disability benefits, raising
to age 22 the age of eligibility of a child who becomes disabled before
that age. The amendment falls short in one respect, however, and
that is it still depends upon the death, disability or retirement of the
insured worker in order for the disabled child to receive benefits.
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The American Council of the Blind would advocate that when the
disabled child reaches al age of majority that he be entitled to social
security benefits if either of his parents is fully insured, without re-
s pect to death, disability, or retirement. The reason for this is that
the program ought to protect disabled persons under those conditions
who have reached the age of majority. They should not be legally
dependent upon their parents thereafter, and this is a propeeresponsi-
bility of the Social Security Act. We would urge an amendment to
this effect upon the committee.

With further reference to the amendments before the committee,
I think that all of the studies that have been made show the great
need for medical and hospital care for persons under the age of 65,
and we would seriously advocate at this time that medicare provisions
now available to people over 65 be extended to disability beneficiaries
under the Social Security Act

We advocate further that thosepersons under 65 who are medically
indigent be included in section 1843i the buy-in provision of the pres-
ent law, which applies only to medically indigent people over the age
of 65 who are not covered by medicare: We say that it is discrimina-
tory not to make it applicable to people uider age 65 who are medi-
cally indigent.

Of course, under the whole medicaid-medicare program with re-
spect to people under age 65, these people are hopelessly ep endent
upon an inadequate system, the American Council of the Blind is
convinced that the patchwork program of the Federal-State approach
to the health needs of this country has not worked and will not work.
Indeed, H.R. 17550 in section 228, would repeal the existing require-
ment that by 1977 the States provide a comprehensive health program
for medically indigent people; this, of course, would be a very back-
ward step. I know that the reasons advanced for the repeal were that
the Government cannot afford it. Well, gentlemen of the committee,
if the Government cannot afford it, certainly these medically indigent
people cannot afford it either. To repeal this, to let the States recede
from any kind of comprehensive program by any date, would be to
place an extreme hardship upon these people. '

Moreover, the provisions that Senator Prouty and Senator Belhnon
talked about in section 225 relating to long-term institutional care, the
reduction of Federal matching is-or would be-an arbitrary decision
made by act of Congress, if it passed, that people do not need long-
term institutional cam

How can we or anyone sitting here in Washington decide in indi-
vidual cases whether they need long-range institutional care or not?
Of course, the States could pick up the -difference in cost but, as we
all know, the States are hard-pressed financially and if they do not
pick up the difference, these people are going t6 be forced into State
institutions, or to be outpatients, and who knows how they will be
cared for under those conditions?

This is an attempt to save money, and I suppose that it is virtuous
to save money, but we ought to be more concerned about what hap-
pens to people than what happens to the expenditures.

With respect to medicaid, in particular, the American Council of
the Blind is convinced that the system of unequal programs in the sev-
eral States will never work and will never provide for citizens of the



949

United States the kind of medical care and hospital care that. they
need, and for that reason we advocate that, the Congress act, now to
create a Federal program of medicaid for medically indigent )eol)le,
at least for the smallest of the categories, the blind.

It is not fair for anyone to say that in one State you can have one
or two of the programs and in another State you may have several,
when all the while the Federal Government'is doing most of the
financing.

But, be that as it may, the hospital and medical needs of the people
in this country are not being met., and if the Government surrenders
to the unreasonable costs w hiich have risen radically in recent year,
the chief victims will be these people who cannot afford it even under
these circumstances. What will happen is that they will do without
the service, and that is going to fill up the public institutions with
people who cannot care for themselves medically, and in the long
run it is not going to save the Govenmnent money.I think that the biggest single tl that could affect the disabled
population of this country in terms of medical and hospital needs at
this time would be, first, the extension of medicare to social security
disability beneficiaries, and to recipients of aid to the blind and dis-
abled; and secondly, tie federalization of the medicaid program so
that we will have for the first time single and uniform standards of
health care for these people. It still may not be adequate, but it will
be uniform in all the States, and that is the only way the needed
improvements are going to come about.

Gentlemen of the committee, I appreciate the opportunity to speak
here today. The American Council of the Blind hopes that the patch-
work approach for solving these problems will give way to some con-
crete and sweeping reforms which will federalize the programs and
which will, for the first time, treat the real needs of this population.

In that respect, we are concerned about the proposals to delay the
financing arrangements of social security because, if those in taxes
are delayed, as proposed, then we will in this year write the negative
answers for the next few years to demands or requests for further re-
form to meet the needs o the people. We think that the responsible
thing to do noW is to keep the timetable on the financing arrangements
for social security.

I know that the comparison has been made between the rising cost
of social security in terms of taxes, and the withholding of income
taxes. I say to tle committee that at least in the case of social security
taxes the taxpayer knows something about what he is going to get
back, and that is not, quite true of income tax. Social security with-
holding is a tax which people pay for an insurance program, 'and we
believe that it should be kept progressive and that trust funds should
be protected so that future improvements can be made in the program.

Thank you very much.
(The piepared'statement follows. Hearing continues on page 953.)

STATEMENT BEFORE THE COMMITTirEE ON FINANCE BY THE AMERICAN COUNCIL OF

THE BLIND

SUMMARY

The American Council of the Blind-
1. Favors enactment of S. 2518, which provides for disability insurance

benefits for blind persons with at least six quarters of coverage.
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2. Favors enactment of S. 1132, which provides that the definition of dis-
ability in the Social Security Act shall be the same as that in effect prior
to the passage of tile Social Security Amendments of 1967.

3. Favors enactment of E. 1781 to eliminate the reduction In disability
insurance benefits which is presently required In the case of an individual
receiving workmen's compensation benefits.

4. Endorses the methods now provided In H.R. 17550 for automatic adjust-
ments In benefits, the earnings limitation, the earnings counted for benefit
and tax purposes, and the contribution and benefit base.

5. Endorses Section 109 of H.R. 17550, providing for childhood disability
benefits for persons becoming disabled before age 22 instead of age 18.

0. Favors the participation of social security beneficiaries in the periodic
evaluation of the program, and advocates the provision of additional proce-
dures for the representation of the interests and views of beneficiaries.

7. Shares Congressman Vanlk's concern about actuarial imbalance in the
trust funds, which will result if timely adjustments in the tax rate are not
made.

8. Favors medicare coverage of disability insurance beneficiaries as pro-
posed by S. 1477 and, in addition, the extension of coverage under Section
1843 of the Social Security Act to disabled and blind public assistance re-
cipients under age 05.

9. Opposes Section 228 of 1-.1R. 17550 which would repeal the requirement
that the States have comprehensive medicaid programs by 1977.

10. Advocates federalization of medicaid for medically indigent blind
persons.

11. Opposes the provisions of Section 225 of H.R. 17550, establishing in-
centives for States to emphasize outpatient care under medicaid programs
by reducing Federal matching funds.

12. Favors enactment of S. 1251, which would prevent the imposition of
relative responsibility requirements in connection with certain cases of medi-
cal assistance under Title XIX of the Social Security Act for blind and dis-
abled individuals.

INTRODUCTION

H.R. 17550, as amended on the House floor, contains significant improvements
which the American Council of the Blind has supported for several years. Some
of the improvements, however, are only half measures, and the effective dates of
others have been postponed unnecessarily. Several badly needed improvements
in the program are not even dealt with, and some of the medicaid provisions arc
regressive and defeatist. Our views on certain provisions of this bill and on
other constructive measures before the Committee on Finance are set out in the
following statement.

1. DISABILITY COVERAGE

The Americani Council of the Blind supports S. 2518, which wou' 1 provide
benefits to blind persons having six quarters of coverage, with the same earned
income allowance as that for beneficiaries who have attained the age of 72. This
would afford blind beneficiaries a genuine opportunity for security and a decent
standard of living.

The Council has always opposed the eligibility requirement that a disabled
worker must have 20 quarters of coverage of the last 40. H.R. 17550 abolishes
this rule for blind persons and substitutes the requirement of fully insured status.
While this change represents a material improvement in the law, it makes no
change in the earnings limitation provisions. The logical and equitable solution
to the security needs of blind persons is contained In S. 2518. The Senate has
passed similar measures on three occasions, but none of them survived the Joint
Conference. We urge that the Committee on Finance include S. 2518 in 11.1R. 17550.

2. DEFINITION OF DISABILITY

Adoption of the definition of disability included in Section 223(d) (2) (A) of
the Social Security Act in this amendments of 1067 was a reactionary step. Under
this definition an individual's disability claim can be denied if a Job which he
theoretically can perform allegedly exists somewhere in the national economy,
even though he would not be hired if he applied for such job. The law should
provide that a claimant otherwise eligible cannot be disqualified for disability
benefits If he is willing to accept a Job which is suitable, taking into considera-
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tion his education and work experience. Or, If the alleged existence of a job
somewhere in the national economy is to be an eligibility factor, then the ap-
propriate public agency should be required to place the claimant in that job. The
American Council endorses S. 1132 by Senator Metcalf and many other Senators,
including several members of this Committee; this bill would repeal Section 223
(d) (2) (A) of the present law.

3. WORKMEN'S COMPENSATION

Section 114 of H.R. 17550 is another measure which is good as far as it goes.
Whereas under present law social security disability benefits must be reduced
when workmen's compensation also is payable so that the combined benefits
will not exceed 80 per cent of the average current earnings before disablement,
Section 114 would increase the ceiling to 100 per cent. On the face of it this
provision seems equitable. What generally is not realized, however, Is that the
periods during which workmen's compensation benefits are received often are
relatively short and that thereafter the disability benefits received fall far
short. of 100 per cent of previous earnings. The excess over 100 per cent during
the period of concurrent receipt of disability benefits and workmen's compensation
could serve as a partial offset to the decline in income after the termination
of workmen's compensation. The American Council endorses S. 1781 by Seitor
Randolph and others, which would completely eliminate the reduction In dis-
ability insurance benefits presently required in such cases,

4. AUTOMATIO ADJUSTMENTS

The House took a progressive step when it overrode the objections of the
Chairman of the Committee on Ways and Means by adopting machinery for
automatic adjustment of benefits, the earnings limitation, the earnings counted
for benefit and tax purposes, and the contribution and benefit base. We are
happy to note that one of the principal proponents of this legislation in the
House stated that this amendment would not foreclose Congress from acting
In the future to increase benefit levels in accordance with changes in living
standards but would provide for automatic increases if Congress did not act.
We see no valid reason for delaying the effective dates of these amendments,
however. No adjustment in benefit amount would take effect before January 1,
1972, and adjustments in the earnings limitation would be delayed until
January 1973. Even if Congress this year increases benefits above the niggardly
amount contained in the House bill, the ever-rising cost of living could wipe
out any increase in real income long before the automatic adjustment provisions
go into effect The American Council urges that the benefit amount be adjusted
no later than July 1, 1971. The adjustment in the earnings limitation should
be effective at least one year earlier than proposed in the House bill.

5. CHILDHOOD DISABILITY INSURANCE

Section 109 of H.R. 17550 extends from 18 to 22 the age of eligibility for
childhood disability benefits. The Council endorses this progressive change which
will afford protection to young persons who become disabled before they have
had the opportunity to qualify for benefits by reason of their own covered
employment. Section 109 should be further amended to provide that such a
disabled child who has reached the age of majority shall be entitled to benefits
if either of his parents is fully Insured. In other words, a disabled child who
has reached the age of majority should not have to wait until his parent has
died, retired, or become disabled to receive benefits.

6. REPRESENTATION OF BENEFICIARIES

Administrative remedies available to the Individual under existing law pro-
i vide no methods by which beneficiaries can effectively advocate any improve.
ments and reforms in the administration of the program. Trhe creation of pro-
cedures for the representation of the interests and views of social security
beneficiaries is desirable and necessary for the effective planning, delivering,
and reviewing of these Important government services. Complaints and pro-
posals for improvements could be dealt with properly and expeditiously on a
regular formal basis through consultation and evaluation of these services by
government officials and representatives of such beneficiaries. Section 1602(a)
(10) of Title II of H.R. 14178 provided for the participation of recipients of
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aid to the aged, blind, and disabled in the periodic evaluation of State welfare
programs. While that provision was not adopted by the House, we urge that
those procedures and principles be made applicable to social security beneficiaries
by appropriate amendment of H.R. 17550. This would be a step in the right
direction, but there should be a system by which beneficiaries would select
their own representatives. An appropriate model for such procedures and con-
sultation has been established by Executive Order No. 10988, which provides
a system for choosing representatives of Federal employees.

7. ACTUARIAL IMBALANCE

The Council shares the distress expressed by Congressman Charles A. Vanik
in House Report 91-1090. It is all too clear that the tax stretch-out provided
in H.R. 17550 seriously threatens the actuarial soundness of the trust funds.
Moreover, if the proposed delays in tax changes are adopted, the trust fund
reserves will be so decreased that the social security program will be unable
to keep pace with the changing needs of our population. We urge that the pro-
posed delays in tax rate changes be deleted from H.P 17550.

5. MEDICARE

The inclusion of disability beneficiaries in the medicare program is long over-
due. All wage earners pay an additional tax to finance medicare, but if they
become disabled, they are deprived of medicare benefits unless and until they
reach age 05. The American Council of the Blind endorses S. 1477, which would
extend this coverage to all disabled persons receiving benefits under the Social
Security Act.

9. STATES' COMPREHENSIVE MEDICAID PROGRAMS

Section 228 of H.R. 17550 repeals the requirement that the States have com-
prehensive medicaid programs by 1077. We are all painfully aware of the un-
reasonable increases in the cost of medical and hospital care, but repealing this
requirement would represent surrender to those responsible for the unreason-
able costs and would leave the medically indigent subject, to an even greater
degree, to the uncertain half measures in most of the States.

10. FEDERALIZATION OF MEDICAID

The present federal-state medicaid program cannot be a satisfactory solution
to the health needs of medically indigent persons as long as the great variations
in coverage prevail in the several States. The Council advocates that medicaid
for medically indigent blind persons become an entirely Federal program pro-
viding uniform standards of eligibility and service throughout the country. We
believe that a pilot program of the smallest of the categories will demonstrate
the feasibility and desirability of a single national program.

11. LONG-TERM INSTITUTIONAL CARE

Section 225 of H.R. 17550 would reduce federal matching for long-term
institutional care by one-third and would drastically reduce the duration of
federal matching. Tais is an attempt to save money without regard to the
actual needs of the people involved. This section would require the States to
make up the difference in the cost of long-term institutional care, but if a State
chose not to pay the difference, then each individual would be financially com-
pelled to become an outpatient, regardless of his condition. This kind of economy
would translate into greater hardship for substantial numbers of people. The
Council advocates that the provision for the reduction of federal matching for
long-term institutional care be deleted from Section 225.

12. RELATIVE RESPONSIBILITY

Title XIX of the Social Security Act allows the States to consider the financial
responsibility of another individual for an applicant or recipient If he is a blind
or disabled child of the individual, regardless of the age of such child. This per-
mits the imposition of financial responsibility requirements on parents of adult
blind and disabled persons. The Council advocates the amendment of Title XIX
by the inclusion of S. 1251 in H.R. 17550. If these changes are not made, large
numbers of blind and disabled adults will continue to be disqualified for medical
assistance.
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Senator ANDERSON. Any questions?
Senator JORDAN. No questions.
Senator ANDERSON. Thank you very much.
Mfr. Irvin P. Schloss.

STATEMENT OF IRVIN P. SCHLOSS, LEGISLATIVE ANALYST,
AMERICAN FOUNDATION FOR THE BLIND

Mr. Scnioss. Mr. Chairman, I have submitted a written statement
which I would appreciate having included in the record of the
hearings.

Senator ANDERSON. It will be printed in full.
Mr. SCHLOSS. With your permission I will proceed to summarize it.
Today I am representing the American Foundation for the Blind

the national voluntary research and consultant agency in the field o?
services to blind persons of all ages and the American Association of
Workers for the Blind, the national professional membership associa-
tion in the field.

Both of these organizations endorse the provisions of H.R. 17550
increasing cash benefits for OASDI recipients, and also endorse the
increase in the taxable wage base with both the benefit structure and
the wage base structure tied to automatic increases based on increases
in the cost of living.

W e believe that inevitably there is a lag before the Congress can act,
especially during periods of high inflation, such as we have recently
experienced, and we believe that an automatic increase mechanism is
highly desirable without precluding periodic review by the Congress.

With regard to survivor benefits, we endorse the provisions of the
Hfouse-passed bill which would make widows eligible at age 65 for cash
benefits at the rate of 100 percent of what their husbands would have
received had they lived and retired with actuarial reductions to the
present 82.5 percent at ago 62. Wo also endorse the eligibility for cash
benefits of a disabled child based on the disability having been in-
curred before age 22.

We have some recommendations to make, however, for improve-
ments in several of the other survivor programs: namely those involv-
ing the cash benefit provisions for disabled widows, widowers, and
surviving divorced wives. I'hese individuals are particularly hard-
pressed, and the provisions of the act concerning them are unduly
harsh.

We would recommend, first, that the age 50 requirement for eligibil-
ity for cash payments be eliminated altogether; that the payment be
based on 100 percent of the primary insurance amount of the individ-
ual on whose wage record the benefit is based. We would also recom-
mend liberalizing the definition of disability so it is the same as the
one for disability insurance programs.

As you know, for disabled widows, widowers, and surviving di-
vorced wives, the disability must be so severe that it precludes any
gainful activity. This would mean that an individual under these cir-
cumstances could not even earn $50 a month to supplement the social
security benefit.

We would also endorse inclusion of the provisions of S. 4038 which
would liberalize the age at which widows and widowers would become
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eligible for social security cash benefits. We would particularly com-
mend to you for your serious consideration the provisions of thit bill,
which would make it possible for disabled wives and husbands to be-
come eligible for cash benefits at age 50.

With the regard to the disability insurance provisions for the blind,
Mr. Nagle of the National Federation of the Blind has very capably
outlined the provisions and the rationale for inclusion of the provi-
sions of S. 2518 in H.R. 17650. Both the organizations I am rep-
resenting concur wholeheartedly with the statement he presented.

We believe that enactment of the provisions of S. 2518 would spur
the rehabilitation of blind persons; whereas under the existing pro-
visions, as the law is administered, it very definitely acts as a deterrent
to rehabilitation since an individual who may have earnings as low
as $900 a year under present law could lose disability insurance cash
benefits that might be three or four times higher, considering family
benefits as well.

With regard to the health care provisions, we firmly believe that the
cost of prescription drugs should be included in title XVIII, the
medicare part of the act. These costs for an elderly person who has
a chronic ailment which requires the regular use of medication are
burdensome, and drastically reduce cash benefits. As you know, many
of these people depend almost exclusively on their social security cash
benefits for food, clothing, and shelter.

We would also recommend extension of medicare provisions to
disability insurance beneficiaries. As you know the Advisory Council
on Socil Security has recommended this, and we believe that these
individuals may be in serious straits without this benefit.

We would also recommend including under the medicare benefits of
title XVIII those individuals who are entitled to cash benefits as
disabled children, widows, widowers, and surviving divorced wives.

We have one other recommendation with regard to the health care
provisions. Present law does not cover an individual who is blind or
otherwise seriously disabled for the cost of special rehabilitation
center training which would equip him for adequate self-care so that
he could stay at home instead of having to be in an extended care
facility for a long period of time.

Although these costs of special rehabilitation center training are
not covered under the present act, we would strongly recommend that
they be covered. They are, in effect, a paramedical service, a very
legitimate health service, which enables a blind person to learn how
to operate at his maximum potential without using sight, in his own
home, and in other circumstances which would make it possible for
his family to keep him at home with them.

One of the provisions of the Social Security Act, one of the titles
with which we are particularly concerned, is title V providing ma-
ternal and child health and crippled children services. The National
Fede nation of the Blind joins with the American Foundation for the
Blind and the American Association of Workers for the Blind inendorsing our recommendation.

We believe that this program has an excellent potential for pre-
venting and ameliorating disability in children, thereby making it
unnecessary for these individuals to receive more expensive special
education or rehabilitation services later. It is certainly better to
prevent or correct the disability when the child is very young rather
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than have him go through life as a severely disabled person having,
perhaps ultimately, to go on the welfare rolls.

Our recommendations for improvements are as follows:
First, we would like to change the term "crippled children" in the

title of title V and in the text to "handicapped children" to more
nearly reflect the actual scope of the pro ramW We believe that this
simple change of terminology, which will not cost anything, would
give the program much more Visibility not only for the parents of
children who should be helped by it tut also tme State legislatures
who have to provide matching funls.

Second, we would recommend that the financing mechanism be made
the same as it is for the public assistance program so that each
State will receive as much in Federal funds as it is capable of matching.

I might say that the present formula in maternal and child health
and crippled children's program is at a great disadvantage compared
to most other Federal grant-in-aid programs. The matching formula
is something like 50-50. In most Felenli-State grant-in-aid programs
the formula runs from approximately a 75-percent Federal share
to 90-percent Federal share.

We believe that this improvement would more than pay for itself
in preventing the need for costlier special education and rehabilitation
procedures later on.

Third, we would recommend strengthening the State planning
provisions in various ways to make these services more comprehensive
throughout each State. This will be especially important when the
special project programs under sections 508, 509, and 510 of the Social
Security Act expire June 30,1972, and it is particularly important that
the basic Federal-State program have the financing and the State
planning provisions to assure comprehensive detection, prevention,
and tmatment services.

In conclusion, Mr. Chairman, I appreciate this opportunity to make
our views known to you. We sincerely hope that our recommendations
will receive your favorable consideration.

(Mr. Selioss' prepared statement follows. Hearing continues on
page 959.)

STATEMENT OF IRVIN P. SOHLOSS, LEaISLATivE ANALYST, AMERICAN FOUNDATION
FOp. THE BLIND

SUMMARY

The American Foundation for the Blind, the national voluntary research and
consultant agency in the field of services to the blind, and the American Associa-
tion of Workers for the Blind, the national professional membership association
in the field wholeheartedly endorse the increase In cash benefits effective Jan-
uary 1, 1971, for all beneficiaries under Title II of the Social Security Act. We
also endorse the provisions for automatic increases In the taxable wage base and
cash benefits based on increases In the Consumer Price Index in order to avoid
severe financial hardship for beneficiaries during periods of rapid increases in
the cost of living similar to those experienced in recent years. However, an
automatic benefit increase mechanism should not preclude periodic Congressional
review to determine the need for further additional benefit increases to make
OASDI cash payments more adequate and to take into account generally improved
living standards.

Both organizations welcome and endorse the provision In II.R. 17550 Increasing
the widow's benefit at age 05 to 100% of her deceased husband's primary
insurance amount with actuarial reductions to the present S2I% if she accepts
benefits at age 02. We also welcome the provision extending eligibility for disabled
child's benefits to Individuals whose disability occurred before age 22.

47-530--70--pt. 3-4
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We would strongly recommend liberalization of benefits for disabled wives,
widowers, and surviving divorced wives, so that these particularly hard-pres.ed
individuals will receive more adequate cosh benefits. We recommend the following
improvements: (1) elimination of the age 50 requirement as the minimum age
qualification; (2) cash benefits based on 100% of the primary Insurance amount
of the deceased individual on whose wage record the benefit is based; and (3)
making the qualifying definition of disability the same as that used for disability
Insurance. Similarly, we would recommend inclusion of the provisions of S. 4038,
liberalizing the age at which widows and widowers qualify for cash benefits and
covering disabled wives and husbands for cash benefits at age 50.

We wholeheartedly endorse inclusion in H.R. 17550 of the provisions of S.
2518 which would make it possible for blind persons to qualify for cash disability
Insurance benefits with at least six quarters of covered employment without re-
gard to their ability to engage in substantial gainful activity. Since "substantial
gainful activity" Is interpreted by the Social Security Administration to mean
annual earnings varying from half the amount specified in the retirement test
($840 to $1,680 under present law), such annual earnings could hardly be char-
acterized as "substantial." Yet earnings of $900 a year could deprive a dis-
abled beneficiary of substantially higher cash benefits and work -a severe hard-
ship on the individual and his family. S. 2518 would provide a secure financial
floor from which a blind person would be able to rehabilitate.himself withofit
fear of losing his benefit should he find it possible to obtain only low-paying em-
ployment after completing training.

With regard to health care benefits under Title XVIII, we believe that the
program should be improved to cover the cost of prescription drugs, a burden-
some cost which consumes a substantial part of an elderly individual's monthly
cash benefit. We would strongly urge the Committee to cover disability insur-
ance beneficiaries for health care benefits under Title XVIII in accordance with
the recommendations of the Advisory Council on Social Security in recent years.
The special needs of these individuals for adequate health care may be even more
acute than the needs of most elderly persons already covered, while their finan-
cial resources may be more limited. Finally, we would recommend improving
Title XVIII to cover special rehabilitation center services designed to train blind
and otherwise disabled persons for more adequate self-care. This would be partic-
ularly important to older beneficiaries who cannot expect similar services under
the Federal-State vocational rehabilitation program.

The National Federation of the Blind, whose representative Is appearing be-
fore this Committee on other aspects of the Social Security Act, joins with the
American Foundation for the Blind and the American Association of Workers
for the Blind in advocating Improvements in Title V, covering maternal and
child lN-alth and crippled children's services. This program has an excellent po-
tential for preventing and ameliorating disability. We believe that this potential
could be attained if the following Improvements were made: (1) change the
term "crippled children" in the title and text to "handicapped children" to more
accurately reflect the scope of the program; (2) provide for financing similar to
that used in the public assistance program, so that each State will receive as
much of a Federal contribution as It is capable of matching: and (3) strengthen
State plan provisions in various ways, including assurance of comprehensive
services after the special project programs expire.

INCREASE IN OASDI CASH BENEFITS

The American Foundation for the Blind and the American Association of
Workers for the Blind wholeheartedly endorse the increase in cash benefits
effective January 1, 1071, for all beneficiaries under Title II of the Social Se-
curity Act. Rapid increases in living costs in recent years have made it extremely
difficult for OASDI beneficiaries, especially those who must rely exclusively on
that income, to live at a level adequate for minimum human needs. Therefore,
we also endorse the provision for automatic Increases based on Increases in the
Consumer Price Index. This will avoid severe financial hardship for beneficiaries
during periods of rapid rises in the cost of living similar to those experienced in
recent years before Congress has time to act. However, an automatic benefit
Increase mechanism should not preclude periodic Congressional review to deter-
mine the need for further benefit increases to make OASDI cash payments more
adequate and to take Into account generally improved living standards.

Similarly, we advocate an increase in the taxable wage base to at least $0,000
with provision for automatic increases as wage levels Increase, in order to as-
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sure adequate benefits to current and future beneficiaries more closely related to
their total earnings during their working years. Over the years wage levels have
increased, but the taxable wage base has not been raised in the same proportion.
As a result, retired persons have found that the so-called "golden years" of re-
tirement to which they had looked forward were, in effect, years of financial
deprivation with the need for drastically reduced living standards. Again, auto-
matic wage base adjustments should not preclude Congressional review to assure
actuarial soundness of financing and to make necessary adjustments.

IMPROVED SURVIVOR BEN5TftS

Both organizations welcome and endorse the provision in H.R. 17550 increasing
the widow's benefit at age 65 to 100% of her deceased husband's primary insur-
ance amount with actuarial reductions to the present 82'A% if she accepts bene-
fits at age 62. We also welcome the provision in h.R. 17550 extending eligibility
for disabled child's benefits to individuals whose disability occurred before age
22.

We would strongly recommend liberalization of benefits for disabled widows,
widowers, and surviving divorced wives, so that these particularly hard-pressed
individuals will receive more adequate cash benefits. Existing eligibility require-
ments on cash benefits for these individuals are unduly harsh. We recommend
the following improvements: (1) elimination of the age 50 requirement as the- minimum age qualification; (2) cash benefits based on 100% of the primary in-
surance-auount of the deceased individual on whose wage record the benefit is
based; and "(3) making the qualifying definition of disability the same as that
used for disability insurance.

*-.We also recommend inclusIon otjhe provisions of S. 4038, which would make
it possible for widows to begin receivilng-cash benefits at age 50 and widowers at
age 60. We particularly commend to the ComriItteo.Ancluslon of the provisions of
this bill which would make it possible for disabled wfes and husbands to begin
receiving cash benefits at age 50. The serious financial burden on-the family wage
earner of severe disability covered under this provision would be partly alleviated
by this bill. Invariably, in addition to high medical care costs, the wage earner
would also have to arrange for costly full-time homemaker service to assure ade- " -
quate care of the disabled spouse.

DISABILITY INSUBANCF. FOR THE BLIND

We appreciate the provision of 11.11. 17550 eliminating the requirement of 20
out of 40 quarters of coverage preceding the onset of disability as a qualification
for cash disability insurance benefits for blind persons. However, we would rec-
ommend substitution of the provisions of S. 2518. This bill wouhl make it Ix)s-
sible for blind persons to qualify for cash disability insurance benefits witi at
least six quarters of covered employment without regard to their ability to engage
in substantial gainful activity. Of course, the actual amount of disability insur-
ance cash benefits will vary with the number of quarters in covered employment
and the wage credits of the individual. This bill would base the award of cash
benefits on a medical determination that blindness exists, that this condition
severely curtails opportunities for employment, and that it is a serious handicap
in other than economic ways.
We are firmly convinced that enactment of the provisions of S. 2518 into law

will definitely serve to spur the rehabilitation of blind persons. By providing blind
persons with an economic floor from which to operate while rehabilitating them-
selves, the Congress will give them an opportunity to explore various occupations
without the risk of losing their benefits should they fail in one endeavor and
find it necessary to try something else.

On the other hand, the existing law serves as a deterrent to rehabilitation; for
there Is no incentive to experiment when a blind person has to risk losing the
security of his cash benefits when he accepts employment which may provide an
income substantially smaller. As you know, the term "ability to engage in sub-
stantial gainful activity" in the present definition of disability is variously inter-
preted across the country by the different state agencies making disability deter-
minations. Thus, an Individual who earns anywhere from $840 to $1,080 a year
after rehabilitation will no longer be entitled to receive any disability insurance
cash benefits, depending on the state in which he resides. Since the cash benefits
could easily have been double the individual's earned income, the present defini-
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tion of disability works a hardship on the disabled individual and his family in
the name of rehabilitation.

We know from the experience of World War II and Korean Conflict blinded
veterans that the floor of financial security provided by their disability compen-
sation has been an incentive rather than a deterrent to rehabilitation. We can
confidently predict that the same will be true of blind disability insurance bene-
ficiaries under Social Security.

HEALTH CARE BENEFITS

With regard too health care benefits under Title XVIII, we believe that the
program should be improved to cover the cost of prescription drugs, a burden-
some cost which consumes a substantial part of an elderly individual's monthly
cash benefit. 'Adequate medical care of many chronic ailments of the elderly re-
quires the use of expensive medication. We believe that the cost of covering
prescription drugs would be offset by avoiding or delaying the need for costlier
inpatient care in a hospital or extended care facility.

We would strongly urge the Committee to cover disability insurance bene-
ficiaries for health care benefits under Title XVIII in accordance with the
recommendations of the Advisory Council on Social Security in recent years.
Also, we would recommend that those entitled to receive cash benefits as disabled
children, widows, widowers, and surviving divorced wives be covered by Title
XVIII benefits. The special needs of these individuals for adequate health care
may be even more acute than the needs of most elderly people already covered,
while their financial resources may be more limited. Finally, we would recom-
mend improving Title XVIII to cover special rehabilitation center services de-
signed to train blind and otherwise disabled persons for more adequate self-care.
This would be particularly important to older beneficiaries who cannot expect
similar services under the Federal-State vocational rehabilitation program.

MATERNAL AND CHILD IEALTHI AND CRIPPLED CHILDREN'S SERVICES

Te National Federation of the Blind, whose representative is appearing before
this Committee on other aspects of the Social Security Act, Joins with the
American Foundation for the Blind and the American Association of Workers for
the Blind in advocating improvements in Title V, covering maternal and child
health and crippled children's services. This program has an excellent potential
for preventing and ameliorating disability. We believe that this potential could
be attained If the following improvements were made: (1) change the term
"crippled children" in the title and text to "handicapped children" to more
accurately reflect the scope of the program; (2) provide for financing similar
to that used in the public assistance program, so that each state will receive
as much of a Federal contribution as it is capable of matching; and (3) strengthen
state plan provisions in various ways, including assurance of comprehensive
services after the special project programs expire.

As you know, the original emphasis in this program was treatment of children
with orthopedic disabilities. Hence, the name "services for crippled children"
was an appropriate one. Over the years, however, other types of handicapping
conditions were included within the scope of the program. These conditions
include epilepsy, congential malformations, impaired vision, impaired hearing,
cerebral palsy, and mental retardation.

To both professional and lay persons, the term "crippled" still refers to an
orthopedic disability. We firmly believe that changing the name of the program
and appropriate text in accordance with our recommendation will give the
program substantially better visibility to the parents of children who should be
served by it and result in increased state financial support as well.

Two examples of correctable eye diseases in children will illustrate the value
of this program in preventing blindness. Strabismus (cross eye) is a condition
which Is readily correctable through the use of prescription eye glasses or
surgery. If not corrected, vision in the crossed eye Is suppressed until severe
sight los.s results. Similarly, amblyopia ex anopsla (lazy eye) is a condition
which results in severe sight loss In the suppressed eye. Both of these conditions
should be detected and treated as early as possible in the preschool years In
order to prevent the serious sight loss which may then necessitate costly special
educ nation and vocational rehabilitation procedures.

The Social Security Amendments of 1007 added a definition of crippling con-
ditions to the Federal law which should result in comprehensive services to
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children with a wide variety of handicapping conditions as the impact of this
amendment is Increasingly felt. We would strongly urge the Committee to improve
financing of the basic Federal-State program by making it similar to the financing
method used In Title XVI to assure the needed increase in services on a com-
prehensive basis in every State. Improved financing will be particularly Ii-
portant when the special project programs under Sections 508, 509, and 510 expire
on June 30, 1972.

Similarly, State plan provisions for the basic program should be strengthened
to assure comprehensive detection and treatment procedures when the provisions
of these same special project programs are no longer applicable. We would further
recommend that the State agencies administering State plans for vocational
rehabilitation services for the blind be authorized to provide services for children
with vision problems in the Title V program.

With more adequate Federal financial support, with authorization for a special-
Ized State agency to serve the group it knows best, and with a proper system of
priorities based on the handicapping effects of a condition, no child need be
deprived of services which would assist him to lead a more normal life as a result
of prevention or correction of a handicapping condition.

CONCLUSION

In closing, Mr. Chairman, I should like to express the appreciation of The
American Foundation for the Blind and the American Association of Workers
for the Blind for the consideration of this Committee Is giving our recommenda-
tions. We believe that these recommendations will strengthen our social Insurance
programs in urgently needed ways and improve Title V programs. We sincerely
hol, that the Committee will take favorable action on these recommendations.

Senator ANDERSON. Thank you very much.
Senator CURTIS. Mr. Chairman, I have one question.
You suggested a change in the law from the term "crippled children"

to "handicapped children."
Mr. Scixoss Yes sir.
Senator Cueris. lould that mean any change in the number of chil-

dren to be benefited?
Mr. Somioss. No; it would not.
Originally the program was called Crippled Children's Services be-

cause the emphasis was on children with orthopedic disability. Over
the years children with epilepsy, visual problems, hearing problems,
mental retardation, and congenital malformation have been included
in the program; but the term "crippled children" is still used, and we
believe changing that term to "hanlicapped children" would be actu-
ally more expressive of what the scope of the program really is.

Senator CUmTis. And you suggest it because it would be more de-
scriptive and better understood?

Mr. SOiLOss. Better understood by both the public and the State
legislatures, professionals who are involved in the program or who
would be referring people to the program.

Senator Cuwns. That is all, Mr. Chairman.
Senator ANDERSOn. Thank you.
There will be one change in the program.
Mr. McManus, director of the Nebraska Department of Public

Welfare.
Senator Cuits. Mr. Chairman, I would like to have the record

show that I welcome Mr. McManus here today. ie is an official wit-
ness for the State of Nebraska.

Nebraska, like all other States, is vitally interested in social secur-
ity and welfare programs. It is an important item in the budget of
the State and they are interested in the work that is being done in
these various programs.
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I am glad you can be here, Mr. McManus.
Senator Axjn:RsoN. We are glad to have you here.

STATEMENT OF ROBERT D. McMANUS, DIRECTOR, NEBRASKA
STATE DEPARTMENT OF PUBLIC WELFARE

Mr. MCMANUS. Mr. Chairman and members of the Committee on
Finance of the U.S. Senate, I appear before you today as the director
of the department of public welfare for the State of Nebraska.

I am also the director of administrative services for the State of
Nebraska.

The bill which is before you, II.R. 17550, contains certain monetary
incentives and certain other monetary disadvantages to the State of
Nebraska. We feel that there is an extreme imbalance of disincentives
contained in this bill.

The effect of these provisions would be the transfer of financial re-
sponsibility from the Federal Treasury to that of the State. There
would not'be the resulting savings envisioned by the bill.

There is also in this bill some disincentives to upgrading of nurs-
ing home care.

Now the State of Nebraska supports the intent of many of the pro-
visions. Our State, as all other States, also is interested in reducing
costs for long-term care, and for using short-term out-patient hospital
services, clinics, and home health services wherever possible.

The State has been rushing and continues to make every effort to
encourage just what this bill encourages.

However, the movement toward this goal cannot be forced upon the
State by the use of financial disincentives. This requires considerable
long-terim planning and a development of alternates to long-term
care.

We respectfully submit that the following sections of the bill be
reconsidered in light of the transfer of fiscal responsibility from the
Federal Government to the State with, in fact, no saving of tax
dollars.

Section 22.5 (a) (1) contains major provisions, the purpose of which
is to increase by 25 percent the matching rate up to 85 percent for
out-patient hospital services, clinic services, and home health serv-
Ice.S.

In our State, the fiscal impact of this provision would be small. It
would result in an, if the load were doubled it would result in only
an increase in Federal funds of $169,000, less than one and a half
percent, of Nebraska's total medical assistance expenditures.

Them is no indication that we would realize any savings in long-
term care expenditures from this increased effort. We do support the
expansion of these services, and the incentives for their provision are
also supported.

Section 326(a) (2) contains disincentives which have the effect of
transferring fiscal responsibility from the Federal Treasury to the
State treasury.

It deals with, (a) (2) deals with in-patient hospital care which
proposes reducing Federal matching over the first 60 days by 331/3
percent.

In our State there are relatively few people who require more
tban 60 (lays of hospital care. In 1969, there were 90 people.
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The impact in 1970, is estimated at $24,800 of additional State funds
for these people who do in fact require hospital care for more than
60 days.

There is no indication that the reduced Federal matching for in-
patient hospital care will in any way affect the number of peol)le re-
quiring hospital care for more than 60 days.

For example, the 90 persons in Nebraska who received in excess of
60 hospital days in 1969, required a total of 6,324 days at a total cost
of $180,000 which would, under the new formula, reduce the Federal
share from $74,000 to about $48,000 or a transfer of about $25,000 to
the State cost.

Section 225(a) (2) (b), the skilled nursing home care limitation of
90 days during any fiscal year, there will be affected a total of over
3,000 persons in Nebraska requiring skilled nursing facilities, and in
fiscal year 1971, there will be an estimated 642,000 days of skilled
nursing care provided over the 90 days resulting in the transfer of
almost $1.6 million to the State general fund or other tax sources for
skilled nursing care for a 12-month period.

Aside from the fiscal impact of the reduced funding is the possible
incentive for long-term care facilities to downgrade their staff and
other services because of the limitation on the payment.

The State is interested in assuring that care required is received
and that payment is only for care received. There is no indication that
the reduction in Federal participation after 90 days will result in any
patient now receiving care in a skilled nursing facility not requiring
skilled nursing care after the first 90 days of in-patient status in the
home. If they need the care, they will still need it whether the Federal
Government pays or not.

A reduction in Fed .ral matching will not contribute to effective
control of inappropriate costs.

The State is also concerned with such inappropriate costs.
We believe that the incentive provisions and other constructive

provisions to encourage more efficient use of health services are de-
sirable. Disincentives for long-term institutional care may not be a
practical solution, and care will not be reduced in the short term
regardless of the incentives built into the Federal matching funds.

The State of Nebraska general fund will not be able to pick up the
added costs from the State general fund.

Section 225 (a) (2).(c) adds to the limitations to in-patient hospital
and skilled nursing is an additional backing away from Federal sup-
port for patients in mental hospitals, the proposed limitations of
Federal participation to 90 days and then reducing the matching
by 33% percent.

Even more restrictive is the complete backing away after 365 days
of care in a mental hospital for the lifetime of a mentally ill person.
We estimate that this provision will transfer to the State general
fund approximately $400,000 to $500,000 during the next fiscal year.
It will affect a minimum of 75 persons requiring more than 90 lays
of hospitalization for treatment of mental disorders.

This represents a complete backing away by the Federal Govern-
ment from care in public institutions for our less fortunate citizens
requiring less than skilled nursing care, but do require institutional
care and intermediate care facilities, whether public or private.



962

This restriction will result in a transfer of costs from the Federal
Government to the State of approximately $500,000 in a 12-month
period.

I think it should be pointed out that many of the proposed changes
in the medicaid program affect. poor people who have no means ex-
cep)t some source of the tax dollar to pay for their medical care where
it is required. A reduction in Federal funding is only a savings to one
tax base and creates an equal additional tax burden on the State or
local tax dollars. This is not a saving but a movement by the Federal
Government away from a previous obligation which "the State of
Nebraska entered' into with the Federal Government assuming a full
commitment by th Federal Govermunent on a continuing sustained
basis.

I am sure that cutbacks in Federal matching will affect future
Federal, State, and local governments' l)articipation in any new pro-
grams considering the steps proposed in this bill. These proposals
will create a lack of confidence by the States.

Now, Nebraska does support many of the provisions that are in
the bill. We do not regard all of the provisions as being regressive in
nature.

We stil)port, for example, sections 229,232,235, and 236.
We are opposed to section 251, which makes mandatory a 3-month

retroactive eligibility date where now this is a permissive section of
title XIX. This section should be deleted, and States should continue
to be allowed to determine their own retroactive eligibility periods.

The bill removes-this section of the bill removes from the State
one present cost control element which, as I said, this section would
eliminate.

In summary, gentlemen, the primary section of this bill concerning
the State of Nebraska is section 225, wherein reduced Federal match-
ing is proposed for long-term care. This section of the bill merely
transfers fiscal responsibility and the State does not have the fmus
to assume this additional obligation.

I thank you for your attention, and I will be glad to answer any
questions.

(Mr. McManus' prepared statement follows:)
TESTIMONY OF ROBBER' D. MOMANus, DIRECTOR, NEBRASKA STATE DEPARTMENT OF

PUBLIC WELFARE

SUMMARY

The State of Nebraska Is In agreement and supports the constructive provisions
contained In H.R. 17550.

These provisions for out-patient hospital care, clinic service, and home health
are supported but the fiscal Impact on the State general fund is small.

Nebraska favors the provision allowing the States to determine the method
used to establish reasonable cost for in-patient hospital care and that provision
providing for the development of compatible processing systems and for coopera-
tion between Title XVIII and Title XIX in utilization review.

The State of Nebraska does not support the part of the Bill dealing with fi-
nancial disincentives resulting in the transfer of financial responsibility from
the Federal Government to the State or County.

The cost of backing away from funding for in-patient hospital care, skilled
nursing homes, mental hospitals and public Intermediate care facilities will result
In the transfer of approximately two and one-half million dollars to the State or
County. This backing away by the Federal Government In Grant-in-Aid Programs
will certainly create a confidence gap. States would be very hesitant in the future
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to enter into a partnership with a partner who fulfills only a part of the agree-
ment. The States are Just as concerned with rising medical costs as the Federal
Government. Disincentives will not rr cult in tax savings but will merely trans-
fer the tax burden to other taxing sources.

OUTLINE FOR TESTIMONY ON .A. 17550

I. Disincentives outweigh incentives
II. Intent of the bill is supported by Nebraska

III. Nebraska encourages alternates
IV. Reconsider the following sections

Section 225 (a)(1) support incentives for alternate care
Section 225 (a)(2) disincentive for Inpatient hospital care
Section 225(a) (2) disincentive for skilled nursing home

V. Possible downgrading of facilities
VI. Disincentives not a solution

Federal backing away from support on mental hospitals
Federal backing away from support of public Intermediate care
A shift of tax support and a decrease in confidence In Federal programs

VII. Nebraskc supports
State -reedom to establish reasonable rate for In-hospital care
Processing systems compatible between title XVIII and XIX
Cooperation in utilization review between medicare and medicaid
Freedom bor States to establish cost sharing levels

VIII. Oppose mandated retroactive period
IX. Primary concern is the reduction in long-term care participation

TESTIMONY

Mr. Chairman and Members of the Committee on Finance of the United States
Senate, I appear before you today as the Director of the Department of Public
Welfare of the State of Nebraska. I am also the Director of Administrative
Services for the State of Nebraska.

DISINCENTIVES OUTWEIGH INCENTIVES

There Is before you a Bill (I.R. 17550) that contains certain monetary incen-
tives and certain other monetary disincentives to the State of Nebraska. There
is an imbalance of disincentive contained In this Bill. The effect of these )rovi-
sions would be the transfer of financial responsibility from the Federal Treasury
to the State. There would not be the resulting savings envisioned by the Bill.
There Is also in this Bill some disincentives to the upgrading of nursing home
care.

TIlE INTENT OF TIHE BILL IS SUPPORTED BY NEBRASKA

The intent of many of the provisions appears to be in complete accord with the
efforts of the State of Nebraska. The State also Is Interested in reducing outlays
for long-term care ard, if feasible, using short-term out-patient hospital, clinic
services, and homo health services wherever possible.

NEBRASKA ENCOURAGES ALTERNATES

The State has been making, and continues to make, every effort to encourage
Just what this Bill envisions. However, the movement toward this goal cannot
be forced upon the State by the use of such financial disincentive. This requires
considerable long-term planning and the development of alternates to long-term
care. This is particularly true in our rural areas.

SUPPORT INCENTIVES FOR ALTERNATE CARE

Section 225(a) (1) contains major provisions which propose to Increase by 25
percent the matching rate (up to a maximum of 95 percent) for out-patient hos-
pital services, clinic services, and home health services (other than physical
-therapy services). The fiscal impact of this provision would be indeed small.
Our estimates indicate that if the out-patient services, clinic services and home
health services efforts could be doubled, the fiscal impact in one year of addl.
tonal Federal funds would be only $169,100. This amount Is less than 1.5 per-
cent of Nebraska's total Medical Assistance expenditure. There Is no indication
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that we would realize any savings .it long-term care expenditures. The expansion
of these services is supported by Nebraska and the incentives for their provision
is also supported.

RECONSIDER TIE FOLLOWING SECTIONS

We respectfully submit that the following sections of the Bill be reconsidered
in light of the transfer of fiscal responsibility from the Federal Government to
the State with, in fact, no saving of tax dollars.

DISINCENTIVES FOR IN-PATIENT HOSPITAL OARE

Section 225(a) (2) contains disincentives which have the effect of transferring
fiscal responsibility from the Federal Treasury to the State. The first disincentive
deals with in-patient hospital care which proposes reducing Federal matching
after the first sixty days by 33% percent. There is a relatively small number of
persons who require more than 60 days of hospital care (90 persons in 1069
received 60 or more in-patient hospital days care In Nebraska). The impact in
1970 is estimated at $24,804 additional State funds for care for people who do
require hospital care for more than 60 days. There is no indication that the
Reduced Federal matching for in-patient hospital care will in any way affect
the number of people requiring hospital care for more than 60 days. (In Nebraska
90 persons received in excess of 60 days care, a total of 6,324 days of care, a total
cost of $130,000, reduced Federal share from $74,425 to $49,621, an additional
$24,804 State funds.)

DISINCENTIVES FOR SKILLED NURSING 1OME CARE

The second disincentive is the skilled nursing home care limitation of 90 days
during any fiscal year. There will be affected a projected total of over 3,000
persons requiring skilled nursing facilities. In fiscal year 1971 there will be an
estimated 642,000 days of skilled nursing care provided and required over the
90 days. This will result in the transfer of an estimated $1,692,000 to the State
Ce wral Fund or other tax sources for skilled nursing care for twelve months
(Federal percentage decrease from 57.25 to 38.17. $8,346,000 total cost of care
over 90 days, 57.25 Federal share $4,778,085; reduced Federal share 38.17%,
$3,185,668.20).

POSSIBLE DOWNGRADING OF FACILITIES

Aside from the fiscal impact of the reduced funds, there is the possible incen-
tive for long-term care facilities to downgrade staff and other services realizing
that payment to skilled nursing facilities and skilled care is limited to 90 days.
The State is very interested in assuring that only care which Is required is being
received and that payment is for the care received. The limitation will result in
the probable downgrading of nursing facilities. The incentive is the reduction
in payment after 90 days. There is no indication that we are aware of, indicating
that the reduction in Federal participation after 90 days will result in any
present patient in a skilled nursing facility not requiring skilled care after the
first 00 days of in-patient status in the facility. The reduction in Federal match-
Ing will not contribute to effective control of Inappropriate costs. The State is
also concerned with such inappropriae costs. There are only very limited alterna-
tives to long-term In-patient hospital and skilled nursing homes care.

DISINCENTIVES ARE NOT A SOLUTION

We feel that the incentive provisions and other constructive provisions to
encourage more efficient use of health services, are very desirable. The disin-
centives for long-term institutional care are not a practical solution and will
not be substantially reduced in the short term regardless of the incentives built
into the Federal matching formulas. The State of Nebraska will not be able to
pick up the added costs from the State General Fund.

FEDERAL BACKING AWAY FROM SUPPORT ON MENTAL HOSPITALS

In addition to in-patient hospital and skilled nursing facility limitations, there
is the additional backing away from Federal support for people in mental
hospitals. This provision proposes limiting Federal participation to 90 days
after which the Federal matching is reduced by 331A percent. Even more restric.
tive is the complete backing away after 365 days of care in a mental hospital for
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the lifetime of a person who Is mentally Ill. It is estimated that this provision will
transfer to the State General Fund approximately $399,828 during the next fiscal
year. The provision will affect approximately 75 persons who require more than
90 days hospitalization for treatment of mental disorders.

A SHIFT OF TAX SUPPORT AND DECREASE IN CONFIDENCE IN FEDERAL PROGRAMS

It must be remembered that many of these proposed changes in the Medicaid
program affect poor people who have no other means than some source of the
tax dollar to support them in situations where medical care is required. This
limitation in funding may require the State to limit funding, in which case, the
cost of care of these persons not able to pay their own medical bills will in
Nebraska revert to the county over-burdened property tax. The result of this
reduction in Federal outlays is a savings only to one tax base and does In fact
create additional tax burdens on the State or local tax dollars. The savings
is not a savings but a movement by one segment away from a previous obligation,
which the State of Nebraska entered into assuming that the commitment of the
Federal Government would be sustained. These cutbacks in Federal matching, I
am sure, will affect future Federal, State and Local Governments entering Into
any new programs considering the steps proposed In this Bill. These proposals
for a reduction In funding from the Federal Government will, I am sure, create
a lack of confidence in the Federal Government.

NEBRASKA SUPPORTS

State freedom to establish reasonable rate for in-hospital
The provisions of this Bill are not all of a nature indicated as being regressive.

We are in favor of the provisions bf Section 229 that allow the States to deter-
mine the method to be used to establish reasonable cost for in-patient hospital
care.
Processing systems compatible between t tut ZVIII and XIX

Section 232 deals with the development of processing systems making these
systems Title XVIII and XIX compatible. The State of Nebraska also sup-
ports the developing of information systems relating to providing recipients with
Information and the Increased funding to encourage such operations.
Cooperation in utilization review between medicare and medicaid

In a similar line, Section 235 provides for Title XVIII and Title XIX co-
operation in the utilization review function and relieves the State of the
responsibility for establishing separate utilization review capabilities.
Freedom for States to establish cost-sharing levels

Section 230 allows the States to establish their own cost-sharing and deductible
levels for non-cash recipients and will allow the States more flexibility In the
control of expenditures in the Medicaid Program.

OPPOSE MANDATED RETROAOTIVE PERIOD

Section 251 makes mandatory ai 3-month retroactive eligibility date wherein now
this is a permissive section of Title XIX. We feel that this section should be
deleted and the States should continue to be allowed to determine their own retro-
active eligibility periods as this section of the Bill removes from the State
one possible cost control element which this section would eliminate.

PRIMARY CONCERN IS THE REDUCTION IN LONG TERM CARE PARTICIPANTS

In summary, the primary section of this Bill which the State is concerned
with is Section 225 wherein reduced Federal matching is proposed for long-term
care. This section of the Bill merely transfers fiscal responsibility and the
State does not have the funds to assume this obligation.

I will be happy to answer any questions at this time.

Senator ANDERSON. Are there questions?
Senator CURTIS. According to your reading of this bill, if the I-Iouse

provisions are not changed, whiqn would this Shift of funding take
place I
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Mr. Mc AAMxus. It would take place as soon as the bill became effec-
tiv6, Senator. if the bill were to be signed into law prior to July 1, 1971t
it would immediately transfer responsibility for additional funding
to the State during tie current biennium.

As the Senator Knows, the State of Nebraska operates on a biennium
funding basis. We appropriate on a 2-year basis. Our next-the end of
the current biennium occurs June 80, 1971.

Senator CURTIS. Would you agree with the distinguished Senator
from Oklahoma that it is very important that a State be permitted to
rely upon existing programs and the commitment that goes along with
them when they are tendered to the States?

Mr. MOMAXUs. Absolutely, Senator.
There is no way in which the State can develop its budget and pro-

vide for services to the people if they cannot rely on a continuing basis
upon the commitments that have been enacted into law, and that have-
and upon which they have developed their programs.

Senator CURTIS. re there problems present for both administrative
people as well as the legislators who must raise the funds when such
shift ts are made?

Mr. M CMANUS. Yes, Senator.
As you know, the costs of the medical program and all of the asso-

ciated welfare programs have been increasing tremendously for a
variety of reasons.

The administration of the program at the present time is extremely
difficult. The States, and our State in particular, have been making
great strides in developing controls and systems to insure the proper
cost expenditures and the proper control of the expenditures to the
vendors of health services.

The transfer of this change would create tremendous administrative
problems as well as the problems created for the legislature in finding
the funds to support the change.

Senator Cun'is. Is it not true that members of the legislature, re-
lying upon the existence of a given program, make commitments or
plans for other programs, maybe entirely removed from that, that are
disrupted when the Federal government decides to discontinue some-
thing that has already been tendered to the State and been in force
for several years?

Mr. MoMAcus. Absolutely.
As you know, as the director of administrative services, Senator, I

have responsibility for the development of the executive budget, among
other things, and I do have some firsthand knowledge of the problems
of budgeting.

With the limited amount of money that is available from the taxes,
the Governor and the legislature endeavor to make the most efficient
use of those funds and allocate them to the programs that they feel
are most needed within the State.

Now all of these funds are planned for and accounted for and ear-
marked for exp enditure. Therefore, when a change of this nature takes
place, it immediately has the effect of depriving other programs which
lave lady been planned for and are underway, and to be disrupted
or curtailed.

Senator CrTIS. The staff calls my attention to the fact that the
House bill, by its terms, in this particular respect, at least would be-
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come effective January 1, 1971. So, even if a State was financially able
to bear the added load, you could not be ready for it by January 1,
could youI

Mr. MoMfANus. We would not have the money. There is no money
available for this purpose.

Senator CuRTIs. Would it be your opinion that the problems faced
by Nebraska would be likewise aced by many other States?

Mr. MoM L~us. I would assume that this would be true, Senator.
Many of the States end their fiscal year on June 30, 1071, as we do, and
this would not be a problem that would be peculiar to Nebraska alone.

Senator CURTIS. That is all Mr. Chairman.
Senator ANDERSON. Any other questions?
Thank you very much for your practical experience.
Mr. MoMANus. Thank you very much, Mr. Chairman.
Senator ANDERSON. Dr. Martin D. Steinberg.

STATEMENT OF DR. MARTIN I, STEINBERG, MEMBER OF THE
BOARD OF TRUSTEES, AMERICAN HOSPITAL ASSOCIATION; AC-
COMPANIED BY JOHN M. STAGL, DIRECTOR OF THE PASSAVANT
MEMORIAL HOSPITAL; AND KENNETH WILLIAMSON, DEPUTY
DIRECTOR, AMERICAN HOSPITAL ASSOCIATION

Dr. STEInBERo. Mr. Chairman and members of the committee, I am
Dr. Martin R. Steinberg, professor of administrative medicine at the
Mount Sinai School of medicinee in New York City, and a member of
the board of trustees of the American Hospital Association.

With me is John M. Stagl, director of the Passavant Memorial Hos-
pital, Chicago, Ill.

Also with me is Kenneth Williamson, deputy director of the Amer-
ican Hospital Association, and director of is Washington ServiceBureau.

I would like to assure you gentlemen, I am not going to take more
than 20 or so minutes, despite the apparent length of the testimony. It
is my purpose to excerpt this in the interests of saving time.

Senator ANDERSON. Thank you very much.
Dr. STEINBER0. Thank you.
Now, if you will, turn to the top of page 3. These excerpts, sir, will

be identified and located in the text, although from time to time we
will simply summarize them instead of reading them.

At the top of page 3, we note that section 221 provides for the
establishment of a new type of planning agency. We see no
need for establishing "super planning agencies," and we recommend
against it.

If you will,turn, please, to page 4, at the top of the page. We rec-
ommend that the last sentence of paragraph (e) of section 221 be
deleted, and that there be added the following:

A determination by the Secretary under this section shall be subject to an
administrative hearing to the same extent as is provided for In section 205(b)
of the Social Security Act and if the capital expenditure in question exceeds
$100,000, it shall be subject to judicial review to the same extent as is providedfor in section 205 (g) of such act.We have for some time been concerned with the inability of hos-

pitals under the law to appeal from determinations made by the
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Social-Security Administration or tie intermediary on reim)litrse-
net matters. W~We, therefore, also recommend a similar appeal pro-
vision be included for such determinations.

"Turn' g now, please, to the second paragraph on page 5.
We note that section 221, as currently written, imposes limitations

which would apply to all replacemnents of capital equipment within
a hospital, even routine replacements. We recommend, as stated at the
top of page 6, that expenditures for the routine replacement of non-
clinical items shall not be deemed to be capital expenditures for the
purpose of this section. F urtler, we recommend that this section shall
not apply to any expenditures for which approval has been given
under a State certification of need law.

Section 222, continuing on ptge 6, deals with experiments and dem-
onstration projects in prospective reimbursement, and provides that
these experiments cannot. be initiated until they are reported in full
to the IHouse Ways and Means Committee and the Senate Finance
Committee.

Wer are concerned that the Secretary will await approval by the
committees or at least indications that there is no disapproval, and
we recommend, as stated on the top of page 8, that:

The Secretary shill submit to the Committee on Ways and Means of the House
of Representatives and to the Committee on Finance of the Senate, quarterly
reports containing full and complete descriptions of each and every such experi-
mental project which has been recommended to the Secretary for approval, has
been approved, or has been placed in operation.

This, we feel, will eliminate the necessity for prior approval and
the danger of overlong postponement.

Section 223 deals with limitations on coverage of costs under the
medicare program. It appears to give the Secretary of the Department
of Health, Education, and Welfare, authority to disallow costs which
lie deems in some manner result from ineffliency or which he deemsarise from the provision of unnecessary services.

We believe this whole section constitutes a most dangerous and
unwarranted invasion of the administrative authority and preroga-
tives of hospitals.

On the next two pages, that is pages 9 and 10, we have set forth and
reconunend for your adoption three requirements. These are numbered,
whioh we believe will avoid the dangers alluded to.

Turn, please, to page 12 at the top of the page. Section 226 deals with
payment for services of teaching physicians under the medicare
program.

On pages 13 and 14, we have set forth five guiding principles which,
we believe, will make for equity and which, therefore, we recommend
for your adoption.

Turn, please, to page 14. On page 14 we note that section 227 pro-
vides for the authority of the Secretary to terminate payments to sup-
pliers of services. Otur comments on the provisions nre set forth on
this and the next page. The key comment is in the second paragraph
on page 15, which I should like to read:

We believe the provision which permits the Secretary to declare that care was
excessive, harWful, or of grossly Inferior quality Is very dangerous and highly
questionable s to Its application and will set the stage for a multiplicity of real.
practice suits.
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Furtheron page 15, we note that section 228 eliminates the require-
ment that tates must move toward providing comprehensive medicaid
programs. Such action, we believe, would be a very backward step, and
we recommend that this entire section be eliminated.

We turn now to our comments on section 229, at the bottom of
page 16.

This section, section 229, provides that the States would no longer be
required to reimburse hospitals under title XIX on the same basis as
under title XVIII. We believe that the administration of the medicare
and medicaid programs would become increasingly costly and wasteful
if this section is enacted, and what is most important, its enactment
would vitiate the basic purpose of the Federal Government in estab-
lishing the medicaid program which was to provide needed care for the
poor.

We recommend, at the bottom of page 17, No. 1, that section 229 be
deleted from the bill.

No. 2, that, the bill be amended to provide that the term "reasonable
cost" as used in the Social Security Act shall mean the total monetary
resources that a health care institution or service needs or will need
to fulfill its role in meeting community health service objectives; and
to provide that the F ederal Governmnent's share of these financial
requirements for its beneficiaries under all titles of the Social Security
Act shall not be more than, nor less than, the share borne by all other
paying patients.

Please turn now to page 23 for comments on section 237.
Senator BYnD. Mr. Chairman, may I ask a question at that point?
Senator ANDErSOx. Senator Byrd."
Senator BYRD. You recommended both sections 228 and 229 be

eliminated?
Dr. STEINBERG. Yes; we do, sir.
Senator BYRD. Both sections?
Dr. STEINBERG. Yes, sir.
Senator BYRD. Thanik you.
Thank you, Mr. Chairman.
Senator ANDERSON. You might amplify on some of these at a little

later time. You have done very tine so far.
Dr. STEiNB:ER. Yes; we will sir.
On page 23 section 237 deals with notification of unnecessary ad-

mission to a hospital or extended care facility under the medicare
program.

We recommend, as stated in the second Varagraph of page 24, that
the committee include in its report on the bill a statement clearly indi-
cating their intent that all payment cutoffs will be prospective only
and made effective only after 3 days' notice.

Please turn now to our comments on section 239, on the next page,

aeion 239 deals with payments to health maintenance organi-
zations.
of We recommend, as stated on the next page, page 20, that the concept
of the IMO, the health maintenance organization, and the encour-
agement of experiments and demonstrations in the development of the
concept as proposed in this section be promptly and fully implemented.

While we fully support the concept of the health maintenance or-
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ganizations, we think Congress should be fully aware of the consider-
able problems that will be encountered in the development of health
maintenance organizations. The enactment of section 239 will not, in
our opinion, result in any sudden development of health mainte-
nance organizations across the country. The costs of setting up such
programs will be very large.

Also, there are ery few incentives in the proposal which would
encourage consumers to join the new organizations, and very few in-
centives to the providers of health care to create such an approach
to the provision of health care.

On pages 27, 28 and 29, we set forth six suggestions regarding the
HMO proposal which we feel merit your consideration.

Please turn now to the second pai-agraph on page 29. We suggest
to the committee that the objectives sought under section 239 of the
bill; namely, the provision of comprehensive health care to the aged,
might more effectively be achieved by combining parts A and B of the
medicare progr,-m.

Our specific recommendation, at the bottom of page 30, is that parts
A and B of title XVIII of the Social Security Act be combined in a
ingle program to provide institutional health care services and physi-

cians' services; and that the social security tax structure be amended
so that future beneficiaries will be able to prepay the cost of physi-
cians' services in exactly the same manner as they presently prepay
the cost of institutional health care services.

Turn, please, to the next page, page 31. Section 253, Exemption
of Christian Science sanitoriums from certain nursing home require-
ments under the medicaid program. We can see no reason why any
institution should be exempted from compliance with established
standards.

Turn to page 32, please. Section 254 deals with physical therapy
services under the medicare program. This provision would only
increase the fragmentation of services and would not be in the best
interests of the patients. We recommend, therefore, as stated in the
-second paragraph on the next page, page 33, that subsections (a) (1),
('2), (3), and (4) of section 254 winch provide for physical therapy
services by physical therapists in independent practice, be deleted
from the bill.

If you would turn now, please, to the next page, page 34, that con-
tains our comments on section 263 which calls for a study of chiro-
practic coverage.

As stated at the top of page 35, we note that the Department of
Health, Education, and .Welfar has previously conducted an exten-
sive study of chiropractic which resulted in the Department's enun-
ciation of the position that chiropractic does not come within the
healing arts. In view of the determination, we see no necessity for any
additional studies, and we recommend that section 263 be deleted
from the bill.

When we appeared before your subcommittee on May 20, we recomi-
mended a. number of other changes in the law which we felt would
Simplify the administration of, and otherwise improve, the medicare
-ind medicaid programs. We shall restate but not elaborate oil these
recommendations, and have set them forth on this page and on page 36,
and the top of page 37.
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Please turn now to page 37. Here we discuss the establishment of
professional standards review organizations as proposed in an amend-
ment by Senator Bennett.

The amendment introduced by Senator Bennett is, as he stated,
based upon a proposal urged on him by the American Medical Asso-
ciation. The proposal would establish professional standards review
organizations in each county of the country to conduct ongoing reviews
of the maintenance and regular examination of the patents, practi-
tioners, and provider profiles of care and services. While we feel the
overall purpose is laudable and is intended to accomplish what we
believe is desirable in terms of effecting improved utilization controls
the proposal has very serious implications as far as the operations 01
hospitals and their medical staffs are concerned, and we would strongly
oppose the amendmeht in its present form for a number of reasons, as
set forth on pages 39,40,41,42, and 43.

Please turn now to page 42. We say there that if the Bennett amend-
ment is to be activated, serious consideration should be given, first, to
developing some demonstrations of the idea which would reveal its
possible accomplishments, the costs involved, the administrative prob-
lems and its effect on the delivery of quality medical care.

Please turn now to the heading at the bottom of page 43, "Comments
on Recent Changes in Regulations Dealing With Reimbursement,"

On pages 43, 44, and 45, we call to the committee's attention two
recent actions by the administration concerning medicare and medic-
aid reimbursements. These actions illustrate the reasons for our
members' concern about the fairness of the reimbursement principles
that have been established for the program.

Finally, Mr. Chairman and gentlemen, we appreciate the oppor-
tunity to appear and present the views of the hospital field on the
proposed changes affecting the medicare and medicaid programs.
-Ve regret deeply the necessity to excerpt our full statement because
of time limitations. We knov it has been difficult for you to follow
our departures from the full text and we do hope you can take the
time to read it in its entirety. We wish to cooperate fully with the
committee to make necessary improvements in the legislation.

(The complete statement of the American Hospital Association
follows. Hearing continues on page 984.)

TESTIMONY OF THE AmERIOAN HOSPITAL ASSOIATION, PRESENTED BY
MARTIN R. STEINBERG, M.D.

Mr. Chairman, I ant Martin R. Steinberg, M.D., Professor of Administrative
Medicine at the Mount Sinai School of Medicine in New York City and a
member of the Board of Trustees of the American Hospital Association. With
me is John M. Stagl, Director of the Passavant Memorial Hospital, Chicago.
Illinois. Also with me Is Kenneth Williamson, Deputy Director of the American
Hospital Association and Director of Its Washington Service Bureau.

On May 20, 1970, we appeared before your Subcommittee on Medicare and
Medicaid. At that time we reviewed the over-all operation of the medicare
program In some depth and expressed our concerns in respect to the program as
well as our specific comments on the various recommendations embodied In the
staff report. We will not at this time repeat our general comments but rather
direct our testimony to the specific provisions Incorporated In H.R. 17550 as
passed by the House of representatives.
We think there is no doubt that the medicare program has been an outstanding

success In terms of providing needed health services to the aged people of the
country. Experience gained to date points the way to changes that need to be
made in the program to insure Its Improvement and continued success. Our testi-
mony Is directed to that purpose.

47-530-70-pt. 8-5
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SECTION 221

Limi lalon of Fcdcral Participation for Cap ital Expcn dit urcs
This Section authorizes the Secretary to enter into agreements with the states

tinder which designated planning agencies would evaluate and find for the Sec-
retary whether any proposed capital expenditure Is Inconsistent with state or
local health facilities plans. The language seems to permit the use of existing
l'.L. 8 -749 planning agencies or the establishment of a new "super agency."
Thl( role of this body is to evaluate the plans l)roposed as a basis for controlling
capital expenditures.

Though we fully support the establishment and use of health planning agencies ,
we would caution that such agencies do not yet exist in all parts of the country.
A major reason for this is the lack of essential financing as well as acute short-
ages of qualified planning personnel. Though the Congress has provided in other
legislation for the use of planning agencies, it has yet to assure tile financing
essential for their operation.

lceonnnztdatio.-We see to need to establish a new agency superinposed on
planning ageneie.s within the states und we have been assured th:it It was not
intended that such an agency be established. Therefore, the language of this
section should le amended to make absolutely clear that no new "super agency"
is to be established to evaluate planning and the existing planning mechanisms
are to be utilized. Further, the language should specify that this section shall not
apply to any expenditures for which approval has been given under a state cer-
tification of need law.

Subsection (f) of the Section 221 states that determinations by the Secretary
that a capital expenditure Is not. reimbursable tinder the medicare, medicaid,
and maternal and child health programs, shall not be subject to administrative
and judicial review. In reality, this means there is no appeal from such decisions.
Such denial of administrative or judicial review is doubly onerous inasmuch as
the capital expenditures involved are Iart of the cost of providing services under
a contract. This is quite different from any government grant program. We believe
there should be provision for administrative and judicial review of decisions of
the Secretary disallowing capital expenditures as an element of reimbursement
to hospitals under these three programs.

Rccommendation.-We recommend that the last sentence of paragraph (e) of
this Section be deleted and that there be added the following: "A determination
by the Secretary under this Section shall be subject to an administrative hearing
to the same extent as Is provided for in Section 205(b) of the Social Security Act
an(l if tie capital expenditure in question exceeds $100,000, it shall be subject
to judicial review to the same extent as is provided in Section 205(g) of such
Act."

We have for sonic time been concerned at the inability of hospitals under the
law to appeal from determinations made by the Social Security Administration
or tle intermediary on reimbursement matters. We, therefore, also recommend
a similar appeal provision be Included for such determination.

Rccommcdation.-Amend Section 1815 of the Act to include the following
p rovision :

"Determinations by the Secretary under this Section shall be subject to
administrative 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 tie Secretary constitutes a principal reimbursement com-
mon 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."

Under Section 221 reimbursement would not be made with respect to capital
expenditures which (1) exceed $100,000, (2) change the bed capacity of the
facility, or (3) substantially change the facility's services, if such capital
expenditures are determined to be inconsistent with state or local health facilities
plans. As currently written, these limitations would apply to all replacements
of capital equipment within a hospital, even routine replacements. This would
constitute a serious interference with the operation of existing hospitals.

Rccommcndation.--Add at the end of Section 1122(g) as added by this Section
tile following:

"llowever, in the absence of a determination by the appropriate planning
agency that the hospital or the particular service involved has been designated
for phasing-out expenditures for the routine replacement of non-clinical Items
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shall not be deemed to be capital expenditures for the purpose of this Section.
P'his Section shall not apply to any expenditures for which approval has been
given under a state certification of need law."

SECTION 222

.Experiments and Dcmonstration Projects In Prospcctive Rcihnbursement and
To Develop Incentives for Economy in the Provision of Health Services

This Section authorizes the Secretary to contract with or provide grants to
organizations to experiment in relinbursement methods involving negotiated
rates, group practice, comprehensive care, payment for teaching activities and
patient care, and areawide utilization and medical review mechanismls. It calls
for the Secretary to develop and carry out demonstration projects designed to
determie the relative advantages and disadvantages of various alternative
methods of reimbursing hospitals on a )roslective basis. We believe that meth-
ods of payment based oil prospectively determined rates have very real oppor-
tunitles for meeting the objectives of public accountability, predictability, and
preservation of institutional autonomy. Last May the American Hospital As-
solation urged its member institutions to make timnediate efforts to develop
workable methods of prospective payment and the full text of tile Association's
policy on this was made a part of our May 20 presentation.

'The Section further provides that such experiments and demonstration proj-
ects may be Initiated only after the Secretary obtains the advice of specialists
and after a written report containing a full and complete description of each
project has been submitted to tile house Ways and Means Committee and the
Senate Finance Committee. We are concerned that this provision will cause the
Secretary to await approval by the committees, or at least Indications that the
committees do not disapprove a proposed project of this kind, before initiating
it. The result can be anl undesirable delay in undertaking promising (lemnolstra-
tions mid experiments.

Because of the very nature of experiments an(l demonstrations and the fact
that they are of limited duration and involve limited financial outlays, we be-
lieve they should not be impeded by burdensome and restrictive requirements.
We recognize the desire of the Committee to encourage the development of
promising projects and to insure that they are undertaken as expeditiously as
possible and without. undue administrative delay.

Rccomnnmcndation.-Delete tile last part of the last sentence of paragraph (3)
after "completed or in process" and add the following new sentence:

"Tile Secretary shall submit to tile Congress on Ways and Means of tile House
of Representatives and to the Committee on Finance of the Senate, quarterly
reports containing full and complete descriptions of each and every such experi-
mental project which has been recommended to the Secretary for approval, has
been approved, or has been placed in operation."

SECTION 223

Limitations on Coverage of Costs Under Medicare Prograt
This Section states that costs for purposes of provider reimbursement under

the medicare program will be limited to "the Cost actually incurred, excluding
therefrom any part of incurred cost found to be unnecessary in the efficient
delivery of needed health services." This Section proposes in numerous ways to
apply the "prudent buyer" concept to hospitals and other providers of services
for purposes of reimbursement under Part A of the medicare program. Tie Sec-
tion appears to give the Secretary of the Department of Health, Education and
Welfare authority to disallow costs which he deenis in some manner result from
inefficiency or which he decins arise from the provision of unnecessary services.

Wo believe this wlole Section constitutes a most dangerous and unwarranted
invasion of the administrative authority and prerogatives of hospitals. Even

Before the Inception of tihe medicare program, tile American Hospital Association
supported the principle that tile reiltbursement of hospital costs should be lim-
I ted to only those costs which are reasonable. In our Statement on the Principlcs
of Payment for Hospital Care, August 1003, we stated: "If a hospital's costs
depart substantially trom other hospitals of a similar size, scopo of services and
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utilization, maximum reimbursement may be established through agreement
reached between third-party purchasers and hospitals."

The 1969 revision of the Association's financing policy, The Statement on the
Financial Requirements of Health Care Institutions and Services, re-endorsed
the principle of the "reasonable cost" limitation. In that document the Associa-
tion outlined three mutually dependent requirements for constructing a "reason-
able cost" limitation:

1. Objective criteria should be established prior to the rendering of any deci-
sions about the reasonableness of cost. The penalty should be understood by the
health care institution prior to its imposition to provide the opportunity for the
health care Institution to take corrective action.

2. Health care institutions subject to such judgments must be provided an op-
portunity to have their situation reviewed and evaluated through an established
equitable appeal mechanism. The unilateral Imposition of penalties totally vio-
lates the health care institution's right to due process of law.

3. The basis for evaluating reasonableness of cost should be the total cost of
providing institutional health care. Because there are many factors, such as local
wage rates, availability of capital, the mix of labor manpower available, etc.,
which will alter the way an Individual health care institution produces its total
health care service, it is only the total cost which provides an objective basis
for comparison and evaluation.

Recommendations.-Any cost limitation provision incorporated Into the law
should be in keeping with the above stated principles.

SECTION 225

Establishment of Incentives for States to Emphasize Outpatient Care Under
Medicaid Programs

This Section relates only to the medicaid program and would provide an in-
crease of twenty-five percent in the federal matching percentage for outpatient
hospital services, clinic services and home health services for medicaid benefi-
ciaries. It would provide for a one-third reduction in the federal matching per-
centage after sixty days in a general or TB hospital, after the first ninety days in
a year in a skilled nursing home, and after ninety days in a mental hospital,
with a total cut-off of federal matching after an additional 275 days of care in
a mental hospital during an Individual's lifetime. The Administration estimates
this Section would bring savings of $235 million annually in the medicaid
program,

We haxe been advised by a number of state hospital associations that this
provision will result in very substantial decreases in the funds available for care
to medicaid beneficiaries. The Impact of this provision will be borne primarily
by long term care facilities. We notice that a number of senators have spoken
in the Senate in respect to this provision and Its impact upon the needy in their
states. The decrease of federal funds which will result from this provision will
not be made up by the states and, therefore, the end result without any doubt
will be an appreciable cut-back in the care rendered to medicaid beneficiaries.
The entire history of programs to provide health services to the poor demon.
strates that the states will move to meet the need only when there are very sub-
stantial federal funds to induce their participation. It is without doubt true
that the Federal Government can save $235 million. However, this saving will
be at the price of rendering $235 million less care.

SECTION 226

Payment for Services of Teaching Physicians Under Medicare Program
This Section would revise the current method for payment for services of

teaching physicians. Payment to individual physicians of customary charges
would be made only In those instances where non-medicare service patients hay-
Ing ability to pay are charged. In the instances where physicians are salaried
by the hospital or paid from university complexes, the hospital will be reimbursed
on the basis of its cost. This will Include reimbursement to the hospital for any
amounts which they, by agreement, pay to medical schools for the services of
teaching physicians.
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"Classes of persons" as used In the bill refers to service type patients and
others, Including private patients. The Secretary would establish by regulation,
criteria defining the method of determining a patient's ability to pay. The
committee report indicates that this contemplates the use of income levels and
would use as a base the maximum family income limits set for federal matching
under medicaid, (one and one-third times the level of aid to families with de-
pendent children.)

As a matter of principle, we believe that the law should provide for the pay-
ment of all physician's services rendered to beneficiaries under government
health programs.

It Is recognized that the administration of this provision under the many
varied teaching settings which exist in hospitals Is extremely difficult. We urge
that the following principles be followed In the development of regulations to
Implement this Section of the law.

1. In order to provide equity to everyone involved in the various teaching
settings, there should be a pluralistic approach to the payment for physicians'
services in a teaching setting.

2. The methods followed should assure that there will be no double payment
for services provided.

3. The methods should assure that the medical services for which payment
is being made were actually rendered.

4. The methods should assure quality of care and that there will not be any
double standard of care as between Federal Government beneficiaries and
other patients.

5. The methods should assure maximum accessibility of physicians' services
to patients.

SECTION 227

Authority of Secretary to Terminate Payments to Suppliers of Services
Thi .e.tion autlorlz,,q the Sreretary to terinante payments to suppliers of

services uler Part A or Part B of the medicare program for making false
statements, submitting bills In excess of customary charges or actual costs, or
furnishing services the Secretary deems are In excess of medical need, or are
harmful, or are of grossly Inferior quality. The same authority would also
be given the Secretary with regard to the medicaid and maternal and child
health programs.

We view this Section with considerable alarm. We believe there is a serious
question as to what would be covered by the term "grossly Inferior quality"
and as to how these determinations would be made, This appears to go into the
whole area of medical devices. The government Itself is already struggling to
determine what is a medical device and has reached no conclusion. In various
legislative proposals regarding medical devices It has been recognized that
specific exemptions should be provided for experimental and developmental
use of devices.

The imposing of any sort of established standards to define "inferior quality"
would be very difficult. This difficulty seemed to be fully recognized by Commis-
sioner Ball in his testimony before this Committee.

We believe the provision which permits the Secretary to declare that care
was "excessive, harmful, or of grossly inferior quality" Is very dangerous
and highly questionable as to its application and will set the stage for a multi-
plicity of malpractice suits.

Our nation's hospitals have voluntarily sought to further Improve standards
of care through participation In a major revision of the standards established
by the Joint Commission on Accreditation of Hospitals. It would be a great
mistake for the government to interfere with the authority and responsibility
of the medical staffs of hospitals to maintain the quality of patient care.

8EOTION 228

Elimination of Requirenent that States More Toward Comprehensive Medicald
Programs

This Section eliminates the requirement that the states must move toward
,--providing comprehensive medicaid programs. Such action would be a very

backward step and really would remove from the Federal Government any
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leverage it has to require the states to expand their programs of medical care
to the Indigent and the medically indigent. Without some kind of federal lever-
age it is most unlikely that many of the states will develop needed health pro-
grains for this group. There is a long history of such Inactivity on the part of
the states. When the Federal Government through medicare assumed the
burden of health care costs for most of the aged, it relieved the states of their
responsibility to this group. It was a legitimate expectation that the states
would then establish programs to provide medical care for the indigent and
medically indigent not covered by medicare.

Jccommen datfon.-That Section 228 be deleted from the bill.

SECTION 229

Dcterminalion of Reasonable Cost of Inpaticnt Hospital Services Under Medicaid
and Materinal and Child Health Programs

This Section would authorize each state to determine reasonable costs under
the medicaid and maternal and child health programs. It, means the states would
no longer be required to reimburse hospitals under Title XIX on the same basis as
tnder Title XVIII. The amendment would likely eliminate efforts to coordinate
the over-all administration of Titles XVIII and XIX, which we believe is essen-
tial. lit all probability it would require hospitals to keep two sets of books. Tile
lssibility of hospitals developing desirable incentive programs would be greatly
minimized. Frequently, a single hospital ias patients from more than one state
and this would present increased administrative difficulties If the states have
different reimbursement formulas. We believe the administration of the pro-
grans would become Increasingly wasteful and costly if tls Section is enacted.

It must be recognized that the Section is prrompted by the desire of state
governments to pay hospitals less than they now pay for care rendered to
medicaid patients. The basic purpose of the Federal Government is establishing
the medicaid program was to provide needed care for the poor. It was further in-
tended to urge the health field to move to one level of health care in the
country, rather than two. It was hopeQ that this would bring marked improvement
in the provision of health services to the poor. All such desirable goals could be
killed by this Section.

Recom mendat ion.-
1. That Section 229 be deleted from the bill.
2. That the bill be amended to provide that the term "reaosnable cost" as

used in time Social Security Act shall mean that the total monetary resources
that a health care institution or service needs or will need to fulfill its role
in meeting community health service objectives; and to provide that the Federal
Government's share of these financial reqtirements for its beneficiaries under
all titles of the Social Security Act shall not be more than or less than the share
borne by all other paying patients.

We recognize that the total monetary resources necessary to provide institu-
tional care must be fairly evaluated to protect the interest of lurchasers. We
also recognize the shortcomings of a retrospectively determined payment mech-
atnlsm in which providers of care receive an implicit guarantee of recovery of
cost. We have sought to develop programs of prospectively determined rates
of payment which would permit effective Internal planning and provide proper
Incentives for the economical delivery of health care by incorporating public
review In the approval process. The primary objective of these programs has been
the protection of the quality of care delivered in an economical manner through
the development of state-local-community controls and full recognition of the
hospital's legitimate financial requirements as defined ii the "tatcment on the
Financial RequIrements of Health Care Institutlons and Scrvices.

SECTION 230

Amount of Payments Where OtCstomary Charges for Services Furnished Are Less
Than Reasonable Cost

This SectiOn provides that payments under the medicare, medicaid and mater-
nal and child health programs may not be higher than charges regularly made for
these services. Such payments would be the lesser of reasonablee cost" or "cus-
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tomary charges" or "fair compensation" for services furnished free or at only
nominal charge by a public provider. To make this provision equitable and
administratively feasible the legislation should clearly state that. the provision
applies only to the total annual payment to a given Institution and that new
Institutions will be given some safeguards during their start-up years.

* * * * * $ *

SECTION 231

Int litutional Planning Under Medicare Program
This Section would require institutions to have a written plan and budget

reflecting a detailed annual operating budget and a three-year capital expendi-
tures budget. It would require that the plan and budget be prepared by a com-
mittee consisting of representatives of the Institution's governing body, its
administrative staff and Its medical staff, If any.

The Association's Statement on Financial Requirements recognizes that health
care institutions have the responsibility of providing a plan delineating their
future programs of health service to the people of the community and that the
plan should be reviewed regularly with the designated areawide health planning
agency to assure consonance of institutional and community health objectives.

Recommendations.-That the Committee Include in Its report on this Section
of the bill a statement asuring that the language Is not Intended to provide the
government a role In the budgeting and planning process of health care Insti-
tutions or to give the government authority to exercise any supervision or control
over the practice of medicine or over operation and administration of medical
facilities.

SECTION 233

Advance Approval of Rx~tended Care and Home Health Ooverage Under Medicare
Prograin

This Section provides for determining in advance a minimum period of coverage
by illness categories in an extended care facility or tinder a home health plan
for medicare beneficiaries.

It Is not clear exactly what tie "plan" referred to in the Section, which the
physician must file prior to the patient's admission to the ECF, Is Intended to
encompass. This, no doubt, would be spelled out In administrative regulations.
The responsibilities under this Section would fall mainly upon physicians and
would necessitate their outlining in advance why a patient needs the services
to be provided and exactly what the plan of treatment is. Physicians will, no
doubt, find this Section burdensome. Also, because of the problems the Section
poses for physicians, there would certainly be Increased administrative prob-
lemus for hospitals It the Section Is enacted.

We recognize, however, the legtimate concern the government has for some
better controls over the admission of patients to extended care facilities and
over coverage for home health services.

SECTION 235

UtillZat en Rcvrew Rcquirements for Hospitals ald Skilled Nursing Homes Under
Medicaid and Maternal and. Child Health Programs

This Section extends the utilization review process now required tinder medi-
care to the medicaid and maternal and child health programs.

In our opinion if utilization review in hospitals Is to work, it has to apply to
all patients and so far As we know, hospitals generally do not limit their tiliza-
tion review programs just to medicare patients. The accomplishments of this
control mechanism resulting front the efforts of hospitals and their medical staffs
are beginning to emerge strongly; thus, the length of hospital stay for the elderly
has been decreasing simce the beginning of 1069 and the volume of care offered
to nearly 20 million citizens 05 and over has virtually stabilized.

In previous testimony before House and Senate Committees we have expressed
our concern about the problem facing physicians who serve on utilization review
committees, namely the potential of personal legal liability resulting from actions
of time committee. We have urged that the Federal Oovernment study this problem



978

and initiate any necessary changes to protect physicians serving on utilization
review committees.

We have reviewed the amendment proposed by Senator Bennett which would
affect this and other sections of the bill, and we propose to comment fully upon
this later in the testimony.

SECTION 236

Elimination of Requirement That Cost-Sharing Charges Imposed on Individtials
Other Than Cash Recipients Under Medicaid be Related to Their Income

This Section provides that states would be permitted to impose a flat deducti-
ble or cost-sharing requirement with respect to persons eligible for health care
benefits under the medicaid program, but not eligible for cash public assistance
payments. The provision is intended to allow the states to explore methods of
cost-sharing by the medically Indigent which it Is hoped would reduce the over-
all utilization of services.

The provision might well reduce the cost of the program to the states, but we
believe It will Increase the cost to hospitals because of the bad debt problem
certain to arise in collecting the cost-sharing charges imposed on such patients.

SECTION 237

Notification of Unnecessary Admission to a Hospital or Extended Uare Facility
Under Medicare Program

This Section would authorize the termination of reimbursement for care of
patients where utilization review mechanisms find hospitalization or extended
care services for the patient are no longer necessary, or never were necessary.
The termination would be effective only after three days notice to the patient,
the physician and the institution.

We have been concerned about reports to us that the Social Security Adminis-
tration has been refusing to reimburse institutions for any part of the cost of
care of a patient in an extended care facility, when an utilization review com-
mittee finds that the patient should not have been admitted to the lWO1P. This
has been especially disturbing because of the discriminatory application, i.e.,
physicians are paid for their services while hospitals suffer the retroactive loss
of payments.

Rcommendaton.-That the Committee include in Its report on the bill a
statement clearly indicating their intent that all payment cut-offs will be pros-
pective only and made effective only after three days notice.

* * * * $ * *

SECTION 288

Use of State Health Agency to Perform Certain Functions Under Medicaid and
Maternal and Child Health Programs

This Section would require state health agencies to perform certain functions
under the medicaid and maternal and child health programs related to the quality
of health care furnished to beneficiaries.

While we are concerned at the potential increased involvement of state health
agencies in the day to day operation of hospitals which might result from the
amendment, it appears to us that this amendment moves In the direction which
the American Ilospital Association has always encouraged, namely placing re-
sponsibility for health programs in health departments rather than In welfare
departments.

* $ S $ * * *

SECTION 280

Payments to-Health Maintenance Organizations
This Section would amend the existing law to afford individuals eligible for

both Part A and Part B medicare coverage the option of electing to receive their
health care through a health maintenance organization. This would include
comprehensive health care programs organized and operated by hospitals. This
provision favors the use of group practice plans providing comprehensive health
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care services on a capitation payment basis. The amendment provides that the
health maintenance organization may charge individuals electing such health
maintenance coverage an additional amount for the comprehensive benefits which
are in excess of those services provided under Parts A and B.

The American Hospital Association has long favored the health field moving
toward the provision of more comprehensive health care as rapidly as possible.
For example, we have recommended that the medicare program be amended to
provide annual physical examinations as a preventive measure, multiphasle
screening and an expansion of other ambulatory benefits. We strongly support
any action which has as Its goal the movement of health care institutions In
the direction of providing more comprehensive care.

Rccommendatlon.-That the concept of the HMO and the encouragement of
experiments and demonstrations In the development of the concept as proposed
In this Section be promptly and fully Implemented.

While we fully support the concept of the lMO's, we think Congress should
be fully aware of the considerable problems that will be encountered in the
development of Health Maintenance Organizations. The enactment of Section
239 will not In our opinion result in any sudden development of HMO's across
the country. The costs of setting up such programs will be very large. Also,
there are very few Incentives in the proposal which would encourage consumers
to Join a new organization and very few incentives to the providers of health
care to create such an approach to the provision of health care.

As we have studied this proposal for the development of HMO's and have
discussed it with representatives of the Federal Government and other health
agencies, we find concern expressed on several points which we feel merit
comment.

1. The bill would authorize payment to 1IMO's of "up to 95%" of the cost of
providing services under Parts A and B of the law. There has been some sug-
gestion that this should be amended so as to authorize payment of a flat 95%.
Since the basis of the law at present Is to pay the "reasonable costs of services,"
we believe the present language proposed, "up to 95%," Is In keeping with the law
and that if such services can be rendered for less than 95%, such lesser amount
is all that should be paid. Certainly, if there are economic advantages to be
gained, such advantages should be passed on to the aged recipients.

2. The bill provides that 50% of the enrollees in an HMO must be under
05 years of age. We feel this requirement may impose undesirable restrictions
on the development of HMO's in certain areas. We believe the Secretary should
be allowed to waive the 50%o requirement under particular circumstances in
accordance with carefully drawn administrative regulations.

3. There appears to be uncertainty as to whether an enrolle in an IIMO pro-
gram Is required to purchase additional services beyond those provided under
Parts A and B. If there is any uncertainty on this point created by the present
language, there should be an appropriate clarification Insuring that no such re-
quirement is placed upon the enrollees.

4. Under the present language of the bill, there Is no requirement that the HMO
establish a special contractual obligation with the Federal Government. There
is a good deal of thought that the relationship between the Federal Government
and the 11M0 should be by contract and not simply through an agreement under
the existing act. At present a provider is not required to provide services to
medicare beneficiaries, but only to accept payment in a prescribed manner if
they do render services. The HMO contemplates a different relationship, that
of providing specified services at specified amounts for every enrollee. It appears
to us that such a relationship would only be likely of achievement by specific
negotiation and the development of a contract with each Individual HM0.
5. There is concern that the lIMO proposal In the bill may not permit a pro-

vider to continue to provide services on a fee for services basis to non-liMO
subscribers, after agreeing to also provide services on a capitation basis to HMO
subscribers. We feel that the language should be clarified so as to assure that
an lIMO may provide care on a fee for service basis to non-HMO subscribers.

6. There is a suggestion that the requirement that physicians must be affiliated
with an organized group to participate In an HMO should be eliminated. We be-
lieve that dropping such requirement would be contrary to the whole concept
of time lIMO.

We suggest to the Committee that the objectives sought under Section 239 of
the bill, namely the provision of comprehensive health care to the aged, might
more effectively be achieved through a single broad program combining institu-
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tional health care and physicians' services, as well as preventive care, multi-
phasic screening and an expansion of other ambulatory health services. This
could be accomplished by combining Parts A and B of the existing program.

Tile combining of Parts A and B of the medicare program would Insure for
all medicare beneficiaries coverage of both institutional and physicians' sen'ices.
Further, It would eliminate the waste and duplication of administrative costs
that are inherent in the present separation of Parts A and B. It also would pro-
vide the base from which additional health care services such as multiphasic
screening, Immunizations, etc., could be added when and if enacted by the
Congress.

The American Hospital Association recommended such action In testimony
before the House Ways and Means Committee last October and before the Senate
Finance Committee on May 26 of this year.

Tile placing of physicians' services on the same basis as Institutional services
would allow the population to prepay physicians' services just as they now pre-
pay institutional health care services through the Social Security tax. It would
remove the existing requirement that aged persons upon retirement pay an ever-
Increasing amount from their limited incomes for physicians' services. Inasmuch
as admission to a hospital is dependent upon the availability of physicians' serv-
ices, the present requirements are most unfair to aged persons.

Recommendallon.-That Parts A and B of Title XVIII of the Social Security
Act be combined in a single program to provide institutional health care services
and physicians' services; and that the Social Security tax structure be amended
so that future beneficiaries will be able to prepay the cost of physicians' services
in exactly the same manner as they presently prepay the cost of institutional
health care services.

SECTION 253

Exemption of Clr~flian Science ,Sanatoriums from Ocrtain Nursing Home Re-
qnsIrcmenfs Under Medicaid Program

This Section permits Christian Science sanatoriums to continue to be eligible
to receive reimbursement under the medicaid program without complying with
requirements imposed on all other nursing homes receiving reimbursement under
the program.

We support the provisions which require nursing homes to meet basic standards
and service requirements in order to qualify for participation in the medicaid
program. We see no reason why any institution that does not comply with such
standards and does not provide such minimum services should be permitted to
participate.

Similarly, we see no Justification for the exemption of Christian Science sana-
toriums from time provisions of Section 221 of tihe bill.

Rccommendation.-1. That paragraph (h) of Section 1122 be added by Section
221 to the bill be deleted.

2. That Section 253 of the bill be deleted.
* $ $ * $ $

SECTION 254

P1hgsical Therapy Serrice Under Meuicare Program
The existing law provides that physical therapy services are covered under

medi(-are only when furnished under prescribed conditions by a particlliting
hospital, extended care facility, home health agency, clinic, rehabilitation agency,
or public health agency.

This Section would include as covered services under the supplementary
medical insurance program time services of a physical therapist in Independemlt
practice when furnished in his office or in time patient's home. The effect of such
an amendment if enacted would be to splinter this service from the facility-bsed
health team. Further, It could be anticipated that similar arrangements would
be sought for other members of the health team such as psychologists, -ocial
workers, speech. therapists, etc. These actions would only Increase the fragmen-
tation of services and would not be in the best interest of time patient.

The House Ways and Means Committee has expressed concern aboUt possible
abuse of this benefit and has provided as a safeguard a limitation of $100 as the
total of payments during the course of a calendar year which may be made to an
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Individual beneficiary for physical therapy services furnished to him in a prac-
titioner's office or in the patient's home by an Individually practicing physical
therapist. The exercise of such a control would require an enormous amount of
complicated and expensive administrative procedures and would increase sig-
niflcally tile administrative costs of the program.

Reconwiendation.--That subsections (a) (1), (2), (3) and (4) of Section 254
which provide for physical therapy services by physical therapists in inde-lwnd-
ent practice, be deleted from the bill.

SECTION 262

Payment for Certain Inpatient Hospital Services Furnished Outside the United
States

Under present law, services furnished medicare beneficiaries in hospitals lo-
cated outside the United States are not covered except for emergency services
in a nearby foreign hospital if the beneficiary is in the United States when the
emergency arlss and the foreign hospital Is closer to the place where the enier-
gency arises or is more accessible than the nearest U.S. hospital adequately
equipped and available for his treatment.

This Section would amend the law to permit payment for care rendered medi-
care beneficiaries in hospitals located outside the U.S. if the beneficiary Is a resi-
dent of the U.S. and the foreign hospital is closer to or substantially more acces-
sible front his residence than the nearest hospital in the U.S. that is suitable and
available for his treatment, without regard to whether an emergency existed or
where the Illness or accident occurred. The hospital furnishdng the services would
have to lie accredited by the Joint Commission on Accreditation of Ilospitals or
by a hospital approval program having essentially comparable standards.

We believe It is desirable to provide the additional protection this Section would
give medicare beneficiaries living near the borders of the U.S. who find the near-
est hospital suited to their Inpatient needs Is located outside the U.S. and we sup-
port this section.

SECTION 263
Study of Cl iropractIc coverage

This Section directs the Secretary of Health, Education and Welfare to study
the coverage of services of chiropractors under medicaid to determine whether
and to what extent such services should be covered under Part B of the medicare
program. A report of the study would be made to the Congress within two years.

We note that the Department of Ilealth, Education and Welfare has previously
conducted an extensive study of chiropractic which resulted In the Department's
enunciation of the position that chiropractic does not come within the healing
arts. In view of the determination, we see no necessity for any additional studies;
and, in fact we believe there Is no basis for chiropractic services being included
under the medicaid program.

Rccommtiendation.-Mlhat Section 203 be deleted from tile bill.
When we appeared before your subcommittee oi May 26, we recommended a

number of other changes In the law which we felt would simplify the administra-
tion of and otherwise improve the medicare ind i medicaid program. Without go-
ing Into detail, we %vish to reiterate the following reconimnendations that were
nmde in our earlier testimony.

Spell of illness
That Section 1861 (a) of the lawt be amended as to eliminate the spell of illness

concept and to provide instead authorization for a specified number of days of in-
patient care per calendar year to be used at that Institutional level required hy
the medical needs of the patient.
Thrce-Day Inpatient Requirement

That as an alternative to the three-day Inpatient requirement the law be
amended to authorize admission to an extended care facility if the patient has
had a medical workup in the outpatient department of a hospital and following
such workup his admission Is recommended by the utilization committee of the
hospit al.
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Coverage for All Over 65
That the medicare program be broadened to cover all persons over 65 years

of age.

Dedutitbles and (Jolnsurance
In our May 26 testimony we pointed to the serious problems facing hospitals

in connection with the handling of deductibles. We specifically recommended
that deductibles be eliminated and that In their place the principle of co-insur-
ance be applied to become effective at a specified point in an inpatient stay.
We recommended also that the same principle be applied to outpatient services.

Because of the extreme administrative burden with regard to deductibles in
the outpatient area, we would like at this time to recommend that all outpatient
services be placed under Part A of the program. We suggest that the outpatient
deductible be eliminated and in lieu thereof each beneficiary be required to pay
to the provider 20% of the cost of outpatient services furnished him. The coin-
surance factor is intended to serve as a deterrent to unnecessary or excessive
utilization of such services. In order to protect beneficiaries from burdensome
payments for outpatient care, we recommend the inclusion of a reclaim provi-
sion authorizing beneficiaries to recover 80% of any outpatient care expendtiures
in excess of $100 in any calendar year.

THIE ESTABLISHMENT OF PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS AS
PROPOSED BY SENATOR BFNNXXT

The amendment introduced by Senator Bennett is as he stated based upon a
proposal urged on him by the American Medical Association. The proposal would
establish Professional Standards Review Organizations in each county of the
country to conduct on-going reviews of the maintenance and regular examination
of patients, practitioners, and provider profiles of care and services. While we
feel the over-a!l purpose is laudable and is intended to accomplish what we
believe is desirable In terms of effecting improved utilization controls, the pro-
posal has very serious Implications as far as the operation of hospitals and
their medical staffs are concerned and we would strongly oppose the amendment
in Its present form.

We seriously question placing responsibility for the control of admissions to
all health facilities in the hands of local medical societies. In essence, the county
medical society Is the local chapter of the American Medical Association. Physi-
cians Join many organizations. They join the American Medical Associations as
their professional association, as a tradesman would join his union and only
about 50 percent of the physicians in the country belong to the American Medical
Association. Many of the organizations which they join are more closely oriented
to the actual practice of their professions, such as the American College of
Physicians and the American College of Surgeons, etc. The organization with
which physicians most closely identify is their hospital medical staff organiza-
tion.

The only organization of practicing physicians which has had the experience,
ability and willingness to conduct quality and utilization peer review is the
organized medical staffs of hospitals. The priority given to county medical socie-
ties precludes the medical staffs of hospitals from organizing themselves to
perform as a PSRO. County medical societies have little history or experience
in the delivery of health care. They are not looked to by physicians who are
actively practicing on hospital medical staffs as a point of authority in respect
to the delivery of health care.

The care and treatment of patients cannot be separated from their admission
and discharge; both aspects must, therefore, be a responsibility of the Institu-
tion's medical staff. It would be a serious backward step to weaken the whole
structure of medical staff organization by going outside the hospital complex
for the provision of control over the practice of institutional medicine.

The practice within physicians' offices is completely free of any control or
stpervigion in contrast to the protection afforded the public by the organized
staff within hospitals. We understand the American Medical Association has
proposed that organized medicine develop programs for peer review of physi-
cians' practices within their private offices. This would seem to us to be a de-

The boards of trustees of hospitals have final responsibility and are legally
accountable for the quality of care rendered within the institution. The organized
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medical staffs are their means of fulfilling this responsibility. The Bennett
amendment raises very serious questions as to the authority of the boards of
trustees and we believe, in fact, that they cannot legally divest themselves of
these responsibilities.

The proposal envisions the establishment and maintenance of complete patient
profiles within the review organization, This would necessitate a duplication of
the records presently maintained in hospitals and which are essential to the
care of the patients and to meet the various legal responsibilities of the insti-
tutions. We have grave doubts of the propriety of allowing the medical informa-
tion for which the Institutions are responsible being either duplicated or trans-
ferred to an outside organization. Such action would present serious legal ques-
tions. Furthermore, the cost of establishing and maintaining the mechanisms
prescribed appears to us to be completely prohibitive and might well overshadow
any possible savings which would otherwise be accomplished through lower
utilization of facilities and services.

The whole direction in which health care is moving is towards more compre-
hensive care and towards treatment of the individual in toto rather than simply
treating episodic Illnesses. This proposal we believe reverses this whole direction.
The over-emphasis on cost cannot help but result in treating illnesses on an epi-
sodic basis rather than on a complete diagnostic and health care basis.

The proposal as it would develop appears to not only affect controls over tile
admissions of patients, but it will become the means for controlling the quality
of patient care. Furthermore, by authorizing the PSRO to become the payment
agency, it would gradually take over all the responsibilities of the present inter-
mediary organizations and, thus, would control the economics of the delivery of
health care.

The proposal places great stress upon utilization and the desirability of
decreasing utilization of health care facilities and services. Quality control in
many instances will result in Increased utilization rather than decreased utiliza-
tion. Rather than either over-utilization or tinder-utilization, we would stress the
necessity of adequate utilization, and we believe the language should be brought
into conformity with this purpose.

The utilization procedures in hospitals are, we believe, really beginning to
have effect and the over-all figures of use of facilities by the aged would Indi-
cate that there is great promise in respect to strengthening existing utilization
procedures. The hospital field is greatly interested in improving utilization
review because of the over-all effect of utilization on the cost of maintaining and
operating health care facilities. However, we believe that proper utilization
review can be obtained only when representatives of the administration of the
Institution and members of the boards of trustees participate in the utilization
review process

We believe it would be foolhardy to initiate a program of such magnitude
on a nation-wide basis without some demonstrations which are very carefully
organized, analyzed and reported upon. If the Bennett amendment is to be
activated, serious consideration should be given first to developing some demon-
strations of the idea which would reveal its possible accomplishments, tile costs
involved, the administrative problems and its effect on the delivery of quality
medical care.

If any pilot projects or demonstrations are to be initiated, we would urge the
following changes:

1. Remove the special priority afforded local medical societies in establishing
the PSRO's in order to afford equal opportunity for the medical staffs of the
hospitals in the area to develop a PSRO for their area.

2. The proposal provides that members of the active staff of hospitals be
members of the PSR0's. This should be amended to provide that the medical
staffs of hospitals be responsible for naming the individual members of the
medical staff to serve on such committees.

3. Though the proposal seems clearly to intend that the control of admissions
be related to elective cases only, the language in Section 1155(b) (2) leaves
some doubt of this intent.

4. Delete Section 1164 which would appear to give the national PSRO control
over all existing health programs or any which might be developed in the future.
Further, the control Is not limited to patient care programs, but includes all
other types of federal programs providing funds such as the 11ll-Burton and
Federal Housing construction programs.

5. It is our conviction that any external organization responsible for quality
of care and utilization should not control or be responsible for the expenditures
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of health care. Thus, we would recommend that the dual responsibility of the
I'8IO's as provided in Section 1170 be eliminated.

COMMENTS ON RECENT CHANGES IN REGULATIONS DEALING WITH REIMBURSEMENT

We would also like to call to the Commiftee's attention two recent actions
by the Administration concerning medicare-niedicaid reimbursement. These
actions illustrate the reasons for our members' concerns about the fairness of
the reimbursement principles that have been established for the program.

One of these regulations revised the handilihg of accelerated depreciation. While
this regulation nominally recognizes the need to employ depreciation payments
in meeting the health care institation's debt amortization payments, the test for
permittlng accelerated deprecialon controverts the principle by relating debt
amortization payments to depreciation on total assets. Since the need to repay
debt relates to the purchase of specific assets or groups of assets, the Association
believes that the test for employing accelerated depreciation should be based on
the relationship between the depreciation payments of these specific assets and
the related debt amortization payments. Depreciation payments on an institu-
tlon's other assets will be required to maintain these other capital facilities.

The olher regulation recognizes the additional nursing care for elderly patients
mid, hence, the greater allocation of nursing cost to the medicare program. This
adjustment is predicated on the assumption that the pediatric and maternity
patients, as well as the elderly, require more than average nursing time. How-
ever, the Administration has refused to recognize the higher nursing care cost
for medicaid patients who are 65 and over or are maternity and pediatric
patients. The logical inconsistency and the resulting Inequity of one government
prograin recognizing the higher nursing cost of maternity and leliatrlc patients,
when it is to the government's advantage, and another government prograln
simultaneously refusing to (to so, whei such refusal is to the government's ad-
vantage, is diflhtult to comprehend.

We alpreciate the opportuimity to appear and present the views of the hospital
field on the Ijroposed chmiges affecting the medicare amid medicaid programs.
We stand ready to cooperate with the Committee In their efforts to improve
these programs.

The CmrAu, 4 x. You gentlemen made a fine statement, and NYe will
see to it that all of your recommendations are considered in ti1 Course
of ofhe ex-ecut ive sssiOls.

Senator ANDFRSON. It was a very good presentation.
Senator JoRPAN. Senator Bennett could not be here this morning,

Mr. Chairman, and he asked me to say that he has made a comprehen-
sive rebuttal of your arguments against his anmendment, and that
rebuttal appears in yesterday's Congressional Record beginning on
page S 16033 through S16035.

I do not, suppose you have had an opportunity to read Senator Ben-
nett's statement but. I believe, Mr. Chairman, it would be worthwhile
to have Senator Bennett's statement appear at this point in the record,
adjacent to the testimony of these distinguished witnesses.

The CHAmIM nAx. Fine we will do just that, then. If you would like it,
Senator, we will be glad to do it. We will also include a letter I have
received from the Catholic Hospital Association directed at this
subject.

(The material referred to follows. Hearing continues on page 991.)
CATHOLIO HOSPITAL ASSOCIATION,

St. Lo is, Mo., September 21, 1970.
lon. Senator ItUSSE.LL LONG,
Chairman, Sen ate Fitonce Committee,
Senate Building,
Washington, D.O.

DEAR SENATFOR LoNo: I have been directed by the Executive Committee of The
Catholic Hospital Association, in behalf of its nine hundred health care member
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Institutions, among which its acute care facilities accounts for approximately
one-third of the admissions for all voluntary short term general hospitals in the
United States, to convey to you the attached position.

We deeply appreciate your willingness to conduct a thorough and fair review
of the Medicare Program.

We believe that a complete and very professional study of such a profoundly
Important Federal Program is required by the nature of the complexity of issues
inherent thereli, and this is precisely why we feel that the Bennett Amendment
deserves this review.

I trust that you and your committee will give our position your utmost con-
sideration and take this occasion to thank you for the opportunity to comnuni-
cate with you.

Sincerely yours,
Sister MARYN AURITA, I181,

Executive Director.

CATHOLIC HOSPITAL AssoCIATION, 
St. Louis, Mo., September 21, 1970.

To: Constituent, associate, and personal members of the Catholic Hospital As-
sociation.

Subject: Amendment 851 to the Social Security Amendments of 1970-H1R.
17550 (Bennett amendment).

DEAR MEMBER: The attached reflects the position ond the reasons for the po-
sition of The Catholic Hospital Association concerning the above proposed leg-
islation. This position statement was approved by the Executive Committee
of the CIIA Board of Trustees at its September 15, 1970 meeting in Houston,
Texas. The Executive Committee directed that the Association's position be
presented to the Senate Finance Committee which is presently holding hearings
on the Social Security Amendments of 1970. The position statement has been
tronsmnitted to Mr. Russell B. Long, Chairman of time Senate Finance Committee.

We encourage you to read the complete text of the attached CIJA Position
Statement carefully. In e~sence, the Association's position Is that tme Senate
Finance Committee not approve the Amendment as it is noto written. Tle reasons
for this position are outlined in the attached. statement with identification of
positive and advantageous segments of the Amendment as well as those seg-
ments giving us concern.

A copy of this letter and the attached statement has been communicated, in
addition to the CIIA membership, to allied hospital associations and orga-
nizations.

We Will continue to keep abreast of developments concerning this proposed
piece of legislation as well as other legislative activities that affect the health
field and thus our member institutions. You will be kept informed on a continuing
basis of your Association's activities in this and other areas.

Sincerely yours,
Sister MARY MIAURITA, RSM, Executive Director.

Enclosure.

POSITION STATEMENT OF TIlE EXECUTIVE COMMITTEE OF THE CIIA BOARD OF TRuS-
TEES ON TIE BENNETT AMENDMENT, AMENDMEND 851 TO TIlE SOCIAL SECURITY
AMENDMENT OF 1970, I.R. 17550

INTRODUCTION

Public hearings are presently under way on the above noted Amendment since
the introduction to Congress of this proposed Amendment on August 20. 1970,
the CIIA staff and Executive Committee of the Board of Trustees have been alert
to the potential implications of this Amendment. At their September 15 meeting,
the Executive Committee reviewed the current developments pertaining to this
proposed legislation. This statement reflects the position and action taken by
the CIIA Executive Committee and the highlights of the Bennett Amendment.

EXECUTIVE COMMITTEE AOT[ON

In appraising the Bennett Amendment, the Executive Committee has taken the
following course of action.

It has directed that the Senate Finance Committee, at the public hearings
presently being held In Washington, D.C., be advised of the position and con-
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cerns of The Catholic Hospital Association with respect to the Bennett Amend-
ment. In view of the very short lead time available for the preparation of con-
structive suggestions and submission of same, and because of the concerns listed
below, the Executive Committee Is recommending that this proposed Amendment
not be approved at this time. Pending its reactivation at the next Congress, The
Catholic Hospital Association will be prepared to submit constructive suggestions
to the appropriate body for modification of the Amendment and development of
regulations.

It is to be noted that the Executive Commttee's recommendation 18 not an ac-
tion to defeat this Amendment but simply a postpotement to permit clarification
of a number of its major aspects.

The Executive Committee also went on record as considering It necessary to
advise its membership as to the need for and the Inevitability of increased regu-
latory measures in the hospital industry. It is for this reason a few of the high-
lights of the proposed Bennett Amendment are being communicated to you.

THESIS OF THE BENNETT AMENDMENT

The essence of the Bennett Amendment Is that there must be improved con-
trols over the many billions of dollars the federal government is paying out for
Medicare and Medicaid. It proposes controls whereby groups of practicing phy-
sclans would be established outside of the hospital-Professional Standards
Review Organizations (PSRs)-for the purpose of reviewing, analyzing, and
evaluating health care rendered by their peers and to see that the care paid for
by the federal government Is: (a) medically necessary, (b) conforms to gener-
ally accepted professional standards, and (c) that the appropriate facility or
service is used.

While acknowledging that the major share of the health dollar does not go
to the medical profession, the sponsors point up that It is the medical profession
that exerts the greatest influence on the spending of the health dollar. While of-
fering the medical profession the opportunity to accept responsibility for the in-
fluence it exerts, the proposed Amendment also provides for alternate approaches
In the event the medical profession is reluctant to accept this responsibility or If
it fails to discharge the responsibility once it accepts it.

THE RELEVANCE OF THE BENNETT AMENDMENT

In studying the Bennett Amendment and its implications for CHA member-
ship, it is recognized-

(a) that there is a need for improved mechanisms to ensure adequate
review and controls with respect to quality, quantity, and cost of health
care;

(b) that while some hospitals have had effective utilization review and
medical audit programs, for the most part there has not been adequate
review of clinical performance ;

(c) that the traditional hospital-centered controls, even if they were
effective, do not meet the need for controls outside the hospital;

(d) that within the context of a total health systems concept many as-
pects of this proposed Amendment have merit ;

(e) that the proposal for a national advisory group of physicians to assist
in the development and application of inter-hospital comparisons and norms
of care and treatment Is a worthwhile step towards the establishment of
much needed national standards.

The Executive Committee Is of the opinion that Senator Bennett should be
commended for his interest In Improving the health delivery system and for
introducing measures designed to implement more effective measures some of
which are referred to above.

CONCERNS REGARDING BENNETT AMENDMENT

At the same time, It is felt that there are certain aspects of the proposed
Amendment in need of clarification. The Executive Committee has some concern
that adoption of the Amendment as it presently stands, could create a good deal
of contusion and thereby defeat the intended purpose of the proposed legislation.
Included among the points of concern are the following:

(a) What is the intended relationship of the local Professional Standards
Review Organization to a hospital's board of trustees? Statutory and court
decisions leave no doubt about a hospital's board's legal responsibility. Is it
Intended to shift this relationship?
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As the Amendment presently reads, it can be contended that the presently
recognized and needed authority of a hospital's board of trustees may be sig-
nificantly diminished. By the same token, it may be contended that inherent in
the Amendment is the potential to facilitate a hospital board of trustees to more
effectively discharge its responsibilities. While the Executive Committee hopes
it is intended as a means of strengthening existing controls rather than the
e establishment of an entirely new set of controls, it feels strongly that the Intent
must be clearly stated.

(b) Is it the intent of the Amendment that the functions of professional peer
review and management control decisions be synonymous? If the review organiza-
tion is to exercise the control function, does this mean that hospitals become
subject to the direction of the local Professional Standards RevieW t Organization?

(c) Are the services of the Professional Standards Review Organizations
available for the review of medical care paid for by agencies other than Medicare
or Medicaid? In other words, can a board of trustees, in its desire to obtain
maximum assurance that the care rendered in its institution is commensurate
with generally accepted professional standards, purchase from the local Pro-
fessional Standards Review Organization a review service for other than Medi-
care and Medicaid patients?

(d) Within the context of a total health sys(Pn)s concept, many aspects of the
proposed Amendment have merit. However, it Is esential to clarify the relation-
ships of Professional Standards Review Organizations to existing health planning
mechanisms and comprehensive health programs. In other words-inasmuch as
the Professional Standards Review Organizations are to be directly Involved with
facilities and services, how will they relate to health planning agencies already
set up with the intended purpose, and commensurate authority, for determining
the establishment of facilities and services, including non-hospital health
facilities.

[From the Congressionar Record, Sept. 21, 1970]

PROFESSIONAL STANDARDS REvIEw ORGANIZATIONS

STATEMENT BY SENATOR BENNET

Mir. BENNeTT. Mr. President, on August 20, I submitted an amendment to H.R.
17550, designed to establish professional mechanisms for the review of hospital,
medical and other types of health care covered under the Medicare and Medicaid
programs.

The amendment would establish Professional Standards Review Organizations
of proper size (probably a minimum of 300 physicians) and competence to
assure that Medicare and Medicaid pay only for medically-necessary services
provided in accordance with professional standards and that physicians are en-
couraged to use, where appropriate, less costly alternative sites and modes of
treatment

I describe the amendment in detail in my remarks on August 20 when It was
submitted, and included In the Record the text of the amendment, as well as a
section-by-section summary of Its provisions. I urge Senators to review the
Record for that day and see the amendment from my perspective. It Is an im-
portant amendment. It offers a means of controlling Medicare and Medicaid
costs by placing physicians In command of substantially all utilization review
functions.

This seems entirely appropriate to me, inasmuch as it is the physician who
orders or provides virtually all health care services rendered to the III and
Infirm. He is the one best able to review the health services ordered by other
physicians, and he Is the one most qualified to determine when services, such as
hospital stays, are no longer needed, or which services can be provided equally as
well on an out-patient basis at lower cost.

Utilization review today-as carried on largely by hospitals-Is a dismal
failure, Hearings before the Committee on Finance and Its Subcommittee on
Medicare and Medicaid attest to Its failure. The report of the staff of the Com-
mitteo on Finance on the Medicare and Medicaid program chronicles the failings
of utilization review as it has developed in the hospitals. Let me quote from
the staff report:

"The detailed information which the staff has collected and dei loped indicates
clearly that the utilization review requirements have, generally speaking, been

4-530--70--pt. 3- 6
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of a token nature and Ineffective Is a curb to unncessary use of Institutional
care and services. Utilization review in medicare can be characterized as more
form than substance The ptsent situation has been aptly described by a State
medical society in these words: 'Where hospital beds are In short supply, utiliza-
tion review Is fully effective. Where there is no pressure on the hospital beds,
utilization review is less Inten.ee and often token.'"

At another point, the staff report notes a Health, Education and Welfaresurvey which shows that iln 198, ten percent of hospitals surveyed were not
conducting a review of extended stay cases and that 47 percent were not re-
viewing any admissions. I ask unanimous consent that the full excerpt to which
I refer be printed at this point in the record.

There being io objection, the excerpt was ordered to be printed in the Record,
as follows:

UTILIZATION REVIEW PLANS LARGELY IGNORED BY INSTITUTIONS

The requirement for a utilization review mechanism is one of several which a
hospital or extended care facility must meet in order to be eligible to participate
in the medicare program. Each institution must have a written utilization
review plan and copies of that plan are required to be maintained by the State
health agencies (which perform certification functions for the program) and
by the Intermediaries. But whether the terms of the plan are actually being
carried out is quite another matter and that is the test the law requires to be
met. In actual fact, many State health agencies (and intermediaries) know that
utilization review plans are not being followed, but they take no action to remove
certification or to require that the plan be properly implemented. Based on a
sample of hospitals taken in tihe middle of 1968, the Social Security Administra-
tioni founl:

1. 10 percent of the hospitals not conducting a review of extended stay cases.
2. 47 percent of hospitals were not reviewing any admissions (a basic statutory

requirement).
3. 42 percent of hospitals (id not even maintain an abstract of the medical

record or other summary form which could provide a basis for evaluating utili-
zation by diagnosis or other common factor.

In one State, the health agency conducted a detailed program review In
November 1968. Their findings were that half of the hospitals and all of the
extended care facilities failed to perform any sample reviews of cases which
were not in the long-stay category (a statutory requirement).

Only recently did time Social Security Administration conduct a nationwide
sahiple study of utilization review plans iii extended care facilities. The results
are not yet complete, but indications are that failure to comply with time statutory
utilization review requirements will be found on all even greater scale in ECE's
tian the demonstrated poor compliance in hospitals.

The long delay by the Social Security Administration in seeking to determine
the extent of compliance and application of these vital provisions of the law
may very well be a priine factor in the much-higher-than anticipated utilization
of ever-more-costly Institutional care and services.

Tile staff recommends that the Social Security Administration and State
health agencies Increase their educational and enforcement efforts to assure that
hospitals and extended care facilities have operating and effective utilization
review plans. Combined with a tightening of the regulations related to utilization
review plans such activity should hell) reduce the case-load and lower the costs
of the program, consistent with congressional objectives established in tile
original law.

Mr. BE 3N1rr. Mr. President, utilization review is a statutory requirement for
institutions participating in the medicare program, and the widespread laxity
among Institutions in setting up effective utilization review procedures has
contributed mightily to the financial crisis facing Medicare today. The Commnittee
on Finance was advised by the Department of Health, Education and Welfare
that Medicare is confronted with a $210 billion actuarial deficit. Much of this
deficit could have been avoided if utilization review had been vigorously pursued
fuemin the beginning. Unfortunately, it was not

It is my belief that organized medicine can give Medicare more effective review
than It has received up to now, enabling this major health program to inore
efficiently meet its commitment to the aged citizens of America. I think we owe
our taxpayers-who, after all, must bear the bulk of 'Medicare costs--ti. re-
sponsibility of seeing that the program delivers the highest quality care we can
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provide, but that It does so in an atmosphere where excessive services-such as
overlong hospital stays-and unneeded services are weeded out and not paid
for by the program.

Against this background, I believe it is most unfortunate that the American
Hospital Association has directed a letter-writing campaign to defeat ny amend-
ment. In a letter addressed to the chiefs oA' staff of member ho nitals, the Associ-
ation presents a distorted appraisal of my amendment.

But this is not the fr.st time it has misinformed its aiembers-although
I am certain no misrepreteniation was intended-about amendinents in the Sen-
ate Finance Committee. I rveall very well, and I am sure other Senators will
also, the charge they led in 1907 to upset a health facility planning amendment
li the Social Security bill of that year which the Committee had just agreed
to. They misread the amendment, and therefore failed to note that we had so
modified it that they no longer had real cause for alarm.

We retained that amendment in the Senate, despite their opposition, but we
lot it in the conference because of thel' opposition. I recall this bit of history
simply to note that the Social Security bill lxa1ed by the House this year con-
tains the same sort of planning amendment the Senate passed In 1967-with one
big difference: This year the hospital Assoclatlon indicated general suplprt of
the provision. I feel confident that the hospitals would have supported the Senate
version In 1907 if they had been fully--and fairly-informed about it.

Similarly, I believe if they were fully and fairly informed about my Profes-
sional Standards Review Organization amendment, they would find little cause
for alarm. Patients who need hospitalization will get it under my amendment
just as surely as they get it today. But hospitals no longer would be permitted
to bill Medicare for patients who (1o not need hospitalization, or for patients who
safely mainy be discharged from the hospital sooner than they leave today. That.
along with assuring proper care, is the purpose of utilization review. Yet, t(lay
it functions only pasmodlcally and sporadically ; and in some instances, appears
to place the financial interests of medical care institutions above the interests
of the taxpayers who support the program and the aged patients hospitalized
under it by keeping their otherwise empty beds illed-at Medicare expense.

The American Hospital Association aplears bent on defeatingg my ammendlmhmwit.
in the following paragraphs, I shall explore the arguments they make against
my amendment and show how they have musunderstood its provisions. But fir.-t.
I want to comment on the last paragraph of their letter directed to their miem-
ber hospitals. It reads:

"We ho)e we can defeat this legislation if you express your views to the Sen-
ate Finance Committee. But if we (to, we must take this opportunity to make sure
our own voluntary utlizatioi review mechanisms work ! Let's be sure we are giv-
ing our patients optimal quality care, neither over-utilizing nor under-utilizing
our facilities, voluntarily keeping our pricing mechanisms under control, using
less expensive out-lptient, ambulatory, or home care programs whenever pos-
sible. In this wvay, we will be sure that we give our patients more for their
health dollar !"

I applaud this expression of concern over the very probleni with which my
amendment is concerned. But it is four years too late, and the shortcomings of
utilization review as we have it today, generally speaking, are too ingrained in
the system to expect significant improvements without basic and comprehensive
changes lin the review structure. It reminds me of the title of that famous Broad-
way play: "Promises, Promises.".

Now I turn to my analysis of the Hospital As.soviatlon critilislmus.
Argupmcnt: They agree with the concept of peer review and concede that only

physicians can review medical services. However, they say that such review must
take place in the hospital by the medical staff.

Answer: Review solely within the hospital Is generally inadequate. This sort
of review has largely been a failure in the paist, as hospital utilization review
committees appear reluctant either to antagonize fellow staff members (who often
refer and consult with each other) or to reduce the hospital's bed census. Svc-
ondly, Institutional utillizaion review coinittees are usually too sinill ito make
efficient use of computer )rolile., and other alds to the review process. Thirhdly,
and perhaps most important, only one aspect of medical care Is reviewed. hlos-
pital utilization review committees, which, may meet as Infrequently as once a
month, do not provide a logical nor comprehensive focus for the continuing re-
view of total patient care-physielans' office services, skilled nursing home care,
drugs, physical therapy, and so forth. The top operating official of the American
Hospital Association, Dr. Edward L. Crosby, also recognized these problems. lit
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the October, 1969, Issue of Hospital Progress he states: "Personally, I don't
think utilization review has ever worked."
The amendment provides for comprehensive locally-based review of all medical

services l)rovided under the Medicare and Medicaid programs, as opposed to cur-
rent review activities which are fragmented and uncoordinated. The amendment
would free revlt-wers from the Institutional pressures which currently restrict
their activities.

Argument: The amendment removes quality control and utilization review
functions from thi hospital staff.

Answer: The ,iiendment most emphatically does not do this. Hospitals would
continue to be able to establish quality or utilization control mechanisms which
they believe lead to Improved patient care (both Medicare and non-Medicare)
within their Institutions.

The amendment calls for the establishment of a comprehensive review system
to review all of the health care services-not just hospital care-provided in a
geographic area to assure that Medicare and Medicaid funds are properly
expended.

The amendment simply and logically provides that in an area where a PSRO
Is functioning effectively, the Secretary may waive any present requirements
in law or regulations imposed upon hospitals for utilization review as it relates
to Medicare and Medicaid patients. It frees the hospitals to carry out their
quality and other utilization review activities in whatever fashion is best suited
to particular institutions without Medicare pushing and pressuring.

Argument: The amendment sets up a "control mechanism" which excludes
the practicing physician and other providers from the control process.

Answer: This statement is difficult to understand, as the entire thrust of the
amendment is to place review responsibilities in the hands of practicing physi-
clans at the local level rather than leaving those responsibilities with inter-
medlarles, carriers, and the government.

Argument: The amendment requires the maintenance of patient care profiles
and ongoing review of physicians and Institutions, and this would require a
duplication of all physicians' and hospitals' medical records.

Answer: The profiles called for in the amendment can easily be constructed
and have already been constructed in many areas of the country, using the claims
data which the carriers and intermediaries must maintain and utilize In the
present claims payment process.

Part B Intermediary letter number 70-5 issued by the Social Security Admin-
istration in February 1970 directed all carriers to establish charge and service
profiles for each physician. No additional duplication of hospitals' or physicians'
records would be necessary under the amendment.

Argument: The amendment requires approval, In advance, from the Profes-
sional Standards Review Organization before a doctor "can admit any patient to
the hospital, except In an emergency."

Answer: The physician's privilege of admitting patients to a hospital is ab-
solutely not affected by the amendment. His admission privileges will continue to
be governed solely by the limits lion presently Imposed upon him by the organized
medical staff of his hospital. The amendment simply provides that a proposed
hospital admission, it disapproved by the Professional Standards Review Organi-
zatlon in advance will not be payable under Medicare or Medicaid. Thus, tie
doctor can still admit his patient-but he, the patient and the hospital would
have to look beyond Medicaid for payment. This is similar to the present practice
of Blue Cross-Blue Shield and private health insurance with one Important Im-
provement. Instead of care being provided and then having payment denied, under
the Bennett Amendment, everyone will know where they stand in advance,
rather than after the fact. If a Professional Standards Review Oragnization does
not disapprove otherwise covered hospital care in advance, that care would be
paid for until such time as the Professional Standards Review Organization
acted.

Argument: The amendment gives physicians, through the Professional Stand-
ards Review Organizations authority to Inspect hospital records and facilities.

Answer: Government already has and exercises the authority to inspect hos-
pital records and facilities through conditions of participation and through State
and local health departments.

Argumentt: The amendment is In effect government control of medical practice
with the county medical society and other physician organizations acting as the
government's agent.
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Answer: The entire point of the amendment seems, again, to have been missed.
The amendment was developed on the premise that the government cannot and
should not control medical practice where there are effective local professional
alternatives. The amendment clearly places responsibility for the review of
medical practice in the hands of local practicing physicians wherever possible.
The arguments of the Hospital Association seems to be against the ability and
capacity of the local physicians to review medical practice. The amendment
is an expression of faith that properly qualified and motivated physicians can
and will do what is so desperately required in the Medicare and Medicaid pro-
grams. Where that is not the case, the amendment provides for alternative
review mechanisms to be established.

Argument: The amendment will cost more than any potential savings.
Answer: This argument bears little relationship to reality. Authoritative esti-

mates of overutilization of hospital care alone in this country range from 15
percent to 35 percent. That is to say that 15 percent to 35 percent of hospital
days represent hospital care which is avoidable or not medically necessary.

These estimates have been given in testimony by medical organizations such
as the Sacramento and San Joaquin Medical Foundations, and by individual
physicians such as Dr. Amos Johnson, past President of the American Academy
of General Practice. Dr. Angelo Angelides of the Association for Hospital Medi-
cal Education stated that "30 percent to 35 percent of the patients In acute
short-term general hospitals do not need to be in this type of costly facility."

31r. Walter McNerney, President of tle Blue Cro 3 Association, and a member
of the Medicare Advisory Council, agreed at a meeting of that Council that
where bed space is available patients are admitted to hospitals for rest rather
than medical care.

With payments for hospital care amounting to about one-half of the govern-
ment's $15 billion Medicare and Medicald costs, potential savings from proper
professional control of hospital overutilization are readily apparent.

Argument: The amendment . . . affronts the integrity of the practicing phy-
sician" by creating a review process.

Ansirr: On (he contrary the amendment is based upon a fir respect for the
intcgrlty of the practicing physicians. The thrust of the amendment is that
physicians as members of a profession can and should be responwib1r- for the care
they order and render. The amendment represents a forthright move away from
using outside agencies such as insurance companies to review physicians' prac-
tice in favor of using practicing physicians who have hospital staff privileges to
review care in other hospitals.

Argunicnt: The amendment is "regressive" as it assumes perpetuation of "epi-
sodic" treatment rather thnn encouraging "preventive" treatment.

Answer: The amendment most assuredly does not emphasize episodic treat-
nivnt over preventive care.

The amendment calls for physicians to review care on the basis of whether
the care is "medically necessary" and whether the quality of the care meets pro-
fessionally recognized standards.

Appropriate preventive care and treatment is not only medically necessary, but
such care is an integral part of high quality care. Under the amendment it would
be provided without question Just as it is today.

"Medically unnecessary" care refers not to preventive care, but to unnecessary
care such as unneeded surgery and needless extensions of hospital stays-the
payment for which should not be a charge to Medicare-or for hospital care
where services could and should have been provided on an outpatient basis.
Under the amendment this outpatient care, much of which is presently covered
by Medicare, would be provided and its cost would remain reimbursable.

In an upcoming article on the Bennett Amendment in the October issue of
Hospital Practice, this conclusion is reached: "The Bennett proposal represents
a gamble, or a series of political, economic, and professional gambles. The Sen-
ator says he is open to suggestions for Improving his proposal. His invitation to
scoffers in the midst of the Medicare-Medicaid costs crisis is direct: Put up or
shut up."

The CIAnMRA,'x. Thank you very much, gentlemen.
Dr. STEINBERo. Thank you.
The CHA1jM-tA,. I apirCiate very much the way you have sum-

inarized your statement.. We have to proceed with these hearings and
conclude our testimony if we are going to act on this bill.
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1)'. STEI1NjlERG. T hank you, sir, for the opportunity.
The CJHAIRUIAX. Now, our next witness will be Mr. Sherwin L.

Mfeme] vice president,, Federation of American Hospitals, accom-
panied by M1r. Sam A. Wreems, and Michael D. Bromberg.

STATEMENT OF MICHAEL D. BROMBERG, DIRECTOR, WASHINGTON
BUREAU, FEDERATION OF AMERICAN HOSPITALS; ACCOMPA-
NIED BY SAM A. WEEMS, DIRECTOR, LEGISLATIVE BUREAU

3r. BROn tIBo. Thank you, Mr. Chairman.
I am Michael Broinberg, director of the Washington Bureau of the

Federation of American Hospitals, and with me is .1r. Sam Weems,
director of the legislative bureau of the federation.

3r. Memel could not be with us today, and with the permission of
the chairman, I would ask that his full statement be l)rinted in tie
hearings.

Tile CIIAnIR3r\N. That will be done.
(Mr. Memel's prepared statement, follows. Hearing continues on

page 1001.)

PREPARED STATEMENT OF SHERWIN L. MEMEL, ON BEI[ALP OF FEDERATION OF
AMERICAN HOSPITALS

Mr. Chairman and members of the committee, I am Sherwin L,. Miemel, a Vice-
President of the Federation of American Hospitals and a member of the Iealth
Insurance Benefits Advisory Council (IJIBAC), the statutory advisory com-
mittee for the Medicare program. With me is Mr. Sam A. Weems, Director of
the Federation's Legislative Bureau, and Mr. Michael I). hlromnberg, I)lrector
of tie Federatlon's Washington Bureau.

The Federation of American Hospitals is the national association of investor-
owned (proprietary) hospitals and spaks for approximately 500 hospital fa-
cilitles through its members and affiliated State organizations, Our mnenber
institutions range front small rural facilities to time largest Investor-owned com-
prehiensive medical care complex in the nation.

On May 20, 1970 Federation representatives were privileged to appear before
this committee's Medlicare-Medleaid Subcommittee it order to outline the posi-
tion of investor-owned hospitals on the title XVIII amd XIX programs and to
discuss this Committce's staff report on those prognins. At that time we dis-cussed broad areas of agreement wltil tile Committee staff and emphasized the
Immediate nced to reorganize our lie ' system. The investor-owned hospitals
of America are ready to participate in this reorganiruaiton. As health profes-
sionals as well as businessmen, dedicated to the delivery of quality health care
at reasonable costs, we are conscious of the urgent need for a more efricieitly
administered health care delivery system which can more effectively combat
escalating health care costs without sacrificing quality.

1We submit this statement today on I.1. 17550, the house passed Social Secu-
rity Act Amendments of 1970 with that goal 1m mnimd. We believe such a goal Is
attainable through changes in federal health policies designed to stimulate
appropriate competition among providers and provide alternatives to the coni-
sumers of health care. There are a number of provisions in lI.l. 17550 which
recognize the desirability of this approach but there are also, in our opinion,
other provisions which place obstacles In the way of this alternative by stifling
competition and narrowing the available alternatives for delivering health (are.

Another general concern of the investor-owned hospitals Is the degree to
which the Title XVIII and XIX laws and the proposed amendments contained
In 11.11. 17550 delegate to administrative agencies the authority to formulate
policy through the issuance of regulations. Our hospitals have already expert.
enced the economic damage and contusion which result from retroactive policies
imposed through the unpredictable and vague regulations of agencies pressured
to cut costs or by the uncertain and Inconsistent decisions of Intermediaries.

With these concerns in nind. we tur,, now to) tile provisions of 11. 17550 and
offer the following comments and recommendations:
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CAPITAL EXPENDITURES

The Federation of American Iospitals has always supported the principle
that hospital expansion or modernization programs should be consistent with
sound planning. Proper steps to achieve comprehensive health care planning oil
State and areawile levels have been endorsed by Federation through both resolu-
tions and the active participation of our membership In these efforts. The official
Federation position on planning is quoted in our testimony before the Subcom-
mitteo on Medicare-Medicaid, May 26, 1970.

Section 221 of 11.R. 17550 would direct the Secretary of II.H.W. to withhold
reimbursement for capital expenditures which are determined to be inconsistentwith State or local health facility plans. The Secretary is required to deny rehn-
bursement where a State's designated planning agency advises the facility that
its proposed capital expenditure is not in conformity with the plans of that
agency "or any other agency" established under the Comprehensive Health Plan-
ning or 11111 Burton Acts.

The section also provides for anl exception to this directive where the Secre.
tary determines, after submitting the matters involved to a national advisory
council, that an exclusion of expenses related to a capital expenditure would not
be "consistent with the effective organization and delivery of health services or
the effective administration of Title V, XVIII, or XIX * * *" In such cases, the
Secretary "shall not exclude such expenses * "

Federation supports the intent of section 221-to incorporate appropriate
health planning procedures for capital expenditures by hospitals participating in
federal health programs. At the same time we are concerned that the rights of
providers be protected and that providers have a right to be heard. We there-
fore make thefollowlng recommendations for modifications to section 221:

1. Provide authority for withholding reimbursement under section 221 on a
discretionary rather than a mandatory basis.

2. Require the Secretary to submit any proposed exclusion of expenses to the
National Advisory Council..

3. Provide the institutional ptovider with all opportunity to appear before
and present evidence to the Secretary, or the National Advisory Council, in
order to contest any proposed exclusion of expenses.

4. Authorize the provider to appeal decisions of the Secretary excluding
expenses to the U.S. District Courts.

5. Change the definition of "capital expenditure" to an expense which "exceeds
$100,000", or "ub8Ianhidally changes the bed capacity or services of the facility",
iII order to eliminate low cost expenditures which result in minor changes in
bed capacity.
6. Require the Secretary to establish a new national advisory council to

assist him in implementing this section and mandate the composition of such
national advisory committee to as.ure the appointment of "appropriate and
technically qualified" persons to the council (See, Senate Finaance Committee
Staff Report, p. 0). We also urge that, appoiftnients to the council be representa-
tive of health facilities of all types of ownership.

7. Provide that where P.L. 89-749 planning agencies are in existence, these
should be utilized as the designated agencies to avoid duplication and overlapping
jurisdiction.

8. Limit the scope of section 221 to capital expenditures for equipment related
to "new services", thereby excluding from coverage routine replacement ofequipmiien t.

9. Provide that where capital expenditures have been approved under this
section, the provider shall be entitled to 150 percent declining balance depre-
ciation payments.

PR0sP'EOTIVE REIMBURSEMENT (SECTION 222)
Federation supports expanded experimentation with incentive reimbursement

demonstration programs in order to develop an equitable system of prospective
payment for health care services. Section 222 provides a vehicle for such In-
creased experimentation by directing the Secretary to develop demonstration
projects designed to determine the relative merits of various alternative methods
of making payment on a prospective basis to providers. The Secretary is also
directed to submit to the Congress by July 1, 1972 a report of the results of the
various projects and detailed recommendations on specific methods for converting
medicare reimbursement from retroactive cost reimbursement to a prospective
payment system.
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We favor this approach and urge this 'Committee to approve broad experi-
mentation with provider participation on a voluntary basis. There are literally
hundreds of variations on prospective payment systems, including those based
on formulas and negotiated rates, and consequently, it would be, in our opinion,
an unwise delegation of authority, to allow the Secretary of H.D.W. to force
providers to participate in any particular pilot project as originally proposed by
the Administration. The brief period of experimentation will enable Congress to
select a new method of payment for health services based on an evaluation of a
number of pilot programs.

In moving toward a prospective payment approach, we would emphasize the
utilization of the profit motive as a constructive and positive vehicle for bring-
Ing about increased efficiency in hospital management, Improved planning efforts
both internally and on a State or area-wide basis, Introduction of appropriate
cost saving controls and procedures, and an atmosphere of competition In the
health Industry. We are confident that these goals can be achieved without
sacrificing or compromising the quality of health care providing there is real
competition and a meaningful profit potential.

For these reasons Federation, through its Bureau of Health Insurance Com-
mittee-a Committee of 20 men Including physicians, attorneys, CPA's and hos-
pital administrators--has developed a prospective payment proposal designed to
maximize the opportunity for real competition to achieve cost savings to the
federal government without sacrificing quality of care or curtailing services while
holding out a meaningful profit incentive to providers. The proposal was also
designed to avoid the administrative problems, cost to the program and potential
Inequities inherent In a system or prospective payment based on the findings of
or so-called negotiations by rate-setting bodies or budget review commissions.

In addition we reject the idea of Individually determined prospective rates be-
cause there can be no real competition under a system which bases the ultimate
payment for service on the internal operating budget.- of each participant. Under
such a procedure, each hospital simply competes against itself with any profit re-
suiting in a reduced rate for the following fiscal period and the elimination of
all Incentive to reduce costs.
Tie Federation of American Hospitals is presently engaged in discussions with

the Social Security Administration for the purpose of developing a pilot program
along these lines?

Payment on a prospective basis determined by averaging the defined costs of
all providers in the same class (by size and scope of service) in the same geo-
graphical area by service and adding to that average certain specified costs not
susceptible of averaging and a profit or surplus factor based on a fixed per-
centage of gross revenues or the difference between average defined community
charges and average defined community costs in the preceding year. The result-
Ing rate would be tied to agreed upon indices. The total rate would be fixed
with the provider required to absorb all costs In excess of that rate, giving ac-
tuarial predictability to the program.

LIMITATIONS ON COVERAGE OF COSTS (SECTION 223)

Section 223 of i.R. 17650 Is a clear and we believe an unwise step back from
the federal commitment to meet the direct and indirect costs of providers of
services to medicare beneficiaries. It Is a retreat from the established policy of
reimbursing institutional providers for reasonable costs actually incurred and
it substitutes as a stopgap measure a vague procedure under which providers
may, In certain limited situations, charge medicare beneficirales for those costs
not reimbursed by the program.

Federation of American Hospitals opposes the concept of section 223 as well
as the broad delegation of authority to the Secretary of H.E.W. in connection
with the proposed Implementation of this section.

The starting point In establishing limitations on reasonable costs is the prem-
Ise that there are providers which actually Incur costs, a part of which are
"unnecessary in the efficient delivery of needed health services." The legislation
does, not further define or state guidelines to be used In determining which serv-
Ices are "unnecessary" or necessaryv" nor does the legislation state who is to
make these determinations. Presumably the Secretary of H.E.W. through regula-
tions and internal guidelines will be solely responsible for Implementing this
rather vague and broad authority to limit reimbursement for reasonable costs.

The budgetary pressures which now exist and which may exist In future years
are more likely to Influence the manner In which this limitation Is Implemented
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than either the intent of Congress, the financial requirements of institutional
providers, or the needs of program beneficiaries. In effect section 223 delegates
to the Secretary the ultimate power to squeeze providers to whatever extent
budgetary conditions at any given time dictate. The uncertainties of retroactive
cost reimbursement seem. more equitable when contrasted with this attempt at
prospective setting by ceilings or limitations on reasonable costs by regulation
with no basic safeguards such as the right to a hearing or appeal.

In light of the clear intent expressed In section 222 of the bill to move toward
a system of prospective payment of institutional providers-a desire which we
share--we question the need for authority to place arbitrary limits on the rea-
sonable cost approach, while it remains in effect. If on the other hand, such
an approach is adopted, we feel that Congress should spell out in the legislation
guidelines for administrative implementation in order to prevent the friction
which has developed in the past over administrative decisions whch have penal-
ized providers and program beneficiaries or have resulted in a lack of uniformity
among intermediaries in applying administrative standards.

Section 223(e) authorizes providers to charge medicare beneficiaries for the
cost of items or services in excess of or more expensive than items or services
reimbursable under the above system. This authority applies where such charges
are customarily imposed by the provider, do not exceed the excess cost of such
items in the provider's previous fiscal period, are identified to the patient as
cost in excess of those determined to be necessary and where the Secretary pro-
vides public notice that such charges may be imposed.

There Is one exception to this provision and that is covered in section 223(g)
which prohibits a provider from imposing an additional charge where "the ad-
mitting physician has a direct or indirect financial interest in such provider".
The Federation of American Hospitals Is strongly opposed to this prohibition
and questions the basis, wisdom and constitutionality of the subsection.

First, with respect to the basis for the prohibition, we wish to question the
concern that there is an inherent conflict of interest whenever a physician admits
a patient to an institution In which he owns an interest. Federation disputes
this while recognizing that there is a potential for conflict-a potential for which
there exist proper and adequate safeguards.

The American Medical Association recently (xpresed Itself on the ethics of
physician ownership of hospitals and their position is restated in the following
resolution unanimously adopted by the Board of Directors of Federation on June
27,1970:

"It Is the opinion of the Judiciary Council that:
(1) Under no circumstances may the physician place his own financial Interest

above the welfare of his patients. The prime objective of the medical profession is
to render service to humanity; reward or financial gain is a subordinate con-
sideration.

(2) When in the course of the physician-patient relationship a conflict develops
between the physician's financial investments and the physician's allegiance to
his patient, the conflict must be resolved to the patient's benefit.

(3) It is not In itself unethical for a physician to own a for-profit hospital or
interest therein. The use the physician makes of this ownership or Interest may,
however, be definitely unethical. For example, for a physician to send a patient
to such a hospital or to prolong a patient's stay in the hospital for his financial
benefit rather than solely for the patient's needs and benefit would be unethical.

(4) When a physician has an interest in or owns a for-profit hospital to which
he sends his patients, he has an affirmative ethical obligation to disclose this fact
to his patient."

The integrity of the medical profession, enforcement of the AMA position by
local medical societies, strengthened utilization review procedures and peer review
are a few of the safeguards against overutilization by physicians who own an
Interest in institutional providers.

The soundness of the approach Incorporated in section 223(g) is certainly
questionable as a proper check on overutilization for several reasons. First It
discriminates against one small class of physicians owning a relatively small
Interest In the nation's private hospitals. Secondly, It discriminates against that
segment of the hospital industry-the Investor-owned hospitals-which has a
lower average length of stay and lower cost per hospitalization than all other sec-
tors of the industry.

If the real intent of section 223 Is to encourage efficiency and weed out those
who deliver "unnecessary" services, then It is both ironic and unfair that sub-
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section (g) should penalize that part of tile hospital fleld which has been in the
forefront of Improved management systems and creative cost saving techniques.

Finally, Federation questions the constitutionality of subsection (g) of section
223 as a violation of the Fifth Aniendnient's Equal Protection and Due Process
clauses. Economic discrimination against a closed class or distinctions in the
treatment of business entities engaged in the -amne business activity have been
hel to be unconstitutional and we are leaving with the Committee staff a memo-
ran(lun oh this subject prepared by counsel to the Federation. Our position on
this, point is simply that the subsections relating to the imposition of additional
charges on medicare patients should apply to all providers or to none.

For these reasons, we urge the Committee to consider the following alternative
actions with respect to section 223:

1. Delete the entire section.
2. Delete section 223(g) and apply the authorization to Impose additional

charges oil tii all or none basis.
•3. Include guidelines on the professional standards and procedures to be

used in determining "unnecessary" services or costs.
4. Include a right to a hearing and a right to administrative and judicial

review of decisions that services or costs are "unnecessary in the efficient delivery
of needed health services".

5. Add a subsection clarifying the intent of Congress (as expressed itn House
Report 91-1096, p. 33) that this section will be used in connection with a relatively
small number of so-called "luxury" institutions, as defined in the legislation by
regulation.

6. Provide for administrative and Judicial review of provider classifications
,wherever Ised for cost comparisons.

IFWALT1I MAINTENANCE ORGANIZATION OPTION (SECTION 239)

The Board of Directors of Federation of American llospitalW has endorsed in
prinlelple tile development of health maintenance organizations. We have advo-
c(ated this approach to improving our nation's health care delivery system in the
belief that time private sector of the health Industry can play a significant
role it improving our delivery system through stimulating competition among
providers.

The traditional lack of competition in the hospital field has prevented tile
lhalth Industry from keeping pace with the advances in medical knowledge and
front controlling spiraling costs of medical equipment and services. The H.M.O.
oe)tion may well provide a means for stimulating the kind of competition which
will reward eflicient and effective private management of all tile components
involved in delivering quality care.

Tile 1I.M.O.'s, acting in essence as partial underwiiters of the Medicare
program in a geographic area, can test the creativity and efficiency of tile private
sector. There will also be an opportunity for tie federal government to stream-
linte and thereby strengthen its own role in the administration of the program
for a large group of beneficiaries. Paperwork can be reduced and auditing time
substantially cut by building up a system of 1lM.O.'s able to deliver all covered
services from a single control point.

The key to the success of this project in our opinion lies in the development of
a variety of IT.M.O.'s. As .N.W. Secretary Elliot L. Richardson stated in his
testimony before this Committee on July 14, 1070: "I would like to emphasize,
however, that we do not think any particular structure or sponsorship is a pre-
requisite for a health maintenance organization. Indeed, we think the country
will benefit, by diversity and competition among different kinds of H.M.O.'s and
between 1I.M.O.'s and other providers of:health care."

We therefore endorse time approach set forth in section 239 with tie following
rer oinnendatiovs:

1. Authorize rates of payment during the first three years after the effective
(late of this section at levels of not less than 95 and up to 100 percent of the esti-
mated payment for services furnished by others In the area. This will encourage
development of IL.M.O.'s by recognizing additional start up costs for establishing
these new delivery systems.

2. Authorize experimentation on a contract basis with the Inclusion of pre-
ventive medicine in the covered services provided by i1.M.O.'s.

3 Suspend for three years after the effective date of this section the require-
ment that at least one half of the enrolled members of the H.M.O. be under age 65.
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4. Provide that quality standards for services provided by Il.M.O.'s shall be

satisfied by meeting those standards established by existing professional organiza-
tions and accepted by the program as quality controls for existing health care
providers.
5. Authorize the Secretary of II.D.W. to provide, by regulation, for a system

of patient referrals to components of other I1M.O.'s and to other providers lo-
cated In geographic areas outside the area served by the I.M.O,. in which the
beneficiary is enrolled.
6. Authorize the Secretary to exclude from covered services those services de-

fined by regulation to be extraordinary such as heart transplants and kidney
dialysis or in the alternative to establish by agreement with HI.M.O.'s, other pro-
viders and insurance companies a system of insurance to cover the cost of
extraordinary services.

TERMINATION OF PROVIDER PARTICIPATION (SECTION 227)

Section 227 of II.R. 17550 authorizes the Secretary of II.1.W. to terminate
or suspend payment under Medicare to any supplier of health services found to
be guilty of program abuses. Abuses set forth in this section include over-
charging; furnishing excessive, Inferior, or harmful services; and making a false
statement to obtain payment.

Program Review Teams would be appointed in each State with plysleans,
other professional health care personnel, and consumers represented on tile
teams. While only professional members would review cases of alleged excessive,
inferior, or harmful services, the full review tealns would submit reports to the
Secretary on all other cases.

Federation supports the principle that those who abuse the program should
be excluded from future participation but we oppose the proposed procedure
under which tile accused are presumed guilty before trial. The section in Its
present form permits termination of future payments with no prior hearing or
appeal. The right to an administrative hearing and judicial appeal Is granted
only after tihe effective termination of provider participation.

Federation recomniends a iodification of ,etlon 227 to provide for a hearing
and judicial review prior to the effective termination of services. Tills would
still enable the Secretary to withhold payment to providers for past or current
clahns on all Individual basis, thereby protecting the program from such abuses.

In addition, O nce few suspensions or terminations are anticipated (see House
Report 91-1096, p. 44) wn recommend that Program Review Teams be composed,
entirely of professional health care personnel Including representatives of hos-
pitals of all types of sponsorship. All cases of alleged abuse will undoubtedly
involve Issues requiring consideration by professionals. While there have been
headlines about the cases of abuse, studies have also revealed that less than
one percent of the nation's physicians and hospitals have acted unethically or
illegally. Those cases which are reviewed should be handled by professionally
qualified personnel to Insure equitable treatment.

INSTITUTIONAL BUDOETS (SECTION 231)

Section 231 of 11.11. 17550 requires institutional providers to have a written
plan and budget to include all annual operating budget and a capital expendi-
tures plan covering a three year period prepared under the direction of the
facility's governing body.

Federation of American Hospitals endorses the Idea that hospitals should be
encouraged to participate in the health planning process on an Individual in-
stitution as well as an area-wide basis. At the same time we question the use-
fulness of requiring such Ilndilvdual budget planning as a precondltlon to par-
ticilpation in the Medicare program. We are also concerned about tile extent to
which the budget Information may be used as a vehicle to coerce providers into
accepting changes in their plans or operational procedures.

The House Ways and Means Conlmittee, In House Report 91-1096 on IIR.
17550, states that: "The plan would not be reviewed for substance by time Govern-
nient or any of its agents. Tile purpose of the provision Is to a.sure that such
Institutions carry on budgeting and planning o1 their own. It Is not intended
that tihe 0'overmnent will play any role In that process."

We suggest that this statement of legislative intent be Incorporated Into the
language of II.R. 17550. Without such a clarification, the section might be con-
strued or Imlplemented In a manner Inconsistent with and In direct violation of
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Section 1801 of Title XVIII which states that the government will "not exercise
any supervision or control over the practice of medicine or over operation of
administration of medical facilities".

In addition to this modification we recommend that language be added to pro-
hibit the disclosure of such plans or budgets and protect providers against the
disclosure of parts of such plans out of context.

Finally we would recommend an exemption for those hospitals in which
Medicare and Medicaid patients represent a relatively small portion of tile
total hospital patient load. The extra work and expense involved in requiring
such facilities to prepare fiscal plans would not be justified or contribute toward
a more efficiently managed program.

UTILIZATION REVIEW (SECTION 235)

Federation of American Hospitals recognizes that the utilization review mecha-
nism has the potential for curbing overutilization of high cost medical facilities
without infringing upon the practice of medicine. We support all efforts to
strengthen utilization review within that framework while being cautious against
the control of this mechanism by those not involved In the daily procedures of
hospital work.

We therefore support section 235 whieh extends the requirement for utilization
review to the Medicaid and Maternal and Child Health Programs. We also sup-
port experimentation on a voluntary basis with utilization review procedures,
as authorized by Section 222(b) (1).

With respect to proposed experiments we would support programs designed
to test the effectiveness of rotating utilization review committees among hospitals
in a community provided at least one member of the committee remains at his
facility. We would also recommend experimentation with "peer review", In
cooperation with local medical societies.

While we would not oppose experimentation with computers to develop com-
munity-wide utilization review guidelines and statistics on average lengths of
stay and services, we do caution against over-reliance on such statistics or their
use by non-professionals. Computerization should be used to separate, ease.s rv-
quiring more personal and professional review, just as Is done under Internal
Revenue Service procedures.

We note that time House of ]Representatives rejected the Administration's re-
quest to apply utilization review findings to hospital admissions on a retroactive
basis. Such an amendment was contained In the Health Cost Effectiveness
Ameli ments originally proposed by the Administration but not introduced In
legislative form. We oppose any such retroactive use of the utilization reviewmechanism because It would penalize the hospital for an alleged medical judg-
ment by the admitting physician,

In lieu of this proposal, the House approved Section 237 of T1.. 17550 which
extends the authority of utilization review committees to findings made during
reviews of sample admissloi,'. Where findings of unnecessary admissions are
made, payment would be cut off three days after notification to the physician,
the patient and the provider. 'his section operates prospectively and Is consist-
ent with existing procedures.

Finally, we recommend that an amendment be adopted exempting physicians
from liability for decisions made during the performance of duties as members
of a utilization review committee. Such an amendment would remove the threatof lawsuits arising from conflicting opinions in this area.

PEER REVIEW

We have noted with interest the proposals made by Senator Bennett for the
establishment of Professional Standards Roview Organizationq (PS110's) to be
responsible for review of quality of care. There is a real need for the develop-
ment of a true professional peer review system In order to strengthen and make
more equitable the provisions under federal law for checks against overutllza-
tion as well as to assure the delivery of quality care.

The Federation of American Hospitals would support such a system provided
the professional members of such review organizations included those with
knowledge and experience in the administration of hospitals of all types of
sponsorship. This would be necessary in order to make the composition of the
review teams equitable and appropriate for the responsibilities charged to the
review team.
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Such a system of PEER -RIVIEW might al~o be used as a screening process
In a system of administrative appeals from the decisions of federal officials or
Intermediaries concerning disputes arising out of the administration of Medicare
and other health programs. Such an appeals mechanism would relieve the federal
government of the responsibility for review and would afford professional review
to the physicians and other providers who are Involved in disputes under these
programs.

We believe that the concept of peer review should be tested in demonstration
programs to determine the cost and feasibility of adopting this kind of program
on a national basis.

We recommend the following modifications to the amendment sponsored by
Senator Bennett:

1. Authorize experimentation only on a two ytar demonstration program basis
in several localities to determine the cost and test the feasibility of implementing
the Professional Standards Review Organizations approach on a national scale.

2. Provide for direct representation of all types of institutional providers on
P.S.R.O.'s as well as on State and national councils.

3. Separate the utilization and quality review functions by establishing sepa-
rate Professional Review Organizations or subcommittees to assume responsi-
bility for each of these areas.

DETERMINATION OF MEDICAID REASONABLE COSTS (SECTION 229)

Section 220 authorizes the States to develop their own standards and guide-
lines for determining the reasonable cost of inpatient hospital services under
Medicaid and Maternal and Child Health Programs. ''his provision would change
the position of Administration Legal Counsel and the Courts that the "reason-
able costs" provisions of the Title XVIII and XIX programs should be interpreted
in the same manner.

While Section 229 restates the Congressional intent of preventing hospitals
or their private patients from subsidizing Inpatient costs of Medicaid patients
and vice versa, the delegation of the authority to interpret the reasonable cost
to the States can only bring about confusion and a lack of revenue predictability
which In turn is likely to produce higher charges for non-covered patients.

In addition to these pressures on facilities, there will be budgeting pressures on
the States which will tempt the States, as they have been tempted before, to
adopt arbitrary and unreasonable cost control regulations in order to reduce the
heavy fiscal burden of the Title XIX program. These pressures have already
induced several States to attempt to Impose some type of freeze on Medicaid
charges which Court decisions have held In violation of federal law.

We recommend limitations on the power of the States to establish reasonable
costs under Medicaid, including an appeal procedure for providers under which
reasonable cost determinations by States could ba challenged before the Depart,
meant of Health, Education and Welfare and subsequently in the Courts. There
should also be specificity with respect to the services expected to be provided
by an institution with assurance that the actual costs of those services will be
met. Otherwise we might return to the situation which existed prior to the adop-
tion of existing regulations where reasonable costs were Interpreted In some
cases to be lower than actual costs.

PHYSICAL THERAPY SERVICES (SECTION 254)

Section 254 provides that reimbursement for physical therapy services provided
under an independent arrangement between the therapist and the facility and
under the supervision of the facility, may not exceed an amount equal to the
salary which would have been payable to a qualified physical therapist under an
employment relationship. This ceiling on the reasonable costs of physical therapy
services will undoubtedly cause uncertainty and disputes over the reasonableness
of costs of services performed under contract arrangements.

The retroactive application of an administrative determination as to the rea-
sonable costs of such services, had they been performed pursuant to an employ-
ment relationship could cause substantial economic harm to a facility acting in
good faith. In addition provision should be made to exempt facilities which have
entered Into contracts with physical therapists or made binding commitments
prior to passage of this legislation.

For these reasons, we recommend an amendment to section 251 requiring the
amount of salary considered reasonable for the employment of physical therap-
ists to be determined and applied prospectively.
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RETROACTIV LY APPLIED RULINGS-

The complaint most often voiced by institutional providers about the adminis-
tration of the Medicare program is that retroactively applied interpretations by
fiscal intermediaries too often result in unforeseen financial harm to hospitals
and other providers. Tie Federation seeks to avoid or substantially reduce the
opportunity for unpredictable policy interpretations of this nature by limiting the
area of interpretation which is delegated to the Social Security Administration
and to fiscal intermediaries under the Title XVIII program.

Some examples of the hardships caused by retroactively applied policy deter-
nilnations, as brought to our attention by Federation members, are set forth be-
low for the Information of the Committee:

1. Prior to July 20, 1970, hospital providers had been advised to exclude
state and federal income tax from their equity capital computations. As n result
of Blue Cross Medicare Providers Bulletin No. 48, hospital providers were in-
structed to include such taxes in computing their equity capital. The result
of such inclusion is to reduce net asset value and thereby reduce return on
investment.

2. Iii a prior fiscal intermediary directive, Medicare reserves were excluded
from equity capital computations. But intermediaries recently reversed this po-
sition and have now advised hospital providers that Medicare reserves now must
be included as a liability, with a resultant reduction in net asset value and
a concomitant reduction in return on investment.

3. Prior to Intermediary Letter 398, the fiscal intermediaries had been advis-
ing hospital providers that no cost or depreciation elections would be binding
until the audit of cost reports. But as a result of Intermediary Letter 398, this
position was reversed in mid-stream and fiscal intermediaries are now advising
hospital providers that all cost and depreciation elections made prior to cost
report audits will be binding at the time of such audits. For example, if a fa-
cility elects straight-line depreciation prior to the audit, it may not at the tinme
of audit switch to accelerated depreciation. This, as you can well imagine, can
have horrendous results.

4. Blue Cross has been engaging lit the practice of redetermining Part B
payments following the rendition of services and billing. Thus, if a portion of
such billing was originally directed to Part A, some of the Part A billing is now
being thrown into Part B billing and being reduced thereby since there is patient
liability under Part B for 20% of the total Part B billing. This, as a consequence,
results in the reduction in the liability of the governmental program and places
an increased financial burden on the facility to, in effect, finance the program. In
addition, if the billing statute of limitations has run prior to the fiscal inter-
mediary's redetermination, It is possible that the portion thrown into Part B
could not be billed because time for such billing has passed. Again, the detri-
mental effect of such a policy is quite apparent.

5. At one point, fiscal intermediaries were advising hospital providers that
purchase goodwill could be included when computing returns on equity. But
now fiscal intermediaries are taking the position that purchase goodwill may not
be included in making such computations, with a resultant decline in return on
equity.

These policy determinations and abrupt reversals in policy lead to an esca-
lation of the already high costs of auditing by requiring large scale reworkings
of Medicare cost reports. The difficulties are further compounded when adjust-
ments have to be made to cost data which is three or four years old. Since some
hospitals have not yet had their initial cost reports accepted, this is a very real
problem.

We support a revision and simplification of cost-finding procedures to bring
short-term relief to providersi-particularly small facilities. A long-term solution
will only be possible when the cost reimbursement approach of the current pro-
gram Is replaced by a prospective payment system.

APPEALS PROCEDURE

Throughout this statement we have urged the adoption of administrative or
judicial review mechanisms, or both, in order to meet basic standards of due
process in resolving disputes under certain sections of HI 17650. The Federa-
tion of American Hospitals also recommends a more general appeals mechanism
for providers under the Medicare and Medicaid programs.
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In our appearance before the Senate Finance Subcommittee on Medicare and
Medicaid (May 26, 1070) we emphasized that. the Medicare program Is a rather
unique exception to the principle that a party with a grievance shall have re-
course to some impartial source. It is clear that those intermediary hearing pro-
cedures which do exist are by their very nature limited and partial.

The conflicting Interpretations of the Title XVIII program by intermediaries
has created an atmosphere of uncertainty-an atmosphere which is certainly not
conducive to efficient management or fiscal predictability. The ever present dan-
ger that a new Interpretation of a regulation, set forth in an intermediary letter
front S.S.A., will be applied retroactively can wipe out all efforts to achieve effi-
clent and effective management forecasts of operations.

We strongly recommend the establishment of procedures under which provid-
ers may seek administrative relief as well as the right to judicial review under
the Title XVIII program.

CONCLUS ION

We believe that private initiative is the most effective instrument we have to
achieve our common goal of high quality health care for all at a reasonable cost.
We must improve management and control health care costs but we must achieve
that goal without compromising on quality care.

The investor-owned hospitals of America appreciate this opportunity to be
heard and we pledge our cooperation in efforts to meet the challenges of the
future in the health field.

Mr. BRom iImn. The Federation of American Hospitals is the national
association of invester-owned hospitals and speaks for approximately
500 hospital facilities through its members and affiliated State
organizations.

Earlier this year we were privileged to appear before this corn-
mittee's Medicare-Medicaid Subcommittee, and we offered a state-
mot agreeing in great l)alt with many of the recommendations made
by the stalf of the Senate Finance Colnmittee. A number of these rec-
ommendations already are included in H.R. 17550.

At this time we would briefly like to tell the committee some of our
recommendations for improvements of certain sections of the bill.

First, with respect to section 221, tie federation has supported the
principle that hospital expansion or modernization programs should
be consistent with sound and appropriate planning. Themfore, we
support the concept of this section which would allow tle Secretary
of 11KW to withhold reimbursement for expenditures which are dter-
mined to be inconsistent with State or local health planning agencies.

In order to make the section more equitable, however, we stroll gly
recommend that, tle committee include an appeal procedure so thit
providers may seek both administrative and judicial review of these
(letemninations.

In connection with that, we recommend that tle National Advisory
Council, which is established in this section, would be a proper body to
]told hearings and allow providers to present oral testimony.

We have also made a number of other commendations for minor
changes in the section which apl)ear on pages 5 and 6 of our testimony.

With respect to lrospective reimnbi-sement, we have set out on
pages 6 through 9 our position on this matter. Briefly we would like to
say that we lielieve the fairest and best way of implementing this
eventually will be a system which allows competition amncag providers.
By this we mean a formula which would apply to all providers rather
than an individual budget review system linnder which each hospital
submits a budget and thereby coml)etes against itself. Any gain which
tle hospital made, in other words, woulf result id, the hospital being
penalized for the following year by a lower budget.



1002

On page 9 we start our testimony on limitations on coverage of costs.
This is the one section in the legislation, Mr. Chairman, which the
federation opposes in toto, and we urge complete deletion. 'We believe
it is a clear retreat from the Federa commitment to meet the direct
and indirect costs of providers of health care.

At this point I would ask permission to leave for the committee
counsel, Mr. Chairman, a memorandum prepared by legal counsel to
the federation on the constitutionality of certain aspects of this section,
particularly subsection (g) which provides that whereas in the pre-
viois sections of the bill Iospitals may, under certain circumistaices,
charge patients over and above medicare reimbursement, that that
provision shall not apply to hospitals where the admitting physician
owned an interest in the facility.

We believe that either no hospital should be able to charge a patient
over and above medicare reimbursement or all hospitals should. There
should be no distinction based on ownership or sponsorship. This is
particularly true in light of a recent regulation which prohibits any
physician with a financial interest from serving on utilization review
committees.

We believe this would make the section unnecessary in any event,
but we seriously question the constitutionality of subsection (g).

On page 15 of our testimony we discuss health maintenance organi-
zation options, and I would like to say at this point that the federation
believes this is one of the two areas which offers the best hope in con-
trolling costs under the medicare program, the first being prospective
reimbursement, and the second being the development of health main-
tenance organizations.

We believe the key to this section is as quoted from the testimony
of H W Secretary ichardson, who appeared before this comlnitte'e
on July 14, at which time he said:

I would like to emphasize, however, that we do not think any particular struc-
ture or sponsorship Is a prerequisite for a health maintenance organization.
Indeed, we think the country will benefit by diversity and competition among
different kinds of HMO's and between 1MO's and other providers of health
care.

We have listed a. numbeii of recommendations on HMO's on pages
1' and 18. i would like to just briefly discuss two or three of them.

The first is that we would suggest that instead of a maximum of
95 percent, that the committee also institute a floor or a minimum in
the legislation as an incentive. We have recommended a minimum
of 95 and a maximum of 100 percent, at least during the first 3
years, after enactment of the bill, to encourage development of TIMO's
and to recognize that there will be startup costs.

Second, suspend for the first 3 years of the 1-fO experiment the
requirement that at least one-half of the enrolled members of the
lIMO be under the age of 65.

W'o would also urge the committee to make provision for adequate
referrals of patients and to exempt TIM 's for liability for extraor-
dinary health care, such as heart transplants or kidney dialysis. Under
the bill, as it now exists and lIMO would be responsible for all health
care regardless, of the nature of that, care, and we think there should
be certain limited exemptions.
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We support the section on termination of provider participation.
We simply urge that the judicial review provision of the act apply
prior to, rather than after, the termination.

Oil page 20 we discuss institutional budgets which are required by
section 231 of H.R. 17550.

The major recommendation we have in this area is that language
which has been incorporated in the House report, which appears on
page 21. of our testimony, be incorporated in the legislation itself. That
language reads:

The plan would not be reviewed for substance by the Government or any of its
agents. The purpose of the provision is to assure that such institutioiis carry on
budgeting and planning on their own. It is not intended that the Government will
play any role In that process.

We believe the bill, itself, is very unclear on this point and should
be clarified.

On pages 22 through 25 we discuss both utilization review and peer
review. Let me say briefly that we support the extension of utiliza-
tion review to medicaid. Wre believe that this will be helpful.

We also support broad experimentation with peer review.
With respect to Senator Bennett's amendment, however, we have

listed several reservations. One of the reservations which I would like
to mention is cost. We have not seen anywhere a cost estimate on this
program, but. we have heard that some foundations in the country,
which are now running similar programs, may have costs as high as
$10 per case.

We would note that. there were 30 million hospital admissions last
year, and even if that cost were shaved in half or lowered to a few
dollars per case, we are talking about several hundreds of millions
of dollars.

Therefore, we recommend, first, that Senator Bennett's amendment
be experimented with on a 2-year demonstration program basis in
several localities of the country.

We also urge that institutional providers be directly represented
on the local peer review organizations,

Mr. Chairman, I would briefly like to mention an amendment
which is not included in our testiinony because it is Incorporated in
an amendment introduced last week" by Senator John 'rower, of
Texas. This is Senate amendment 920, 'and this alnendmient would
recognize and bring some relief to hospitals with under 50 beds.
Many of our facilities which have been limited-acces facilities are
having difficulty meeting the medicare requirement that they have
24-hour-a-day, 7-day-a-week, registered nurses on duty and, a4s a re-
stilt, many hospitals are being closed down, particularly 20- and 30-bed
facilities.

Senator Towers' amendment would provide that licensed practical
nurses could make il) for the deficiencies in registered nurses. As you
know, there is fl. great, shortage in this area, and there is a great shortage
in rural areas to meet it.

In conclusion, Mr. Chairman, I would like to read the last paragraph
on page 31 of our testimony. Throughout this statement we have
urged the adoption of administrative or judicial review mechanisms
or both, in order to meet basic standards of due process in resolving
disputes under certain sections of 11.R. 17550.

47-530--70-pt. 3--7
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The federation also recommends a more general appeals mechanism
for providers.

The conflicting interpretations of the title XVIII program by inter-
mediaries has created some atmosphere of uncertainty, which is cer-
tainly not conducive to efficient management of the meilicare program.
The over present danger that a new interpretation of a regulation set
forth in an intermediary letter will be applied retroactively can wipe
out all efforts to achieve .efficient and effective management forecasts of
operations.

We have listed on pages 28 to 30 several examples of this, and we
strongly recommend that this committee put a provision in this bill
giving providers the right to administrative and judicial relief.

There are very, very few, if any, other major Federal programs in
which there is no appeal procedure. Thank you, Mr. Chairman.

(The summary and memorandum follow:)

SYNOPSIS OF MEMORANDUM

Subject: Constitutionality of proposed amendment to section 1866(a) (2) of the
Social Security Act.

From: Welssburg, Jacobs and Gerst, Bureau of health law, Federation of Amer-
ican Hospitals.

J. The proposed amendment to section 1866(a) (2) of the Social Security Act,
contained in H.R. 17550, provides that hospitals and extended care facilities can
charge beneficiaries for items and services not covered under medicare, except
In the case of an admission by a physician who owns an Interest in the facility.

II. Is the proposed amendment to section 1860(a) (2) constitutional under the
fifth amendment to the United States Constitution? No.

III. The proposed amendment to section 1860(a) (2) Is unconstitutional for the
following reasons:

(A) It violates the fifth amendment right ro equal protection under the laws
by discriminating against facilities in which admitting physicians have financial
Interests.

(I) The proposed amendment does not serve the legislative purpose of
preventing excessive and unnecessary charges.

(B) It violates the fifth amendment by taking property without due process of
law.

(C) It violates the fifth amendment by taking property for public use without
Just compensation.

MEMORANDUM

Subject: Constitutionality of proposed amendment to section 1866(a) (2) of
the Social Security Act.

From: Welssburg, Jacobs and Gerst, Bureau of Health Law, Federation of
American Hospitals.

II.R. 17550, Introduced on May 11, 1970 and thereafter referred to the Com-
mittee on Ways and Means, contains a proposed amendment to Section 1860(a)
(2) of the Social Security Act to provide that hospitals and extended care facili-
ties can charge beneficiaries under the Medicare program for Items and services
not covered under Medicare except In the case of admissions by physicians who
have a direct or indirect financial Interest In the provider of services.

This proposed amendment creates two separate classifications of providers for
purposes of the Medicare program: (a) hospitals and extended care facilities in
which admitting physicians have no financial Interest, and (b) hospitals and
extended care facilities in which admitting physicians have a direct or indirect
financial Interest. Thus, on Its face, the proposed amendment Is discriminatory
of providers In which an admitting physician has a financial interest.

The right of equals to equal Justice under the law Is so basic to our Juris-
prudence and traditions that it Is fundamental and must be protected against
discrimination.

The crucial questions arising from this discriminatory classification within
the proposed amendment is whether such discrimination is violative of tile pro-
visions of the Fifth Amendment to the Constitution of the United States. Reliance
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must be placed on the provisions of the Fifth Amendment to the Constitulon,
an specifically, the due process clause contained therein, since the Fourteenth
Amendment is inapplicable to Federal Legislation.

In the case of Korcmateu v. United ,States, 323 U.S. 214, the United States
Supreme Court held that the due process clause of the Fifth Amendment contains
a limitation upon congressional classifications. In other words, the court found
inherent In the due process clause of the Fifth Amendment the concept of equal
protection under the laws. This finding was made even more explicit In the case
of Bolling v. Sharpe, 347 U.S. 497, wherein the United States Supreme Court
stated that "discrimination may be so unjustifiable as to be violative of due
process." See also, Hirabayaahf v. United States, 320 U.S. 81; Ivanhoe Irrigation
District v. McOracken, 357 U.S. 275. Based upon these cases, it is safe to con-
clude that the due process clause of the Fifth Amendment is the proper consti-
tutional means to hold the legislative and executive branches of the Federal
government to the demands of equal protection.

The proposed amendment has the effect of imposing economic discrimination
on a closed class-namely, providers in which admitting physicians hold financial
interests. The leading and most recent United States Supreme Court case over-
turning legislation because of economic discrimination is Morey v. Daud, 354 U.S.
457. In the Morey case, the court considered a state statute which imposed
licensing and other requirements upon currency exchanges that issued money
orders with the express exclusion of those who Issued United States Post Office,
American Express Company, Postal Telegraph Company, or Western Union Tele-
graph Company money orders. A contention was made in this case that by
expressly excluding those who issued money orders of the American Express
Company, there had been an unreasonable statutory discrimination made which
violated the equal protection clause of the Fourteenth Amendment. This case is
important not so much for its holding as for the principles which it sets forth In
determining a violation of the constitutional right of equal protection of the
laws. The court stated that "Distinctions in the treatment of business entities
engaged In the same business activity may be Justified by genuinely different
characteristics of the business involved. This is so even where the discrimination
is by natue. But distinctions can not be Justified if the discrimination has no
reasonable relation to those differences."

Tile fundamental concept which lies at the heart of the equal protection argu-
ment is that a statutory discrimination must be based on differences that are
reasonably related to the purpose of the statute In which it appears. Tie equal
protection clause aims at invidious discrimination of the sort where there is an
absence of reasonable basis for such discrimination.

The proposed amendment sets forth the statutory discrimination between busi-
ness entities engaged in the same business activity which do not have genuinely
different characteristics. Hospitals and extended care facilities, whether or not
of the sort in which admitting physicians hold financial interests, are not only
physically similar among themselves, but also provide the same or similar services.
and are subject to the same regulatory and licensing laws of the respective states.
In addition, they are accredited by the same accrediting bodies. This is not to say
that variations among hospitals or extended care facilities will not be found,
such as the availability of certain services, but in their essential forms, such in-
stitutions are basically without genuine differences. Furthermore, admitting
physicians, whether or not they have financial interests in the facility in which
they are admitting patients , are bound by fixed legal and ethical standards it
the conduct of their practice. Therefore, under state law, all admitting physicians
are treated equally.

The purpose for which the proposed amendment has been offered is no secret.
There has been considerable activity in the Federal government centered on fi-
nancial Interests of admitting physicians in the facilities in which they admit
patients. The fear of the proponents of the proposed legislation can be summed
up in the phrase "conflict of interests." These legislators apparently feel that
there is a greater danger that excessive charges and unnecessary services will
result in situations in which the admitting physician has a financial interest
in the health care facility.

Of considerable import Is the position of the Judicial Council of the American
Medical Association on this question. It has declared that it Is not In itself un-
ethical for a physician to own a for-profit hospital or Interest therein.

Factually, there Is no support for the very obvious fear of the proponents
of the proposed legislation. Furthermore, if these legislators were truly con-
cerned with the problem of excessive costs, they would prohibit billing belle-
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ficiarles for all non-covered items and services irrespective of the type of owner-
ship of the provider. There is no reason to believe that institutions not subject
to the limitations of the proposed amendment engage In billing and utilization
practices which diiTer from those which are restricted by the legislation.

If the purpose of the legislation Is to eliminate unnecessary, excessive charges.
then the legislation does not accomplish these ends since it is aimed solely at a
closed class which does not account for the majority of hospital beds In the
United States. There is therefore a violation of the due process clause of the
Fifth Amendment since the statutory discrimination does not serve the pur-
poses of, and has no reasonable relation to the purposes of, the proposed amend-
inent. As noted In the Morcy case, where there is a remote relationship of the
statutory classification to the legislation's purpose, and where there Is created
a closed class with accompanying economic disadvantages, there is a denial of
equal protection of the laws. Based upon the principles set forth In the Marcy
case, It is submitted that the proposed amendment is violative of the due process
claujse of the Fifth Amendment.

Furthermore, the proposed amendment is confiscatory lit nature and thus
violates the concepts of substantive due process and the taking of private prop-
octy for public use without just compensation under the Fifth Amendment of
the United States Constitution. By restricting the right of certain health care
facilities to bill for uncovered charges, the proposed amendment is depriving
such facilities of their property whliout due process of law and constitutes such
an interference with property as to amount to a taking for which compensation
must be paid under the Fifth Amendment. If a public purpose Is to be served
by legislation, then generally the Supreme Court has found that such a taking
has not occurreil. It is submitted that the proposed amendment does not serve a
public purpose, but rather avoids the problem of excessive charges entirely by

its piecemeal approach.

SUMMARY OF STATEMENT BY FEDERATION OF AMERICAN HOSPITALS

The follo,-ine is a summary of recommendations submitted liv the Federation
of American hospitals, the national association of investor-owned I roprietary)
hospitals. in connection with this Committee's consideration of II.R. 17550, the
Louse passed Social Security Act Amendments of 1970:

CAPITAL EXPENDITURES-SECTION 221

Federation supports the incorporation of appropriate health planning pro-
cedures In provisions relating to the reimbursement of institutional providers un-
der federal health programs. We recommend the following modifications to sec-
tion 221:

(1) The Secretary's authority to withhold reimbursement for non-approved
capital expenditures should be on a discretionary rather than a mandatory
basis.

(2) The Secretary should be required to submit any proposed exclusion of
ex lpndItures to the National Advisory Council.

(3) i'roviders should have the right to appear before the National Advisory
('ouimci to contest proposed exclusions of exiesinlit ures.

(0) Providers should be given the right to appeal adverse decisions under
section 221 to the U.S. District Courts.

(5) Members of the National Advisory Council should be "appropriate and
technically qualified persons" and should be representative of health care facl-
ilties of all types of sponsorship.

(0) '[lie scope of section 221 should be limited to capital expenditures for "new
services" excluding routine replacement of equipment.

(7) Where expenditures have 1ien approved, providers should be authorized to
elect reimbursement based in 150% declining balance depreciation.

PROsPECTIvE JREfMnURSEMENT-SECTION 222

Fediraton advocates experhinentat ion on a voluntary basis with incentive relni-
lirsement programs. We support a prospective reimbursement system based on
a comparison of costs of providers grouped by size and scope of service within
the same geographical area thereby stimulating competition among all providers.
We do not favor Individually determined prospective rates because this would
discourage competition. We oppose the establishment of rate-setting bodies or
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budget review commissions for the same reason but also because of the admin-
itratlive chaos and potential Inequities of. such a system.

LIMITATIONS ON COVERAGE OF COSTS-SECTION 223

This section Is a retreat from the established policy of reimbursibg providers
for reasonable costs actually incurred and it gives the Secretary broad power to,
limit reasonable costs without adequate guidelines. Subsection (g) Is dis-
criminatory in its treatment of admitting physicians who have a financial
interest in the institution and we question the constitutionality of this provision.
We urge the Committee to:

(1) Delete the entire section 223.
(2) Delete subsection (g) and apply the authority to charge patients for

additional services to all hospitals or to none.
(3) Include legislative guidelines for standards to be used In determining

"unnecessary" services or costs.
(4) Include administrative and judicial appeal rights for providers to

contest the classification of providers and the determination that services are
unnecessary.

IFAI,7II MAINTENANCE OROANIZATlOX OPTION-SECTION 230

The Federation has endorsed in principle the development of health mainte-
nance organizations and recommends the following:

(1) Authorize rates of payment to I.M.O.'s during the first three years after
the effective date of this section at levels of not less than 95% and up to 100%
of the estimated payment for services furnished by others In the area.

(2) Authorize experimentation on a contract basis with the inclusion of
preventive medicine in the covered services provided by II.M.O.'s.

(3) Suspend for three years after the effective date of this section the require-
ment that at least one-half of the enrolled members of the 1I.M.O. be under
age 65.

(4) Authnrize the Secretary of HI.E.W. to provide by regulation for a system
of patient referrals to components of other II.M.O.'s and to other providers
located In other geographic areas.

(5) Authorize the Secretary to exclude from covered services those services
defined by regulation to be extraordinary such as heart transplants and kidney
dialysis or in the alternative to establish by agreement with II.M.O.'s, other
providers and insurance companies a system of insurance to cover the cost of
extraordinary services.

TERMINATION OF PROVIDE. PARTICIPATION-SEC7ION 227

Federation supports the principle that those who abuse the Medicare program
should be excluded from future participation, but recommends that section 227
provides for a hearing and judicial review prior to the termination of services.

INSTITUTIONAL BUDOETS-SECTION 231

We recommend the following mlifications:
(1) Include language to clarify that budgets will not be reviewed by the Fed-

eral Government for substance.
(2) Prohibit the disclosure of such l)lans or budgets, and protect providers

against the disclosure of parts of such plans out of context.
(3) Exempt those hospitals in which Medicare and Medicaid patients repre-

sent a relatively small portion of the total hospital patient load.

UTILIZATION REVIEW-SECTION 235

We support the extension of utilization review to Medicaid and Maternal and
Child Health Programs and favor experimentation on a voluntary basis with
utilization review procetdures, :,- authorized Icy Seelon 222(b) (1).

We also recommend that an aiendimment be adopted exempting physicians from
liability for decisions made during the performance of duties as members of a
utilization review committee.
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PROFESSIONAL l-EER REVIEW ORGANIZATIONS

We urge the following modifications to the Peer Review amendment spon-
sored by Senator Bennett.

(1) Authorize experimentation only on a two year demonstration program
basis in several localities to determine the cost and test the feasibility of In-
plementing the Peer Review approach on a national scale.

(2) Provide for direct representation of all types of institutional providers on
P.S.R.O.'s as well as on State and National councils.

(3) Separate the utilizatioui and quality review functions by establishing sepa-
rate review organizations or subcommittees to assume responsibility for each
of these areas.

DETERMINATION OF MEDICAID REASONABLE COSTS-SECrION 220

We recommend limitations on the power of the States to establish reasonable
costs umder Medicaid, including an appeal procedure for providers under which
reasonable cost determinations by States could be challenged before the Depart-
ment of I.E.V. and subsequently in the Courts.

PHYSICAL THERAPY SERVI(;ES WSEC TION 254

We recommend an amendment to section 254 requiring the amount of salary
considered reasonable for the employment of physical therapists to be deter-
mined and applied prospectively.

APPEALS PROCEDURE

We recommend the establishment of procedures under which providers may
seek administrative relief as well as the right to judicial review under the Title
XVIII program.

The CHAIRMAN. Thank you very much.
The next witness is Mr Richard C. Herrmann, president, adminis-

trator, Bossier City General Hospital, in behalf of Louisiana Hospital
Association; accompanied by Mrs. Phyllis Eagan, administrator of
Sara Mayo hospital, New Orleans; and Raymond C. Wilson, executive
director, Southern Baptist Hospital, New Orleans.

STATEMENT OF RICHARD C. HERRMANN, PRESIDENT, LOUISIANA
HOSPITAL ASSOCIATION; ACCOMPANIED BY PHYLLIS D. EAGAN,
PRESIDENT-ELECT, NEW ORLEANS DISTRICT, LOUISIANA HOS-
PITAL ASSOCIATION; AND RAYMOND C. WILSON, PAST PRESI-
DENT, LOUISIANA HOSPITAL ASSOCIATION

Mr. HERRtMA-M. Mr. Chairman, I am Richard C. Herrmann, admin-
istrator of the Bossier City General Hospital, Boosier City, La.

I appear here today as president of the Louisiana Hospital Associa-
tion, a. nonprofit federation of hospitals, nursing homes, and related
health care organizations in Louisiana. The association includes in its
membership 147 hospitals which operate 85 percent of the hospital
beds in the State.

With me is Raymond C. Wilson, a past president of the association
and executive director of the Southern Baptist Hospital, New Orleanis,
and .irs. Phyllis D. Eagan, president-elect of the New Orleans district
of the association and administrator of the Sara Mayo Hospital, New
Orleans.

We are here to express the serious concerns of large and small hos-
pitalF; throughout Louisiana over certain provisions of I-T.R. 17550 as
passed by the House of Representatives. We are also concerned over
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several amiendmcnts the committee is considering as possible additions
toII.R. 17550.

With your permission, I will ask Mr. Wilson and Mrs. Eagan to
assist me in expressing our concerns and the reasons for them.

Before listing some of what we consider major problem areas in the
proposed atnendments to the Social Security Act, please permit me to
say that the medicare program has helped to meet a great need in the
United States and in Louisiana, although the need for either a medicare
or a medicaid program was much less in Louisiana than in the rest
of the United States, thanks to the State's charity hospital system
through which free medical care has been available to indigent citizens
of all ages since the days of the late Huey P. Long.

Through time medicare program created by title XVIII and the

medicai-program created by title XIX, many citizens who previously
traveled many miles to secure free medical care at the expense of the
taxpayers are now able to receive care in their hometowns in private
hospitals which participate in the medicare and medicaid programs.

Rightfully so, the Department of Health, Education, and Welfare
is insisting that every participating hospital provide quality care to
medicare and medicaid beneficiaries. Unfortunately, while setting
standards which require many hospitals to add personnel and neces-
sitate all hospitals becoming'involved in additional paperwork, the
two programs reimburse hospitals on a proportionate cost basis.

Because of the formula used, some costs have to be passed on to the
non-Government patients, contrary to the intent of the law.

In spite of all (ie emphasis on controlling health care costs, we feel
the Department of Health, Education, and Welfare is doing very little
to help reduce or control costs, but is, instead, issuing regulations and
the Congress is considering legislation to control hospitals rather than
costs.

Our testimony today is designed to express our convictions concern-
ing some of the additional problems we anticipate if H.R. 17550 be-
comes law in the form passed by the House and to offer our recom-
mendations for changes which ve think will improve the proposed
legislation.

Before discussing the bill as passed by the House, we would like to
discuss the amendment which has been offered for consideration by
Senator Bennett and a recommendation by the Senate Finance Com-
mittee staff concerning tax exemptions for'nonprofit hospitals.

To present our position on these two important issues, I would like
to call on Mr. Raymond Wilson.Mr. WLSON. M'r. Chairman, on October 8, 1969 the Internal Reve-
nue Service issued a ruling to the effect that hospitals providing care
on a nonprofit basis are considered eligible for 501 (C) (3) exemption
from Federal income taxes. This ruling was requested by the Ameri-
can Hospital Association because some hospitals were being challenged
to show reasonable amounts of charitable services in order to continue
to-be eligible for the 501(C) (3) exemption.

The Senate Finance Committee staff has recommended that the rul-
ing of October 8 be rescinded and that the position of the Internal
Revenue Service be returned to that taken in their earlier ruling,
56-185, under which the problems of hospitals showing certain
amounts of charitable services arose.
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-ospitals traditionally have provided a certain amount of free care
to the indigent members of the communities they serve. Unfortunately,
in many cases this has resulted in a Robin Hood type of financing in
that the hospitals charged their paying patients more than the bare
cost of the care in order to generate an excess of income to cover th,,
cost of the free services given to the indigent.

With the advent, of medicare and medicaid and other Government
rograms, substantial percentages of the patients served b nonprofit

Ilospitals now receive their care on a cost basis, thus great ?,reducing
the capability of nonprofit hospitals to provide free care for any seg-
ment of the population.

The Finance Committee's staff's position on the tax exempt status
of hospitals is indeed surprising as it appears to be a vindictive pro-
posal based on the premise that if hospitals are not forced to give free
care they might "refuse medicare and inedicaid patients with impunity
or could limit their services to such patients unless the Government met
the hospitals' unilateral cost demands."

The only demands that. hospitals, or the American Hospital Associa-
tion, have made are that they be reimbursed for services rendered on
the basis of full cost.

IMedicare is not provided for the indigent only, for all persons
over 65 regardless of their ability to pay. Hospitals have no magic way
of providing free care. There are very, vei few hospitals-if any
with private endowments large enough to "suJ)l)ort free care for the
indigent. The only means not-for-profit hospitals have of providing
free care is by charging private patients enough to subsidize their
charity work.

Hospitals providee free services to many because they feel they
must furnish hospital care to patients in need of emergency treatment,
including admission to the hospital.

We believe hospitals should be granted tax exemptions on the
basis that they provide a community service, are available to serve the
health needs of all members of the community, and that no profits or
dividends are paid to the owners.

It. is our understanding that, colleges and universities are not required
to provide free tuition to indigent students in order to maintain their
nonprofit status and we feel that there should be no discrimination in
this way against hospitals.

Denial of tax exemption by the Federal Government would increase
the cost to all l)atients, including medicare and medicaid patients, by
the amounts needed to pay real estate, ad valorem, sales and other
types of taxes at the State aid local levels.

Grants and donations are not a major source of operating income
for hospitals, but many institutions do receive substantial sums for
construction and modernization from private philanthropy.

The staff report of this committee maintains "there is no substantial
evidence that contributors to hospitals will decrease or stop their
donations * * *"

We disagree and firmly believe this source of funds will disappear
if the contributors cannot deduct their donations.

As you know, the medicare and medicaid cost formula does not in-
elude'the cost of charity services rendered by hospitals. It is conceiv-
able to us that the Federal Government would require hospitals to
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provide free services to indigent patients in order to maintain their
tax status and, at the same tume, refuse to allow hospitals to include
the cost of these free services in their cost of operation.

We strongly recommend that this committee take no action to negate
the current tax ruling by the Internal Revenue Service or to moi ify
the basis for tax'exemption by hospitals.

Another concern of ours is amendment 851 recently introduced by
Senator Bennett to provide for "Professional Standards Review Or-
ganizations" by medical societies. While we support and encourage
and thoroughly believe in the principle of peer review, we are of the
opinion Senator Bennett's amendment is an affront to the integrity
of practicing physicians and health care institutions in Louisiana
and the Nation and would drastically change the system of health
care delivery, and not for the better.

Section 1801 of title XVIII of the Social Security Act provides-
* * * 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 provision or control over
the administration or operation of any such institution, agency, or person.

The medicare program was sold to the hospitals of this Nation
largely because of the assurances contained in section 1801.

Senator Bennett's amendment would be a gross violation of both
the spirit and letter of this section. We would like to cite several
examples:

1. The amendment removes quality control and utilization review
from the hospital staff and places it in the hands of an outside or-
ganization, the medical society. Section 1154(d).

2. The amendment requires the maintenance of profiles and constant
review of every patient, every physician and every institution, which
would be a duplication of hospitals' and physicians' medical records.
Section 1155(a). In addition, we have serious questions concerning
the legal complications of duplicating patient medical information
for maintenance outside the institution.

3. The amendment gives the Professional Standards Review Or-
ganization of the medical society the authority to invade the privacy
of hospitals' and physicians' medical records, and to inspect facilities
and services. Section 1155(a) (3) (4).

4. Most importantly, amendment 185, if adopted, would requireapproval, in advance, from the Professional Standards Review Or-
ganization of any hospital admission, except in any emergency. Sec-
tion 1155(a) (2).

Mr. Chairman, I submit this would create a serious bottleneck in
the admission and treatment of patients and require medical societies
to create elaborate and costly staffs to administer the program.

Uhe effect of this amendment. would be Goverimuent control of
medicine, ilslic the medical society as tie agent of Government.

Only l)]13sicians can prescribe w~lhen, where and what medical serv-
ices aro to be used by their )atients, and they must have the major role
in the control of utilization.

11e agree with the overall intent of the amendment, but we be-
lieve, however, that medical audits and utilization review are properly
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functions of the organized medical staff which operates within an
institution.
W believe the Bennett amendment would create more problems

than it would solve in its present form and must express our opposi-
tion to it.

We are also able to report the House of Delegates of the Louisiana
State Medical Society at a special meeting on September 13 voted to
oppose the Bennett amendment.

While discussing the amendment, we would like to pose several
questions to the committee for study:

Would the requirement for advance approval of all nonemer-
gency admissions also apply to admissions to Veterans' Administra-
Pon hospitals?

Would advance approval also be required before Members of Con-
gress could be admitted to such facilities as the Walter Reed Hospital
for elective surgery?

Would advance approval be required before the State of Louisiana
could admit indigent citizens to its State-owned free hospitals for
routine care?

As we said earlier in this testimony, a great, deal is being said
about controlling costs, but most of the action seems to be directed
towards controlling hospitals rather than cost because adoption of
the procedures required -by Senator Bennett's amendment would in-
crease costs rather than reduce them.

The person we have asked to read the next part of our statement
is Mrs. Phyllis Eagan, administrator of Sara MNtayo Hospital in New
Orleans.

Mrs. EAOAN. Sara Mayo Hospital was founded in 1905 in order to
provide high quality patient care to individuals who were medically
indigent, persons who were not able to pay the full cost of outpatient
and inpatient care, but who could pay a portion of this cost.

From that time until March of this year this hospital operated
part-pay inpatient and outpatient clinics, supported by grants and
contributions from the United Fund, other community'agencies and
the city and State.

In addition, the clinics were subsidized by the hospital's private in-
patients, but when the inpatient medicare census rose to approximately
35 percent, it was necessary to discontinue the clinics because medicare
does not reimburse institutions for such clinic costs and the declining
number of private patients were having to pay-through billed charges
for other services-an increasingly substantial amount per patient day
for clinic costs.

Again, in this connection, consider the anomaly of the Federal
Government through the Internal Revenue Service insisting on hos-
pitals providing charity services but refusing through its contractual
relationship with hospitals under medicare and medicaid programs to
contribute anything to the hospital's cost of charity services.

The statement is made by the staff of this committee that--
* * * unlike most areas in the private economy, no incentives exist to pro-

duce or supply a given health service at the most economical price consistent
with quality of care. To the contrary, hospitals and extended care facilities can,
under present medicare and medicaid reimbursement rules, spend money on vir-
tually anything and be paid for It by Oovernment.
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First of all, let me say that there are thousands of community leaders
serving without pay as members of boards of trustees of voluntary
hospitals all over he United States who are giving freely of their
time, counsel, talents, et cetera, setting policies and directing planning
activities for nonprofit private hospitals.

I have never met one who was not vitall, concerned with controlling
costs. These board members provide an incentive to the administra-
tions they employ to keep costs down. The only comparison of costs
which we can make is with Government hospitals. From statistics
published by the American Hospital Association for the year ending
September 30, 1969, we learn that costs for the average length of stay
in Federal Government hospitals in our State, in Louisiana, are con-
siderably higher than in the private hospitals.

The two Veterans' hospitals reporting had costs of $1,357 and $1,009
per stay and the U.S. PITS hospital reported an average of $1,142 persta ..

The highest cost per admission of any private hospital in Louisiana
was $823 with the average being between $600 and $700.

Secondly, concerning incentives to economy, it is reasonable to as-
sume that no hospital administrator would adopt a fiscally irresponsi-
ble policy in order to be reimbursed by the Government for only the
proportionate share of that cost as is represented by medicare and
medicaid patient days.

Most hospitals do not have a majority of medicare and medicaid
patients so the major portion of "unnecessary costs" would not be re-
imbursable by the Government.

There are all varieties of statistics from reliable sources that can
be used to show that hospital costs have gone up no more than the
costs of other services and commodities, particularly the cost of
owning a home, the cost of education, the cost of insurance and finance,
et cetera.

But, hospitals have had an unusual problem. Up until 10 to 15
years ago, the greatest benefactors of hospital patients were hospital
employees who worked for pay well below what employees earned in
other industries. Hospital costs were as low as they were primarily
for this reason.

Who has not heard of the intern who, after spending 7 years getting
his medical education, was willing to work long, hard hours for $10
a month, plus some subsistence. Interns now receive pay as high as
$500 to $600 a month, plus some subsistence. Compound this phenom-
ena with the fact that approximately 60 percent of the hospital's costs
is in personnel and professional services.

Nurses' salaries have gone up in our area from approximately $200
per month in 1956 to $600 today with a shorter workweek. Ceitainly
no one would say nurses make too much money considering their edu-
cation and responisibilities.

We believe there is a concerted effort by the vast majority of hos-
pitals to control costs. We do not think that attempting to control
hospitals is going to contribute to controlling costs, but quite the
opposite effect may occur.

Section 223 of I.R. 17550 constitutes a dangerous and unwarranted
invasion of the administrative authority of hospitals. This section
states that costs for purposes of provider reimbursement under the
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medicare program will be limited to "the cost actually incurred, ox-
cluding therefrom any part of incurred cost found to be unnecessary
in the efficient delivery of needed health services."

This section proposes to apply the "prudent buyer" concept to hos-
pitals and other providers of health care and if carried to an illogical
conclusion would give the Secretary of Health, Education, and Wel-
fare authority to disallow the cost ot carpet in an administrator's office
on the basis this was not necessary for quality patient care. We recoi-
mend that this entire section be removed from the bill.

Ve believe section 225 of H.R. 17550 would seriously affect. medicare
payments to skilled nursing homes, hospitals, tuberculosis, and mental
institutions in Louisiana.

According to the commisioner of welfare of our State, if action
225 of H.R. 17550 becomes law, Louisiana in order to maintain the
aged who require skilled nursing care in nursing homes will have to
spend an additional $4 million In State funds, funds which are not
now available and which most probably will not be available in the
future.

In addition to practically eliminating the nursing home program in
Louisiana, adoption of this legislation will reduce Federal participa-tion payments to hospitals to 60 days. Although the State Department
of Welfare now pays only for 15 hospital days in a calendar year,
sol.,me cases are extended beyond this period of time because of the se-
rious nature of the illness.

One of the five mandatory programs tinder title XIX is the skilled
nursing home program. If Louisiana is forced out of a skilled nursing
home program because of a lack of funds, our entire medicaid program
will be in jeopardy.

We appreciate the desire of the House and of the Senate to encour-
age Outlatient and ambulatory care and to reduce inpatient care. We
agree with the concept, but we believe one should not be increased to
the detriment of the revenues available to the other. Although Louisi-
ana does not have a fully developed medicaid program under title
XIX, we are extremely interested in section 229 which would authorize
each State to deteimnine reasonable cost under the medicaid and mater-
nal and child health program.

At present, States are required to reimburse hospitals tinder title
XIX on the basis as under title XVIII.

fin the Senate committee's staff report a survey is cited in which the
Governor of each State was asked if this requirement to reimburse
under title XVIII, the same as under title XIX, imposed any burden
on his State.

Of the 37 States which replied, 26 replied in the affirmative. It is
then apparent that these States wish to be allowed to pay less for title
XIX patients than costs as defined in title XVIII.

Although our Welfare Commissioner has publicly stated he is in
full accord with paying hospitals their full costs, ff section 229 be-
comes law, in all probability hospitals would be required to keep two
sets of books, and we have already been assured of this, and we would
be constantly negotiating with the State department of welfare in an
effort to avoid our providing service below fall cost.

Prior to the advent of title XIX, our Louisiana association nego-
tiated with the State department of welfare and other agencies in an
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attempt to secure adequate reimbursement under the Kerr-Mills pro-
gram and before that, other programs. Wo were constantly faced witi
tile fact that the State welfare department and the State do)artment
of health had a limited amount of money to spend on an almost un-
limited number of patients and hospitals were expected to take all the
patients referred for whatever amount of money was available, even
though it meant reimbursing hospitals on a less than cost basis.

Mr. IhE RIMANN.. Mr. Clhairman, as president of the Louisiana Hos-
pital Association, I an proud of the fact that our group opposes fraud
and abuse wherever it is found. Although we are not able to control
the actions of our individual members any more than other voluntary
associations can control the actions of their members, we have a record
of scrutinizing the standards of institutions prior to accepting them
for membership and, on at least one occasion, we have publicly cen-
sured a member when we felt the institution deserved such action.

In spite of our strong stand against fraud and abuse, we must ex-
press our opposition to section 227-of H.R. 17550 because we believe
adoption of this section which permits the Secretary of Health, Edti-
cation, and Welfare to declare that care was excessive, harmful or of
grossly inferior quality will open the door to an untold number of
malpractice suits.

Imagine, if you will, what may happen if a patient is told that the
medicare program will not pay for some element of his hospital stay
because the Secretary has deemed it in excess of medical need, or harm-
ful, or of grossly inferior quality.

Time entire area of (ual ity medical care is hard to defile and we be-
lieve setting standards to define inferior quality would be very
difficult.

Section 237 will correct a very serious problem for extended cam
facilities. It is our understanding that adoption of this section would
mean that termination of payments would be effective only after 3
days' notice to the patient the physician, and the institution.

At present, the Social Security: Administration has been refusing
to reimburse some institutions for any part of the cost of the care
of a patient in an extended care facility when a utilization review com-
mittee found that the patient should not have been admitted to the
ECF.

Sometimes this denial was made after the patient had been
discharged.

Although we feel that section 237 is highly desirable, we are equally
opposed to section 238 which would re uire the State health agency,
or in Louisiana's case, we assume, the Atate department of hospitals,
to be responsible for reviewing the appropriateness and the quality of
care and services rendered to medicaid and maternal and chil d health
program beneficiaries.

We believe this would increase the involvement of a State agency
in tho day-to-day operation of hospitals and is not in the best interest
ofpatient care.

Mr. Chairman, the members of our association have very definite
opinions on other provisions of H.R. 17550 and on the oration of
the medicare and medicaid programs in general, but we will not pre-
smine upon the time of the committee to discuss the rest of them at
this time.

We do have one other concern which has already been reported to
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the chairman of the committee by our executive director. I am re-
ferring to the provision in the bill which would allow the Secretary
of Health, Education, and Welfare the authority to increase the
amount of taxable wages every 2 years.

As employers of one of the largest groups of individuals in the
Nation, we are concerned about the resulting rise in employee taxes
which must be met in a like stun by the employer. It is our under-
standing that under the bill, the taxable wage base would be increased
by from $7,800 to $9,000 in 1971 and that estimated increases through
1993 would triple the employee tax from $374 today to $1,365 in 1993.

This cost would also have to be passed on to paying patients. We
recommend that the automatic provisions be removed from the bill,
leaving the taxing power in the hands of the Congress, where it right-fullyL eons.e applgeciate the opportunity to express our views to the com-

mittee, and we will entertain any questions.
The CHAn.MiX. Well, let me just say this, Mr. Herrmann and Mrs.

Eagan and Mr. Wilson, we will do the best we can to try to work
this matter out in ways acceptable to all, and I would expect that I
will be conununicating with you further as we move along in the
consideration of this ill.

Mr. HEmRutMxN. Thank you.
The CHAIRMA,. W1e will now call Senator Eagleton. The Congress

is holding a joint session. I know Senator Eagleton wants to be there,
and I would like co permit the Senator to make his statement here at
this time.

Senator, if you want to just go ahead and make your statement.

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

Senator EAOLO. Thank you very much, Mr. Chairman, I appre-
ciate it.

I will try to highlight this for you, MIr. Chairman, and we will put
the entire 'statement in the record.

The CHAIRMAN. Right.
Let us also place in the record at this point a telegram I have

received from the senior Senator from Missouri, the Hofiorable Stuart
Symington.

(The telegram referred to follows:)
[flelegram]

SEPTEMBER 23, 1970.Heon. RUSSELL B. LoxO,

Chairman, Committee on Finance,
U.S. Senate, Washington, D.O.:

Respectfully urge all possible consideration of presentation made by my
colleague Senator Eagleton relative to the need for emergency action for
Missouri on medicaid.

STUART SYMiNti'Or,
rUS. Senate.

Senator EAoLr"rox. Thank you very much, Mir. Chairman.
Mr. Chairman, I appear here today in support of an amendment-

I do not know if copies are at the desk-N. 921 to the pending bill
which would amend section 1902 of the Social Security Act.
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As you know, last year Mr. Chairman, Congress adopted subsec-
tion (d) of section 1902 which, in essence, said that no State would be
permitted to reduce its expenditures for medical assistance, a main-
tenance-of-effort clause. I supported that concept, and I would not
be here today or at any other time to advocate repeal of that main-
tenance-of-effort clause.

But we have a peculiar problem, peculiar emergency, indigenous to
Missouri, and I hope nowhere else, for which I seek some relief on
behalf of my State.

I won't burden you with a recitation of recent Missouri political
history, but we have a financial crisis in our State.

In the spring of last year, Governor Hearnes submitted a revenue
program to the general assembly, and it was enacted by the legislature.
It raised certain revenues which would have adequately provided for
our full budget, including medicaid.

However, some opposition to the Governor resulted, of course, as
might be expected, when one raises taxes, in this instance the State
income tax, and on April 7 a referendum was held on that State in-
come tax increase, and the voters rejected the increase in the State in-
come tax.

The Governor then had to call the general assembly back into ses-
sion to enact an austerity budget in line with the fact that the voters
had rejected the income tax increase. The Governor recommended the
same funding for medicaid as he had the previous year, so he would
have maintained the same effort.

The house of representatives in Missouri went along with his rec-
ommendation. But lo and behold, in the waning days in the session,
for some reason which we cannot really identify, and which came as
a surprise to the Governor and everyone else, the senate appropria-
tions committee cut the medicaid fund $3.1 million.

The clock was running out on our session. I do not know how it is
in Louisiana, but it is a statutory time, and the clock ticks on. Anyway,
that was the final bill that was passed, and the Governor had no
alternative but to sign it.

So we are, Missouri, as of the present time, not in compliance with
the maintenance-of-effort clause.

Just this morning we have learned that the State has received a letter
from HEW, dated September 17, saying that unless the State can get
into compliance by September 30-which it cannot--they will have
to proceed with the hearing that triggers, eventually, the total cutoff
of medicaid funds in Missouri.

There are no funds in the Missouri treasury to be allocated to medic-
aid. The general revenue of Missouri has been reduced by a number
of factors, including a construction strike in Kansas City.

So I have submitted, Mr. Chairman, to your committee, and have in-
troduced an amendment, No. 921, which would attempt to give some
relief, based on this emergency situation that we find m Missouri.

I am the first to admit, fromt a technical point of view, time amend-
ment I propose is less than perfect. If, hinges on the certification by the
Governor of Missouri, or any other Governor, of the existence of, as
we call it, in the amendment, a fiscal emergency and this is I know, a
term that is rather inprecise. It would givee the State, if this became
the law. or any other State, temporary relief by permitting it a lim-
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ited period of time, not to exceed four quarters, to try to get its house
in order before medicaid funds were totally cut and obliterated.

W1e, thus, have this crisis, Mr. Clairman, in Missouri. It is real, it
is severe. Even if we were to go ahead and fund medicaid, there would
still be a reduction in the moneys because Missouri funded $3.1 million
less than they should have, which would trigger off a cut of $3.4 mil-
lion in Federal matching funds. So it is going to be $6.5 million down
in any event.

What we would hope to avoid is the total emasculation of medicaid
program in Missouri, which, of course, would have enormous conse-
quences, as the Senator well knows, on the totality of the Missouri
populace.
We cite, in the remainder of our remarks, what would happen to the

w thousands of people who are beneficiaries of the various facets of the
medicaid program.

It is in that vein, Mr, Chairman, that I submit amendment No. 921
for the consideration of this commit tee.

The CHAIRMAN. I will try to help you work this out, Senator
Eagleton.

As you perhaps know, I was the initial sponsor of that maintenance-
of-effort concept when we were passing these increases in Federal
matchil. We did not want the. State legislatures to deny these aged
people tt benefits that the Federal Government was voting for them.

Senator EAGLETON. I concur with that theory.
The CITAIRM ,N. Without reducing their effort.
Since that time we have run into situations where it has not, worked

out the way it was intended. I, personally, never intended that the
maintenance-of-effort clause would continue indefinitely. My thought
was to continue it just long enough for the people to get the benefit of
the increase that we voted, and after the people realized they had it and
had the benefit of it, then if the State wantedto reduce their effort, that
would be their privilege. But we did not want to see the kind of thing
happening that has been happening where we would vote a big increase,
the State legislature would give the people just half of it, cut back on
their money and claim credit for the increase.

Senator 1,AGrLTrON. Precisely.
The CITTRAN. So wve wanted to let the people know that they had

been benefited. In Louisiana, as the witnesses from Louisiana inow,
we have the State legislature offset what we did by saying that no
benefit voted by the Congress can go into effect without the approval
of the State lejislatiire. They are going to-take credit for it, even if
they, had not had a blessed thing to (10 with it. So we are aware of the
problem. If that really means difficulty for Missouri, we will try to
work it out.

Senator EAOrM"rO,. I ask unanimous consent that my statement be
printed in full.

The CIAM, ,AN. Without objection so ordered.
(The prepared statement with attachments of Senator Eagleton

follows. Hearing continues on page 1022.)

STATEMENT OF HoN. oIIOMAS F. BAOLETON, A U.S. SENATOR FROM TIlE STATE
OF MISSOURI

Mr. Chairman, I appreciate the opportunity to appear before your Committee
today In support of my Amendment No. 921 to H.R. 17550, which would amend



1019

section 1902 of the Social Security Act relating to State plans for medical
assistance.

As you know, last year Congress added subsection (d) to section 1902 to
insure that no State would be permitted to reduce its expenditures for medical
assistance. I supported the enactment of section 1902(d) and I would not now
support its repeal. I believe there should be no regression in our effort to provide
adequate levels of medical care for the needy.

My amendment is designed not to permit my State or any other State to reduce
its Medicaid effort, but to prevent my State or any other State from suffering a
complete cutoff of Federal Medicaid funds as a result of a temporary fiscal
emergency.

I do not want to burden this Committee with an overdose of Missouri history,
but I will outline briefly the events that have brought the State to the brink of
losing Federal funds for medical assistance.

In the spring of 1969, Governor Hearnes sUbmitted a revenue program to the
General Assembly. It was enacted by the legislature, but subsequently was sub-
mitted to a referendum. On April 7, 1970, the voters of Missouri turned down the
Governor's tax program which would have Increased revenues by some $106
million annually.

The Governor called the General Assembly Into special session on April 15 and
submitted to It his budget requests for the fiscal year beginning July 1, 1970. He
did not recommend any reduction n Medicaid funds. In fact, he asked for an
increase of $290,000 over fiscal 1970.

The House of Representatives voted to hold Medicaid expenditures to the
level of the previous year-$2&1 million. Then the Senate Appropriations Com-
mittee, in a move which apparently came as a surprise to everyone, cut Medicaid
funds by $3.1 million. In the conference committee in the final days of the spe-
cial session, the House conferees tried to restore those funds, but were unsuc-
cessful. The Governor had no choice but to sign the appropriation bill that came
to his desk.

On July 13, the Governor submitted to the Secretary of HIealtli, Education, and
Welfare a modified State plan which met two of the conditions set forth in section
1902(d) but failed to meet the condition contained in paragraph (1)-that tho
State not spend less for medical assistance than it had spent in the previous year.

Mr. Chairman, I will submit for the hearing record the exchanges of corre-
spondence between Governor Hearnes and Secretary Richardson.

To date, neither the Governor nor HEW has been able to discover any alter-
native under the present law to proceeding with a conformity hearing and a cut-
off of Federal fund,% I have Just learned today that the State has received a
letter from IhlW dated September 17 saying that unless the State can get into
compliance by September 30 they will have to proceed with a hearing.

As far as the State Is concerned, I am advised that there simply are no funds
available In the State Treasury that could be advanced to the Medicaid program.
In addition to the failure of the Governor's revenue measure, the State has
received $23.3 million less in revenues in the first two months of this fiscal year
than it received during the same period last year-a decrease of about 21.5%. A
number of factors have produced this result including the general economic
slowdown and a long construction strike in the Kansas City area. The present
strike in the automobile industry is expected to reduce revenues still further.

My amendment would add to section 1902 a new subsection (e) which would
authorize the Secretary to approve a temporary modification of a State plan for
medical assistance-

(1) If such modification meets all the requirements of the law other than
the prohibition against a reduction in State funds,

(2) if the Governor certifies that a reduction In State funds results from
a fiscal emergency, and

(3) if such modification is for a period not to exceed four calendar
quarters.

I would be the first to admit that from a technical point of view the amend-
ment I propose Is less than perfecL It hinges on the certification of the existence
of a "fiscal emergency" and this Is a term for which there seems to be no precise
definition.

But I believe very strongly-and I hope not Illogically-that the Intent of the f
amendment is sound.

We enacted section 1902(d) last year to insure that each State would main-
tain, Its medical assistance effort. It seems obvious to me that this goal would be
better served by permitting a State In financial difficulty a limited period of timme
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to restore its Medicaid effort than by depriving that State and its needy citizens
of all Federal Medicaid funds.

The modified plan that would be In effect during this period would be in
conformity with all other requirements of the present law.

The authorization of this temporary reduction In State funds would not Impose
any additional burden on the Federal government. On the contrary, the reduction
in State funds of $3.1 million, If approved by HOW would carry with It a reduc-
tion of approximately $3.4 million In Federal matching funds for this fiscal year.

I would also point out that the authorization of a temporary reduction in State
funds would not mean that Missouri had averted a IMedicaid'crlsis. After all
there would be a total of $6.5 million less for medical assistance this year than
last

Under the modified plan submitted by the Governor, and actually In effect since
July 10, there has been a reduction in all Title XIX services. For example, pay-
ments for doctors' fees have been reduced by an average of 12%. Payments for
nursing home care have been reduced by 12%. Allowable Inpatient hospital care
days have been reduced from 21 to 14 days. X-ray and laboratory services are
being paid for only on an emergency basis. The drug vendor formulary has been
reduced from 208 drugs to 178. Full and partial dentures have been removed
from the list of dental services.

It Is clear then that, even If it can avoid a Federal fund cutoff, the State of
Missouri will still be in a difficult position with respect to its Medicaid program
and, more importantly, the needy citizens of Missouri will still suffer from the
reductions In benefits.

My amendment would not result in the avoidance of a Medicaid crisis ii
Missouri. It would prevent total catastrophe.

280,000 residents of Missouri-aged, blind, disabled, mothers, unemployed
fathers and children on ADO and those on general assistance-depend upon
M licaid for medical services. If Federal matching funds amounting to $28.6
million for the current fiscal year are withheld, State law would prohibit the
expenditure of any State funds for Title XIX medical services. The needy citi-
zens of Missouri would be left without any medical assistance.

What would happen to the 4,500 persons now in skilled nursing homes? What
would happen to the 5,500 persons who receive Inpatient hospital care each
month? Neither Missouri's hospitals nor Its nursing homes could bear the finan-
cial burden of providing these services on a charity basis.

What would happen to the 52,000 welfare recipients who receive doctors' serv-
Ices each month? Although some physicians would undoubtedly continue to pro-
vide service to their elderly patients in many Instances these services would no
longer be available.

What would happen to the 80,000 persons who receive prescription drugs each
month? The drugs on Missouri's limited formulary are those most essential to the
acutely and chronically ill.

What would be the effect on the 13,000 persons, many of them children, who now
receive outpatient hospital or clinic services each month?

In addition, Missouri presently pays the Medicare Supplemental Medical In-
surance premiums for 95,000 welfare recipients age 65 and over. If the Title XIX
program comes to a halt, these premiums will no longer be paid and these elderly
citizens will be without medical insurance protection.

I do not believe it is an overstatement to say that the results of a Federal
cutoff of Medicaid funds to Missouri would be catastrophic.

Mr. Chairman, I urge your Committee to approve an amendment to section
1902 that would permit Missouri, or any other State that may find itself IL
similar circumstances in the future, a limited period of time to restore it.,
Medicaid effort and thus avoid the catastrophe that would result from a cutof:
of Federal funds.

EXECUTIVE OFFICE,
Jefferson Otty, Mo., July 18, 1970.

Mr. ELLIOT LEE RICHARDSON,
Secretary, Department of Health, Education and Welfare,
Washington, D.O.

DEAR MR. SECMrARY: In accordance with the provisions of Section 1902, (d),
(1) of the Federal Social Security Act, as amended by Public Law 01-50, I am
making this report concerning the appropriations for fiscal year 1971 for Title
XIX expenditures in the State of Missouri.



1021

The State of Missouri will be unable to finance the Title XIX Program dur-
ing the coming fiscal year at the same level as previous expenditures for the
same purpose. General revenue, from which Title XIX is financed, will not be
sufficient to continue state services on their previous level, and a great many
reductions are being made in many different areas of state services. Vigorous
efforts were made to pass an income tax revision last spring, but it failed of
passage on vote by the people of this state. Under the State Constitution I can-
not approve nor can the General Assembly appropriate more money than is
available.

The following is a list of the total appropriations of state funds for the Title
XIX Program for the current and three previous fiscal years:

1967-1968 -------------------------------------------- $15,952,423
1968-1969 --------------------------------------------- 18, 748,509
1969-1970 _,--------------------------------------------- 112,878
1970-1071 --------------------------------------------- 25,000,000

In view of the reduced appropriation of state funds, we have made plans to
redum the various Title XIX services in the following manner:

(1) Inpatient Hospital Care. The primary change is the reduction from 21 to
14 day s for which payment will be made for any one admission.

(2) Outpatient Hospital Care. Payment for all outpatient hospital services
will be limited to $5.00 per visit.

(3) Independent Clinical Laboratories and X-Ray Facilities. Payment for
such X-ray or laboratory procedures will be paid for only when they can be
justified on an emergency basis.

(4) Physicians Services.
(a) Payment for all physicians fees will be reduced an average of about

12 %.
(b) Non-urgent or elective services or procedures will not be paid for.
(c) Payments of Medicare deductibles and coinsurance will be reduced

on a percentage basis.
(d) Payment for physicians visits to a patient in a hospital will be lim-

ited to a maximum of 14 days per hospital admission.
(e) With four exceptions, injections or injected medications will not be

paid for.
(f) X-ray and laboratory service performed by a physician will not be

paid for unless they can be justified as an emergency.
(5) Drugs. The drug vendor formulary is being reduced from 208 drugs to 178.
(6) Dental Services. Full and partial dentures have been removed from the

list of dental services for which payment will be made.
(7) Skilled Nursing Home Care. All payments for nursing home care will be

reduced by 12% of the amount they have been receiving.
I hereby certify that the State of Missouri is fully complying with the provi-

sions of its state plan relating to the control of utilization and the cost of services.
I also certify that the decreases are not being made in one type of service in order
to be able to increase the payment level for another type of service.

In view of the $3.1 million reduction by the General Assembly in funds for the
Title XIX Program for the current fiscal year, which will result in the loss of
$3.4 million in matching Federal funds, and in view of the provisions of the Con-
stitution of Missouri, the State has no alternative except to reduce the amount
of payment for medical care services.

Sincerely yours,
WARREN B. HEA NES,

SECRETARY OF HEALTH, EDUCATION, AND WELFARE,
Weshngton, D.O., August 10, 1970.

Hon. WARREN E. HEARNES,
Governor of Missouri,
Jefferson City, Mo.

DEAR GOVERNOR HEARNES: This is in answer to your letter of July 13, 1970, con-
cerning the curtailment of your State's Medicaid program necessitated by the
$3.1 million reduction of funds for the program.

As you know, section 1902 (d) of the Social Security Act provides that approval
of any modification of the State plan so as to reduce the amount, duration, and
scope of services is contingent upon certification by the Governor of the State
that:
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1. The average quarterly amount of non-Federal funds expended in providing
medical assistance under the plan for any consecutive four-quarter period after
the quarter in which such modification takes effect will not be less than the aver-
age quarterly amount of such funds expended in providing such assistance for the
four-quarter period which immediately precedes the quarter In which such modi-
fication Is to become effective.

2. The State is fully complying with the provisions of its State plan (relating
to control of utilization and costs of services) which are included therein pur-
suant to the requirements of section 1902(a) (30) of the Act.

3. The modific,,tion is not made for the purpose of increasing the standard or
other formula for determining paynjents for those types of care or services which,
after such miodification, are provided under the State plan.

Your letter of July 13, 1970 did not contain a certification that the State would
meet the "maintenance of effort" provision required under 1902(d) (1) of the
Social Security Act. On the contrary, it indicates that because of the substantial
reduction in the State appropriation made available for this program for the
present fiscal year, the State will not be able to finance the program at the same
level as it did last fiscal year. Therefore, since the three conditions set forth in
section 1902(d) have not been met, I am unable to grant approval to the reduction
in services which are described in your letter.

We are deeply concerned, as we are sure you are, for the Individuals in your
State who receive their medical care through the title XIX program, now
Jeopardized by the action of your General Assembly. If there is any way In
which we in the Department of Health, Education, and Welfare can help you
In resolving this grave problem, please let us know.Sincerely,

ELLIOT RIOIARDSON, Secretary.

EXEOUTIvE OFFICE,
Jefferson 0iUty, Mo., August 18, 19710.

[lol. BLLIOT RIOffARDSON,

,'€.crctary, Department of Health, Education and W1elfare,
lWashington, D.U.

DEAR MR. SECRFrTARY: We have reviewed your letter of August 10 advising us
of your inability to grant approval to the reduction in services and payments
made by Missouri in its Medicaid program.

You have advised us that the failure of the General Assembly to appropriate
sufficient funds has Jeopardized the Medicaid program in this State, and If there
is any way you can help in solving this grave problem to let you know.

Under our State Constitution, I cannot approve, nor can the General Assembly
appropriate more money than is available. We have no way to finance deficit
spending, and on the basis of our best estimates, we have no alternative except
to reduce the amount of payments for medical care services.

We would appreciate your advising us if there are any alternatives that you
can propose on resolving this very serious threat to some 280,000 needy Missouri
citizens. I am sure there must be other states in the same financial dilemma
and It may be that you would want to propose the repeal of section 1902(d) of
the Social Security Act to permit the operation of the Medicaid program within
the limits of our constitutional provision and the funds available.

In any event, we would like for you to clarify what Is implied by the word
"Jeopardized". Specifically, where do we stand now with respect to continued
federal matching funds ?

Sincerely yours,
WAnl H. HEARNES

The CHAIRMAN. The next witness will be Mr. William S. Simpson,
who is the chairman of Employee Benefits Committee, speaking for
the National Association of Manufacturers.
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STATEMENT OF WILLIAM S. SIMPSON, DIRECTOR, CHAIRMAN,
EMPLOYEE BENEFITS COMMITTEE, NATIONAL ASSOCIATION OF
MANUFACTURERS; ACCOMPANIED BY ROBERT S. LANE, COUN-
SEL, MOBIL OIL CO.; AND RUSSELL HUBBARD, EMPLOYEE
BENEFITS, GENERAL ELECTRIC

Mr. SinwsoN. Mr. Chairman, my name is Willian Simpson, presi-
dent of Raybestos-Manhattan, Inc., with general offices in Bridgeport.,
Conn. Appearing with me are Mr. Robert S. Lane, counsel, Mobil Oil
Co.; and Mr. Russell Hubbard, Employee Benefits of General Electric,
both located in New York City.

I welcome and appreciate the opportunity to appear before this
committee on behalf of the National Association of Mafnufacturers.
I serve NAM as a director and as chairman of its employee benefits
committee.

NAM member companies-large, medium, and small in size-account
for a substantial portion of the Nation's production of manufactured
goods, as well as for the employment of millions of people in manu-
facturing industries.

In compliance with the time limit suggested for my oral testimony,
I will address myself exclusively to those matters concerning OASDI.
NAM's views on the health care amendment as well as the more de-
tailed discussion of OASDI provisions are contained in our complete
statement already submitted. We would like the statement to be in-
cluded in the record of the la ring.

The CIuAi%-IAxN., That, will be done.
Mr. Si~wsos. Before commenting on specific proposals, the National

Association of Manufacturers believes that, it cannot be too strongly
emphasized that the primary purpose of the social security program
should be to provide a basic floor of protection against the covered
risks. As in the choice of features for a private reti-rement plan there
are also unlimited features which may seem to be desirable and attract-
ive for a public program such as social security. It is extremely diffi-
cult to choose among those features which benefit the greatest number
of covered workers and are economically justified. This has been not
only tile dilemma for those who design a private retirement system,
but. also for those who are charged with the responsibility for de-
signing and legislating the social security progrant

NAM also believes that the social security system should continue
to be sustained and stl)ported by payroll taxes. It has been and should
remain, a basic retirement program for people who have had an active
attachment to the work force. These people have contributed and their
employers have contributed toward their eventual retirement. The
system's acceptability by the American people was based on this pre-
mise and it should n6t bie converted to a welfare system baked on the
concepts of "relief" or "need". NAM strongly opposes any attempt to
finance benefits through the use of funds from general revenues. Stuch
a. fundamental change in the financing of the program would destroy
its identity and its historic concept and would convert the program to
a welfare program bearing little relationship to "earned right".

We~ think it enlighteni ng to note the tremendous growth in the social
security system. In1 1950, there were approximately 31/ million people
receivinig'some form of social security benefits. By'the end of this year,
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one out of every eight Americans-26 million people-will be on the
benefit rolls. Since 1950, social security beneficiaries have increased al-
most eightfold and cash benefits payable have increased by 32 times.
The fact is that any change in benefits or liberalized coverage has
a vastly greater impact on our total economy today than it did 20 years
ago.

While there are many features contained in H.R. 17550, we will
limit our discussions to the following areas which in our opinion are
the most important.

1. Benefit increases.-H.R. 17550 provides for a 5-percent across-
the-board increase in social security benefits effective for January
1971. Last October we supported a proposed recommendation of an
across-the-board increase of 10 percent. Congress legislated 15 percent.

While the National Association of Manufacturers believes that an-
other increase is justified in view of the current economic circum-
stances, we believe, however, that the 15-percent increase made effective
for January 1970, together with the proposed 5-percent increase, will
be more than sufficient to account for the drop n purchasing power
from February 1968 (when the previous increase was made) through
and beyond J'uly 1971; and we therefore recommend that the effec-
tive date for any new increased benefit be no earlier than July 1971.

2. Retirement test.-Present law provides that a beneficiary under
age 72 may earn as much as $1,680 per year and still be paid full
social security benefits for that year. Earning in excess of $1,680 to
a maximum of $2,880 per year reduce the recipient's social security
benefits by $1 for each $2 of earnings within that bracket. Earnings
in excess of $2,880 per year reduce the recipient's benefits by $1 for
each dollar of earnings.

1l. 17550 would increase the amount that a retiree under age
72 can earn without any reduction in bene~fts, from the present $1,680
per year to $2,000 per year. It also provides for a. basic change in
procedure since there would be only a $1 reduction in benefits for each
'2 of earnings in excess of $2,000. There would no longer be any

dollar-for-dollar reduction.
The social security program is intended to provide a worker with a

partial replacement of his job related earnings when he stops working.
Those persons who would receive the additional benefits proposed are
those who are obviously able to work and who will continue to work.
The Social Security Administration indicates that 90 percent of
persons eligible for social security benefits are not affected by the retire-
ment test because they are unable or unwilling to work'or are age
72 or over. NAM believes that social security benefits should continue
to partially replace income lost by reason of retirement.

NYAM believes that there may be some justification for increasing
the earnings test to reflect increases in the average earnings level but
certainly not to more than $1,800 per year. We fail to see any justifica-
tion for any change which would modify the basic principle which has
been in effect for a decade or more and which would eliminate the
dollar-for-dollar reduction in benefits for those earning in excess of a
specific amount.

We urge this committee to support the concept of the three-part
retirement test, with a possible. ad hoc adjustment in the annual
exempt amount.
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3. Disability benefits and workmen's compensation.-Wlqhen Con-
gress first enacted disability benefits in the Social Security Act, of
1956, it included a provision for deducting from such benefits any
benefits under a "workmen's compensation law." This offsetting of
workmen's compensation was designed to prevent any doubling-up or
duplication of both social security and State workmen's compensation
benefits for the same disability,

In 1958, the offset provision was dropped, but it was reinstated in
limited form by the 190 Social Security Amendments. This was done
by a provision under which the combined workmen's compensation and
social security benefit is in eifect, limited to 80 percent of earnings.

It is significant to note that this reinstatement of a form of the
original workmen's compensation offset was taken at the initiative
of this committee. Your report said that the committee had "taken
note of the concern that has been expressed by many witne ses in tie
hearings about the pa y ment of disability benefits concurrently with
benefits under the State workmen's compensation program." The report
went on to state "that it is desirable as a matter of sound principle to
prevent the payment of excessive combined benefits."
We believe that the committee and the Congress should reaflirm that

basic position and should reject the concept as proposed in H.R.
17550 that, combined disability benefits under social security should
be permitted to equal 100 percent of the worker's average current
earnings,.

As a matter of fact the present 80-percent offset designed by the
committee is more than adequate and could well be reduced to 65
percent to be in keeping with State and social security benefit formu-
las. Indeed as State workmen's compensation benefit levels increase,
there is more need for a full offset provision.

In summary, we believe Congress should do no less than hold the
firm to the present 80 percent and should reject section 115 of H.R.
17550, which increases the workmens compensation offset limit to
100 percent.

4. Financing provisions-taxable efirnings base.-The current law
provides for an earnings base of $7,800 per year. H.R. 17550 would
raise this to $9,000 per year. As was explained in the report of tihe
House Ways and Means Committee (H. Rept. 91-1096), this increase
is necessary in order to partially finance the cost of the expanded
cash benefits program and to bring the hospital insurance plan into
actuarial balance.

The revenue necessary to sustain existing benefit levels and to pro-
vide new and liberalized benefits is derived from a payroll tax. The
amount of revenue produced is a function of the taxable earnings
base and the tax rate. Since 1951, and subsequently in the 195-1 1958,
and 1965 amendments, the level of wages subject to social security tax
was held to a fairly constant relationship (approximately 80 percent)
of taxable earnings to total annual earnings in covered work. The
amendments of 1967 caused in increase in the taxable earnings base to
$7,800 per year. NAM testified at that time. that the $7,800base was
unnecessarily high. The proposal for increasing the earnings base now
to $9,000 would maintain the relationship at 82 percent and perpetuate
what. in our view is an excessive level. We recognize that there is some
justihcation for increasing the taxable earnings base when average
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taxable earnings of all covered persons increase but we believe that
the current $7,800 base should be maintained at least temporarily.

5..,Automatic adjustment of taxable earnings bas.-H.R. 17550 pro-
vides for automatic escalation of the taxable earnings base based on
the general level of average taxable earnings of all persons for whom
taxable earnings were reported to the Secretary for the first. calendar
quarter of the calendar year. This figure would be rounded to the
nearest multiple of $600. The first automatic adjustment would take
effect in 1973, and thereafter it, would be made once every 2 years.
No maximum limitation is set in the legislation, and it can be pro-
jected that if this Congress votes this provision in 1970 the amount
of earnings subject to tax in 1995 will be as much as $22,000.

Based on a conservative assumption that wage levels will rise by only
approximately 4 percent annually, the taxable earnings would increase
from the unduly high base of $9,000 next year to $11,400 in 1977 and to
$18,000 by 1989. Tiis would result in a condition wherein the taxes to
pay for the preponderance of future benefit increases and other lib-
eralizations would be taken mostly from. people in the middle-income
brackets-as well as from their en)loyers. NAM believes that Congress
should continue to set the taxable earnings base periodically after
examining all the factors involved.

6. Automatic adjustment of benefits.-H.R. 17550 would tie social
security benefits directly to changes in the Department of Labor's
Consumer Price Index (CPI). In the event that the CPI rises 3 per-
cent or more for the third calendar quarter of a year as compared with
the calendar quarter designated as the base period, then social security
benefits would be increased by a like percentage amount. This re-
computation of benefits would be repeated once a year and adjust-
ment made in the benefit levels )ayable for the following January.

Such an arrangement appears to be a form of capitulation to tme
inflationary forces at work throughout our economy. It seems to recog-
nize that inflation is here to stay and will henceforth be an accepted
economic way of life. Such auto;atically escalating benefits would af-
fect one out of every eight 1)erons in the United States in terms of
greater benefits, and would also affect millions of persons in the work
force who will have to. pay for these increased benefits. The impact of
automatically increasing benefits would continuously stimulate the
economy and tend to institutionalize inflation.

The National Association of Manufacturers is opposed to this pro-
vision and strongly urges this committee to reject the concept. At-
tempting to solve inflation problems through the device of automati-
cally escalating benefit levels for approximately 26 million people may
seem to be an extremely attractive expedient, it would create tremen-
dous pressure in other segments of our society for similar.automatie
relief.

Another apparent. attraction of the automatic adjustment concept is
halt it would minimize political pressures for benefit increases and
other adjustments of the program.

NAM believes that this would not be the case, and it is distinctly
possible in our view that the opposite result would occur. One has only
to look at the many proposals to liberalize benefits currently before the
Congress to illustrate this point.
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A review of the record indicates that the Congress has, by ad hoe
methods, more than kept abreast of rises in the cost of living by in-
creasing benefits. The complaint that Congress has acted too slowly
and that the aged have suffered because of a lag in the adjustnelnt
of benefits has some merit, but the recent trend has been toward more
frequelV reviews which would indicate that the Congress would act
in the filtiire as rapidly as any automatic escalation device.

NAM believes that a rigid escalation formula would deny Congress
the opportunity and responsibility to determine the level anl structure
of social security benefits while alio keeping in view the entire economy,
including economic trends and pressures.

Thank you, Mr. Chairman.
(Mr. Simpson 's prepared statement follows. Hearing continues on

page 1032.)

TESTIMiONY OF WILLIAM S. SIMPSON, REPRESENTING TIE NATIONAL

ASSOCIATION OF MANUFACTUERS

My name is William S. Simpson, President, Raybestos-Manhattan, Inc., with
general offices in Bridgeport, Connecticut.

I welcome and appreciate the opportunity to appear before this Committee on
behalf of the National Association of Manufacturers. I serve NAM as a Director
and as Chairman of its Employee Benefits Committee.

NAM member companies-large, medium and small in size--account for a
substantial portion of the nation's production of manufactured goods, as well
as for the employment of millions of people in manufacturing industries.

In my presentation, I will divide my testimony into two distinct parts. I will
first present NAM's views on Title I, concerning Old-Age, Survivors, and Dis-
ability Insurance benefits and secondly; Part B of Title II, having to do with tle
Health Care Amendments.

1. NAM VIEWS ON OASDI

NAM believes that the Social Security program should be designed to
strengthen and operate as a part of our free economy. Further, it should provide
a basic benefit to which private retirement benefits, together with personal sav-
ings and investments, can be added to provide overall retirement income for
retired workers.

The Social Security Act was enacted by Congress in 1935 and established a
compulsory contributory "federal old-age benefits" program designed to pay
monthly benefits as a matter of earned right to individuals retiring at age 65. It
now covers nearly all private employment.

Today the Social Security program is an accepted, almost universal system.
It has wide support, because it is recognized as a "social insurance" program to
protect eligible individuals in old age. Over the years it has been broadened to
cover other risks such as death, total and permanent disability and medical
programs for the aged. Earned right, which accrues to an individual as a result
of his having had a substantial attachment to the work force, and during which
generally he and his employer paid Social Security taxes, continues to be the
fundamental princlple--not relief or need.

The primary function of OA8DIII, as conceived by Congress, is to provide a
basic floor of protection. NAM believes that this Is the proper and appropriate
role for the Social Security system.

SOOIAI. SECURITY-A PAYROLL TAX SUPPORTED SYSTEM

Before commenting on specific proposals, the National Association of Manu-
facturers believes that it cannot be too strongly emphasized that the primary
purpose of the Social Security program should be to provide a basic floor of
protection against the covered risks. As in the choice of features for a private
retirement plan there are also unlimited features which may seem to be desirable
and attractive for a public program such as Social Security. It is extremely
difficult to choose among those features which benefit the greatest number of
covered workers and are economically Justified. This has been not only the
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dilemma for those who design a private retirement system but also for those
who are charged with the responsibility for designing and legislating the Social
Security program.

Just as employers and employees in the establishment of new provisions and
liberalized benefits, must balance them against their costs, so must Congress exer-
cise financial responsibility for the public system. This is one of the principal rea-
sons that we advocate the financing of new or more liberalized Social Security
benefits primarily through the use of an increased tax rate. While it might seem
expedient to finance then by just increasing the taxable earnings base or by using
general revenue, these latter means of financing only mask the true costs of such
benefits and mislead participants and the Congress as to the actual relationship
between benefits and costs.

NAM also believes that the Social Security system should continue to be sus-
tained and supported by payroll taxes. It has been and should remain, a basic
retirement program for people who have had an active attachment to the work
force. These people have contributed and their employers have contributed to-
ward their eventual retirement. The system's acceptability by the American peo-
pie was based on this premise and it should not be converted to a welfare system
based on the concepts of "relief" or "need". NAM strongly opposes any attempt
to finance benefits through the use of funds from general revenues. Such a funda-
mental change in the financing of the program would destroy its identity and its
historic concept and would convert the program to a giant welfare scheme bear-
ing no relationship to "earned right".

We think it enlightening to note the tremendous growth in the Social Security
system. In 1950, there were approximately 3% million people receiving some
form of Social Security benefits. By the end of this year, 1 out of every 8 Amer-
cans-26 million people-will be on the benefit rolls. Placing this in a slightly
different perspective, during 1950, almost $1 billion was paid out in cash benefits.
Again, during 1970, about $32 billion will have been paid out in Social Security
benefits. Summarizing these figures, since 1950, Social Security beneficiaries have
increased almost eight-fold and cash benefits payable have increased by 32 times.
The fact is that any change in benefits or liberalized coverage has a vastly greater
impact on our total economy today than it did 20 years ago.

While there are many features contained in 1I.R. 17550, there are six not In-
cluding medicare-medicaid, which in our opinion are most important. We will,
therefore, limit our discussion to the following areas.

1. Benefit increases.-H.R. 17550 provides for a 5 percent across-the-board In-
crease in Social Security benefits effective for January 1971. Last October we
supported a proposed recommendation of an across-the-board increase of 10 per-
cent. Congress legislated 15 percent.

While the National Association of Manufacturers believes that another Increase
is justified in view of the current economic circumstances, we believe that the
15 percent Increase made effective for January 1970, together with the proposed
5 percent increase, will be more than sufficient to account for the drop In pur-
chasing power from February 1968 (when the previous Increase wits made)
through and beyond July 1971; and we therefore recommend that the effective
date for any new increased benefit be no earlier than July, 1971.

2. Retirement Test.-Present law provides that a beneficiary under age 72
may earn as much as $1,680 per year and still be paid full Social Security bene-
fits for that year. Earnings in excess of $1,680, to a maximum of $2,880 per year
reduce the recipient's Social Security benefits by $1 for each $2 of earnings within
that bracket. Earnings in excess of $2,SSO per year r(euce the recipient's benefits
by $1 for each dollar of earnings.

1.R. 17550 would increase the amount that a retiree under age 72 can earn
without any reduction In benefits from the present $1,680 per year to $2,000 per
year. It also provides for a basic change In procedure since there would be only
a $1 reduction In benefits for each $2 of earnings in excess of $2,000. There would
no longer be any dollar-for-dollar reduction.

The Social Security program is intended to provide a worker with a partial
replacement of his job related earnings when he stops working. Those persons
who would receive the additional benefits proposed are those who are obviously
able to work and who will continue to work. 'The Social Security Administration
indicates that 90 percent of such persons are not affected by the Retirement
Test because they are unable or unwilling to work or are 72 or over. NAM be-
lieves that Social Security benefits should continue to partially replace income
lost by reason of retirement.
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NAM believes that there may be some justification for increasing the earnings
test to reflect increases in the average earnings level but certainly not to more
than $1,800 per year. We fail to see any justification for any change which would
modify the basic principle which has been in effect for a decade or more and which
would eliminate the dollar-for-dollar reduction in benefits for those earning in
excess of a specific amount. This would represent a step toward the total elimina-
tion of the retirement test To eliminate the retirement test entirely would cost
about 0.66 percent of taxable payroll-more than $2 billion a year-and the
additional expenditure would help only a small percentage of the beneficiaries-
those who for the most part are already better off than most beneficiaries by
reason of the fact that they can and do continue to work.

We urge this Committee to support the concept of the three-part Retirement
Test, with a possible ad hoc adjustment in the annual exempt amount.

3. Disability Benefits and Wor-.ten's Oompenation.-When Congress first
enacted disability benefits in the Social Security Act of 1950, it included a provi-
sion for deducting from such benefits any benefits under a "workmen's compen-
sation law". This offstting of workmen's compensation was designed to prevent
any doubling-up or duplication of both Social Security and state workmen's
compensation benefits for the same disability.

In 1958, the offset provision was dropped, but it was re-instated in limited
form by the 19065 Social Security Amendments. This was done by a provision
under which the combined workmen's compensation and Social Security benefit
Is in effect, limited to 80 percent of earnings.

It is significant to note that this reinstatement of a form of the original work-
men's compensation offset was taken at the initiative of this Commitkte. Your
report said that the Committee had "taken note of the concern that has been
expressed by many witnesses in the hearings about the payment of disability
benefits concurrently with benefits under the state workmen's compensation pro-
gram". The Report went on to state "that it is desirable as a matter of sound
principle to prevent the payment of excessive combined benefits".

We believe that the Committee and the Congress should re-affirm that basic
position and should reject the concept as proposed In II.R. 17750 that combined
disability benefits under Social Security should be permitted to equal 100 percent
of the worker's average current earnings. Additional points in support of this
are as follows:

A. The 100 percent wage replacement percentage is not in keeping with that
generally found under the state workmen's compensation system which provides
compensation normally at about a 65 percent level.

B. The present 80 percent offset designed by the Committee Is more than
adequate and could well be reduced to 05 percent to be in keeping with state
and Social Security benefit formulas. Indeed, as state workmen's compensation
benefit levels increase, there is more need for a full offset provision.

C. The 100 percent wage-replacement concept also violates basic insurance
principles. It weakens the Incentives designed to encourage the disabled to re-
turn to work and/or to accept speedy rehabilatative procedures.

D. The principal Justification for the 100 percent offset as explained in the
House Ways and Means Committee Report on H.R. 17550 is not sustainable.
This Report argues that workmen's compensation "is not solely a wage-replace-
ment but isin part compensation for pain and loss of function".

Congress does not now directly concern Itself with pain and suffering in
arriving at the amount of Social Security benefits payable In non-occupational
disability. It is just as In appropriate for Congress to concern itself with these
factors in the make up of the state workmen's compensation benefit.

In summary, we believe Congress should reduce the offset to 65 percent but do
no less than hold firm to the present 80 percent and should reject Seedon 116 of
H.R. 17550, which increases the workmen's compensation offset limit to 100 per-
cent.

4. Finanoing Provisions.-Taxable Earnings Base.--The current law provides
for an earnings base of $7,800 per year. H.1. 17550 would raise this to $9,000
per year. As was explained In the Report of the House Ways and Means Com-
mittee (House Report No. 01-1096), this increase is necessary in order to par-
tially finance the cost of the expanded cash benefits program and to bring the
hospital insurance plan into actuarial balance.

The revenue necessary to sustain existing benefit levels and to provide new
and liberalized benefits is derived from a payroll tax. The amount of revenue
produced is a function of the taxable earnings base and the tax rate. Since 1951,
and subsequently In the 1954, 1958 and 1965 amendments, the level of wages sub-
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Ject to Social Security tax was held to a fairly constant relationship (approxi-
mately 80 percent) of taxable earnings to total annual earnings in covered work.
The amendments of 1067 caused an increase in the taxable earnings base to
$7,800 per year. NA3M testified at that time that the $7,800 base was unneces-
sarily high. The proposal for increasing the earnings base now to $9,000 would
maintain the relationship at 82 percent and perpetuate what, in our view, is an
excessive level. We recognize that there Is some Justification for Increasing
the taxable earnings base when average taxable earnings of all covered persons
increase, but we believe that the current $7,800 base should be maintained at
least temporarily.

5. Automatic AdJustmen of Taxable Earnifngs Base.-Il.R. 17550 provides
for automatic escalation of the taxable earnings base based on the general level
of average taxable earnings of all persons for whom taxable earnings were re-
ported to the Secretary for the first calendar quarter of the calendar year. This
figure would be rounded to the nearest multiple of $600. The first automatic ad-
justment would take effect in 1973, and thereafter it would be made once every
two years. No maximum limitation is set in the legislation, and it can be pro-
Jected that this Congress will have voted in 1970 to fix the amount of earnings
subject to tax In 1995 to as much as $22,000. In addition, there are no provisions
for a reduction in the taxable earnings base in the event of a decline in the
general earnings level. Based on a conservative assumption that wage levels
will rise by only approximately 4 percent annually, the taxable earnings would
increase from the unduly high base of $9,000 next year, to $11,400 in 1977 and
to $18,000 by 1989. This would result In a condition wherein the taxes to pay
for the preponderance of future benefit increases and other liberalizations wonlld
be taken mostly from people in the middle income brackets-as well as from
their employers.

0. Antomatio Adjustment of BRenflts.-I.R. 17550 would tie Social Security
benefits directly to changes in the Department of Labor's Consumer Price In-
dex (CPI). In the event that the CPI rises 3 percent or more for the third cal-
endar quarter of a year as compared with the calendar quarter designated as
Ihe base period, then Soelal Security benefits would I increased by a like nor-
c.. ntage amount. This recoml)utation of benefits would be repeated once a year
and adjustment made in the Lenefit levels payable for the following January.

Such an arrangement appears to be a form of capitulation to the inflationary
forces at work throughout our economy. It seems to recognize that inflation its
here to stay and will henceforth be an accepted economic way of life. Such
automatically escalating benefits would affect I out of every 8 persons in the
United States in terms of greater benefits, and would also affect millions of
persons in the work force who will have to pay for these increased benefits. The
impact of automatically Increasing benefits would continuously stimulate time
economy and tend to institutionalize Inflation.

The National Association of Manufacturers. is opposed to this provision and
strongly urges this Committee to reject the concept. While we are greatly con-
cerned about the hardships suffered by the aged and we agree that such people
ought not to be the victims of inflation, we are also concerned about fill of the
other people in this country who would be adversely affected by continued In-
flation without the benefit of the same kind -if relief. We believe that the ulti-
mate solution is to control inflation for all people--not just for Social Security
beneficiaries. Attempting to solve inflation problems through the device of auto-
matically escalated benefit levels for approximately 26 million people is an ex-
tremely attractive expedient, but it would create tremendous pressure in other
segments of our society for similar automatic relief.

Another apparent attraction of the automatic adjustment concept is that It
would minimize political pressures for adjustment of the program. NAM be-
lieves that this would not be the case, and it is distinctly possible in our view
that the opposite result would occur and that such political pressures would
only find relief in other areas of the program. One has only to look at the
many such proposals which are currently before the Congress.

A review of. the record indicates I hat the Congress has, by ad hoe methods,
more than kept abreast of rises in the cost-of-living by increasing benefits. The
complaint that Congress has acted too slowly and that the aged have suffered
because of a lag in the adjustment of benefits has some merit, but the recent trend
has been toward more frequent reviews which would indicate that the Congress
would act in the future as rapidly as any automatic escalation device.
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NAM believes that a rigid formula would deny Congress the opportunity and
responsibility to determine the level of Social Security benefits while also keep-
Ing in view the entire economy, Including economic trend& and pressures that
would assuredly escape the unintelligent and Indiscriminate eye of any automatic
formula.

SUMMARY OF NAM VIEWS ON OASDI PROVISIONS OF 11.1. 17550

1. A general across-the-board increase Is Justified effective July 1971.
2. There is some Justification for increasing the annual exempt amount In the

earnings test but to not more than $1,800 per year. The existing procedure for
a three-part retirement test should remain as It currently exists. A new schedule
shull possibly be:
Earnings: Reduction in benefits

0 to $1,800 ------------------ None.
$1,800 to $3,000 ------------ $1 for every $2 of earnings in excess of $1,800.
$3,000 and over ------------- $1 for every $1 of earnings In excess of $3,000.

3. Disability benefits under Social Security when combined with workmen's
compensation benefits should not exceed 80 percent of prior earnings. As a matter
of fact, even the current level of 80 percent Is to@ high and a more realistic figure
would be 65 percent.

4. The taxable earnings base of $7,800 per year should be maintained at Its
current level at this time.

5. Automatic adjustment of the taxable earnings base would result in a con-
dition wherein those persons already most heavily taxed-the middle and upper-
mddle income group, would be forced to bear the preponderant burden of fInanc-
ing future Social Security benefit Increases and other liberalizations.

6. This bill, II.R. 175,50, provides for automatic Increases in benefit levels, auto-
naitic escalation of the taxable earnings base, and automatic escalation of the
retirement test, but no provisions for any increase in the tai rate to nmintain
the sound financing of the system should the presently scheduled rates prove in.
sufficient. We see a basic Inconsistency In this arrangement. Since It would bt
necessary under the bill to come back to the Congress for any future Increases in
the tax rate, it would appear just as desirable and logical for the Congress to
periodically adjust the taxable earnings base and benefit levels as well.

7. Another general problem that should be mentioned Is the Impact that a
continually and unduly expanding Social Security program will have on the
private pension system. More than 50 percent of all workers are now covered
by a private pension plan and as the Social Security program encroaches on these
plans they will cease growing and will play a less important role in providing
economic security to older citizens. This would be an unfortunate result.

S. We urge this Committee to continue the concept of periodic Congressional
reviews where comprehensive consideration can be given to the needs of Social
Security recipients within the framework of the economy as It currently exists
and as trends Indicate its future direction.

It. NAM VIEWS OX Tilt. IIEALTI! CARY AMFNI)IENTS

We are limiting our comments to Part It of Title 11 of the proposc-d Solal
Security Amendments of 1970. Part B Is Intended to Improve the operating
effectiveness of the current Medicare, Medicaid and maternal and child health
progra ms.

Our Association has already expressed to this Committee, by letter from the
Chairman of the Government Operations/Expenditures Committee. its concern
that the "ground rules" for Medicare and Medleald be clarified or changed so
as to enable these programs to be developed and administered as efliclently and
economically as possible. We approve not only of the general intent of Part 11,
but also of many of the specifics.

Section 221 would Implenicnt one of our specific recommendations : the lhita-
tion of federal depreciation reimbursement to facilities whose capital improve-
ments have been approved by an appropriate health planning agency. We also
see potential for vastly Improved administration In, and therefore support, the
following recommendations:

1. See. 222. which would encourage experiments and demonstration projects
to develop Incentives for economy in the provision of health services.
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2. Sec. 235, which would extend utilization review requirement to hospitals and
nursing homes under Medicaid.

3. Sec. 231, which would require institutional planning in the form of overall
plans and budgets for hospitals under Medicare.

4. See. 237, which would expand utilization review to include question of the
initial need for hospitalization.

5. See. 225, which through variable federal matching rates would establish in-
centives for states to emphasize outpatient care under Medicaid programs.

0. See. 232, which through federal grants would provide incentives to the states
to install and operate claims processing and information retrieval systems under
Medicaid.

There are other provisions in this legislation which also exhibit concern for
greater efficiency and economy but which, in our view, require simplification
and clarification with respect to show they can and will be implemented.
For example, there appears to be general agreement among those who have
studied the problem that the present "reasonable cost" reimbursement practices
offer no incentive to resist inflationary pressures. The question is whether the
proposed Sections 223 and 224 can be effectively administered.

Section 223, dealing with limitations on coverage of costs-under the Medicare
program, recognizes that disallowance of cost after services have been provided
by institutions creates uncertainty. Therefore, the solution offered is to set limits
on a prospective basis, evaluate necessary costs on a class-rather than a case-
basis and provide that extra or more expensive services be charged to the bene-
ficiary If he is so advised prior to admission. These steps seem to be logical guide-
lines for a systematic approach to the definition of "reasonable cost". However,
there does not appear to be an adequate body of up-to-date cost data for making
the necessary comparison of costs of health care institutions or measuring the
efficiency of health care delivery.

Therefore, It has been suggested by the House Ways and Means Committee
that the Secretary might be able to set "reasonable limits" sufficiently above
average costs per patient day previously experienced by a class of institutions
so that only extraordinary expenses would be subject to any limitations. This
does not seem to us to be an effective approach to control of inflationary tenden-
cies nor does it provide any real incentive for the institutions to control their
costs or for curtailing unnecessary days of hospital care.

One of the findings highlighted in the recent report by your Committee staff
on Medicare and Medicaid was that Medicare payments are usually significantly
higher than those made by carriers under their own programs. This suggests
an approach to the matter of "reasonable" costs. Requiring that these two sets
of reimbursements be brought into line-instead of "considering customary and
prevailing charges", as in the present statute-would provide a direct guideline
without introducing a clumsy administrative apparatus.

Section 224, however, which is an attempt to implement this approach to the
"reasonable cost" issue as it applies to services furnished under the spple-
mentary medical insurance program, is indirect and complex. The present Ad-
ministrative policy of using the 83rd percentile of customary charges as the
limit of "reasonableness" would be modified by using the 76th percentile as the
standard after June 30, 1971. Beyond that, beginning with fiscal 1972, increases
in fees would be recognized as reasonable in terms of their relationship to two
economic Indexes: OPI (exclusive of medical care) and earnings In the area as
reported to the Social Security program. Unlike the data required to implement
Section 223, these figures are available. However, the formula appears to us to
constitute a selective form of wage-price control. In addition to our distaste for
such controls, the compulsory regulation of fees is no substitute for incentives
for more efficient delivery of health care services. Such an approach might
merely discourage practitioners from caring for Medicare patients.

In summary, we support the intent of Part B of Title II. Certain of the amend-
ments appears to have clear and immediate potential for improving the ad-
ministrative efficiency and economy of Medicare and Medicaid. However, other

amendments, although addressed to the Important Issue of defining "reasonable"
costs, seem to involve unnecessary clumsy administrative apparatuses. In our
view, these should be simplified and clarified before enactment.

The CRAIRM AN. May I just say this about your statement. When
you include medicare benefits as part of the income that people re-
ceive under social security, even the chart--that the Department itself
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offered when these hearings commenced-showed that the Congress
has more than kept up with the rise in prices.

Now, we have not been behind the increase in prices. We are ahead
of the increase in prices.

Mr. SiiMpsom. That is correct.
The CIAIRM.NAN. That is when you pick the base most favorable to

the administration to make their argument. Even picking the base
that would serve them the most, when you put medicare in there
we have more than kept up with the cost of living.

Now, if you turn to the next page, page 46, to see how it would
work out if you took the automatic adjustments compared to what
has actually happened over a differentt period of time, one can see
that from 1952 forward we have been way ahead of the cost of living
increase, and that the beneficiary has beeni better off. The same thing
is shown again on the chart just beneath it.

So even if you look at the administration's way, we have been ahead
rather than behind the increase in the cost of livir'g.

Mr. SINfpsoN. We believe this is your responsibility, and you have
fulfilled it adequately. e a

The CiiAmMAN. ANow, the only advantage I can see to having the
automatic increase in effect, is that, perhaps, those who want higher
benefits can contend that it will help to lead to higher benefits because
they will get the automatic increase anyway, and then every Congress
will have to vote another social security bill. Every Congressman in
the house has to run every 2 years. They will beo told they voted
against social security if they did not vote for further increases over
and above the automatic increase-

Mr. SiMPsoN. That is correct.
The CHAIRMAN (continuing). When this thing goes into effect.
'Well, thank you very much, gentlemen.
Mr. SiMipsoN. Thank you.
The CHAIR-MAN. Now, the next witness will be Mr. 1-I. Neil Belier,

counsel of the Community Group Health Foundation, Inc., accom-
panied by Dr. Eddie G. Smith, director of health services.

Mr. Boiler, will you proceed, sir.

STATEMENT OF H. NEIL BELLER, COUNSEL, COMMUNITY-GROUP
HEALTH FOUNDATION, INC.; ACCOMPANIED BY DR. EDDIE G.
SMITH, DIRECTOR OF HEALTH SERVICES

Mr. BELLER. My name is I-. Neil Belier. I am associated with the
law firm of Arent, Fox, Kintner, Plotkin & Kahn of Washington,
D.C.On my left is Dr. Eddie G. Smith, who is the director of health
services at the Community-Group health Foundation. We appreciate
this opportunity to testify before the committee. Our comments will
be brief.

Our testimony concerns the Federal tux classification of nonprofit
hospitals. The flouse-passed version of the Tax Reform Act of 1969
contained a provision which would have allowed a hospital to acquire
tax-exempt status notwithstanding its failure to provide charitable
or below-cost care to the extent of-its financial ability to do so. Such
provision was contrary to the then official position of the Internal
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Revenue Service which held in a 1956 published ruling that tax-ex-
eipt status would be denied to hospitals not so providing charitable
or below-cost care.

In its consideration of the House-passed version of the Tax Reform
Act, the Committee on Finance dccided to delete this hospital provi-
sion. It stated in its committee report that the matter would be re-
examined in connection with pending legislation on medicare and
medicaid.

Subsequent to the Finance Committee's deletion of the hospital
provision, the Internal Revenue Service issued a new ruling, supersed-
ng the 1956 ruling, and withdrawing the requirement that a tax-ex-

eml)t hospital provide charitable or below-cost medical care.
It, is not the purpose of our testimony to either support or refute

the wisdom of such ruling or the deleted Tax Reform Act provision
which it echoes. We simply desire to bring to the Finance Committee's
attention a problem wbich indicates that, in general, the meaning of

the term "hospital" for various purposes of Federal taxation is in
need of clarification.

Our specific problem deals with a letter ruling recently received
by the Community-Group Health Foundation in connection with the
tax on communications services.

Section 4251 of the Internal Revenue Code imposes a tax upon tele-
phone use. Section 4253(h) exempts "nonl)rofit hospitals" from this
tax. While section 4253 (h) does not specifically define the term "non-
profit hospital," it does refer to section 170, the income tax charitable
education n provision. That section defines an exeml)t "hospital" as any
organization, the principal purposes or functions of which are the
providing of medical or hospital care.

Further explaining this definition, the regulations under section 170
specifically provide that a hospital may include an outpatient clinic.
The Community-Group Health Foundation is a nonprofit organi-

zation providing outpatient care in the tipper Cardozo area of Wash-
ington, D.C. It is funded by the Office of Economic Opportunity for
the benefit of over 100,000 citizens who do not have outpatient facili-
ties readily available to them.

At present no fees are charged patients for services rendered. Re-
imnbursement for such services i received from medicare and medicaid
as well as from OEO.

The foundation represents a unique concept of medical care treat-
ment in that it focuses on the family as the basis for diagnosis, study
and treatment.

The foundation has no facilities for inpatient care other than for
emergency situations.

In ApAil 1969, the Community-Group Health Foundation applied
to the Internal Revenue Servicefor a ruling that it constituted a non-
profit. hospital for purposes of the communications tax exemption.

On July 31, 1970, the foundation was advised by the Revenue Serv-
ice that the term "hospital" for purl)oses of the communications tax

"exemption includes only those organizations which have inpatient
facilities.

Such advice was rendered notwithstanding the income tax regula-
tions providing that an outpatient facility may be regarded as a hos-
l)ital, and notwithstanding the exl)res language in section -1253(h)
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defining a nonprofit hospital in terms of its meaning for income tax
purposes.

We ask the committee to rectify this interpretational problem be-
cause we do not see how the Community-Group Health Foundation
can be a hospital for purposes of deductible charitable contributions,
but not for purposes of the communications tax exemption.

For low-income families ineligible for medicaid or medicare, the
type of comprehensive outpatient facility operated by the Community-
Group Health Foundation provides a source of hospital and medical
care not otherwise available. Moreover, it represents a medical care
approach which larger costly inpatient facilities are not designed to
handle. Such approach should be encouraged on a consistent basis
by the Federal tax laws and should not be impeded by artificial or
over technical administrative interpretations.

Each dollar of tax which such organizations must pay as a result
of such interpretations represents one less dollar available for the
rendering of mch-needed medical care.

We cannot believe that Congress intended this result, and we respect-
fully request that existing law be clarified so as to make clear that,
for all purposes of Federal taxation, inpatient and outpatient facili-
ties are to be treated on an equal footing.

This concludes our testimony. We have submitted a full written
statement which we would appreciate being incorporated in the
hearing record.

Thank you for your attention.
(The preparedl statement follows. Hearing continues on page 1042.)

STATEMENT BY THE COMMUNITY-GROUP HEALTH FOUNDATION, INO.,
WASHINoTON, D.C.

Last year, the Committee on Finance deleted from H.R. 13270 (Tax Reform
Act of 1969) a provision specifically relating to the classification of "hospitals"
for federal tax purposes, stating, however, that the Committee would reexamine
this matter in connection with pending legislation on Medicare and Medicaid.'
The Community-Group Health Foundation, Inc. respectfully requests the Sen-
ate Finance Committee's consideration of its statement on the classification of
"nonprofit hospitals" and the tax benefits presently accorded such Institutions
under the Internal Revenue Code. The statement contains the following con-
tents, In the order noted:

A. Summary of Principal Points
B. Purpose and Function of Community-Group Health Foundation, Inc.

. Tax Status of Community-Group Health Foundation, Inc.
D. Discussion of Federal Tax Treatment of Hospitals
E. Conclusion
F. Exhibits

(1) IRS Letter Ruling of July 31, 1070
(2) Excerpts from H. Rep. No. 69-1285 (pp. 31 and 48)
(3) Newspaper Clippings re: Community-Group Health Foundation, Inc.

A. SU31MARY OF PRINCIPAL POINTS

Since 10M0, "nonprofit hospitals" have been specifically exempted under the
excise tax provisions of the Internal Revenue Code from the communications
tax on telephone services. Communiity-Group Health Foundation, Inc. has recent-
ly received a letter ruling from the internal Revenue Service, Exe .,e Tax
Branch, to the effect that a hospitall' for purposes of the communications tax
exemption must be one which provides in-patient facilities; the exemption Is
held not to apply to an "out-patient clinic". This result obtains, notwithstanding
the fact that, under its Income tax regulations, the Internal Revenue Service

'See Senate Report No. 01-552, at 01.
47-530---70--pt. 3-9
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holds that, for purposes of the Coie provision allowing a deduction for charitable
contributions, an "out-patient clinic" constitutes a "hospital" if its principal
purpose Is providing "hospital or medical care". Taken together, the effect of
these two policy announcements of the Internal Revenue Service is to render
the Community-Group Health Foundation a "nonprofit hospital" for federal
income tax purposes, but not for federal excise tax purposes-indeed a strange
result in view of the identical statutory language applicable in both contexts.

We do not believe that the relevant statutory provisions or their legislative
history provide any basis for distinguishing between hospitals providing In-
patient care and hospitals providing out-patient care. Both In-patient and out-
patient facilities provide medical or hospital care depending upon the Indl-
vidual needs of particular patients seeking such care. Testifying recently before
the House Ways and Means Committee in connection with extension of the
federal excise tax on communication services, we requested that the Congress
rectify the disparity above-descrlbed by clearly providing that out-patient clinics
which provide hospital or medical care (such as Community-Group Health
Foundatiou, Inc.) be eligible for the same tax benefits accorded In-patient facili-
ties under the Internal Revenue Code. We wish to call the Identical problem to
the attention of the Senate Finance Committee as a necessary adjunct to its
consideration of II.R. 17550. The problem Is relevant to the Finance Committee's
promised reexamination of the federal tax classification of hospitals, partieu-
larly in light of a 1969 published revenue ruling which removes the "charitable
or below-cost" requirement as a condition of tax exemption for hospitals.,

B. PURPOSE AND FUNCTION OF COMMUNITY-GROUP IIEALTII FOUNDATION, INC.

The Community-Group Health Foundation, Inc. (the "Foundation") is a com-
munity-organized, organization designed to provide an out-patient medical, den-
tal, and general health care clinic for low-income residents of the Upper Gardozo
area of Washington, D.C. With the exception of emergency cases, the Foundation
does not plan to provide (1) any in-patient facilities to house and maintain pa-
tients; or (11) any type of non-ambulatory medical care.

The staff members of the Foundation include professionals with specialtie. in
adult medicine, pediatric medicine, surgery, OB-GYN and orthopedic medicine.
Other medical specialists, such as radiologists, are available on a consultant
basis. The dental staff includes full-time general dentists as well as regular
consultants in the various specialties of dentistry. Foundation facilities and serv-
ices include a complex X-ray department, a completely-equipped ENT room,
a small lab, and a nutritional program. A public health nursing staff as well
as a complete roster of auxiliary professional and sub-professionals is maintained
to implement Foundation activities and services.

The Foundation's clinic is staffed in the normal fashion with doctors, dentists,
nurses, technicians, and other hospital and medical care specialists. The clinic's
program is designed to provide famnly-oriented comprehensive care, Including
treatment for episodes of Illness as well as preventive medicine and diagnostic
studies of family members. Various members of a "medical care team" provide
family treatment and studies for both the patient and other members of the fam-
ily who subsequently might become patients. The concept of comprehensive
family care through treatment and study is aimed at short-cutting present
hospital and medical techniques for the treatment of illness, thereby lowering
the eventual total cost of a family for medical care. The Foundation seeks to
avoid the "commitment" sylidrome commonly- associated with the treatment
and study of illness, through the selective use of facilities (e.g., beds), diag-
nostic tools, anti lpar -professionals organized on a team-treatment basis. Not
only does the clinic operate as a facility for the rendition of medical care, but
aj a base from wbich such care may be administered at the home of the pa-
tient. This innovative concept of hospital and medical care may render obsolete
many existing institutions now offering similar services only within the confines
of its own facility and without regard to the family of the particular patient.

The main facility of the Foundation is an out-patient, ambulatory center,
temporarily established in a former bank building at 14th Street and Park
Road, N.W. Temporary facilities of the Foundation now in use consists of

'See Rev. Rul. 69-545 I.R.B. 1969-44 10. superseding Rev. Rul. 6-185, 1956-1 C.B.
202, which took the poslion that a hospital, in order to qualify for tax exemption under
J 501 (c) (3) of the Code must, inter alia, provide charitable or below-cost care to the
extent of its financial ability. Rev. Rul. 69-545 was issued after enactment of the House
version of H.R. 13270 (which included a special "hospital" provision).
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examination rooms, diagnostic rooms, treatment rooms, dental operatores, eon-
ference rooms, administrative offices and a pharmacy. Such temporary facilities
will be used for approximately two years while construction is In process for a
permanent health care service center. Hours of operation of the clinic are 9:00
A.M. to 7:00 P.M. on Mondays, Wednesdays, and Friday; 9:00 A.M. to 5:00
P.M. on Tuesdays and Thursdays; and 9:00 A.M. to 1:00 P.M. on Saturdays.
There are no scheduled operating hours for Sunday.

It Is contemplated that permanent facilities will include two emergency
rooms where emergency medical or dental care will be available to persons
coming in off the street. Present emergency room facilities include "Ritter
tables" and examining tables in various examination rooms; however, these
cannot be regarded as hospital "beds" in the In-patient sense. In the jargon
of the medical trade, the facility has no 'beds". The permanent facility will
have "beds," but only for emergency purposes (including obstetrics).

The Foundation Is funded by the Office of Economic Opportunity. For pro-
gram year ended Aaigust 31, 1070, the Foundation received a grant of $1,762,968.
Projected funding for fiscal 1971 Is $2,415,000. At the present time, no fee is
charged patients for Eervices rendered. Reimbursement for such services Is re-
ceived through Titles XVIII and XIX of the Social Security Act, as well as
from the Office of Economic Opportunity.

The permanent health center is expected to be ready for occupancy and opera-
tion in 1971. The facilities of the new center are designed to serve the 110,000
residents of the Cardozo area. Permanent facilities will include two emergency
rooms, sixteen consultation rooms, thirty-two examining rooms, a pharmacy, a
physical therapy room, and various administrative offices. This center will also
havo facilities to be used for training medical and paramedical personnel to act
as part of medical care teams. Except to the extent indicated above with respect
to emergency cases, neither the temporary health center nor the permanent
health center has or will have facilities to provide for in-patient care.

0. TAX STATUS OF COMMUNITY-GROUP HEALTH FOUNDATION, INO.

The Community-Group Health Foundation, Inc. is a District of Columbia non.
profit corporation organized and operated exclusively for charitable purposes.
On July 25, 1968, the Internal Revenue Service ruled that the Foudation was
exempt from federal income tax under § 601(c) (3) of the Code, and that con-
tributions to the Foundation were deductible in computing federal income,
estate and gift taxes.

The Foundation is not a "private foundation" within the meaning of § 509
of the Code; It regards itself as an organization described In § 509(a) (1) by rea-
son of its status as a "hospital" under § 170(b) (1) (A) (III), or IRS Form 4653
(Notification Regarding Foundation Status) will shortly be filed (or at this writ-
ing, has been filed) advising the Internal Revenue Service of such classification
under § 509(a) (1).

To date, the Foundation has not applied for a ruling that It Is a "hospital"
within the meaning of 1170(b) (1) (A) (iII) of the Code. Given the clarity of the
regulations on the point of treating out-patient clinics as hospitals, such a ruling
request was thought unnecessary-at least until the exlcse tax ruling of July 31,
1970 received by the Foundation.

On April 30, 19069, the Foundation applied for exemption from the communica-
tions tax imposed under § 4251 of the Code on the grounds that is a "nonprofit
hospital" within the meaning of 14253(h). On July 31, 1970, the Internal Revenue
Service issued a private letter ruling (a copy of which is appended hereto) to
the Foundation holding that the term "nonprofit hospital" used in § 4253(h) does
not encompass a hospital established and operated primarily as an out-patient
clinic. The specific holding of the ruling Is as follows:

Tie exemption from the communications tax under §4253(h) of the Code
Is limited to "nonprofit hospitals". For purposes of such exemption, an
organization must be organized and operated as a charitable organization
for purposes of providing a hospital for the sick and Its primary function Is
providing hospital care. The exemption does not extend to an organization
established and operated primarily as an out-patient clinic.

As the basis for the ruling, the Service cited the legislative history of J 4253 (h),
stating that references In such history to the fact that private nonprofit hospitals

* II. Rep. No. 1285 (February 15, 1068) ;. Rep. No. 1010 (March 2, 1060) 89th
Cong., 2d Sess. he Committee Reports are reprinted at 1966-1 C.B. 436 et aeq. Relevant
portions of such legislative history are appended hereto for the Committee's consideration.
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are to receive the same tax exemption as state or local government hospitals should
be read as indicating that Congress, in enacting §4253(h), wanted only those
hospitals which were in the same class as government hospitals to be exempt
from tihe communications tax. By inference, the Service suggests that govern-
ment hospitals are oragnizatlons which do not principally (or exclusively) pro-
vide medical care thorugh out-patient facilities; rather, they provide care
through both in-patient and out-patient facilities. While the ruling does note that,
with enactment of the Tax Reform Act of 1969, the hospital exemption language
for communications tax directly refers now to an organization described in § 170
(b) (i) (A) (Ili), no reference or explanation is made of the fact that the
regulations under I 170(b) (1) (A) (Iii) clearly allow an out-patient clinic to
qualify as a "hospital".' Other than its weak reliance upon the inconclusive
legislative history aboveomentioned, the Service cites no authority in support of
its anomalous position that an out-patient clinic may qualify as a "nonprofit
hospital" for income tax purposes, but not for excise tax purposes.

D. DISCUSSION OF FEDERAL TAX TREATMENT OF IIOSPITAIL8

Section 4253 (h) of the Code provides that no excise tax shall be Imposed under
§ 4201 upon any amount paid by a "nonprofit hospital" for communication serv-
ices furnished to such organization. Prior to its amendme'nt by the Tax Reform
Act of 1969, 14253(h) defined the terra "nonprofit hospital" as a "hospital re-
ferred to in 1 503(b) (5) which is exempt from tax under § 501(a)." Section 503
(b) (5) of the Code did not use the term "nonprofit hospital" but referred to "an
oragnizatlon, the principal purposes or functions of which are the providng
of medical or hospital care .... " Because of the repeal of 1 503(b) (5) by the Tax
Reform Act of 1969, the hospital exemption under § 4253(h) now reads as
follows:

(h) Nonprofit Hospitals. No tax shall be imposed under section 4251 on
any amount paid by a nonprofit hospital for services furnished to such orga-
nization. For purposes of this subsection, the term "nonprofit hospital"
means a hospital referred to In section 170(b) (1) (A) (i1) which is exempt
from tax under section 601 (a).

Section 170(b) (1) (A) (iii) deals with percentage limitations upon the amount
of deductions allowed individual donors for contributions made to hospitals.

Prior to its amendment by the Tax Reform Act of 1069, § 170(b) (1) (A) (ii)
regarded "a hospital referred to in section 03(b)" as an "extra 10% organiza-
tion" for purposes of the limitations upon Individual charitable contributions.
Thus, in 1069, the operative provision describing the term "hospital" under
§ 4253(h) and the term "hospital" under 1 170(b) (1) (A) (fit) were identical-
i.e.. both spoke in terms of "a hospital referred to in 5603(b) (5)."

Effective January 1, 1970, the Tax Reform Act of 1069 amended both § 170(b)
(1) (A) (fit) and § 4253(h) with respect to the definition of "hospital".' As
indicated above, §4253(h) now defines the term "nonprofit hospital" as an
exempt hospital described In § 170(b) (1) (A) (iii). Section 170(b) (1) (A) (iii)
now defines the term "hospital" as follows:

An organization the principal purpose or functions fe which are the pro-
viding of medical or hospital care or medical education or medical research,
if the organization is a hospital, or if the organization is a medical research
orgMnization directly engaged In the continuous active conduct of medical
research in conjunction with a hospital, and during the calendar year in
which the contribution Is made such organization is committed to expend
such contribution for such research before January 1 of the fifth calendar
year which begins after the date such contribution Is made. (Emphasis
supplied).

Although in effect for almost two decades, the Internal Revenue Service never
promulgated any regulations under § 503(b) with regard to the scope of the term
"hospital" as used in that section. Nor has the Service ever promulgated any
regulations on such point under § 4253(h), which section has been In effect since
19060. In 1958, however, regulations were published to deal with and define the
term "hospital" within the context of I 170(b) (1) (A) (ill).' Specifically, Reg.
* 1.170-2(b) (4) (1) provides in pertinent part as follows:

:Reg. 11.170-2(b) (4) (1).
'Tax RefoTm Act, Sec. 101(J) (27), amending IRC 1 4253(h), and See. 201(a) (1) (B),

amending IRC I 170 (1) (AU M).6T.D. 6285, 1058-1 .B. 12 , 135.
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(1) H08pital. The term "hospital", as used in section 170(b) (1) (A), means
an organization the principal purposes or functions of which arc the pro-
viding of hospital or medical care. . . . A rehabilitation institution or an
out-patient olinto may qualify w8 a hospital if U8* principal purposes or funo.
tons are the providing of hospital or medical care.... (Emphasis supplied).

The expanded definition of the term "hospital" now found in I 170(b) (1) (A)
(iii) as a result of the Taxi Reform Act of 1969 Is directly traceable to the al-
ready existing definition of that term in Reg. 5 1.170 !2(b) (4) (1). With amend-
ment of 9 170(b) (t) (A) (ii), the continuing force and validity of such regula-
tion has been strongly reaffirmed. Oddly enough, however, in its letter ruling of
July 31, 1070, the ervice nowhere intimates that the ptlncipal purposes of the
Foundation are other than the rendering of hospital or medical care. Since
14253(h) now refers directly to J 170(b) (1) (A) (ii), the treatment of out-patient clinics as hospitals should be obvious: if the term "hospital" includes
out-patient clinics for purposes of 1 170, the same should apply for purposes of§ 4253(h). As explained above, however, the letter ruling received by the Founda-
tion refuses to treat § 170(b)(1)(A)(111) and §4253(h) on an equal basis.
holding that, for purposes of the latter, an organization rendering hospital or
medical care to the sick or injured must utilize in-patient facilities. The alleged
distinction is one without a difference and should be rectified.

In addition to its regulations under § 170, the Internal Revenue Service has
also issued revenue rulings dealing with the classification of an organization as
a "hospital" for purposes of income tax exemption and charitable contribution
deductions. Rev. Rul. 50-1851 sets forth the following conditions for classifica-
tion as a "hospital":

4. It must be organized and operated as a nonprofit charitable organization
for purposes of operating a hospital for the care of the sick,

.2. It must be operated to the extent of its financial ability for those not able
to pay for services rendered and not exclusively for those who are able and
expected to pay.

,3. It must not restrict the use of its facilities to a particular group of physi-
cians and surgeons such as a medical partnership or association to the exclusion
of other qualified doctors.

4. Its net earnings must not inure directly or indirectly for the benefit of any
private shareholder or individual.

Late last year, Rev. Rul. 56-185 was superseded by Rev. Rul. 69-545.8 In
that ruling, the Internal Revenue Service describes, through the use of examples,
an organization which would be classified as a "nonprofit hospital" exempt
from tax as a charitable organization and another organization which would
not qualify for such treatment. The basic thrust of the ruling is to remove the
requirement set forth in item (2) of Rev. Rul. 50-185 (see above). There is,
however, no Inference or suggestion in either Rev. Rul. 56-185 or Rev. Rul.
69-545 to the effect that an organization which provides out-patient facilities
only may not be classified as a "hospital." Moreover, prior to the Internal
Revenue Service's letter ruling of July 31, 1970 to the Foundation, no other
Service pronouncement or judicial decision has ever suggested that a "non-
profit hospital" for any federal tax purpose must be one which provides
in-patient facilities in the care and treatment of sick or injured persons.

E. CONCLUSION

For low-income families who are ineligible for Medicare or ,Medicaid, the
type of comprehensive out-patient facility operated by the Foundation provides
a source of hospital and medical care not otherwise available. It represents
a step towards comprehensive family medical care which the larger, costly,
in-patient facilities are not designed to handle. This unique medical care con-
cept should be encouraged through, inter alta, the federal tax laws, and should
not be Impeded or discouraged by artificial and overly technical administrative
interpretations.

'1050-1 C.B, 202,
8 IUB. 1969-44. 10. We are aware that the Finance Committee Staff is opposed to the

standards set forth In Rev. Rul. 69-545. See Medicare and Medica(d Problems, Issues andAlternatives, Report of the Staff to the Committee on Finance. U.S. Senate, February 9,1970, at pp. 55-58. It is not a purpose of this statement, however, to either support or
refute the wisdom of Rev. Iltl. 6-545. The Foundation desires only to bring to theCommittee's attention the fact that, even apart from such ruling the precise meaning ofthe term "hospital" for all purposes of federal taxation is In need of clarification.
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The federal excise tax on communication services does not apply In the case of
a nonprofit hospital described in § 170(b) (1) (A) (iii). We do not and cannot
believe that, for any federal tax purpose, Congress intended to distinguish
between a hospital providing care through an out-patient facility and one pro-
viding care though an i-patient facility. It is therefore requested that the
Committee on Finance clarify the Intended treatment of nonprofit hospitals for
all federal tax purposes by making more explicit the exemptions and benefits
accorded such institutions irrespective of whether their essentially similar pur-
poses and functions are carried out though in-patient or out-patient facilities.

DEPARTMENT OF TIM TREASURY,

INTERNAL REVENUE SERVICE,
Washington, D.C., July 31, 1970.

COMM UNITY-GROUP HEALTH FOUNDATION, INC.,

8308 14th Street NW.,
Washington, D.C.

GENTLEMEN: We have a letter from Mr. William J. Tehrfeld requesting a
ruling whether the Community-Group Health Foundation, Inc. qualifies as a
nonprofit hospital exempt from communications tax under section 4253(h) of
the Internal Revenue Code, with respect to proposed payments for communication
services.

As a result of a conference held in this office on June 6, 1969, Mr. Lehrfeld
submitted additional information in a letter dated July 15, 1969, as well as
related documents on the issue involved.

The evidence shows that the Foundation was granted exemption from Federal
income tax under section 501 (a) of the Internal Revenue Code with reference to
organizations described in section 501(c) (3) thereof. This exemption relates only
to income tax and does not automatically assure an exemption from other Federal
taxes.

The information available indicates that the purposes of the Community-
Group Health Foundation, Inc. is to provide an out-patient medical, dental, and
general health care service center for low-income residents of the Upper Cardoza
area of Washington, D.O. This health care center will be operated in the nature
of an out-patient clinic. The Foundation does not plan to have any in-patient
facilities to house and maintain patients, nor will there be any type of non-
ambulatory care.

It will be staffed in the normal fashion of doctors, dentists, nurses, tech-
nicians, and other health care specialists. The general aim of the Foundation
and its staff will be to provide a family oriented comprehensive medical and
dental care which will include treatment for episodes of Illnesses as well as
preventive medicine, and diagnostic studies of persons, both as patients and as
members of the family who are not then patients but who will be the objects
of study by various members of the medical team. The hours of operation of
the clinic will be from 9:00 A.M. to 7:00 P.M., Mondays, Wednesdays, and
Friday; from 9:00 A.M. to 5:00 P.M. on Tuesdays and Thursdays; and 9:00
A.3. to 1:00 P.M. on Saturdays. The information shows no scheduled operating
hours for Sunday.

The proposed temporary facilities of the Foundation will consist of examination
rooms, diagnostic rooms, treatment rocims, dental operatories, as well as confer-
ence rooms, administration offices, and a pharmacy. It is contemplated that
the facilities will include two emergency rooms where emergency medical or
dental care will be available to persons who come in off the street. These
temporary facilities will be in use for approximately two years while construc-
tion is In process for a permanent health care service center.

The permanent health center iF, expected to be ready for occupancy In 1971.
The facilities of the new center are designed to serve the 110,000 residents of
the Cardoza area. Such facilitlett will include two emergency rooms, sixteen
consultation rooms, thirty-two examining rooms, a pharmacy, a physical therapy
room, and various administration offices, This center will also have faellitle3
to be used for training medical and paramedical personnel who will act as part
of medical care teams. It is stated that neither the temporary health center or
the permanent health center will have facilities to provide for in-patient care.

Section 4253(h) of the Code, relating to exemptions from tax on communica-
tions, provides that no tax shall be imposed under section 4251 on any amount
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paid by a nonprofit hospital for services furnished to such organization. For
purposes of this exemption the term "nonprofit hospital" means a hospital re-
ferred to in section 170(b) (1) (A) (i1) which is exempt from income tax under
section 501(a). Prior to the amendment to section 4253(h) of the Code by sec-
tion 101 (j) (27) of Public Law 91-172, effective January 1, 1970, that term meant
a hospital referred to in section 503(b) (5). In either instance, the organization
must be a hospital.

The legislative history of section 4253(h) suggests that Congress was using
the term "hospital" in what we believe to be its commonly understood meaning.
That is an institution providing in-patient care. Section 4253(h) was section
202(b) of P.I,. 8-368, The Tax Adjustment Act of 1966, 89th Cong. 2d Sess. The
Committee Reports are published in C.B. 1966-1, at 436. References to this
provision are at pages 461 and 472. It is stated at page 461 that the purpose of
the amendment was to accord to nonprofilt hospitals the same treatment accorded
Government hospitals under present law. These references are specifically to non-
profit hospitals and Government hospitals. The language is also specific on page
472 where it is stated that, "Under this amendment, private nonprofit hospitals
will receive the same tax-exempt treatment on their payments for communica-
tion services as is applicable under section 4292 to hospitals operated by a State
or local government." (Italic added.)

The exemption from the communications tax under section 4253(h) of the Code
is limited to "nonprofit hopsitals." For purposes of such exemption, an organiza-
tion must be organized and operated as a charitable organization for the pur-
pose of operating a hospital for the sick, and its primary function is providing
hospital care. The exemption does not extend to an organization established and
operated primarily as an out-patient clinic.

In view of the above, and based on the information furnished, it is our con-
clusion that the Community-Group Health Foundation, Inc., in operating as
an out-patient clinic would not be considered a hospital within the Intendment of
section 4253(h) of the Code. Therefore, the exemption provided by that section
would not apply to amounts paid for communication services furnished to the
Foundation.

In accordance with the request contained in a power of attorney on file in this
office, a copy of this ruling is being mailed to Mr. William J. Lehrfeld, 1815 H
Street, N.W., Washington, D.C. 20006.

Very truly yours,
BERNARD H. FISOHORUND,

(hief, zotse Tax Branch.

EXCERPTS FRoM H. REP. 89-1285

(TAX ADJUSTMENT ACT OF 1966)
Page 31:
EDemptions for hospitals.-Your committee's bill provides an exemption from

the excise tax for telephone services furnished to nonprofit hospitals exempt from
income tax. This is to accord such hospitals the same treatment accorded Govern-
ment hospitals under present law.

Page 48:
(b) Nonprofit hospitaL.-Subsection (b) of section 202 of the bill adds a new

subsection (h) to section 4253. The new subsection (h) provides that no tax shall
be imposed under section 4251 on any amount paid by a nonprofit hospital for com-
munication services furnished to such hospital. A "nonprofit hospital" is defined
In the new subsection (h) to mean a hospital referred to in section 503(b) (5)
which is exempt from income tax under section 501 (a). Under this amendment,
;,rlvate nonprofit hospitals will receive the same tax-exempt treatment on their
payments for communication services as is applicable under section 4292 to hos-
pitals operated by a State or local government.

(From Washington Evening Star, June 27, 19601

$1.4 -MILLION GRANTED FOR CARDOZO CENTER

The first federal grant for rebuilding in the District's riot-damaged Upper
Cardozo area was announced yesterday by the Commerce Department: $1.4 mil-
lion toward a health center that will serve 20,000 residents.
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The grant was called "really good news" by Mayor Walter Washington, who
was on hand when the Economic Development Administration announced it. It
will be matched by a $1.4 million loan from the Equitable Life Assurance
Association.

At the present, the Cardozo area, with a population of more than 111,000, has no
medical facilities whatsoever. The new medical center, a glass-front building to
be erected near 14th and Irving Streets NW. will have two emergency rooms,
10 consultation rooms, 32 examining rooms, a pharmacy, and a physical therapy
room. Fees will be based on the patient's ability to pay.

Development of such a center was originally proposed by the Cardozo Heights
Association for Neighborhood Growth and Enrichment (CHANGE), and the
center's board of directors will include four members from CHANGE as well as
four from the Howard University Medical School and four from the Group Health
Association.

The federal grant-and the insurance company's matching loan-ure being
made to the Community Group Health Foundation, Inc., of 3308 14th St. NW.

The center will also serve as a training ground for 75 medical and paramedical
personnel a year. It will provide for teams of physicians acting as personal
doctors to neighborhood residents.

Commerce officials said yesterday the center will not be ready for operation
for about two years. Interim medical services will be offered in a temporary
health office at the Riggs National Bank Building, 14th and Park Road NW,
beginning August 1.

[From Washington Post, June 30, 1069]

CARDOZO HEKALTJJ CENTER

Much more than physical rebuilding Is involved in the decision to go ahead
with construction of the Cardozo Health Center near 14th and Irving Streets,
nw. astride the [4th Street riot corridor. There has been a pooling of resources
to fund It-$1.4 million in construction money from the Commerce Department,
matched by a loan of the same amount from Equitable Life and $1.5 million
from the Office of Economic Opportunity to operate it. The center itself is a
joint venture of CHANGE, Inc., a Cardozo neighborhood action group; Howard
University Medical School and the Group Health Association. Medical service
will be provided residents on an ability-to-pay basis and 75 persons a year will
be trained in medical and par-medical jobs. Construction will take two years,
hut meanwhile, medical service will start Aug. 1 in the Riggs Bank building at
14th and Park Road. It is an imaginative effort to meet the needs of the 111,000
Cardozo residents, particularly the 20,000 in Upper Cardozo who, according to
Mayor Washington, now lack any medical facilities,

The CHAIRMFAN. Thank you very much, sir. We will look into that
when we get into Executive Session.

Mr. BELLER. Thank you.
The CHAlarAN. Now, tho concluding witness for today's session will

be Miss Ollie Randall, Member of the Citizens' Committee on Aging,
Community Council of Greater New York, and Member of the Presi-
dent's Task Force on Aging.

STATEMENT OF OLLIE RANDALL, CITIZENS' COMMITTEE ON AGING,
COMMUNITY COUNCIL OF GREATER NEW YORK

Miss RANDALL. Thank you, Mr. Chairman.
As you have indicated, I am Ollie Randall. I appear on behalf of the

Citizens' Committee on Aging, Comminity Council of Greater Now
York and, with your permission, I would like to briefly summarize the
major documents, in view of time, and so forth.

The CIIAMMAN. We will print your entire statement in the record.
Miss RANDALL. I will leave it and this will, I think, be very much

more appropriate.
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Our committee, as you know, is concerned with all phases of work
with older people, but we want to comment on the amendments which
you have included ]i H.R. 17550.

First, we certainly believe in an increase in the benefits which are
proposed. But, in our opinion, a 5-percent increase in benefits starting
cn January I is not really adequate. I think you have heard that before
this morning.

The old age and survivors insurance program should aim ulti-
mately at benefits which should approximate at least the low living
standard of the Bureau of Labor Statistics.

We would like to see a 20-pekceftb increase instead of a 5-percent in-
crease effective January 1, 1971. We believe there ought to be a very
adequate base for beenfts for all aging men and women.

Two, we approve of the raising of widows' benefits.
Three, we approve benefits for men based on all years of earnings

through age 62.
We believe that a 5-percent increase in the 72 and older special

benefits categories is somewhat inadequate.
Four, then, Nye go on with a kind of formula which the committee

apparently drafted. Older persons should be allowed to earn up to
$3,000 a year or $250 in any given month before there is a reduction
formula which is applied to their benefits. Above this amount we sug-
gest the withholding of $1 for every $2 earned for the next $1,500, up
to $4,500, and $3 withheld for every $1 earned above $4,500. But we
think also that earnings, public or private insurance and pension bene-
fits and any unearned income should be the basis of formulating an
aging, retired person's total income.

Five, a $500 maximum death benefit seems to us long overdue.
Also, I think we found that one of the major concerns of older citi-

zens, and some of us who are concerned about them, is that in many
States social security beneficiaries, who are also old age assistance
recipients who are also receiving social security benefits, do not receive
a cost-of-living or other increase when they are enacted into social
security legislation.

It seems to us safeguards must be built into Federal and State leg-
islation for those persons'who are receiving old age assistance, and we
are told this must be done at the Federal level.

Medicaid, we approve the increase by 25 percent of the Federal
matching funds for hospital outpatient services, clinic and home health
services.

It seems to us, however, that it is a backward step to reduce the Fed-
oral matching for inpatient care, tuberculosis hospitals by one-third
after 60 days, general hospitals by one-third after 60 days, and skilled
nursing hems by one-third after 90 days, with this 275-day lifetime
limit, It does not seem to us that ambulatory care can reduce the needs
for skilled long-term care for certain classes of illnesses.

On medicare, we are not going into depth here. We ask for the elimi-
nation of the monthly proniums now required of the elderly partici-
pants under part B.

Under 9, home health services, for many older persons, part-time
health services are far less expensive to the taxpayers than round-the-
clock care in expensive and overcrowded institutions.
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Furthermore, it is often healthier and happier for many aging per-
sons to remain living in their own homes and their own communities
for as long a period of time as possible.

lVe believe that not only was the initial definition of home care some-
what limiting, but the Federal and State interpretation, and the
administration of the statute, has been so restrictive as to seriously
hamper the original legislative intent.

Now, one solution to this problem, it seems to us, would be to enact
H.R. 13139, which would add a home maintenance or housekeeping
service to the program, and thus allow large numbers of older people to
remain in their own homes through the provision of such services as
shopping, meal preparation, and so fortV.

Mr. Chairman do I have your permission to hurriedly give you
some testimony ?rom the Community Service Society of Rew York?

The CHAIRMAN. Yes.
Miss RANDALL,. I will make it as brief as possible.
The Community Service Society of New York, through its Com-

mittee on Aging Committee on'Health, are concerned about the
amendments to the act. It is a voluntary nonprofit agency which
since 1848 has been dedicating itself through its interests in family
life and community life.

The Committee on Aging functions within the Department of Pub-
lie Affairs and is a citizens' committee which is concerned with the
problems of older people.

First, in respect to the social security cash benefits program:
We endorse the provisions that would provide an automatic cost-

of-living adjustment mechanism, beginning in 1972, to keep benefits
current with rises in the cost of living.

We are in favor of liberalizing the retirement test by permitting a
beneficiary under age 72, beginning in 1971, to receive full benefitseach monlh if his annual earnings do not exceed $2,000. You can see
the CSS and the Community Council were not quite together on this.

We approve increasing survivors' benefits at age 65 from 82
percent to 100 percent of the deceased spouse's primary insurance
amount, the effective date beginning January 1, 1971.

We approve setting the age of 62 as the computation point for
figuring benefits and benefit eligibility for men as it now is for women.

We recommend two changes in the provisions of H.R. 17550 that
would provide a 10-percent across-the-board increase in monthly
cost benefits rather than 5 percent, effective January 1971.

We would also recommend that there be an increase provided in
minimum monthly benefits from $64 to $90, effective January 1971.
This increase, I believe, has been proposed in other bills introduced
in the Senate.

Now, second, in respect to selected medicare provisions where the
Committee on Aging is joined by the Committee on Health, we, sup-
port provisions that would remove the existing requirement that a
person must enroll in part B of title XVIII within 3 years after be-
coming eligible.

We support the provision that would authorize the Secretary of
Health, Education. and lVelfare to terminate payment for services
rendered by suppliers of health and medical services found to be
guilty of program abuses including overcharging, furnishing inferior
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or harmful or excessive services, or making a false statement to obtain
payment.

AVe also approve the provision that would authorize the Secretary
of TIEW to establish specific periods of tine after hospitalization dur-
ing which a patient would be l)sresind to require nursing home or
home health services.

We would also approve extending the coverage to include services
rendered by a licensed physical therapist in his office up to a limit
of $100 per calendar year.

Further, these committees support in principle the provision-but
question the utility of a provision-that would allow persons ineligible
for part A of title XVIII to enroll for coverage of $27 a month figured
to be the full cost of protection currently and subject to increase as
hospital costs rise, and require enrollment in part B ut an additional
monthly fee.

We also urge an additional provion that would incorporate an
out-of-hospital drug insurance program out of part A under title
XVIII, such a program to include only, for the most part., prescrip-
tion-requiring drugs p rescribecd by an authorized prescriber, except
for non-prescription drugs, such as insulin, specified by the Secretary
of HEW, and being essential to insure the goals of the program.

Third, with respect to the selected medicaid provisions where, again,
the Committee on Aging is joined by the Committee on Health, we
support the provisions tlat would provide a 25-percent increase in
the Federal matching share for hospital outpatient services, clinic
services, and home health services.

We support provisions that would authorize the Secretary of HEW
to establish differential rates for skilled nursing homes and inter-
mediate care facilities. Relating reimbursement to the level of care
is sound.

We strongly oppose, we are strongly opposed to, provisions that
to the. 75th percentile of a given area. This kind of provision seems
reasonable.

But we also approve Federal funding at a 90 percent level to the
States to establish mechanized claims processing and information re-
trieval systems, and at a 75 percent level for the continued operation
of such systems.

We strongly oppose, we are strongly opposed to, provisions that
would reduce the Federal matching slare for inpatient care in fen-
eral and tuberculosis hospitals by one-third after 60 days; in skilled
nursing homes by one-third after 90 days; and in mental hospitals
by one-third after 90 days, with a 275-day lifetime limit thereafter.
It seems to us that these "arbitrary limits are unsound and dangerous.

We would also oppose the elimination of the requirement. that the
States establish a comprehensive medicaid program by 1977. The
original target date foi' this requirement was 1975. In 1969 it was
advanced to 1977. The goal of a comprehensive )rogram should be
constantly emphasized. If practical problems of compliance exist,
the date can again be postponed but should not be abandoned.

Now, in confusion, may I make one other comment? I will take but
one-half minute. As a member of the President's Task Force on Aging
I would like to suggest, because I am sure your committee, Mr. Chair-
man, has had the reports of that task force, it seemed to me, as I
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listened this morning to the I stimony, that many of the issues that are
discussed are dealt with in, by recommendations in, that report, and
I hope they arc> filed as a part of the testimony for this group.

The CIIcm,,x. We are fortunate to have on our staff one of the very
able staff members who served for quite a while on that group.

Miss RANDALL. Good. It was a very good experience. But I think you
have the material, and they were dealt with, I think, with a great.
deal of care and thought and could be us-eful to your committee.

Thank you. sir.
(The prepared statements follow. Hearings continue on page 1052.)

STATEMENT OF TIlE CoMMirrEE ON AOixo OF TIlE COMMUNITY SERVICE SoCIrY
OF NEw YORK

The Committee on Aging of the Community Service Society of New York
submits this statement to the Senate Finance Committee for its consideration in
reviewing the proposed amendments to the Social Security Act in II.R. 17550.

The Community Service Society of New York is a voluntary nonprofit agency
dedicated since 1848 to the strengthening of family life and the betterment of
Community life. The Committee on Aging within the Department of Public
Affairs Is a citizen's committee concerned particularly about the well-being
of the aged.

We have examined H.R. 17550 and the report of the House Committee on Ways
ana Means in detail together with related material. We find nd note below
that several of the provisions of the bill are commendable improvements of the
social security and health Insurance system. But there are omissions and de-
ficiencies, in our opinion, which we call to your attention.

First, In respect to the social security cash benefits program:
We endorse the provisions that would-

Provide an automatic cost-of-living adjustment mechanism, beginning in
1972, to keep benefits current with rises in the cost of living. Across-the-board
increases in benefits have been made by Congressional action from time to
time. Preferable is the proposal for an automatic adjustment In benefits when
the Consumer Price Index has increased three per cent, coupled with a com-
parable increase in the taxable payroll base to keep the OASDI Trust Yunds
in balance.

Liberalize the retirement test by permitting a beneficiary under age 72,
beginning in 1071, to receive full benefits each month if his annual earnings
do not exceed $2,000, instead of $1,680 as of now; to receive benefits reduced
by $1 for each $2 of earnings between $2,000 and $3,200 (instead of the cur-
rent range of $1,00-42,880) and for each'$1 thereafter. The bill would also
increase from $140 to $166.60 the amount of monthly wages allowable with-
out loss of benefits. These changes represent a quite modest updating of the
retirement test,

Increase survivors' benefits at age 65 from 821h per cent to 100 per cent
of the deceased spouse's primary insurance amount, the effective date being
January 1, 1971. This provision recognizes the economic needs of dependent
widows and widowers.

Set age 62 as the computation point for figuring benefits and benefit eligibil-
Ity for men as it now Is for women. There is no logic for the existing differ-
ential which can result in lower benefits for a retired man than for a retired
woman with the samewages.

We recommend two changes In the provisions of 11.1. 17550 that would-
Provide a ten percent across-the-board increase In monthly cost benefits

rather than five per cent, effective January 1071. A ten rer cent Increase Is
considered a modest effort that takes Into account the escalation In the cost
of living and the level of average benefits which is substantially below mini-
mum needs. By this increase the monthly benefit for an average retired
single worker would go from $110 to $127.60; for an average retired couple
from $196 to $2115.60.

Provide an Increase in the minimum monthly benefit from $04 to $90, effec-
tive January 1971, rather than to $67.20 resulting from the proposed five per
cent Increase. This increase has been pr~iposed In other bills introduced in
the Senate. It is viewed as a step in the right direction and possible of
achievement at this time, although still below a minimum standard of sub-
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sistence. It is hoped that, in the future, a program based upon social security
payments and payments from other sources will result In an adequate mini-
mum. Since a $90 minimum monthly payments is unrelated to the taxes paid
by employees and employers and the self-employed into the Trust Funds, the
difference between this amount and the amount that would otherwise be
provided by a ten per cent increase should be financed from general revenue&

Second, in respect to selected Medicare provisions where the Committee on
Aging is joined by the Committee on Health:

We support the provisions that would-
Remove the existing requirement that a person must enroll in Part B

(Supplementary Medical Insurance) of Title XVIII within three years after
becoming eligible.

Authorize the Secretary of Health, Education, and Welfare to terminate
payment for services rendered by suppliers of health and medical services
found to be guilty of program abuses including overcharging, furnishing in-
ferior or harmful or excessive services, or making a false statement to
obtain payment.

Authorize the Secretary of Health, Education, and Welfare to establish
specific periods of time after hospitalization during which a patient would
be presumed to require nursing home or home health services. This provides
protection against retroactive denial by fiscal Intermediaries of extended
care benefits, which has caused hardships for patients and the suppliers of
services.

Extend coverage to include services rendered by a licensed physical
therapist in his office, up to a limit of $100 per calendar year.

We support in principle, but question the utility, of a provision that would-
Allow persons ineligible for Part A (Hospital Insurance) of Title XVIII

to enroll for coverage for $27 a month, an amount figured to be the full cost
of )rotection currently, and subject to increase as hospital costs rise; and
require enrollment in Part B at an additional monthly fee. This is a high
cost'for the uninsured to pay for coverage, and beyond the means of many
persons. Is it possible to blanket the uninsured in for hospital Insurance as
was (lone for those who attained age 65 before 1968 even though they were
not eligible for cash benefits? If not, can other programs be developed which
will provide needed protection and coverage of health costs?

We urge an additional provision that would-
Incorporate an out-of-hospital drug Insurance program under Part A of

Title XVIII, such a program to include for the most part only prescription-
requiring drugs prescribed by an authorized prescriber, except for non-
prescription drugs (e.g., insulin) specified by the Secretary of Health, Edu-
cation, and Welfare and deemed necessary to ensure the goals of the pro-
gram; to call for co-payment of $1 by the beneficiary for each original pre-
scription and re-fill; to provide for reimbursement to the vendor rather than
the beneficiary; to become effective at a date that allows sufficient time to
set up adequate administrative machinery for efficient processing and for
developing utilization; quality and cost controls; to be paid for by an in-
crease in contributions by employees and employers and the self-employed.
In our judgment, the Inclusion of an out-of-hospital drug Insurance program
would be a great step forward, reducing the need for higher-cost kinds of
care and alleviating a serious financial burden on the elderly.

Third, In respect to selected Medicaid provisions where, again, the Committee
on Aging Is joined by the Committee on Health:

We support provisions that would-
Provide a 25 per cent Increase in the federal matching share for hospital

outpatient services, clinic services and home health services. This provides
an Important incentive encouraging states to develop and use community-
based services.

Authorize the Secretary of Health, Education, and Welfare to establish
differential rates for skilled nursing homes and intiermediate care facilities.
Relating reimbursement to the level of care is sound.

Limit increases in physician fees to the 75th percentile of a given area,
This seems reasonable.

Provide federal funding at a 0 per cent level to states to establish
mechanized claims processing and Information retrieval systems, and at a
75 per cent level for the continued operation of such systems. Desirable
is this encouragement of efficient and modern administration of a system
that Is complicated indeed.
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We are strongly opposed to provisions that would-
Reduce the federal matching share for inpatient care in general and

tuberculosis hospitals by one-third after 60 days; in skilled nursing homes
by one-third after 90. days; and in mental hospitals by one-third after 90
days, with a 275-day life-time limit thereafter. Such arbitrary limits, in
our judgment, are unsound and dangerous. We are not persuaded of the
reasonableness of thkse limits as advanced by the House Ways and Means
Committee. We bellvce that the present limits should be maintained if they
cannot be increased and that reimbursement formulas should not provide
a leverage for inappropriate transfers to a lower level of care when this
is contra-indicated by a medical diagnosis.

Eliminate the requirement that states establish a comprehensive Medicaid
program by 1977. The original target date for this requirement was 1976;
In 19069 it was advanced to 177. The goal of a comprehensive program should
be constantly emphasized. If practical problems of compliance exist, the
date can again bw postponed but should not be abandoned.

In sum and in considered conclusion, we urge the Senate Finance Committee
to support constructive changes that will alleviate the burdens Imposed on the
old and the sick. Amendments to the Social Security have far reaching conse-
quences; should grow out of humane considerations; should meet evident needs
in a way that preserves dignity and independence and strengthens family life
in these most difficult days.

STATEMENT PRESENTED BY 'Miss OLLIE RANDALL ON BEHALF OF THE CITIZENS'

CoMsirrrEr, on1 AoING, COMMUNITY COUNCIL OF GREATER NEW YORK

The Citizens' Committee on Aging of the Community Council of Greater New
York is pleased to have the opportut.Ky to testify on certain aspects of HR 17550.

The majority of the retired aging persons in this country are basically depend-
ent on Social Security benefits for their income. Most of these are men and women
who have worked a lifetime to support themselves and their families. They were
promised that their Social Security contributions (and those of their employers)
would provide them with real security in their retirement years.

LEVEL OF SOCIAL SFCURY BENEFITS

It is manifestly necessary to provide the increase of Social Security benefit
levels. The small increments included In the Social Security Amendments of
1907 have already been eaten away by increases in living costs. The compromise
in 1967 that resulted In the minimum benefit of $5 per month has been particu-
larly inadequate. Aside from the obvious inappropriateness of such amounts as
a basic income floor, the wide variety in the administration of State Old Age
Assistance programs subjects the elderly poor to the whims of the often degrad-
ing public assistance programs that characterize many of our States.

We find it disgraceful that so many elderly Americans are still dependent on
this public assistance mechanism. As if being on public assistance were not diffi-
cult enough, we hasten to point to the oft-reported fact than many older people
will live virtually in starvation rather than subject themselves to the indigni-
ties of applying for Old Age Assistance. The significance of this was brought
home to us forcefully earlier this year by a Task Force Working Paper pre-
pared for the Senate Special Committee on Aging. That carefully documented
report is perhaps the most damning collection of evidence yet submitted on this
subject. Among other things, it reported that while three out of ten older people
were living in poverty in 1060 and a fourth was on the borderline (a much higher
percentage than for the remainder of the population), many of these did not
becotne poor until they became old. Thus, our society has somehow managed to
pervert the meaning of retirement and old age into a period of trauma and horror
instead of the repose and relatively worry-free post-employment years to which
we all aspire.

In addition to a great waste of public money in supporting two separate ad-
ministrations for income assistance to this same group, adequate Social Security
payments would eliminate Old Age Assistance at a substantial saving of adminis-
tration costs. Social Security payments to older people with higher incomes could
be recaptured through a realistic tax program.

We attest that a 15% increase in benefits starting January 1, 1971, Is not ade-
quate. In May, 170, the average monthly benefit of retired workers was $12L86
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and $56.16 for wives and husbands. (Note we have not quoted minimum bene-
fits.) The average retired man living alone receives $1462.32 annually, an average
retired couple $2136.24.

It is our opinion that the Old Age and Survivors' Insurance Program should
aim ultimately at benefits which approximate at least the Lower Living Standard
of the Bureau of Labor Statistics. Several bills introduced in the Congress earlier
this year gave promise of achieving this goal. Inasmuch as the OASDHI benefit
increases have not yet caught up with the Bureau of Labor Statistics standard,
we urge your Committee to keep in view the necessity of a planned increment
program to bring beneflcaries up to benefit levels approximating current living
costs. We call for a 20% instead of a 5%o increment effective as of January 1, 1971.
(HR 14430, Introduced by Congressman Jacob H. Gilbert came closer to our
perception of needed changes than any other bill we have seen.)

It would further be our strong recommendation that in addition to the proposed
increase in employer and employee contributions as proposed in HR 17550, general
tax revenue funds should be appropriated in order to Initiate the development of
an adequate base of benefits for all retired men and women. The basic main-
tenance of our almost twenty million older people should not be dependent on
the state of well being of the Social Security Trust Fund. We urge upon you as
strongly as we can to establish meaningful standards for older people (e.g., a
minimum income of $150 per month for persons living alone and $250 for older
couples) without regard to the insurance principle. If this requires appropriations
from general revenues, it is most important that this step be taken. If such a
system were instituted, it would go a long way towards eliminating poverty
among our older people; it would virtually supersede the unhappy administration
of the Old Age Assistance programs; and it would allow us to say, at long last,
that retirement has some prospects of acquiring a positive connotation for most
older (and about-to-be-older) Americans.

COST-OF-LVNO INCREASE

The concept of a cost-of-living increase built into the benefit structure Is very
sound. This cost of living increment, however, should be added to a more adequate
benefit base. It is our belief that cost-of-living increases on an inadequate base
will only delude aging persons and the public concerning benefit levels.

BENEFITS FOR WIDOWS ANt, LMEN AGED 62

We applaud the raising of widow's benefits to the level of primary benefits. It
is high time that widows receive 100% of their dead spouses' benefits if applied
for after age 65 and 82 % of such benefits after age 60.

We also laud benefits for men on all years of earning through age 62.

BENEFITS FOR PERSONS AGED 12 AND OLDER

Concerning the "72 and older" special beneflts-a 56% increase will raise those
monthly benefits to $480 per Individual and $72.50 per couple. These levels are
still totally inadequate. They are also suspended In any month where the recipient
obtains public assistance. This Is another area where substantial funds from
general tax revenues would allow recipients to obtain decent benefits and would
remove them from the indignity of deciding between a token payment from Social
Security and an application to the Department of Welfare.

EARNED INCOME PERMITTED BY RETIRED PERSONS

One area in which we feel the bill did not go far enough is that of the earnings
test. It Is a cornerstone of the philosophy of our Committee that older people
should have viable choices in all functions of daily living with which they are
confronted. It has been our experience that the largest volume of expressed con-
cern from older people with the possible exception of the benefit structure itself,
has been In the area of the limitations of their earnings. With more and more
people living longer, retaining their vigor and physical capacity to be produc-
tively employed for longer periods of time and facing the problem of constantly
increasing living costs, we feel it would be more realistic to allow the older
person to earn up to $3,000 per year or $250 in any given month before any
reduction formula ip applied to his benefits. Above this amount, we suggest the
withholding of $1 for every $2 earned for the next $1,500 (up to $4,500) and $3



1050

withheld for every $4 earned above $4,500. The totality of earnings, public or
private insurance and pension benefits and any unearned Income should be the
basis of formulating an aging retired persons total income. We suggest that a
ceiling should be set on combined earnings and benefits which would have the
effect of allowing beneficiaries near the lower end of the benefit scale to earn
more than those at the upper end. This would achieve the desired social goal of
facilitating a higher total annual income for all recipients, with minimal effects
on the Trust Fund. At the same time, It would be most helpful to those at the
lower end of the income scale, where the need Is greatest.

As an example, assume a ceiling of $5,000 of combined earnings and benefits.
The individual receiving an OASDHII benefit of $80 per month coulh earn up to
$4,040 without adversely affecting his monthly check. The individual receiving
$150 per month would be allowed to earn up to $3,200 before there would be any
modification in his benefit.

Both of the above approaches would greatly benefit the older person in ways
which are psychic as well as monetary. We also believe this would be helpful
to the general economy, by increasing the limited purchasing power of many
older people.

DEATH BENEFITS

Another area in which we have falled-to keep abreast of realistic needs is
that of the death benefit. The maximum allowable benefit has been frozen at $255
for many years. Originally this was based on the monthly benefit structure in
effect at the time. The death benefit, for sonic reason, was not enlarged as
increases In the general benefit structure were effected. A $500 maximum is much
more realistic and long overdue.

RELATION BETWEEN SOCIAL, SECURITY BENEFITS AND OLD AGE ASSISTANCE BENEFITS

The Social Security Act is apparently permissive with respect to the freedom
of the States to budget OASDIUI benefits as income chargeable against public
assistance budgets. That is, many states, 'New York Includid, simply deduct
OASDIII increments from Old Age Assistance recipients' grants. Thus, older
public assistance recipients in those states never receive the benefit of whatever
OASI)lII increments are enacted into law.

We have tried, but only with partial success, to convince the State of New York
to reverse this practice. We know that similar efforts have been made in other
States. Under the circumstances, It seems to us that the Congress should be more
restrictive with respect to the State options in this matter.

"3! EDICAID"

The new provisions concerning Title XIX, "Medicaid," caused us concern. We
approve the increase by 25 of Federal matching funds for hospital out-patient
services, clinic and home health services. We insist that It is a backward step to
reduce Federal matching for in-patient care; in tuberculosis hospitals by 'A after
60 days; in general hospitals by ',A after 60 days and in skilled nursing homes by
J/ after 90 (lays, with a 275 day life time limit. Ambulatory care cannot reduce
time need for skilled long-term care for certain catastrophic illnesses. This
destroys the concept of medical Indigency established by the Kerr-Mills legisla-
tion. Is our society so inhumane that it would reduce care for our sickest and
most dependent aging citizens? These provisions must be repealed.

MEDICARER"

The enactment of Title XVIII by the Congress in 1965 was a landmark in social
legislation, not only for older people, but, we believe, for everyone in our country.
It was the first step towards a system of governmental health insurance for our
entire population. Ours is virtually time only western society which does not
have such a program. It seems to us that inevitably we will and must have it.

We imist acknowledge that the early years of the administration of "Medicare"
generally have been fraught with problems, both in terms of tile adequacy of
coverage and tile administration of the program itself. The deductible and co-
insur-ance features work a severe hardship on many older people. Tie gradually
increasing costs of Part B to tile participant are regrettable and frequently
beyond his capacity to pay. This will be increasingly true if, as we were advised
by Commissioner Ball recently, the premiums for Part B. will be increased to
more than $5.00 per month In 1970.
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At the very least, we call for the elimination of the monthly premiums now

required of elderly participants under Part B. If the costs of absorbing this
cannot be met from the Trust Fund as it is currently financed, additional appro-
priations should be made from general revenues until such time as the increased
wage base deductions from employers, employees and the self-employed can begin
to absorb these costs.

If the services obtained by older people under Title XVIII are to be meaningful,
out-of-hospital drugs must be included in their entitlement. The absence of thils
coverage heretofore has been a major problem in the health care of our older
population and a major shortcoming of Title XVIII.

HIOME HEALTH SERVICES

The Citizens' Committee on Aging is particularly concerned, following three
years of concentrated project activity, with what we view as serious weaknesses
in the Iome Care provisions of Title XVIII. For many older persons, p~art-time
home health services are far less expensive to the taxpayer than round-the-clock
care In expensive and overcrowded institutions. Furthermore, it is often healthier
and happier for many aging persons to remain living in their own homes and their
own communities for as long a period of time as possible.

We believe that not only was the initial definition of Iome Care somewhat
limiting, but the Federal and State interpretation and administration of the
statute has been so restrictive as to seriously hamper the original legislative in-
tent. Initial "Medicare" report figures indicate that only about 1% of all "Medi-
care" outlays during Its first few years have gone to home care costs. We suggest
that tills was not the Congressional intent. Moreover, there Is every indication
that the rigidities of the home care program are being further tightened and
serivces further curtailed administratively. We thing this is unconscionable
in view of lie pressures on our Institutions and the need for services of all
kinds.

One solution to this problem would be to enact HR 13139, which would add
lHome Maintenance (Housekeeping) services to the program and thus allow
large numbers of older people to remain in their own homes through the provi-
sion of such services as shopping, meal preparation, etc. (For a more detailed
discussion of this problem, we refer you to the testimony of Mrs. Susan K. Kinoy,
Project Director of our Home Health and Iousing Program, who appeared before
the House of Representatives Ways and Means Committee in support of HR 13139on Oct. 22, 1069.)

"INFLATIONARYo ASPECTS OF SOCIAL SECURITY INCREASES

The Citizens' Committee on Aging of the Community Council of Greater New
York challenges the appropriateness of certain statements attributed to Health,
Education, and Welfare Secretary Elliot L. Richardson in testimony before your
Committee on July 14. Secretary Richardson urged the Senate Finance Commit-
tee to use restraint in the passing of Social Security increases because further
increments ". . . might upset the delicate balance .. . of our economy." Our
Committee also seriously questions whether the Federal budget would be"seriously strained," as suggested by Secretary Richardson, if additional in-
creases In Social Security benefits were enacted.

We would like to point out that this is not the first time that the spectre
of inflation or an unbalanced budget has been raised by Administration officials
when the Congress has had under consideration necessary upward adjustments
of the payments to older people who have contributed during their working lives
to their Social Security.

The majority of retired aging persons in thlt country are basically dependent
upon Social Security benefits for their income. Most of these are lnen and women
who have worked a lifetime to support themselves. They were promised that their
Social Security contributions would provide them comfortable retirement years.
It is inconceivable that these people who have had to live on fixed dollar incomes
which constantly shrink in the face of ever-increasing prices should be the targets
of the 'Iecretary's concerns for economic restraint. We reaffirm our contention
that in order for retired persons to receive truly adequate Social Security benefits,
It will be necessary for some of these funds to be obtained through general tax
revenues.

What is particularly vexing, therefore, is that Secretary Richardson knows
that the 3.9 billion dollar ct i mated cost of increases in Soclal Security benefits

47-530-70---pt. 3-10
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trill not require additional Federal tair revenues. Thus, It till not result in any
additional cost to taxpayers. The amount which would be received by aging and
disabled persons would be paid from the Social Security Trust Funds which come
solely from the contributions of employees and employers and not frot general
tax rCvCnFnCs. The point may also need to be made that these funds are restricted
by law to be used only for this purpose.

Secretary RiClar(lson has unjustly left the impression that increased Social
Security benefits would lead to increased taxes. One also has to draw the infer-
ence from his comments that, In the Administration view, money given to older
people to adjust realistically the benefits for which they have contributed is more
inflationary than money spent on programs such as roads, space projects, and
the anti-ballistic missile, to say nothing of our staggering military budget. We
don't recall hearing Administration spokesmen refer to any of these as upsetting
the "delicate balance . . . of our economy."

Prior to the most recent Social Security' increases, the cash benefit Trust Funds
had achieved the highest dollar balances in their history. We have been advised
that actuarialy, increases currently contemplated pose no threat to the solvency
of the Trust 'Funds. In view of the above and our belief that the real threats to,
the well-being of our national economy lie well outside the Social Security fund-
Ing mechanism, the Citizens' Committee on Aging feels that Secretary Richard-
son has dane a grave disservice to the older people of this country.

CONOLUSION

In conclusion, we urge the Senate to work for the passage of Social Security
legislation that will begin to meet the true financial and medical needs of our
senior citizens. We urge more realistic benefits for our senior, retired men and
women who have given of themselves to the development of our country, and
who have contributed generously to the OASDHI insurance funds.

We reiterate that If Social Security benefits for all older persons were at an
acceptable level such as the Bureau of Labor Statistics Lower Living Standard,
it would not be necessary for many older persons to go through the Indignities
of applying for old age maintenance. Until Social Security benefits reach those
levels, we must build in safeguards for those persons receiving Old Age
Assistance.

The CHAIRM AN. Thank you, Miss Randall.
In view of the fact there appears to be developing a legislative con-

frontation with regard to the constitutional amendment that is pend-
ing in the IT.S. Senate and Senator Bayh, junior Senator from
Indiana, has indicated that he will object to the committees meeting
during the session of the Senate tomorrow, I W ill commence these hear-
ings earlier than usual. We will start at 9 o'clock rather than at 10, and
we will commence with the American Medical Association and then
we will hear from the Phar-maceutical Manufacturers Association. We
hope we will be permitted to continue to conduct our hearings so that
yve may conclude hearing the witnesses on this important piece of legis-
lation, because we simply cannot go into executive session until we have
heard the witnesses we were scheduled to hear.

We will stand in recess until 9 o'clock tomorrow morning.
(Thereupon, at 1:15 p.m., the committee recessed, to reconvene

tomorrow, Wednesday, September 23, 1970, at 9 a.m.)



SOCIAL SECURITY AMENDMENT OF 1970

WEDNESDAY, SEPTEMBER 23, 1970

U.S. SENATE,
CoumMiTrE ox FINANCE,

lVa8hington, D.C.
The committee met, pursuant to recess, at 9 a.m., in room 2221, New

Senate Office Buildin g, enator Russell B. Long (chairman) presiding.
Present: Senators long (presiding), Anderson, McCarthy, Byrd,

Jr., of Virginia, Williams of Delaware, Bennett, Curtis, Jordan of
Idaho, and Hansen.

The CHAIRMAN. The hearing will come to order.
We are going to follow a somewhat different procedure this morning,

since one of the Senators has indicated that he is considering objecting
to committees meeting during the session of the Senate.

I am going to call each witness this morning and request that his
statement be printed at this point in the record. Then we will call the
witnesses who want to make an oral presentation.*

Is Dr. Lamotte in the room?
Dr. LAMOTrE. Here, sir.
The CHARMAN. Your statement will be printed at this point in the

record.
I see Mr. Stetler in the room, Mr. Stetler, your statement will be

printed at this point in the record.
Is Miss Reeves here?
Miss RiEvEs. Here.
The CHAIRMAN. We will print your statement at this point in the

record.
Is Miss Ruff here?
Miss RUFF. Present.
The CHAiRim. Miss Ruff we will print your statement.
Is Mr. Keaney here? Mr. keaney is not here. We will call his namelater.
Mr. Brickfield.
Mr. BRICKFIELD. Mr. Chairman, I have a correction to make in my

statement if there is someone here who can take it.
The CHAIRMAN. Just hand it to the staff. Your statement will be

printed at this point in the record.
Mr. Rademacher.
Mr. RADEMACIIER. Here.
The CHAIRMAN. Your statement will be printed at this point in

the record.
I see Mr. Stringer in the room. His statement also will be printed.
Mr. Martin.
*The statements were received by the Chairman at this point but will appear where the

witness presented oral testimony.
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Mr. Knebel.
Mr. Muchemore.
Mr. Nangle.
Mr. Walters.
Is there any witness who can summarize his statement. and can (to

it in less than 3 minutes? Former Congressman Karsten.

STATEMENT OF MISS RHODA A. RUFF, PRESIDENT, AFFILIATED
GOVERNMENT ORGANIZATIONS; ACCOMPANIED BY FORMER
CONGRESSMAN FRANK M. KARSTEN; AND JACK DANIELS,
COUNSEL

Mr. KABSTENI. Mr. Chairman, for the purpose of the record, I am
Frank Karsten. I am a former Member of Congress. I am )presently
engaged in the general practice of law in the District of Columbia.
It is always a pleasant experience to visit the Senate Finance Com-
nittee and I am especially pleased to be here today because my ap-
pearance is to further legislation I sponsored when I was a member
of tile house 1Ways and Means Committee. I refer to social security
legislation to ineclle coverage of Federal employees. A great many
people and organizations are interested in this, most noteworthy the
Affiliated Government Organizations.

I have with me Mr. Jack Daniels, the counselor of that organiza-
tion, and Miss Rhoda Ruff, the president of the organization, who
i., an outstanding expert on this subject and in the Ways and Means
Committee we have relied very heavily on her assistance,

Tile CHAIRMAN. You may have a seat.
Mr. KCARSWIN. And Miss Ruff will testify.
'The C,AJIMAN. The fact you are under a strict limit does not deny

you the right to have a seat. Happy to have you, Congressman iKarstenind Miss Ruff. Will you proceed
Miss RurF. My name is Rhoda A. Ruff, and I am pleased to serve

as president of tie Affiliated Government Organizations. This group
consists of 27 postal and Federal employee unions and associations,
representing more than 40,000 Government employees.

We ,wish to express our apl)reciation to the distinguished chairman
and members of the Senate Committee on Finance for the opportu-
nity to testify on the subject for social security coverage for Federal
eniployees.

The goal of the Affiliated Government Organizations is the enact-
ment of legislation which would permit all Government employees on
the rolls the option to elect coverage under the Social Security System
in addition to their civil service annuities. Each system should con-
tinue to be financed separately and apart from eact other.

We advocate optional group selection for present Government em-
p)loyees and mandatory coverage for future employees which elimi-
nates the possibility of adverse selection. rhe reason it should be op-
tional for current employees is flint social security participation was
not required when they first started to work for the Government. New
eml)loyees will automatically come under the program when they
choose to become Government; workers.

lie do not seek any special privileges. This form of social security
coverage has been extended to most of the State and local employees.
'We seek equal and comparable treatment. There are many precedents
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for this coverage which is even extended to other Federal employees
such as the military, Federal Reserve banks and Federal credit unions.
The Government workers are the only large group denied social secu-
rity coverage.

The largest employer in the United States denies its own employees
coverage while it mandates that all other employers provide coverage
for their emnl)lovees.

Our Federal ret irenient and survivor benefits are inadequate. Many
older Federal employees fear retirement because of constant increases
in the cost of living. Federal retirement benefits, after the retiree has
recovered his contributons, aro taxable for income tax purposes by the
Federal Government, his State, and his city, and in many cases more
than one-fourth of his annuity goes back for Federal income tax, city
and State income tax.

A Federal employee must work about 30 years to earn minimum
Federal retirement. It seems unjust that after a faithful worker has
devoted 30 years of service to the Government, lie must start all over
again to earn social security.

We again express our gratitude for this opportunity to present our
views ol behalf of the largest group of employees still denied social
security coverage. We urge the committee to favorably consider our
request for legislation to confer equal and comparable treatment to the
Federal worker who has given many years of dedicated service to his
employer, tie U.S. Government. He has earned the right, to an ade-
quato pension which will enable him to retire with dignity and lie has
earned the right to adequate protection for his survivors.

Thank you.
The CWATn3IAN. Thank you very much. Do you have any questions?
Thank you very much.
(Miss RuffIs prepared statement follows:)

STATEMENT OF RHODA A. RUFF, PRESIDENT, AFFILxATED GOVERNMENT
ORGANIZATIONS, JULY 1970

SUMMARY

1. The Affiliated Government Organizations seeks optional social security
coverage for Federal employees in addition to their civil service annuities.

2. Each system, the Social Security System and the Civil Service Retirement
to be financed separately and apart from each other.

3. Government workers are the only group of employees denied social security
coverage.

4. The Government mandates that every other employer grant coverage to
their employees but denies it to its own employees.

5. Our civil service retirement benefits do not permit Us to retire.
0. The possibility of anti-selection is prevented by mandatory coverage for

new employees and optional selection by groups rather than individually.
7. Our civil service retirement system does not provide adequate survivor

benefits.
STATE ENT

My name is Rhoda A. Ruff and I am pleased to serve as President of the Affili-
ated Government Organizations. This group (onsISts of twenty-seven Postal and
Federal employee unions and associations, presenting more than 40,000 Gov-
ernmeit Employees.

We wish to express our appreciation to the distinguished Chairman and Mem-
bers of the Senate Committee on Finance for the opportunity to testify on the
subject of Social Security coverage for Federal employees.

The goal of the Affiliated Government Organizations Is the enactment of legis-
lation which would permit all Government employees on the rolls, the option to
elect coverage tinder the Social Security System in addition to their Qvil service
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(15 i1ifelic-. Each system should continue to be tinnced separately and apart from
each other.

We advocate optional group selection for present Government employees and
mandatory coverage for future employees which eliminates the possibility of
adverse selection. The reason It should be optional for current employees Is that
Social Security participation was not required when they first started to work
for the Government. New employees will automatically come under the program
when they choose to become Government workers.

We do not seek any special privileges. This form of Social Security coverage
has been extended to most of the State and local employees. We seek equal and
comparable treatmnenit, There are many precedents for this coverage which is even
extended to other Federal employees such as the military, Federal Reserve
Banks and Federal Credit Unions. The Government workers are the only large
group not permitted to Iarticipate under the Social Security program. The largest
employer In the U,1nited States denies Its own employees coverage while It man-
dates that all other employers provide coverage for their employees

Our Federal retirement and survivor benefits are Inadequate. Many Older
Federal employees fear retirement because of constant Increases in the cost-of-
living. Federal retirement benefits, after the retiree has recovered his contribu-
tions, are taxable for Income tax purposes by the Federal Government.

A Federal employee must work about thirty years to earn minimum Federal
retirement. It seems unjust that after a- faithful worker has devoted thirty years
of service to the Government, he must start all over again to earn Social Security.

We again express our gratitude for this opportunity to present our views on
behalf of the largest group of employees still denied Social Security coverage.
We urge the Committee to favorably consider our request for legislation to
confer equal and comparable treatment to the Federal worker who has given many
years of dedicated service to his employer, the United States Government He
has earned the right to an adequate pension which will enable him to retire with
dignity and he has earned the right to adequate protection for his survivors.

The CHAIRMA A. If there is no other witness who feels he can sum-
marize his statement briefly then

Mr. BniCKFIE.LD. Sir, I am Cyril F. Brickfield, legislative counsel
for the National Retired Teachers Association and the American
Association of Retired Persons and, with your permission, we would
like our statement to be printed as though it was read in the record
and I will just summarize it.

The CHAIRMAN. Yes.

STATEMENT OF CYRIL F. BRICKFIELD, LEGISLATIVE COUNSEL
FOR THE NATIONAL RETIRED TEACHERS ASSOCIATION AND
AMERICAN ASSOCIATION OF RETIRED PERSONS

-fr. BRiCKFIEt.D. We represent 2,300 000 retired people in the United
States. When the Bureau of Labor Statistics said in 1970 that the
average skilled worker 35 years of age is making $11,000 a year, they
also said that the average elderly couple needs $4,500 a year to live,
yet maximum social security only'pays $3,500 per year.

We think the social security'law'needs to be updated, and one of
the big things is that it has to keep pace with the times.

We support the automatic cost-of-living adjustment as provided
in the House-passed bill. However, with this automatic adjustment
there should be a sufficient base to begin with, and we think raisins the
mlfimuin from $64 to $67.20 per month is really doing very little.
We think the minimum benefits should be $120 per month. This is what
Senator Harrison Williams of New Jersey has put in his bill, S. 3100.

Another item is that we would like to see the earning limitation
raised., !enator. It is now $1,680. We wolld like to see it go to $3q000.
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W1e think the philosophy behind earnings limitations today have
changed.

We are pleased with the 100-percent benefits for widows. We hope
that the Congress will include the cost of all prescription medicines
uider medicare. The Senate passed a bill to accomplish this 3 years
ago, but it did not get past the House.

We hope, too, that the minimum payment to those over 72 w'ho are
not covered by social security will be raised from the present $146 to a
more realistic level than provided for it the House bill.

Mr. Chairman, I have prepared a brief written summary of my full
statement which I had planned to read this morning. However, be-
cause of time limitations I have not read the summary.'I request that
it appear in the hearing record along with my complete pr46rPed
statement.

Thank you very much, Senator Long, and members of the committee.
(Mr. Brickfield's statement follows. Hearing continues on page

1062.)
TmETIMONY OF CYRIL F. BeIoKFizw, LEoISLATIVE COUNSZIL NATIONAL RETIRED

TEAoHERs AS800ATION AND AMEBIOAN ASSOOATION OF RETIRED PERSONS

SUMMARY

Mr. Chairman, with your permission and in accordance with your direction
and request of a few minutes ago, I would like to submit my prepared statement
for the record and have it printed as though it were read. Further, I would like
to summarize that statement in the next few minutes.

My name Is Cyril F. Brickfield, Legislative Counsel for the National Retired
Teachers Association and the American Association for Retired Persons. These
two organizations combined have a membership of 2,300,000 persons, all dues
paying members. We are interested in the problems of the elderly, their needs,
and securing for them a better and more pleasant way of life for their later years.

I am accompanied this morning by Mr. Peter Hughes, my associate and our
legislative representative.

We note that the Special Senate Committee on Aging, headed by Senator
Harrison Williams of New Jersey, has been carrying on a series of studies this
past year concerned with the economics of aging, in order that all the people may
have a full share of abundance in this great land of ours. This is an admirable
undertaking. We congratulate the Senator and the Senate and wholeheartedly
support this undertaking.

In the year 1970, according to the Bureau of Labor Statisites, the income of
the average 35-year old skilled worker was about $11,000 a year. According to
the same Bureau, the income needs of an elderly couple, to live comfortably, was
$4,500 per year. Yet, the maximum Social Security benefits for a man and his
wife is $3,500 a year-an amount, I am Eure you will agree, which falls far
short of what the Bureau says is needed to live in a decent way. We feel that
the elderly American is entitled to a decent way of life for he has earned it in
his working years in supporting this great country of ours through income taxes,
through service to the country, through raising a family which in turn serves
the country. But the cold hard truth Is that over one-third of our Nation's
elderly-about six million-are living on Incomes below the poverty level. Most
of these oldsters, when they were active workers, had incomes above the poverty
line. Unfortunately, upon the day of retirement or shortly thereafter, they had
reduced retirement income which put them below the poverty line. To put it
another way, they became poor on retirement as far as income was concerned.
They did not become poor while working but they became poor when they be-
came old and retired.

One way of meeting this problem of income Is to update the Social Security
laws. The difficulty with Social Security is that it does not adjust quickly to
keep abreast of rising prices and increases In the cost of living. Rising prices as
a matter of experience have outdistanced Social Security increases from year
to year and over the years.

There is a criticism that Congress only votes Social Security increases in
election years; that there is a political motivation underlying the action of Con-
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gress. Whatever the truth Is and whatever the facts are, can be of no moment
now because the House passed bill (H.R. 17550) has an automatic increase
provision tied into the cost of living. The House bill fails, however, to start out
with a realistic floor. It proposes a five percent rise in the minimum benefits-
from $64 to $07.20 per month. I am sure you will agree that this is a smaller
rise than needed. Our Associations favor $120 per month minimum floor. We
note that Senator Williams' bill (S. 3100) would bring about this $120 minimum
monthly floor by the year 1972, and we support it.

We also note that the earnings limitation of $1,680 per year is not sufficient.
It should be, in our opinion, $3,000 per year at least. Times have changed since
the earnings limitation was first adopted many years ago. In those days the
philosophy was that older people should retire from the labor market in order
to give younger people a chance. Whatever the merit of such a philosophy,
the fact is today older people are needed in the labor market and should be en-
couraged to work in order to help this Nation perform its function and in order
to permit older persons to work to supplement their fixed retirement incomes.

We are pleased with the 100 percent benefits widows will receive under the bill
and also for the uniform method for computing men's and women's benefits. We
hope the Congress will include in Ihe bill full cost of all prescription drugs.
The Senate passed such a bill in 1960 but it was not acted upon by the House.
In addition, a task force created in 1907 in HEW during the Johnson administra-
tion and supported by Secretary Finch in the Nixon administration recommends
that such prescription costs be included in medicare. And finally, Mr. Chairman,
because I do not wish to take up the Committee's limited time, we favor increasing
the minimum payment to those over 72 years of age not under social security, not
from $40 to $480 which is a mere pittance, but rather to $150 a month.

I thank the Commitee for its allowing our two Associations the opportunity
to appear here this morning In support of H.R. 17550 and to recommend the
modifications which are set out in specific detail in my formal statement.

STATEMENT

Mr. Chairman, my name is Cyril F. BrIckfield. I am Legislative Counsel of
the National Retired Teachers Association and the American Association of
Retired Persons. Accompanying me today is Mr. Peter Hughes, Legislative
Representative for our two Associations.

Our Associations have a combined national membership of more than 2,250,000
older Americans. We are nonprofit, nonpartisan organizations of persons age 55
and over, dedicated to the belief that dignity, independence, and purpose enable
the older person to continue a life of meaningful activity, usefulness, and
service to others.

We appreciate this opportunity to appear before the Committee in continuation
of our Associations' support for the fine work of the Committee on legislation
designed to provide economic security for all older and retired Americans.

Mr. Chairman, during the past year the Senate Special Committee on Aging,
under the leadership of Senators Williams and Prouty, conducted a study
entitled: The Economics of Aging: Toward a Full Share in Abundance. Before
this series of hearings began our Associations were well aware of the economic
plight of large numbers of elderly persons in this country. The Task Force Report,
the Background Papers, and the testimony of dozens of witnesses before this Com-
mittee offered additional documentation and forceful dramatization of the harsh
realities faced by so many older people. But, the work of the Senate Special
Committee on Aging accomplished much more. It has given us an assessment
of the greai strides we have made in the past and Of the tremendous tasks still
facing our Nation in dealing with the economic problems confron'Ang all Ameri-
cans facing retirement years.

Fundamental to creating a meaningful life in old age is Insuring sufficient
economic resources to support it. While possession of monetary resources does not
necessarily guarantee happiness, the absence of such resources can keep people
of any age level from dignity, happiness aed usefulness.

In 1970 the income in the United States for a 85 year old skilled worker will
average $11,000 per year. In the same year the income need of an elderly couple
with a moderate living standard is about $4,500. In contrast, one finds that the
maximum Social Security retirement benefit which a worker and spouse can
receive under the current Social Security law is a little over $3,500. The truth



1059

Is that nearly one-third of the more than 20 million Americans 65 years of age and
older are living below the poverty level. An even more shocking fact Is that many
of these people were not poor until they became old.

One of the ways in which we may meet the economic problems of older Amerl-
cans is by liberalizing and updating the existing Social Security laws. Our Asso-
ciations are happy to note the passage of the Social Security Amendments of
1970 by the House of Representatives in May of this year. These Amendments
are most welcome and our Associations support them. However, we feel that
there are major reforms still urgently needed to improve this vital but still iper-
feet program.

In assessing the current Social Security system in light of immediate and
future needs, one characteristic stands out: it does not adjust quickly enough to
the fast moving economy of today. The record is clear. First, rising prices have
usually outdistanced Social Security benefit increases making older persons
more acutely aware of the Increased costs experienced during inflationary periods.
Secondly, despite the fact that average living standards of those still in the work
force have risen year after year, Social Security benefits in real terms have
improved very little.

The need to develop a dynamic Social Security system which keeps pace with
the changes in the economy Is apparent. Of course Congress In the past has
periodically adjusted Social Security benefits but the increases have not even
kept pace with Increases in the general price level.

COST-OF-LIVING ADJUSTMENT

The history of Social Security adjustments is that benefits are voted in
election years. What Is the overriding motive? Is It to provide justice and
equality In keeping with our spiraling economy or is It used as a vote-getting
device? If Social Security Increases for older- Americans are to any degree a
political football In election years, the House passed bill has a remedy to
offer. The automatic cost-of-living adjustment mechanism which will take
effect in 1972 as provided In the House pa.ised bill is urgently needed and most
welcome. This provision indicates the willingness of Congress to take Social
Security adjustments out of politics and gear such adjustments to our ever
increasing national productivity. However, we believe that benefits must be
raised to a more realistic level than provided it the House bill before this auto-
matic escalator is employed.

BENEFIT INCREASE

The House bill fails to deal with the problem of minimum benefits. Because
of the present inadequate base, a 5% raise will only increase the nilmum
monthly benefit for a single person from $64 to $67.20. For this reason our
Associations urge a minimum monthly benefit of $120. Only through such an
increase can we begin to move millions of older Americans out of poverty and
ensure that millions more who are on the poverty border are not pushed below
It. Such an Increase would permit our older citizens to live their remaining
years in dignity and free of severe economic hardship. In addition, we believe
that the Congress, by adopting our suggestion for a minimum payment of
$1,440 a year for the single person age 65 an older, could take the greatest step
toward the elimination of poverty among our elderly that has ever been taken
In our Nation's history.

Our Associations urge the Senate to adopt the provisions of S. 3100 with
regard to benefit Increases. This bill, sponsored by Senator Williams of New
Jersey, would provide for a 20 percent across-the-board Increase in benefits,
effective January 1970; and a second 20 percent raise, effective January 1972.
Minimum benefits for a single person would be raised to $90 this year and $120
by 1972.

LIBERALIZATION OF EARNINGS TEST

We are very disappointed with the provision contained In the House bill
concerning the earnings limitation. Under the present law, an individual who
Is eligible for Social Security benefits loses $1 for every $2 he earns in excess
of $1,080 a year, up to $2,880. He loses dollar for dollar on earned income above
$2,880. H.R. 17550 would amend this provision to permit earnings up to $2,000.
The eligible recipient would then forfeit $1 In benefits for every $2 of earned
Income above that amount up to $3,200.

Such a severe limitation imposed on the earnings of an individual eligible
for Social Security benefits acts as a penalty clause and Is, in fact a partial
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denial of the very basis upon which the Social Security program has been con-
strtieted-thnt basis being one of Insurance of retirement income. The proposal
contained in H.R. 17550 Is little more than a token gesture.

Because Social Security originated at a time when this Nation was trapped
In the depths of a great economic depression, It was understandable policy in
those years to discourage the continued employment of older Americans In
order" to open up the ranks of the working force to the thousands of middle-aged
Americans looking for Jobs.

Today, however, we are facing an entirely different situation. Not only do
we have a different labor climate, but many businesses and Industries have a
vital need for the skills and labor which can be provided only by the older, more
experienced worker.

And yet thousands of older Americans who possess these needed skills, who
are willing and able to work, will not work because of the penalty which will
be imposed upon them by the earnings limitation contained InAthe present law.
Nor will this penalty be meaningfully reduced by the proposed change.

Results of the latest medical research In the aging processes seem to indicate
that one of the major problems crucial to the well-being of older people-per-
haps almost as Important as the slowing down of the physical mechanism-Is
the Inability to contribute. A job, even on a part-time basis, may enhance not
only the financial health of an older person, but may be therapeutically and
psychologically invigorating as well.

Older Americans simply do not understand why this Country, which Is now
reaping the fruits of their hard labor, Is at the same time denying them the
opportunity, indeed the right, to both add to their own financial security and
contribute their talents to an environment In which they are needed. Should the
right to a Job, and with It dignity, a feeling of Independence and sense of ac-
complishment, be legislatively denied to millions of older Americans?

It Is our recommendation that the older person be permitted to earn at least
$3,000 in the year before he suffers any loss of his Social Security benefits.

100-PERCENT BENEFITS FOR WIDOWS

We were pleased to learn that the House Bill would Increase widows' bene-
fits from 82'/9o to 100% of the deceased husbands' primary benefit. This im-
provement In the Social Security program Is long overdue.-This provision alone
if enacted by the Congress this year will correct a long-standing inequity for
almost three million widows and at a relatively minor cost.

Providing the widow with the same benefit for which the husband was qaali-
fled, in addition to the monetary benefit, will provide the widow with an addi-
tional measure of self-respect and independence.

UNIFORM METHOD OF COMPUTING BENEFITS FOR MEN AND WOMEN

We are pleased to note that H.R. 175.0 provides that Social Security benefits
for men and women be computed on the same, Identical basis. The increased
benefit which would result from such a change Is notable; the resulting princi-
ple of uniformity may be even more important. We urge your Committee to
accept this important suggestion for uniform treatment between the sexes.

OUT-OF-IIOSPITAL PRESCRIPTION MEDICINE

We believe that the time has arrived when the Congress must take action
to Include the costs of prescription drugs for hospital out-patients within the
coverage afforded In-patients by the Medicare program,

Under the present program, patients In hospitals and extended care facilities
are provided with these drugs. However, out-patients who must have the very
same drugs in order to keep themselves healthy and out of the hospital are de-
nied reimbursement for their costs.

Although older Americans represent only 10 percent of the population, they
use nearly 25 percent of all prescription drugs, and their per capita expenditures
for drugs are more than 3 times that of younger Americans.

These proportions take on Increased meaning when we note that the Na-
tion's total expenditures for health and medical care, which Includes drugs, In-
creased by 11.9 percent during fiscal 1060. This one year rate of increase was
More than one-third faster than the growth rate of the gross national producL
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Tie unconscionable burden which this situation has placed upon the mll-
lions of older Americans living on fixed retirement incomes is obvious.

The Senate recognized the importance of enacting legislation to remedy this
situation in 1966, when it passed a Prescription Drug Program. Unfortunately,
the House did not agree. But in 1967, the Congress directed the Secretary of
Health, Education and Welfare to study the feasibility of such a program. A
Task Force appointed by the Secretary recommended that prescription drugs
be covered by Medicare. Soon after assuming office, Secretary Finch appointed
A Committee to study the recommendation of the former Secretary's Task
Force. Not only did Secretary Finch's Committee agree that Medicare should
cover out of hospital prescription drugs but it urged an even more extensive
coverage than had been recommended by the Task Force.

Thus, Mr. Chairman, we urge that the Congress act now to make these
changes recommended by the Senate in 196 and the Special Study Groups
of two Secretaries of Health, Education and Welfare.

SPECIAL AGE 72 PAYMENTS

Four years ago, in 1965, Congress established a "Transitional Insured Status"
for persons age 72 or over, who were excluded from Social Security benefits
because their working lives were completed or substantially completed before
coverage was extended to their former occupations.

We are pleased that the House members recognize the need to increase the
present meager $46 a month benefit now permitted these older people. How-
ever, we feel that the increase of $2.30 to $48.30 is in itself meager.

We do deplore the fact that the blanketing-in amendment added by Congress
in 1966 denied the special benefit (now $46 a month) to the 72-year old teacher
or other retiree who was drawing as much as $46 a month in any form of
public pension. Such a restriction is contrary to the original intent of the Prouty
Amendment and should be corrected by the Congress.

We recommend that the Congress eliminate that restrictive earnings limitation
and replace it, if necessary, with a more realistic one. Perhaps following the
principles embodied in S. 3554, the Older Americans Income Assurance Act of
1970, sponsored by Senator Prouty. If a limitation must be applied to the spe-
cial benefit for these older persons, we would suggest that they be allowed
to receive at least $150 per month in public pension before being denied the
meager special Social Security benefit.

Such a restriction would prevent a member of Congress from drawing the
benefit, but it would not deny it to the 80-year old teacher, for example, who has
qualified for a small pension but has never worked in employment covered by
Social Security.

ALL PERSONS WILL BE ELIGIBLE FOR MEDICARE UPON ATTAININO AGE 65

Our Associations traditionally took the position that health insurance benefits
did not need to be tied to the Social Security program. However, when the
Medicare bill was passed in 19065, eligibility for part A of the Medicare program
was made dependent upon eligibility for Social Security, and a cut-off date
was set at January 1, 1968, which provided that the person who had not qualified
for Social Security benefits by that date, was not eligible for the benefits of
Part A of the Medicare program. This provision has worked a genuine hardship
and injustice on many thousands of retired teachers and some other persons
retired from public retirement systems. Many of these were people who were
participants in a retirement system in which the teachers or other members
had been permitted by legislation passed by the Congress to exclude themselves
from the Social Security program. When Medicare and Social Security were
joined in 1065, many of these people had therefore, excluded themselves from
the benefits of Medicare.

In each of our Association Conferences, held in nine areas of the Country in
1069, 1 reuested an indication by our retired people of the number Ineligible for
Part A o the Medlcare program. In most areas, at least Y4 of these older
retirees are excluded from the benefits of that part of the Medicare program.S It- Is our position that no person should be excluded from any part of the

Medicare program because he made the choice of remaining outside the coverage
of Social Security. We are therefore pleased that the House 13111 Includts a provi-
sion which would allow people reaching age 65 who are Ineligible for hospital



1062

Insurance benefits under Medicare to enroll on a voluntary basis for hospital
insurance coverage. While the cost to the individual Is high we feel this provision
Is a step in the right direction.

A BIPARTISAN STUDY OF THIE WHOLE SOCIAL SECURITY SYSTEM IN RELATION TO
TODAY'S ECONOMY

In addition to supporting the improvements to the Social Security System dis-
cussed this morning, the Legislative Council of NRTA-AARP firmly urges that a
long range bipartisan study be undertaken to evaluate the development of the
total Social Security program to date, to make objective comparisons with the
programs of other Nations, with private programs both here and abroad, and to
agree upon, if possible, the appropriate philosophy, as well as specific purposes
and techniques.

Such a study would encompass many questions. The following are only a few
of the most obvious ones:

1. Should our Social Security system constitute a system of complete income
maintenance for all older persons?

2. If the target is income maintenance, should it be at the presently recog-
nized poverty level?

3. Should the system, therefore, be a combination of social insurance and
welfare?

4. Should the total system cover the existing gaps in Medicare, including
prescription drugs, the present deductible items and the co-insurance features in
the present law?

5. Should we turn to a greater dependence upon general revenues to supple-
ment the historic payroll deduction to provide a more adequate and, possibly,
more justifiable source of the Social Security trust funds?

0. How can we, in the future, relate the level of benefits to changing needs of
older people occasioned by rapidly increasing local and state property taxes,
hospital costs, drug costs, housing costs, and costs of other inflated necessities
of life?

Our Associations, along with many members of Congress, should be and are
equally concerned with the retirement future of today's worker as we are with
the retired American of today. The retirement security of those presently in
the work force will be more directly affected by Social Security reforms than
those now retired. These reforms must update and strengthen a system which in
Its early years served us well but has recently fallen behind the needs of today's
fast changing economy.

The COAIRMAx. Thank you very much.
Mr. BRICKFIELD. May i correct my remarks in the record when they

are printed, Senator?
The CIAIHMAN. Yes, you may. We will certainly be glad to do that.
Thank you very much and your entire testimony will be l)rinted inthe record.
I believe also-who else wants to summarize his statement briefly?

Mr. Rademacher, I believe.

STATEMENT OF JAMES H. RADEMACHER, PRESIDENT, NATIONAL
ASSOCIATION OF LETTER CARRIERS

AMr. RADEACHER. Mr. Chairman, my name is James H. lRade-
macher. I am president of the National Association of Letter Car-
rier, and I wil summarize in 8 minutes. The only purpose for taking
this extra time is to point out the problem that we see.

At the outset, Mr. Chairman, I would like you to know that I am
accompanied by the director of our health insurance program and our
very top staff. We are in complete suport of the legislation before
this committee with one exception, an d that is section 201, because we
are unable to determine who, if anyone will benefit from enactment
of section 201. We do not see how the government will benefit, since
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we will be obligated to a huge expenditure required to implement
section 201.

We do not sea who the FEHB plan will benefit because they will
be liable for millions of benefit payments which rightfully should be
medicare's responsibility. We do not see how F federal employee an-
nuitants will benefit because they will be required to assume personal
responsibility for un paid medical expenses plus higher premiums
under the FEH3 plan for subsidized mcaicare. Our exhibits are
shown in our testimony. Section 201 discriminates against the FE1B
plan because they are the only underwriters required to pay first
benefits. In all other cases medicare continues to pay first benefits with
the other insurers assuming secondary liability.

The National Association of Letter Carriers urges this committee
to do two things: One, delete section 201 from the bill, and (2), to take
the lead in bringing together the Congress, the Civil Service Com-
mission, Social Security Administration and the FEHB plan, the
purpose to be a change in existing medicare and FEHIB acts to enable
all Federal employees annuitants and spouses to be insured by medi-
care at age 65, with supplemental coverage by FEHB plans at the
option of the employee anuitants.

Thank you for allowing us this time this morning.
(Mr. Rademacher's prepared statement follows. IYearing continues

on page 1067.)
PREPARED STATEMENT OF JAMES H. RADEMAOIIER, PRESIDENT, NATIONAL ASSOOIA-

TION op LL=Er CARRIERS

Mr. Chairman and Members of the Committee, my name is James 11. Rade-
macher. I am President of the National Association of Letter Carriers (NALC)
with headquarters at 100 Indiana Avenue, Northwest, Washington, D.O,, 20001.
Our organization represents 215,000 letter carriers and other Federal employees.

Since 1801 we have underwritten and operated our own insurance department,
offering our members life Insurance, loss of pay protection and, more recently,
liealth benefits insurance.

In 1060 we became a charter underwriter under Public Law 86-382, the Federal
Employees Health Benefits Act of 1959 (FEHB). Our Plan operates under
Contract C.S. 1007 with the United States Civil Service Commission. Our total
enrollment is approximately 140,000 employees and annuitants. Including the
dependents of these enrollees, our total insured population is about 600,000.

We appreciate the opportunity to record the views of the NALC with respect
to one particular section of H.R. 17550, the bill before this Committee.

Specifically, we oppose Section 201 (b) of the bill. The language with which
we are concerned begins on Line 8 of Page 74 of the printed bill and concludes
on Line 17 on Page 75.

Frankly, Mr. Chairman, we are not at all certain who is expected to benefit
from the enactmentof Section 201. We do not see how plans operating under
P.L. 86-382 will benefit. They are going to be obligated to millions of dollars an-
nually In benefit payments that rightfully are the liability of the Medieare Law.

We admit to a lack of expertise with respect to the Medicare Act. Therefore,
we are unable to say with certainty whether Section 201 will or will not benefit
that program. Nevertheless, it would appear from a reading of the proposal,
beginning on Line 12 of Page 55 of the printed bill, that the Federal Government
will obligate Itself to the payment of tremendous amounts of funds in order to
implement Section 201.

If the proposal is Intended to assist Federal employees and annuitants insured
under both Medicare and-a FEHB plan, we respectfully suggest that a diamet-
rically opposite result is more likely to develop. Later In our testimony we will
offer two exhibits In support of this view.

At this point, I should like to refer to House Report No. 01-1090, which accom-
panted the Report of the House Ways and Means Committee on IIR. 17550.

On page 24 of the report is found the following comment:
"Unlikenmost employers, the Federal Government has not arranged the health

Insurance protection It makes available to its employees age 05 and over (active
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or retired) so that such protection would be supplemental to Medicare benefits."
It seems to me that It was largely on the basis of the above comment that the

House approved Section 201. Our organization respectfully submits that the
premise contained In the cited language is not precisely correct.

Shortly after Medicare became operative on July 1, 1960 the Civil Service
Commission issued regulations that, for all practical purposes, established a sup-
plemental type of Insurance for Medicare enrollees. This was done by permitting
an employee or annuitant to change his FEHB enrollment to low option at any
time after he became eligible for Medicare.

The purpose and, indeed, the effect of this regulation was to offer eligible em-
ployees and annuitants an opportunity to do two things:

1. Reduce their premium cost for the FEIIB plan.
2. Maintain adequate supplemental protection.
In our opinion, our low option plan offered very good supplemental protection

to Medleare. Accordingly, we actively urged our members to consider changing
to low option once they became eligible for full Medicare protection. We have
no ready statistics at hand, but we feel certain that many members took our
advice. Those who did found that they were adequately insured between Medi-
care and our low option, at a greatly reduced monthly premium.

For example, the monthly cost of our family, high option plan Is $31.79. To
that total the Government contributes $888 monthly. The Government con-
tributes exactly the same amount to our low option plan, the monthly premium
of which Is $20.39, or $11.40 less than high option. With a savings of $11.40
monthly, the annuitant could pay his Part B Medicare premium and still have
money left over.

In our opinion, the enactment of Section 201 will preclude the continuation
of the above example.

As we understand Section 201, It proposes to make all FEHB plans the pri-
mary carrier for benefits, with Medicare not duplicating benefits. We further
understand from our reading of tie bill that Medicare will not follow the so-
called "Coordination of Benefits" theory (COB), but rather will simply not
duplicate benefits already paid by the FFAHB carrier.

As you are aware, Mr. Chairman, there Is quite a difference between coordi-
nating benefits and simply not duplicating benefits. When the Insurance carriers
Involved coordinate benefits, the end result Is usually payment at 100 percent of
the covered expenses between the two Insurers. Thus, the patient ends up with
a zero balance due, except for such Items as are excluded by both carriers. Eye
glasses would be an example In this last category.

There Is a zero balance, generally, for the patient because It is an Industry-
wide practice among carriers for the secondary insurer, in effect, to waive his
deductibles and co-Insure provisions, to consider expenses covered under his
contract even though the prime carried excluded the same charges under his
policy, and to pay the difference between total covered expenses and the amount
allowed by the prime insurer, which would be Medicare In our case. In no
circumstances would the combined payments exceed 100 percent of the total
covered charges.

When the COB practice is not followed, which Is to say the second carrier
simply does not duplicate the allowances of the first insurer, what happens?
The "primary carrier" follows the terms of his own contract to the letter. The
"secondary carrier" will pay benefits for (1) the balance of charges for expenses
it also covers and (2) Its contract allowance for expenses not covered by the
"primary carrier" but covered under its contract. Further, the "secondary car-
rier" will not pay any benefits toward charges covered by the "primary carrier"
but not covered by Its contract as Is the case with COB. In practically every
Instance, the patient will end up with a sizable personal obligation.

To demonstrate this point, we attach two exibitls--A & B-to our statement.
Exhibt A reflects the claims history of a phtlent Insured by Plrts A & B of

Medicare, plus our Low Option Plan. Amounts as charged are shown. Next is
shown the method of process ing currently In effect between Medicare and our
Plan, whereby Medicare pays first and we coordinate our benefits. It will be
noted tinder Column 4 that under the COB method the patient pays nothing;
between the two carriers the covered expenses are paid at 100 percent of the
incurred cost. This despite the fact that certain expenses normally would have
been excluded and not considered by each Insurer.

In the last three columns are shown the figures that would be developed from
the very same claim were Section 201 to be enacted. If Medicare simply does not
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duplicate our benefits, which is to say Medicare does not follow the COB niethod,
the patient Is going to end up with a personal responsibility of $718.37.

Exhibt B presents the same example, except that the patient would be covered
only by Part A of Medicare; he is still under our low option plan. Here'again
the patient will owe nothing at the end of his illness; providing, the present
arrangement continues between Medicare and our Plan-and all other FEHB
plans. Under the changeproposed by Section 201, the same patient will end up
with a $1,207.12 pWrs0nal obligation.

It demands powers of persuasion far beyond the ability of the present witness
to convince our members and their families that a proposed change in the
Medicare Act will be to their advantage, if I must tell them that personal
payment of $718.37 or even $1,207.12 is the price they must liay to effect the
change.One thing puzzles me. I cannot understand why tihe proposed change is directed

only at FEHB plans. Why is the health insurance program of the Federal em-
ployee singled out? As I understand the bill, Medicare will continue to pay first
benefits without respect to any other insurance the claimant may have, unless
he is a Federal employee or annuitant. That is the thing I cannot puzzle out.
Why is it proposed that Medicare treat Federal personnel differently than all
other citizens.

The approval of Section 201 will not only cost the person insured under both
Medicare and a FEHB plan. It will also cost each and every Fede ral emplooyee
and annuitant, regardless of his Medicare status. This cost will take the form
of additional premium to support the increased benefit payments of FEIIB plans.

Take our own experience, for example. In 1909, we processed by actual count
claims from 3,108 different members who also certified to Medicare insurance.
Had we been obliged to assume prime carrier liability on those 3,108 claims-as
Section 201 stipulates-we would have reduced the solvency of our Plan by
$862,828.45. To offset that amount we would have been required to increase our
biweekly premium by 48 cents for a family man with high option. The family
man with low option would have had to pay an additional 31 cents each biweekly
payday. (Over 95% of our total enrollment is family plan, the majority of which
is under high option.)

Based on estimates furnished by the Plan's consulting actuary, it can be
expected that in 1970 the benefit figure referred to will go up to about $1.5
million. The 48-cent premium hike would be increased proportionately.

Perhaps it will be more meaningful if these figures are considered from
another angle. What we have said is simply that less than 3% of our total
enrollment filed Medicare claims with us in calendar year 19069. We readily
concede that each of the claimants involved received some benefit from his dual
coverage. It is also true that whatever benefits were realized by reason of two
policies, It cost the claimant only the monthly premium charge for Part B of
Medicare.

In the process, our Plan was relieved of benefit payments in the amount of
$862,828.45.

Equally important, the remaining 07% of our subscribers were not taxed a
red cent by way of increased premium to pay for the benefits paid to Medicare-
FEIIB enrollees.

On the other hand, if Section 201 is enacted, with our Plan the prime carrier
and Medicare simply does not duplicate our benefits, what can be expected?

First, the Medicare claimant is going to be hit twice-once in the form of a
personal responsibility to a balance due on his medical bills.

Secondly, he is going to be obligated to additional premium on hie coverage
with us because we will be, in effect, subsidizing, in part, the Medicare program.

The 67% not covered by Medicare will fare a little better, but they will be
obligated to pay us more premium. They will do so without realizing one single,
solitary benefit from their additional premium payment.

I think it is Important at this point, Mr. Chairman, to note one thing with
respect to premium structure of our Plan under P. L. 88-32. I am inclined to
suggest that the same thing holds true for most, if not all other FIIB plans.

In establishing our premium rate, we give cognizance to the fact that Medicare
will be prime carrier on Medicare claims, and our Plan will be secondary
carrier, As previously Indicated, this arrangement added In excess of $800,000
to our solvency in 1069. H1ad we paid that additional amount, we would have
been required to add 48 cents per enrollee, per biweekly payday to our premium
rates. We estimate that the benefit figure will reach approximately $1.5 million
In 1070.
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I have no idea what the cumulative figure would be for the 30 plans under
P. 1 . 86-382, if Section 201 Is enacted. If our figure turns out to be $1.5 million
In 1070 an educated guess would put the cumulative annual figure between $30
and $40 million for all plans by 1072.

What it will cost the individual employce-annuitant in balance due medical
bills, plus additional premium is anyone's guess.

We respectfully suggest another deficiency in Section 201, In our opinion.
Not only will It fall to help the fellow who does not have Social Security

credits (or the fellow who is not yet age 65, regardless of his ultimate social
security status) it makes no provision for the spouse or the family of the
employee or annuitant. It Is not at all uncommon for a spouse to be under age
65 by several years, even when the enrollee is well past age 65 by several years,
even when the enrollee is well past age 05 and perhaps eligible for full Medicare
coverage. What happens to the spouse? The supplemental coverage envisioned
by Section 201 may or may not take care of the annuitant. But surely it will be
totally inadequate for the spouse who is not eligible for any part of Medicare.
Is the Government going to pay the employee or annuitant-

".... a contribution in an amount at least equal to the contribution which
the Government makes toward the health insurance of any employee or an-
nuitant enrolled for high option coverage under the Government-wide
plans..."

and also contribute toward the premium cost of a separate plan for the spouse
who has not yet attained age 65.

Suppose for the sake of discussion, the Secretary of Health, Education and
Welfare finds on January 1, 1972 that all FEH, plans-

"... offer protection supplementing the combined protection under Parts A
and B..."

What or where in the Section will prevent an employee or annuitant from de-
clining to switch over to the supplemental plan. Suppose he opts to continue with
continue with his regular high option coverage? He has, or presume, freedom of
choice to spend his own money as lie sees lit.

We agree that a problem exists in the area of adequate and reasonable cover-
age for Federal employees and annuitants at age 05 and over. As we have trled
to indicate in this testimony, we do not agree that enactment of Section 201 is
the solution to the problem.

Over the past couple of years, our organization has spoken in favor of a pro-
posal that would transfer Federal employees and annuitants at age 65, and their
spouses, to Medicare. Frankly, we have never gotten beyond the talking stage
with the general Idea. Nevertheless, the Social Security Administration has aone
into the matter. If my memory serves me correctly, an official report was rdade
by that agency to the Chairman of the House Ways and Means Committee early
in 1969. It may be that this Committee also received a copy of that report I i do
not know.

The problem for the employee-annuitant is that he works all his life, con-
tributes to a retirement fund and at age 65--when he probably needs medical
attention most-he finds himself paying $22.00 to $35.00 a month for health
insurance that his neighbor pays $5.30-the current cost of .Medleare, Part B.

From the point of view of the FEHB program itself, including the individual
participating Plans, it does not make insurance sense to have the same benefit
and premium structures for all subscribers, regardless of age and other factors.
That Is simply an actuarial fact of life, one which, I understand, an Independent
actuarial firm engaged by the Civil Service Commission a few years ago agreed
with.

It is our hope that some means will be found to bring together all parties
interested in a long range solution to this problem. We would include in the term
"interested parties" the Congres, Civil Service Commission, Social Security Ad.
ministration and the insurance carriers under the FTIB program.

No doubt exists in my mind that a workable plan can be devised If all those
concerned will just get together. The first step Is agreement that It can be done;
the next logical step is see to It that it is done and done as soon as humanly
possible.

This witness does not wish to place himself in the middle of an intramural
fight. Nevertheless, it does seem to me that Section 201 has Social Security say-
Ing, In effect, to Civil Service:

"Shape up our way, by January 1, 1072, or else !" There must be a better way I
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CONCLUSION

In conclusion, Mr. Chairman, permit me to sum up the position of the National
Association of Letters Carriers as follows:

1. We submit that enactment of Section 201 Is not the best avenue of ap-
proach to the problem In attempts tb reach.

2. We urge your distinguished Committee to delete the Section from H.R.
17550, and urge the House of Representatives to go along with the Senate
version of the bill in this specific area.

3. We ask your Cominittee to take the lead in bringing together all interested
parties in a program that will make Medicare available at age 05 to all present
and future Federal annuitants.

4. We submit the suggestion next above should be done separate and apart from
the bill under consideration. To attempt to incorporate it In 11.R. 17550 would
surely delay it. That we certainly do not have In mind.

Thank you.

EXHIBIT A.-INSUREO COVERED BY PTS.A AND B OF MEDICARE AND LOWOPTION OF NALC HEALTH BENEFITS PLAN

() (2) (3) (4) (5) (6) (7)

As charges are now paid As charges would be paid

NALC Paid
Amount Medicare allow. by NALC Medicare Patient
charged allowance ance patient pays pays pays

Hospital charges:
a Room and board, 84days. $4,875.10 $4,511.10 $364.00 0 $3,856.32 $1,018.78 0
b Pathology ............. 75.00 75.00 0 0 56.25 18.75 0
t Radiology ............... 50.00 50.00 0 0 37.50 12.50 0
i Laboratory ond EKG ...... 150.00 120.00 30.00 0 112.50 37.50 0

Surgery: ur code 3181 .......... 50.00 720.00 230.00 0 600.00 350.00 0
Pfiyslcia n charges ............... 155.00 204.00 51.00 0 153.75 101.25 0
Special ursing ................. 1,125.00 0 1, 125.00 0 843.75 0 $281.25
Out-of-hospital drugs ............ 578.50 0 578.50 0 433.88 0 144.62
Extended care facility, 65 days at

$35 daily ..................... 2,25.00 1,982.50 292.50 0 0 1,982.50 292.50
Total .................... 10,333.60 7,662.60 2,671.00 0 6,093.95 3,521.28 718.37

EXHIBIT B,-NSUREO COVERED BY PT. A OF MEDICARE AND LOW OPTION OF NALC HEALTH BENEFITS PLAN

(1) (2) (3) (4) (5) (6) (7)

As charges are now paid As charges would be paid

NALC Paid
Amount Medicare allow- by NALC Medicare Patient
charged allowance ance patient pays pays pays

Hospital cha rges:~a Rooti and board, 84 days. $4,875.10 $4,511.10 $364.00 0 $3,956.12 $1,01.78 0b atholo ............... 75.00 is.0 0 0 56.25 1 0
c dio ............... 50.00 50.00 0 0 37.50 12.50 0
(.. Laboratory and EK ..... 150.00 0 150.00 0 112.50 0 $ SO

surge[:Our code3181 .......... 950.00 0 950.00 0 t0. 00 0 00hskin charges ............... 2. 00 0 2SS. 00 0 0. is0 15y 1,25.0 0 1, 14J. DO 0 is11p)c I nursing ................. I,1500 go. 2.0 0 221.25
t-of-hospi drugs ............ 578 50 0 578.50 0 433.88 0 144.62

Extended car facility, 65 days at
$35 daily .................... 2,275.00 1,982.50 292.50 0 0 1,982.50 292.50

Total .................... 10,333.60 6,618.60 3,715.00 0 6,093.95 3,032.53 1,207.12

The CITATm3AN. Thank you very much, sir. Of course, your entire
statement appears in the record in addition to your summary.

Is there anyone else who feels he can summarize in that brief a
period

4 -530--TO--pt. 3--11
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STATEMENT OF JOHN D. STRINGER, WASHINGTON COUNSEL,
AMERICAN MUTUAL INSURANCE ALLIANCE; ACCOMPANIED BY
JAMES S. STICKLER

Mr. STmRINGR.- Mr. Chairman, and members of the committee, my
name is John Stringer. I am the Washington counsel for the American
Mutual Insurance Alliance, a voluntary association of over a hun-
dred mutual property and casualty insurance companies.

I am accompanied by Mr. Jamres Stickles, specialist in workmen's
compensation and secretary of the alliance's workmen's compensa-
tion and social insurance committee.

I want, to thank you for the privilege of appearing before you. I
would like to confine my testimony to just one aspect of I.R. 17550,
the workmen's compensation social security offset..

In the interest of saving time, I will present just the summary of
the statement.

Mr. Chairman, section 224(a) (5) of the Social Security Act pro-
vides that socal security disability benefits must be reduced when
workmens' compensation is also payable and the combined payments
exceed 80 percent of average current earnings before disablement.
Section 114(a) of H.R. 17550 strikes out "80 percent" and thus would
raise the combined benefits which could be )aid to such beneficiary to
100 percent of average earnings preceding disability. The alliance
opposes this amendment because it, (1) will destroy incentive for re-
habilitation, (2) will hamper the upgrading of State workmen's con-
pensation laws, and (A) is not necessary.

The arguments advanced for changing the combined benefits limita-
tion are unsound:

It is argued that this change is necessary to keep the benefits in line
with the increase in the cost of living.

This argument ignores the fact that beneficiaries are assured of
automatic benefit increases. This is accomplished in two ways:

First. Every social security benefit increase enacted by Congress is
automatically added in full to tle benefits paid by social security re-
gardless of the 80-percent limitation; and

Second. The law requires that the average current earnings be rede-
termined periodically to insure that the base for the beneficiary's com-
bined benefits is updated to the level of current. earnings.

The argument is made that a worker's disability will usually give
rise to substantial medical and related expenses.

The fact is, that all but 10 State workmen's compensation laws
provide for the payment of unlimited medical benefits. Even those
States which have limitations on medical benefits in workmen's coin-
pensation cases provide very generous benefits.

Finally, it is cliimed that'workmen's compensation benefits are paid
to compensate for pain and loss of function for which the disabled
worker might otherwise secure recompense through legal action
against his employer. The answer to this is that State workmen's
compensation laws'uniformly deny payment of benefits for pain. When
payment is made for loss of function, it is made on tile basis of
ex)ected future wage loss.

IA't, me cite some reasons for retaining the 80 percent combined
limitation of benefits:
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Mr. Cseirman, action 114(a) reverses all objective sought by the

Senate Finance Committee ill 1965 when it established a combined
benefit limit of 80 percent of wages. At that time, this committee
stressed the desirability of avoiding the payment of excessive benefits
l)ointing out. that a, disabled worknian receive ing through combined
benefits more than preinjury take-homo pay had little incentive toward
rehabilitation;

Consider also that a, major objective of today's workmen's com-
pensation system is the rehabilitation of the seriously injured and
their return to gainful employmentt. The effect of this change would
be to seriously impair this goal. Since both social security and work-
men's compensation benefits are tax-exempt, the result of the enact-
ment of section 114(a) would be to allow payment benefits in excess
of preinjury take-home pay.

I' inaily, this change. would reduce the incentive of State legislative
bodies to improve their workmen's compensation laws. This, in time,
would bring about a weakening and eventually the destruction of time
State systems.

Thank you very much, Mr. Chairman.
(Mr. Stringer's prepared statement follows. Hearing continues on

page 1079.)
STATEMENT OF TIE AM:RICAN MUTUAL INSURANCE ALLIANCE

I am Andre Malsonpierre, Vice President of the American Mutfial Insurance
Alliance, a voluntary association of over 100 mutual property and casualty insur-
ance companies. Alliance companies write about $1.5-billion annually in protec-
tion against income and medical losses. They have constantly helped the Amer-
ican public reduce the affects of disabilities and illnesses through programs of
total medical management and rehabilitation.

We are appearing today to urge that extreme care be exercised by Congress
in expanding the scope and function of the social security programs. The pro-
grams should not Inadvertently reduce the effectiveness of efficiency of other
systems, also aimed at replacing loss of wages or at providing health care pro-
tection, by duplicating the functions already being fulfilled.

FUNMrIONS AXD OBJECTIVES OF SOCIAL SECURITY LAW

The Social Security system has been most efflclent In providing the American
worker severed permanently from the labor market with the certainty of a wage
replacement floor. In many instances, It has encouraged Individual Initiatives
to add to this floor through a combination of avenues made available by the
private insurance Industry.

Thus, we have witnessed over the past thirty years the growing use of life
Insurance by all classes of our society. Likewise, the phenouedfal growth of
private pension plans has been made possible by the fact that Congress has very
wisely Insisted that the social security retirement beilefits structure be flexible
enough to allow the purchase of additional benefits by Individuals.

We do not believe that when Congress broadened the social security law In
1950 to provide for benefit payments to the permanently totally disabled, It did,
Sas some have stated, broaden the basic concept of the use of social security
funids. What Congress did was to recognize that a permanent disability Is just

fAs much a permanent withdrawal from the labor market as retirement and
death, ThuS, the expansion of social security benefits to the totally disabled was
in line with the philosophy upon which the social security system was established.

Additionally, we believe that Congress has, through Its actions, demonstrated
Its Intent that the social security system not be used to duplicate existing private
or government programs. It will be recalled that in 1005 s)ecifc recognition was
given to state workmen's compensation programs by prohibiting the payment
of medicare benefits to any persons entitled to similar benefits under state
workmen's compensation laws. It this same legislation Congress provided for
the coordination of workmen's compensation and social security disability
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benefits payable for the same disability. Thus, provision was made for requiring
a reduction in social security benefits if the total benefits payment exceeds 80%
of the beneflclary's average current earnings.

Unfortunately, this action to coordinate workmen's compensation and social
security benefits is now, being threatened by a provision of 11.R. 17750.

Also, there are Indications that pressures are developing to change the basic
thrust of the social security system by involving It in benefit programs aimed
at replacing wages lost as a result of temporary disability. Such a major expan-
sion of the social security philosophy would add substantial costs and wolld
also do irreparable harm to a number of existing programs, both public and
private, having similar objectives.

FtTNCTIONS At-D OBJECTIVES OF STATE WORKMEN'S COMPENSATION LAWS

State workmen's compensation plans are particularly vulnerable to the
Intrusion of social security. The concern is not what happens to workmen's
compensation as a system. It is that the beneficiaries of workmen's compensation
are likely to fare much worse if the system upon which they depend is squelched
by social security. Let us see how the disregard for workmen's compensation
benefits and the expansion of social security coverage to the temporary disabled
workers would affect workmen's compensation beneficiaries.

As we have said before this Committee on a number of occasions, today's
broad objectives of the state workmen's compensation programs consist of
keeping our working population on the job, through well-managed safety pro-
grams and intensive medical and vocational rehabilitation of those who have had
the unfortunate experience of sustaining occupational injuries or diseases; and to
provide continuing medical care and cash Income replacement benefits for those
who are incapable of being restored to useful functions. Nearly everyone is
familiar with the latter traditional objective of workmen's compensation-
an objective that is inherent in the name of the system. However, the unique
accomplishments of the system toward the preservation of our working popu-
lation should be considered In greater detail.

The genius of the state workmen's compensation system is that It has attacked
the very root of the necessity for its existence-the occurrence of accidents. What
other social insurance program can make a similar claim?

The workmen's compensation system has enjoyed great success In accident
prevention by making workmen's compensation a part of the competitive private
business enterprise system. It has done this by basing rates on the principle that
the costs of Industrial Injuries should be borne by the employer. Employers were
quick to recognize that it is better management to spend ome time and some
money on safety than a great deal more time and money on the results of accidents
themselves. The maintaining of safe working conditions Is no longer just a
humanitarian goal, it is an economic necessity.

This competitive drive to reduce workmen's compensation costs has helped
substantially In reducing industrial injuries. Since 1926 the frequency rate has
dropped 77%. The severity rate has been reduced-by 74%. In terms of human lives
saved, based on the growth of our working population and the reduction in the
percentage of fatalities, 3,000 workers were not killed last year in industrial
accidents because of the improvement in the work environment generated, to a
large degree, by the incentives built into the state workmen's compensation
system.

Rehabilitation is another area which I.s being used extensively to reduce costs
and where business, economic and humanitarian elements are made to mesh in
order to achieve a desired objective.

It was the need to restore losses -brought about through Industrial injuries
which gave major impetus to rehabiliCation. Indeed, it Is the business of the
state workmen's compensation system to help 1iJured men and women to return
to their jobs. The control of disability through maximum restoration of a dis-
abled person has become the challenge of every Injury.

It Is a truismn that when effectively met this challenge Is beneficial to everyone
concerned-the injured employee who regains his self respect by returning
among the ranks of the wage earners, his family and the state which is now
being supported by the Individual rather than supporting him, and the employer
who again has acquired the use of an experienced employee and whose work-
men's compensation premium costs have been reduced. The social effects of
rehabilitation are too obvious to need further elaboration.



1071

On the financial side of the picture, maximum rehabilitation means minimum
losses to industry, In both monetary costs and mass production. The savings re-
sulting from properly administered rehabilitation programs are passed on to
employers in the form of reduced workmen's compensation rates. Thus, again
we see a built-in Incentive in the workmen's compensation programs which en-
courages both employers and their Insurance carriers to maximize rehabilitation
facilities all possible cases. This is the reason workmen's compensation has used
the rehabilitation process to such overwhelming advantage.

We are not making any claim that the workmen's compensation system has
reached its utopia. We are most conscious that many state laws are still lagging
in their benefit level. Many individuals, as well as groups, have been working
toward upgrading these benefit levels. In many states, great success has been
achieved. However, continued Improvement is needed to keep up with the in.
creases in the cost of living and improved wage scales as well as higher medical
costs.

EFFECTS OF OVERLAPPING SYSTEMS

Section 114 of H.R. 17750 poses a serious threat to the vitality of the future of
the state workmen's compensation programs. What this amendment to the exist-
ing law does is to allow combined workmen's compensation and social security
benefits paid for the same disability to reach 100% of the beneficiary's average
current earnings. This provision reverses an objective sought by the Senate
Finance Committee in 1065 when it established a combined benefit limit of 80%
of wages. At that time, this Committee stressed the desirability of avoiding the
payment of excessive benefits. It pointed to the fact that a disabled workman
receiving through combined benefits more than pre-injury take-home pay had
little incentive toward rehabilitation. A classic example of this deterrent was
called to our attention by a member company. They have a file In their office,
where the claimant, age 33 when injured, will not try to return to work. He
earned $77 per week prior to his injury. Ile now receives $20 per month from
county welfare, $119 per month from state welfare, $201 per month from social
security and $169 per month from workmen's compensation. By not working, he
has increased his income from $337 per month to $508 per moth-an approximate
50% increase in his income which Is now all non-taxable.

So It is obvious that even paying benefits equalling gross earnings exceeds
substantially the beneficiary's take home pay in that social security and work-
men's compensation benefits-are tax exempt.

Thus, a major objective of today's workmen's compensation system-the reha-
bilitatlon of the seriously injured and their return to gainful employment-will

be Impaired if Congress enacts Section 114 of H.R. 17750.
Furthermore, enactment of this Section will have adverse effect on the upgrad-

Ing of state workmen's compensation benefits.
Although sophisticated employers are willing to accept reasonably higher

workmen's compensation costs to ensure that their injured employees will receive
adequate support when Injured, they are demanding greater efficiency In the
benefit distribution mechanism. Particularly, employers today are demanding
that benefits paid under workmen's compensation do not duplicate those being

* paid under some other social Insurance system over which they have no control.
When such duplication occurs, one witnesses great reluctance to upgrade state
workmen's compensation laws.

Let me cite you a few examples: workmen's compensation laws have been
severely criticized because of Inadequate provision being made for widow benefits.
The criticism is well taken-but only If workmen's compensation is examined in
a vacuum. Widow benefits are low. However, widows are generally thought to be
also entitled to social security benefits. Employers reason that it Is needless to
extend workthen's compensation benefits because the social security system
seems to have preempted the area.

Te receipt of social security benefits by the disabled and by widows has been
advanced as an argument against attempting adjustments of the benefit rate of
any person whoh has been totally and continuously disabled for over a number of
years. Workmen's compensation benefits are supposed to make public assistance
unnecessary and, to a large extent, the program does accomplish this goal for
those whose disability Is of a temporary nature. The program has fallen short,
however, in those cases where the accident happened many years ago and the

-injored person or his widow Is drawing compensation based on the benefit rate
that was In effect at the time of the accident. Those who oppose the upgrading
of benefits to the current level point to the fact that social security also is
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providing benefits to the widows and to those who suffer from long term dis-
abilities. These arguments are hard to refute.

Also, there are those who argue-rather convincingly-that workmen's com-
pensation benefits should be reduced by social security benefits when tile disabled
is entitled to receive benefits from both sources. This argument relates to cost.
Those who argue this line point to the fact that this would reduce employer oper-
ating costs by saddling part of the cost of workmen's compensation on employees
themselves. It should be remembered that employees pay 50% of the cost of social
security, but employers pay the total cost of workmen's compensation. Thus, some
employers see a way by which they can pass on to employees part of the cost
of workmen's compensation. It is Interesting to note that employers who most
often urge the reduction of workmen's compensation benefits by the social se-
curity benefits are those who have the least sophisticated safety programs. Thus,
these employers would stand to gain not only by having their employees assume
part of the cost of workmen's compensation, but also, they would escape the
penalties of being charged higher tan average workmen's compensation rates
because of inadequate safety programs. Tie adverse effect which the social se-
curity benefits structure has had on state workmen's compensation laws is de-
tailed in Appendix (A). It will be noted that In many cases permanent total
disability benefits have not kept up with tile level of temporary total disability
benefits. A most unfortunate effect of the use of social security benefits to sub-
sidize workmen's compensation benefits is that many individuals receiving per-
manent benefits under the state laws are not eligible for social security benefits.
Thus, these individuals are receiving totally inadequate benefits for their dis-
abilities.

INCREASING TIlE JiENEFIT CEILING FROM 80 PERCENT TO 100 PERCENT OF AVERAGE
CURRENT EARNINGS IS NOT NECESSARY

The major arguments advanced for the Increase of the benefits ceiling from
80% to 100% of average current earnings are that the combined benefits soon
become outdated in our inflationary economy and that a worker's total disability
will usually give rise to substantial expenses in addition to the families' continu-
ing regular expenditures.

Both of those arguments have no foundation.
When thi Committee proposed to coordinate social security and workmen's.

compensation benefits it took into consideration tile fact that unless benefits were
subject to periodic redeterminatton they would become outdated. Accordingly,
Section 224(f) of the Social Security law provides for periodic recomputation of
benefits to take into account rises in national earnings level. As Appendix (B)
clearly Indicates, the redetermination formula is so structured as to give the (Is-
abled beneficiary a substantially larger benefit increase than is warranted by the
cost of living increase. In fact, using 1965 as the base year;,by 1969, whereas the
cost of living had increased 16.2%, the average taxable wages of all persons pay-
ing social security taxes, the basis for the recomputatlon formula, has increased
by 20%. (See Appendix (0).)

In addition, Congress provided that beneficiaries receive in full any statutory
benefit increases 1 enacted following the (late of disability. As Appendix (D) -a
Social Security Administration Bulletin--clearly indicates, legislative incrNses
in social security benefits are paid to the disabled receiving workmen's conilwl-
sation benefits, regardless of the 80% linitation imposed by Coigress.

Thus, benefits which are subject to limitation under Section 224(a) (5) are
periodically updated by a combination of statutory increases and through the
redetermination formula established by this Committee in 1905. Accordingly, the
recelplent of combined ,octal security and vorkmen's compensation benefits is
assured tbat his conbimned beriwflts will not become outdated as a result of
inflation.

The argument that total disability gives rise to substantial expenses Ii addi-
tion to tile families' continuing regular expenditures is not valid when tile dis-
ability arises out of an industrial accident. These additional expenses pertain to
nledical and related costs. In all but tell states, workmen's colnpmnsatlon laws
provide for tile payment of unlimited medical benefits. However, as Appendix
(I,) indicates even those worknien's compensation laws which limit medical
benefits are quite generous.

I In 106 benefits were increased by 13% and again In 1070 benefits were Increased
by 155%.
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It has also been said that the liiltation In combined benefits Is unfair because
workmen's compensation "is, In lhart, compensation for pai and loss of function
for which the disabled worker might otherwise secure recompense through legal
action against his employer." Tills argument does not stand up under close
scrutiny. State workmen's compensation laws uniformly deny payment of benme-
fits for paiIn. And, when payment Is nade for loss of function, It Is made on the
basis of expected future wage loss. Thus, It is futile to argue that benefits paid
under workmen's compensation laws do not solely represent replacement of lost
earnings.

We firmly believe that If Congress retraces Its steps and overrides the action
which It took In 1905 to protect the state workmen's compensation system and
Its objectives from being encroached upon by the social security system that Ir-
reparable harm will be done to the state compensation programs and we join
Commissioner Ball who has recently warned this Committee that a change in the
present law may have unfortunate consequences.

REVIEW OF OTHER PROPOSED CHANGES

Let me comment briefly on a number of proposals which have been advanced to
liberalize the social security benefit program by reducing the waiting period,
or by making an applicant eligible for benefits after six or even three months'
continued disability regardless of the expected duration of such disability.

It is obvious that-such proposals would drastically alter the thrust of the
social security system. No longer would the social security system be aimed at
replacing wages for those who are permanently separated from the labor market.
It would establish a brand new federal program aimed at replacing wages for
the temporary disabled. It is obvious that the ultimate reach of such program
will be to pay social security benefits to anyone disabled, for any length of time.

It might be hard to argue against such a program if no improvement had been
made In replacing loss of wages for the temporarily disabled worker. But this Is
not the case. On the one hand, all fifty states have workmen's compensation pro-
grams which protect workers against wage losses resulting from Industrial accl-
dents or diseases. In addition, five states have enacted legislation requiring em-
ployers to provide temporary wage replacement benefits, regardless of cause.
Also, one cannot Ignore the tremendous growth in voluntary wage replacement
programs which today have Insured &)% of our working civilian population with
finds upon which they can depend If unable to work because of a disability arising
out of any cause whatsoever.

Not only did the number of wage earners protected against any income loss
increase by almost 50% from 1955 to 1907, but the percent of the civilian labor
force covered increased by almost 20% during the same period of time (see
Appendix (F)). There is no question that if the disability provisions of the
present law are expanded to thrust the social security system into the temporary
disability field that private initiative to provide insurance for temporary
disability will come to a halt. No employer will want to duplicate such coverage
If his employees are entitled to the protection under the social security system,
and the latter will ultimately have to absorb the $1.2-billion now being paid
to workers for their temporary inability to work due to non-industrial disabilities.
(See Appendix (0).) It may be noted that the overwhelming percentage of
these benefits are paid by employers through group Insurance or formal paid sick
leave. If absorbed into the social security system, 50% of the cost of these
benefits would have to be paid by employees themselves. (See Appendix (II).)

In addition, it is likely that such legislative action would also hamper the drive
to upgrade workmen's compensation benefit payments. After all, where would
the incentive be for the states to increase workmen's compensation benefit
levels-hence the cost of workmen's compenation Insurance to employers within
the states-if injured workmen entitled to workmen's compensation benefits also
become entitled to social security benefits? Why should a state saddle Its indus-
trial community with a cost which the federal social security system volunteers
to accept?

Enactment of legislation to broaden the scope of the disability provisions of
the social security law would create a rather Incongruous situation in Congress.
On the one hand, the House and Senate Labor Committees have demanded the
upgrading of state workmen's compensation benefits. On the other hand, action
by this Committee to broaden the scope of the disability program would make
such demands almost impossible to accomplish.
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Finally, we must look at costs. 'file Alliance believes that it Is a fair statement
to make that neither workmen's compensation nor social security benefits have
reached desirable levels. The primary reason for this is cost. It would thus seem
that before expanding into new areas, social security should meet the obligation
which it has undertaken to provide: adequate wage replacements for those who
have separated themselves permanently from the labor force. 'This is especially
true in this case since there is no urgent social need for expanding social secu-
rity benefits to the temporary disabled employee. This is so, not because the tem-
porary disabled can get along without wage replacement, but because their wages
are being replaced by other systems at this time. It is difficult to project the
potential cost increase involved if the twelve months' disability prognosis were
to be relaxed. Analysis Of workmen's compensation figures for the states of Wis-
consin, California, and New York, the only states which keep accurate disability
statistics, indicates that if the disability prognosis were reduced to six months,
the number of beneficiaries entitled to social security disability benefits
would increase by 250%, and if the disability prognosis were reduced to three
months, the number would jump by 800%. (See Appendix (I).) In fact, there are
countrywide about 100 times as many workmen's compensation temporary total
disability claims as there are permanent total claims, and the cost of these tem-
porary disabilities is in excess of ten times the cost of the permanent disabilities.
(See Appendix (J).)

CONOLUSION

In conclusion, we urge that Section 114 of H.R. 17750 be eliminated. We firmly
believe that this Committee, in 19065, acted in the best long-term interest of the
disabled by providing a sound coordination between workmen's compensation
and social security benefit payments. We do not believe that there has been a sin-
gle argument advanced since 1905 to warrant reconsideration of this issue. In
fact, in retrospect, the Committee should be congratulated for having had the
foresight to anticipate and care for some of the problems which the coordination
of benefits might have created.

We also believe that the social security system should not thrust itself into the
temporary disability area. If this is done, the growing development of private
wage replacement programs, as well as the healthy growth of workmen's com-
pensation benefits would be throttled. We believe that rather than broadening
the base of distribution for social security benefits priority should be given to
upgrading benefits for those who are dependent upon it as a means to remain off
the welfare roles.

APPENDIx A

IMPACT OF SOCIAL SECURITY BENEFITS ON STATE WORKMEN'S COMPENSATION LAWS

iStates which art, subsidizing permanent total disability benefit rates by social security benefits (permanent total disability
benefit rates are lower than temporary total disability))

Permanent Te ar Original

total total year of
disabIity disability enactment ofState benefit benefit difference

Alaska ..................................................... $73.45 $127. O0 1959
California ................................................. . 52.50 87.50 1959
Illinois ..................................................... 71.00 91.00 1959Iowa ...................................................... 1959
iouri-- ....- ...........----------------------- ... 5.a6215

NewYork .................................................. 95.00 1969Ohi o .................................................. 56. 00 95.00 1968
Oregon. .................................................. 62..50 .00 1959

46 percent State average weekly wages.
50 percent State average weekly wages.
Payable for 1967 first 12 weeks of disability.

2. States which reduce workmen's compensation benefits specifically when
Social Security Benefits are payable.

State and explanation:
New York: Benefits may be awarded for loss of earnings in addition to loss

of function-but these additional benefits are offset by 50% of any benefits
paid by Social Security Administration (effective date 1069).

Colorado: Any benefit payment is reduced by 50% of Social Security Benefits
(effective date 1903).
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APNDOx I

RECOMPUTATION BASIS OF AVERAGE CURRENT EARNINGS
COMPARED WITH COST OF LIVING INCREASE

30%

25%

20%

% 04CREASE MXAKE WAGES

V tCALSEC. ACTUAIAI. NOTE
60,J1.1970)

10%

% INC6 6 COST OF L1NO
(0ISOCIMl SEC. MUMETI .MCH 1970
TAILE M29, FAGE 44)

0%
196$ 1966 1967 1968 1960

APPENDIX C

REOETERMINATION OF AVERAOE CURRENT EARNiNGS

Sec. 224(f) of tile Social Security law requires that average current earnings
be redetermined periodically to take into account rises in national earnings
levels.

The redetermination formula requires that the average current earnings im-
mediately preceding the onset of disability be multiplied by the ratio of the
average earnings for covered employees for the first quarter of the year the re-
determination is made to the average earnings for covered employees for the
first quarter of the year of onset of disability.

Beneficiaries who became subject to the coordination of benefits In 1060 had
their average current earnings increased In 1968 by 13.8%. The 80% limit on
combined benefits was accordingly raised and additional Social Security benefits
were paid. (See Appendix B.) lledeteemintion Is to be made again In 1971.

Average earnings for covered employees have increased as follows:

Percent
Amount Increase

1.0714.
1 131 1.
1,219 13.8
1,282 26.0

1965 ................................................1966 .. ............... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...1 t............. ........................ ..............................
I



1076

APPENDIX D

SSA PROGRAM CIRCULAR-DISABILITY INSURANCE

RIEETERMI NATION OF DISABILITY OFFSET CASES

Certain beneficiaries who are subject to the disability offset (due to receipt
of workmen's compensation) will receive ani increase In their March 3 checks.
New award notices are being mailed to the beneficiaries involved, showing the
revised rates and giving a brief explanation of the increase. However, it is likely
that district offices will receive some inquiries as a result of the change. 'thus, this
circular is directed primarily to DO personnel.

The law provides that all cases subject to disability offset shall be recomputed
in the second calendar year after the year in which offset was first imposed;
and iln each third year thereafter, to take into account rises it national earnings
levels (CM 6075). Any increase in the amount of benefits payable is effective with
the following January.

As the offset became effective In 1966, beneficarles whose benefits were first
offset In) that year are entitled to a redetermination effective January 1969.
Approximately 2,500 DIB beneficiaries and their-auxiliarles will beiffected. These
redeterininations are currently being processed, and it is anticipated that the
majority of cases will be completed in time for the increase to be included in
the March 3 check. Since the new rates are effective with January, this check
will Include the increase In payment for two months.

Under the redetermination, the average current earnings figure (ACE) used In
the offset computation (CM 6072(a) (3)) is increased in proportion to the rise In
national earnings levels. This is done by finding the ratio between the average
monthly wage for all covered earnings reported for the first calendar quarter of
the year in which the redetermination is made (in this case 1908) and the
average monthly wage for all covered earnings reported for the first calendar
quarter of the year in which offset was initially imposed (1960). This ratio is
then applied to the ACE, and the resulting revised ACE is used in the new offset
computation.

The ratio between the applicable average monthly wages for 1908 and 1966 has
been established as 1.138 (i.e., earnings levels Increased by 13.8 percent). TChere-
fore, the ACE used in 10W0 offset computations will be multiplied by 1.138 to ob-
tan the revised ACE.

Example: In 1966 the WE and his family became entitled to the following
benefits:

A ------------------------------------------------------ $122
11B2 ------------------------------------------------------- 01
i1 -------------------------------------------------------- 01

Total ------------------------------------------------- 244
(CM holders In Regional Offices, District Offices and Branch District Offices;

DISM holders.)
(Disability Program Circular No. 15 received limited distribution.)
The WE was receiving WC of $200 per month. The ACE, based on the high-5

years, was $390; thus the limit oi combined benefits was $312 (80% of $390),
and $112 of the social security benefits was payable ($312 less 200=$112).

Applying the redetermination ratio of 1.138 to the ACE results in a revised
ACH of $443. The new limit on combined earnings becomes $354.40 (80% of $443)
permitting $151A0 to be paid to the family beginning January 1969 ($354.40 less
200=-$151.40).

The redetermination is designed to bring the benefits payable into line with
current wage levels when no other change has done so. Therefore, if the statutory
increase which was effective in February 1908 resulted in payments as high as or
higher than those permitted under the redetermination, the family will not re-
ceive an additional increase. In the example above, the 19067 amendments would
have raised the total family benefit to $275.90 ($137.90+69+09), an increase of
$31.90. which would have been added to the $112 already being paid. (See CH
6074 for an explanation of the effect of statutory benefit Increases on offset
cases.) Therefore, at time time of the redetermination the family was receiving
$143.90. Since the redetermination resulted in $154.40 payable, tie family would
receive an additional $10.50.1 However, If time benefits payable ko the family after

"An additional $.10 would be payable to tRe family as each auxillary's benefit would
be rounded upwards to an even dime.
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the statutory increase had been as high as or higher than the $154.40 resulting
from the redetermination, they would not receive an Increase.

The 1967 amendments n!so provided for a recalculation of offset cases to take
into account earnings in excess of the maximum In computing tile ACH (CM
A6055). In these cases the ACH which resulted from this amendment will be
deemed to have been used in the initial offset computation for redetermination
purposes.

Example: A WE who was receiving workmen's compensation of $205 became
entitled to a DIB of $132.70 in 1966. Ills wife and child were entitled to $60.40
each, making total family benefits of $205.50. Based on his high-5 years of $4,800
each, tile WE's ACE was $400 and time limit on combined benefits was $320 (80%
of $400), permitting $115 to be pail after offset ($320 less $205=$115).

Under tile 1967 amendments a new ACE of $491 was established based on tile
WE's total earnings, disregarding the $4,800 maximum. The limit on combined
benefits then became $392.80 (80% of $491) permitting $187.80 (actually $187.90')
to be paid to the family. ($392.80 less $205.)

Under tile redetermination, the 1.138 ratio is applied to the $491, resulting in
a revised ACE of $558, and permitting $241.40 to be paid (80% of $558=$446.40
less $205=$241.40).

The statutory increase effective February 1968 had raised the total family
benefits to $300, an Increase of $34.50, which was added to time $187.90 payable
after the ACE, had been refigured under the 1967 amendments. Thus, at the time
of time redetermination the family was being paid $222.40. Since under the rede-
termination they may be paid a still higher amount ($241.40) they will receive
time Increase of $19.00 effective January 1969.

APPENDIX E

Mcdtcal botefits payable under ,Sato icorkm end's compensation lairs

Alabama------------
Alaska-------------
Arizona--------------
Arkansas -----------
California-----------
Colorado------------
Connecticut----------
Delaware-------------
Florida---------------
Georgia---------------
Hawaii---------------
Idaho ------------------
Illinois ------------
Indiana------------
Iowa ------------------
Kansas-------------
Kentucky ------------
Louisiana------------
Maine --------------
Maryland------------
Massachusetts----------
Michigan --------------
Minesota-----------
Mississippi-----------
Missouri------------
Montana--------------
Nebraska ---------------
Nevada-------------
New lampshire ---------
New Jersey-----------
New York --------------
North Carolina ---------
North Dakota ----------
New Mexico----------
Ohio----------------
Oklahoma --------------
Oregon ---------------

$10,000.
Unlimited.
100 months.
Unlimited.

Do.
$35,000.
Unlimited.

Do.
Do.

$5,000.
Unlimited.

Do.
Do.
Do.
Do.
Do.
Do.

$25,000.
Unlimited.

Do.
Do.
Do.
Do.
Do.
Do.

Unlimited in total disability case.
Unlimited.
One year after disability.
Unlimited.

Do.
Do.
Do.
1)o.

$25,000 within 5 years of disability.
Unlimited.

Do.
Do.
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Medical benefits-Continued

Pennsylvania-----------
Rhode Island------------
South Carolina ----------
South Dakota
Tennessee.............
Texas------------------
Utah ------------------
Vermont
Virginia----------------
Washington ------------
West Virginia
Wisconsin -----------
Wyoming--------
District of Columbia_....

Unlimited as long as care restores earning capacity.
Unliinlted.

Do.
$21,700.
$5,000 within 2 years of disability.
Unlimited.

Do.
Do.

Thirty-nine months after disability.
Unlimited.

Do.
Do.
Do.
Do.

LOSS OF INCOME PROTECTION FOR NON-INDUSTRIAL DISABILITIES

Number of ToW chvilan Percent of
coveed workers labor force coverage

195 ....................................................... 39,500,000 62,100,000 60196 ....................................................... 42 40D. 000 65:70000 ooo
1960 ----------------------------------------------- 4a400, 000 65,700,00 6D371965 ............................................... 50/80O,000o 710,00 7
1967 ------------------------------------------------------- 57,900,000 74.300, OD 79

Sources: 1968 Source Book of Health Insurance Data. Handbook of Labor Statistics 1969.

APPENDIX G

Non-Industrial Disability Benefits Pafd
1955 ---------------------------------------------------- $017t, 000, 000
1960 -.---------------------- 839,000,000
19065 ---------------------------------------------- 1,046,000,000
1067 ---------------------------------------------- 1,221,000,000

Source: 1968 Source Book of Health Insurance Data.

APPENDIX H

NUMBER OF PERSONS WITH DISABILITY INCOME PROTECTION, BY TYPE OF PROGRAM, IN THE UNITED
STATES, 1946-67

I In thousands]

Insurance companies Formal paid
Group Individual sick leave

End of year Grand total Total' podicies policies plans I Other 9

1946 ------------------ 2229 14,369 7,135 8,684 8,400 3,460
1950 ------------------ 37793 25,993 15104 13,067 8900 2,900
19, ------------------ 39513 ,13 19,171 13,642 8Mo00 1,200
1956 ------------------ 41,608 316N 20,860 1,2 8,800 It200
1957 ----------------- 42.3 32,739 21,3 14, 9200
1958 ------------------ 41,870 31,670 20,472 145 9 ,00 1,00
1959 ------------------ 2,665 32,365 20,894 14. 707 9,200 1, 100
1960 .................. 42,436 31,83 20,970 14,298 9,500 1,100
1961 ------------------ 43,0 ~ 32,05 21,186 14,301 9,900 1,100
1962 ................. 4. 33,602 ,313 14,894 10200 1,100
1963 .................. P 34958 23,418 15,182 10,900 1
1964 .................. .4811 36111 24,434 15,443 10:9 1,10
196 ------------------ 50,804 38,004 26,518 15,113 11700 1,1o
16 ............... 54, 374 40:774 28,698 15,890 12,500 1 100
1967- ................. 5912 43,512 31,459 15,859 13,300 1,100

IN et total of people with Insurance omnpiny protection-eliminates duplication among persons with more than I
Insurance policy

' People with formal paid sick leave plans but without insurance company coverage.
Includes unlon-administefed plans and employee mutual benefit associations.

Source: Health Insurance Council and Health Insurance Institute.
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APPENDIX I.-TOTAL. DISABILITY PERIOD DISTRIBUTION (WORKMEN'S COMPENSATION)

3 to 6 months 6 to 12 months Over 12 nxcnths

Wisconsin ............................................ 707 132 22
New York ............................................ 5,749 2,184 1,102
California ............................................ $,800 2,500 850

Total ......................................... 15.254 4,816 1,924

Source: State industrial insurance commissioneis.

APPENDIX J.-WORKMEN'S COMPENSATION LOSSES. BY TYPES OF DISABILITY

Number of claims Indemnity cost

1960:
Permanent and total ................................................. 618 11, 354,713
T temporary total ............................................... 533.10? 165,630.253

196.:
Permanent and total ................................................ 589 14,944,218
T6 emporary total .. ............................................ 590,204 196,261,477

Permanent and total.............................................. 663 18,649,050
Temporary total ..................................................... 605,581 220,350.393

Source: National Council on Compensation Insurance New York, New York

The oCRASIAN. Thank you very much. I want to assure you, Mr.
Stringer, I for one, am going to carefully study your statement. I think
you made some very good points here.

Any further questions, gentlemen?
Thank you very much, sir.
Mr. STi.NGER. Thank you, Mr. Chairman.
The C1A1RMAN. Now, is there anyone who thinks he can summarize

his statement in 5 minutes? All right, then we will go to those who are
going to require 10.

I will call Dr. William 0. LaMotto, Jr., in behalf of the American
Medical Association. Will you proceed, sir?

STATEMENT OF DR. WILLIAM 0. LaMOTTE, JR., CHAIRMAN, COUN-
OIL ON LEGISLATION, AMERICAN MEDICAL ASSOCIATION;
ACCOMPANIED BY HARRY N. PETERSON, DIRECTOR, LEGISLA-
TIVE DEPARTMENT; AND BERNARD P. HARRISON, DIRECTOR,
DIVISION OF MEDICAL PRACTICE

Dr. LJAMOJTr. Thank you, Senator. I am Dr. William 0. LaMotte,
Jr., a physician practicing in Wilmington Del., and I am here as
chairman of the Council on Legislation of the American Medical As-
sociation. I have with me Mr. Iarry N. Peterson who is director of the
AMA's legislative department, and Mr. Bernard P. Harrison, director
of thtiAeMA division of medical practice.

We nderstand the time limitations imposed by the committee on
all witnesses, and this oral testimony summarizes the views o! some 26
pages of our submitted testimony. 'Wo believe all the comments con-
tained in the more complete statement are pertinent to consideration
of the provisions of H.R. 17550, and should be carefully considered by
this committee.

The CHAIRMSAN. Doctor, I will assure you we will do that. We are
very much aware of the significance and importance of certain sections



1080

of this legislation to the American Medical Association, and I will as-
sure you that your entire statement will be thoroughly considered,

Dr. LAMorri:. Thank y1,ou, Mr. Chairman. So, we will proceed with
section 239 of IL.R. 17550, which provides authorization for a single
medicare payment, covering both parts A and B services, which is to
be made to 'a health maintenance organization on a prospective per
capita basis.

We SuJ)port a pluralistic approach to the delivery of medical serv-
-ices, whether they be furnished by group practice, or by the individual
practitioner, or otherwise. i however, before any lIMO program is
initiated nationwide through legislation and held out as a realistic
benefit available to all medicare beneficiaries, we believe that cost
and utilization data should first be developed with controlled dem-
onstrations testing the capability of such i program to accoimplish its
purpose. There are questions regarding imNact cost savings, as well as
the quality of health care which may be pwided when there are eco-
nomic incentives to providers to reduce utilization. We would wish to
assure that. medicare l)atients uniformly receive the best. quality care.

To this point of quality care, we hav&one additional concern. As de-
fined in tho bill the 1MO may be a "for profit" organization and one
managed, controlled and operated by lay individiuals. Under such
circumstances, the incentive for profit, andI/or lack of the basic essen-
tials of knowledge, training and experience in medical matters, could
result in the patient being furnished less than the optimum of quality
care. To avoid such result, we recommend that. organizations deliver-
ing health care should be under the control and guidance of medical
personnel.

Section 224 provides certain limitations on physicians' "reasonable
charges". The language used clearly indicates that, physicians' charges
are to be controlled under the medicare program.

We, as plhiysicians, share the concern of the public and the Congress
concerning rising health care costs. Nevertheless, we must oppose this
section which establishes an arbitrary statutory ,,limitation on the
charge the physicia may make for his professional'service. When en-
acted the original medicare law required the physician's charge to be
reasonable if full payment, was to be made under the program, and the
term reasonable was carvfully defined in the law and iui subsequent reg-
ulations. Now, while the factors underlvilg increased costs are com-
plex, the proposed remedy is strikingly simple: merely establish an
arbitrary percentage of ;hysician charges which will'be allowed as
reasonable.

11e know of no such control of prices or wages or charges in any other
private sector of the economy.

Other comments included in our full statement to the committee re-
late to these provisions:

Section 222, which requires the Secretary to develop experiments for
making payments to providers on a prospective 'ather than retrospec-
tive basis.'The American Medical Association has in the past sup-
ported the testing of mechanisms which are introduced for the purpose
of improving Government-financed health care programs. We continue
in that sport. At. the same time, however, and most important is our
concern that the quality of care should not be compromised for the
sake of economy.
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Section 223 authorizes the Secretary to exclude from all institution's
reimbursable "reasonable cost," any expense he finds to be unnecessary
iii the efficient delivery of needed health services. Will this section
create different, classes of services based upoin the ability or desire of
patients to pay for additional services? A. goal of meilicare Was to
make available to all persons over 65 the same level of health care avail-
able to other idividuals. Has that goal now been changed?

Section 263 authorizes a study of the coverage of chiropractc, serv-
ices under title 19 to determine if such services should be included
under title 18. We have seen a 1967 study by the National Advisory
Commission on Health Manpower, a 1908 study of independent prac-
titioners under medicare made by former -hEW Secretary Wilbur
Cohen, and a 1970 HEW appointed task force on medicaid and related
programs. All have come to tie same firm conclusion that, chiropractic
services should not be included in the program.

Section 233 provides for automatic extended care and home health
coverage for certain l)hysical conditions and for limited periods. We
support, with Inodificatoions suggested, this provision.

We similarly support, section 237 providing for limited coverage
before termination of payment for unnecessary hospital admission,
and section 234 which would prohibit reassignment of claims, except
in certain instances. We also support section 254 providing for physical
theral)y services, and section 235 calling for utilization review require-
ments for hospitals and skilled nursing homes under titles 5 and 19.
Further, we favor the proposed changes in the cost-sharing require-
mets under medicaid, and, in addition, urge the adoption of anl
amendment which would extend to all under title 19 the direct billing
option. We also favor the provision of part A benefits for uninsured
individuals in section 2029, ani tile requirement that tile reimbursable
costs of institutional providers under titles 18, 19, and 5 could not be
greater than their regular charges (section 230),

Section 228 would eliminate the requirement that States have com-
l)rehensive medicaid programs by 1977. We are aware that the elimina-
tion of tie 1977 requirement is realistic. We are similarly aware of,
aid we share, the concern of the Congress with respect, to the payment
for tile services of teaching physicians (section 226).

Section 232 would l)rovi(e 60 percent F'ederal payment to States
for installation and operation of claims, processes and information
retrieval systems. We ask that the language here be made clear to
provide that States wishing to use private facilities, such as low
developed by some insurance carriers, be allowed to (o so.

Section 225 changes the Federal matching percentages, increasing
the Federal 'part for certain outl)atien; services, Mid decreasing the
Federal contribution for long term institutional care. 'Wile we sup-
port emphasis on ambulatory care, we believe that present levels of
Institutional support should be maintained, aud the inclased Federal
support for certain outI)atiemlt services should also extend to services
perfollned in physiciaii offices. The weightilng against physician offices
and in favor of f lie clinic aid outpatient hospital settings would take
medicare patients out of the mainstream of health care and could,
as well, defeat the objectives of achieving maximum savings.

'That, Mr. Chairman, brings its to section 227, which authorizes
the Secretary to terminate payments to certain providers of services.
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We object most forcefully to this provision which would have non-
medical groups act as review teams and make medical judgments.
Instead, we have proposed, and would again comment on, our own
suggestion for Peer Review Organization. And to make the discussion
even more useful I would like to include. comments regarding the
amendment introduced by Senator Bennett for a Professional Stand-
ards Review Organizatioii.

PRO, the AMfA proposal, would have the Secretary of HEW enter
into agreements with State medical societies for the carrying out of
a review of, the need for, and quality of services provided, and the
reasonableness of charges. The State medical society would de-
velop a plan under which it would appoint a commission which, in
turn, would assign local review panels to carry out the immediate peer
review functions.

Tho members of the State PRO Commission, as well as the local
review panels, would be physicians and advisory councils at both the
State and local levels, -would include representatives of consumers,
providerm of health care, and carriers administering the part. B medi-
care program.

PRO calls for review first by the local panel with recommendations
for disciplinary action forwarded to the commission. Upon review and
concurrence, tie PRO commission would forward the recommenda-
tion to the Secretary who could suspend or exclude the physician from
the program.

The amendment for a Professional Standards Review Organization
has a similar objective and as such is, indeed laudatory. IIowver, in
our opinion, sigificant changes should be made to amendment 851 if it
is to be enacted.

There is no assurance that the review of a physician's services will be
done by his peers. True, the amendment gives first priority to the local
medical society to act as the PSRO, but if the Secretary Ainds that the
society is not 4ialified or willing, he may designate a public or private
organization or agency which lie accepts as qualified. It may or may
not be a peer group anid the members of that group doing review need
not be physicians.

We believe that the organizational structure contained in our PRO
would provide for a more workable and effective program. PRO calls
for an agreement between the Secretary and the State medical society
under which the medical society would carry out a planned operational
system of peer review. The 1)lan would be. more flexible than the rigid
requirements of PSRO and would allow effective local efforts to con-
tinue and even be strengthened. At the same time, by providing the
State medical society-rather than any number of local groups-with
the l)rime responsibility of carrying out the plan, the success of the
program is more readily assurd.

Another provision in PSRO requires advance review of admissions
to health care facilities for elective procedures. We submit that the
application of such a requirement would often create difficulties and
not be in the best interest of the patient. There are serious questions of
legal liability and we wonder if the benefits proclaimed from such a
practice are not more apparent than real.

PSRO calls for the review of the services of not only 1)hysicians,
but also all institutional providers of health care service: Here, again,
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it differs from PRO. We believe the provision in amendment 851 is too
broad, and that peer review should be confined to services of the physi-
cian, and such other services over which he has direct control andesponsibility,Another ISRO provision creates norms of health care services for

various illnesses or health conditions. While the section allows for a
variation of practice different from the norm established, a tendency
for adherence to the publish norm carries within itself a potential
detriment to the provision of higher quality care.Additional provisions call for a monetary fine and for government
ownershp of profiles of patients and physicians. Vo believe that the
confidentiality of these files should be protected and that the profiles
should be under the continuing jurisdiction of the review body and
should not become Federal property. As to the monetary penalty, we
believe that such fine subverbs the purpose of peer review. Funda-
mentally, peer review is an educational mechanism and this aspect is,
indeed, the ongoing positive benefit which redounds to the program.The imposition of a fine, on the other hand, changes the character of
the program to one with criminal aspects. While we see no place for a
monetary fine in peer review, we recognize that where the facts war-
rant, separate civil or criminal action could be instituted. Our PRO
bill so provides.

.Mr. Chairman, the concept of peer review as a structured mechanism
is still new. The American Medical Association House of Delegates
last, June endorsed Peer Review Organization. Later, the association
took strong objection to section 227 of H.R. 17550. Today, we find
fault with certain provisions of amendment 851.

We believe, that if the committee cannot accept the Peer Review
Organization proposal contained in the inedicredit bill, the question
of review of services as to quality and charges should lay over to the
next Congress. There are different approaches to this important prob-
lem and many organizations in the medical and paramedical fields are

0now becoming involved in varying plans for peer review. We sug-
gest that it may be wise notd to cast its future irection in statutory
language at. this tine.

Mr. Chairman, this concludes our summary of our longer l)aper, and
the two gentlemen here with ine and I w'll attempt to answer aniy
questions that you and your committee may have.

Thank you 'iy much.
(Dr. LaMotts prel)ared statemnilt follows. Hearing continues on

p. 1092.)

STATEMENT OF TIE AMERICAN MEDICAL AsSOCIATIONr PRESENTED BY
WILLIAM 0. LAMOIrE, Ja., M.D.

Mr. Chairman and Members of the Committee: I am Doctor William 0. LTA-
Motre, Jr., a physician in practice in Wilmington, Delaware, and presently the
Chairman of the Council on Legislation of the American Medical Association.
With me are Mr. Bernard P. Harrison, Director of the AMA Division of Medical
Practice, and Mr. Harry N. Peterson, Director of the Legislative Department.

We are pleased to appear before this Committee again to present the American
Medical Assoclation's views on the Medicare and Medicaid Programs and specifl-
cally concerning certain provisions of Hit. 17550, the So lal Security Amend.
ments of 1970, as they relate to the two programs.

Last June, representatives of the AMA and the National Medical Association
appeared before you to discuss the provision of health care through thee pro.
grams. We also presented our own Medicredit Program fox the prnovslon of
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health care to our citizens. We included a discussion of our peer review pro-
posal, designed to accomplish some of the goals of this Committee in reducing
the costs of the program. We shall speak more about our proposals, but shall first
address ourselves to certain provisions of II.R. 17550 and provide you with our
suggestions for modifleations. Some of the provisions of the bill relate merely to
procedural or benefit changes; others have a potential far-reaching effect on the
future of these programs and upon the provision of health care for everyone.

We will limit our remarks to those sections which we deem to be most
significant.

PAYMENTS TO IEFALT[ MAINTENANCE ORGANIZATION (SEC. 239)

Under this section, authorization Is provided for a single Medicare payment to
a "Health Maintenance Organization" to be made on a prospective, per capita
basis covering services provided under both Parts A and B. Such organizations
could provide comprehensive health services, but would have to Include all of
the Medicare benefits. Payment Is not to exceed 95% of the amount which the
Secretary estimates would be payable for both Part A and B benefits normally
furnished. Beneficiaries would have tile option of seeking to have Medicare bene-
fits furnished through such an organization, or could continue to receive bene-
fits as at present. While payments for these services would come from both
Part A and Part B Trust Funds, It is to be noted that the Part B Fund would pay
Its full premium share on behalf of the beneficlary,'and any reduction it costs
arising from the 95% payment would accrue to the Trust A Hospital Fund.

Mr. Chairman, it should be made clear at the Outset that the American Medical
Association supports a pluralistic approach to the delivery of medical services,
whether they be furnished by group practice or by Individual practitioner, or
otherwise. The furnishing of comprehensive health services through health main-
tenance organizations has existed for a number of years, but their development
has been more pronounced in limited geographical areas. O Its face, negotiation
for comprehensive services at a figure which appears to show a savings to tile
program Is patently salutary. However, before any such program is initiated
nationwide and held out as a realistic benefit available to beneficiaries under the
Medicare program, It is our recommendation that cost and utilization data should
first be developed. Acceptable controlled demonstrations should test tile capa-
bility of such a program to accomplish Its purpose and to be implemented nation-
wide.

If such a determination is to be valid, It Is necessary, of course, that the costs
of the A and B Programs be compared with an lIM cost for across-the-board
Medicare beneficiaries In open enrollment, and not for a group which may be
selected for this purpose. Interestingly, there appears to be some question col-
cerning the cost benefits of IMO. While It appears that one of the main purposes
is to achieve a financial saving In the program, in the Report of the Committee
on Ways and Means It Is stated that under this new approach there is expected
to be a small increase In the first year or two In the amount of payment by the
program, but that if additional beneficiaries enroll in either existing or newly
established health maintenance organizations, there Is a likelihood of cost
savings to the program.

Besides the consideration of whether the lIMO provision will in fact result
In cost savings to the program, there Is the paramount consideration of the
health care which will be provided to tihe beneficiary. We are not alone in tile
serious concern about a program which provides. Incentives to providers for
lower utilization of benefits, and this aspect of tile lprogram-under-utilfzationt-
must be watched very closely so that the beneficiaries receive the best quality
care. Moreover, It Is Important that the control and operation of the lIMO be
under the direction and supervision of physicians so that high quality care Is
provided. Operation of the health maintenance organizations should not be
sanctioned uder the direction of Individuals or groups riot competent In the
health fled.

In addition. If this section is adopted, provision should be made so that the
public Is properly Informed as to the reality of their ability to elect to come
under Stch a prograln. As you know, stich organizat ons are limited iii number:
and such a benefit, If adopted nationwide, will not be realistically available to
most beneficiaries. Much di~aplointmnent has already ensued where present bene-
fits, such as home health services, are not locally available to beneficiaries of the
program. There could be considerable dissatisfaction, to say tile least, where an
optional program service inrlht not be available, with public pressure encouraging



108.5

the development of hastily organized groups capable of providing only substandard
ca re.

Mr. Chairman, I would like to make one further point under this section. This
Committee Is aware of the interest of medical societies and other groups in tile
Implementation of this section. If this section Is adopted, the opportunity to
qualify as Such an organization should be open to state and local medical societies
as well as medical foundations.

LIMITS ON PREVAILING CHARGE LEVELS (SEC. 224)

This section provides 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 sane 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 that the Secretary finds, "on the basis of appropriate
economic index data," that such adjustments are justified by economic changes.

Mr. Chairman, we are fully aware of the great concern of the Congress and
the public concerning rising health care costs. We as physicians share tills
concern. Nevertheless, we oppose this section, which establishes an arbitrary
statutory limitation on physicians' charges under Medicare. While the factors
underlying increased costs are complex, tihe proposed remedy Is strikingly simple:
merely pay a percentage of the customary charges. Even in this highly inflationary
period, we know of no such control of prices, wages or charges in other private
sectors of the economy. The proposed limitation may attain a measure of cost
control to the program ; however, It should be kept in mind that a corresponding
effect of this provision would be to shift this part of the burden of the program
to the beneficiary.

AUTHORIZATION OF SECRETARY TO TERMINATE PAYMENTS TO SUPPLIERS OF SERVICES
(SEC. 227)

Time Secretary would be authorized to terminate or suspend payments for
services under Medicare where a person: (a) has made false representations;
(b) has submitted bills in excess of the person's customary charge; or (c) has
furnished services determined to be substantially in excess of the needs of the
patient or to be harmful to hini or of a grossly inferior quality.

The Secretary, after consulting with appropriate State and local professional
societies, as well as with others, would appoint program review teams composed
of physicians, other professional personnel in the health care field, and consumer
representatives. The Secretary's determination as to (b) above would require
the concurrence of the Program Review Team, and, as to (c) above, would
require the concurence of the professional members of tihe reviewing team.

The Association has innavy times stated that abuses lim the program should be
eliminated. The most effective way to review the services of physicians is through
the medium of other physicians. Professional services, whether they be legal,
medical, or otherwise, should be evaluated by professional peers. Only physicians
should be called upon to review the services of other physicians. This is time
essence of peer review. And it should be kept in mind that this process, while
disciplinary in character, Is also educational, wherein is found the continuing
positive benefits of program review. The bill does not provide for appropriate
peer review. We urge you to reject Section 227.

EXPERIMENTS AND PROJECTS IN PROSPECTIVE REIMBURSEMENT AND INCENTIVETS FOR
ECONOMY (SEC. 222)

This section requires the Secretary to develop experiments and denionst ration
projects designed to test various methods of making payment to providers of
services on a prospective basis under Title 18, 19, and 5, as contrasted with the
present system of retroactive reimbursement, lie would report to time Congress by
July 1, 1072, time results of the experiment programs, and include recominenda-
tions with respect to the specific methods whieh could be used in a full imple-
mentation of a system of prospective payment. lin addition, the present provisions
for Incentive reimbursement experiments would be revised to authorize tile fol-
lowhig types: (a) payment based n negotiated rates; (b) payment to organiza-
tions and institutions capable of providing comprehensive health care services
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(in addition to Medicare benefits) ; (a) payments based on rates applicable to
State health care programs; (d) payments based on a single combined rate or
charge for the teaching activities and patient care rendered by residents, interns
and supervisory physicians; and (e) a determination as to whether utilization
review and medical review mechanisms established on an areawide or community-
wide basis would provide more effective control.

Mr. Chairman, our Association has supported provisions which are designed
to test mechanisms, on an experimental basis, and which are Introduced to
improve government supported programs. While continuing In such support, we
believe that these experiments must be carefully evaluated before they become an
integrhil part of any of the programs-particularly those which have the potential
for substantial change In the character of the program. Most important, of course,
is the consideration that the quality of care should not be compromised for the
sake of achieving some economy. We note that the experiments are to be submitted
to the Committee on Ways and Mehns and to this Committee before being put
Into effect. We believe that it would also be beneficial if the proposal were to be
submitted to organizations and groups which would be affected, so that the
Secretary and the Committee may be Informed of their views concerning the
experiment.

LIMITATIONS ON REASONABLE COST TO MEDICARE PROGRAM (8EO. 223)

Under this section the Secretary would be authorized to exclude Ifs reimbursable
part of an institutional provider's "reasonable cost" any incurred cost which lie
found to be unnecessary "in the efficient delivery of needed health services." For
those services deemed to be unnecessary, the provider could make a direct charge
to the beneficiary If (a) the Secretary his provided notice to the public of such
excess charges and (b) the provider Identifies the charges to the individual.

This section has a potential for substantial changes, not only in the Medicare
program, but also in the provision of health care to the public generally. While
the Intent of this section may be to reduce costs and standardize services among
comparable providers, we view with concern the authority of the Secretary to
determine the costs necessary for efficient delivery of needed health services
under Title 18. Will this section, for instance, create different classes of services
based upon the ability or desire of patients to pay for additional services? '

One of the original goals of time Medicare program was to make accessible to
the over-65 persons the same level of health care available to other Individuals.
We believe this section, with this unprecedented authority in the Secretary,
would tend to do otherwise. On the other hand, we understand the concern about
rising institutional costs In the Medicare program. Accordingly, we recommend
that the Congress and all health organizations maintain careful surveillance over
Implementation of this section so that benefits to the patient are not arbitrarily
reduced, In relation to those furnished other patients.

STUDY OF CHIROPRACTIO COVERAGE (SEO. 263)

Under this section, the Secretary would be authorized to conduct a study of
the coverage of services performed by chiropractors under Title 19, in order to
determine whether and to what extent these services should be covered under
Part B, Title 18. He would be required to report to Congress within two years
his findings and recommendations.

Mr. Chairman, three Important and reliable government studies of chiropractic
already have been made and have all reached the same basic conclusion: Chiro-
practic services are not quality medical care.

These studies are:
(1) 1967 report by the National Advisory Commission on Health 'Man-

power;
(2) Independent practitioners under Medicare-a 1068 report to Congress

by former Secretary Wilbur J. Cohen; and
(8) The 1070 Report of the Task Force on Medicaid and Related Programs.

The first report found chiropractic to be a significant hazard to the public.
The second report, after a study ordered by Congress, recommended unequivo.
cahly that chiropractic service should not be covered In the Medicare Program.
The third report and one, Incidentally, upon which it appears that many of the
modifications to the Medicate and Medicaid Programs are predicated in H.R.
17550, does not contain any recommendation for the proposed study but, on thecontrary, states:
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"A legislative amendment should be enacted denying financial participation

in medicaid payments to chiropractors and naturopaths."
The conclusions reached independently by these three studies have the fullsupport of the medical profession-of the scientific community as a whole. In

addition, they are supported by many organizations outside medicine.For example, numerous organizations Interested in health care for the elderly
have strongly supported the findings on chiropractic of the HIFW study. Included
are the American Federation of Labor and Congress of Industrial Organizations(AFL-CIO), the International Union, United Automobile, Aerospace & Agricul-
tural Implement Workers of America (UAW), the National Council of SeniorCitizens, the nation's largest organization of Medicare recipients, and the Con-
sumer Federation of America, representing 184 local, state and national con-
sumner-oriented organizations with millions of members throughout the country.

Among the many other organizations which have supported these findings arethe American Hospital Association, the Association of American Medical Collegesand the American Public Health Association, to single out just three. At theAPHA convention last November, its Governing Council formally adopted aresolution calling upon Congress to continue to exclude chiropractic and naturo-pathy from covered Medicare services and also recommended that Congressamend Title XIX so federal funds would "not be used to match State Medicaid
expenditures for chiropractic or naturopathle services."

In the light of all this, we believe that another study would be unjustifiably
repetitive, involving the already scarce time of professional people and unneces-sary expenditure of funds. We believe the facts on chiropractic are all in, and a
proper conclusion reached. Section 263 should be deleted.

ADVANCE APPROVAL OF EXTENDED CARE AND HOME HEALTh COVERAGE UNDER MEDICARE
(SEC. 233)

In order to overcome the situation where patients, after being admitted under
an extended care or home health program, were later denied coverage, this sec-
tion provides for automatic coverage for certain physical conditions and forlimited periods as designated by the Secretary. We support this provision, whichalleviates any financial hardship which otherwise would fall upon the patient.
One part of this section should be modified, however. It would deny paymentfor services furnished to an individual where the Secretary had determined thatthe physician has submitted "with some frequency" erroneous certifications orinappropriate plans for services. This provision places' an inappropriate burden
on the patient for acts of the physician. The matter should be referred for peerreview'action, with approrlate notice to the physician's patients so that they will
be aware, in advance, of any payment limitations.

TERMINATION OF PAYMENT FOR UNNECESSARY HOSPITAL ADMISSIONS (SEC. 23T

Under this'section, if the utilization review committee of a hospital or extended
care facility, in its review of admissions, finds a ease where ins-titutonalizattmm
was unnecessary, the payment. would be cut off after three additional days. Thisprovision Is similar to the one in present law which terminates payment after
three days' notice where services are found to be no longer necessary. We support
this provision.

LIMITATION ON FEDERAL PAYMENT FOR CAPITAL EXPENDITURES (SEC. 221)

This section provides that reimbursement amountsto providers of health serv-
tees under Medicaid, Medicare, and Maternal and Child Hfealth Care for capital
costs, such as depreciation and interest, would not be made with result tocapital expenditures (in excess of $100,000) which are determined to be incon-
sistent with State or local health plans.

The Association recognizes the need for effective planning of health care fa-cilities and the need to prevent unnecessary duplication of facilities. We believe.however, that If this section Is adopted, the exercise of time authority granted
should be carefuly scrutinized so that the development of desirable facilitiesis not impeded. In any event, facilities should have open to them the right of'
judicial review of the Secrttary's decision. The language prohibiting such review
should be eliminated and such right should be clearly expressed.
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CHANGES IN FEDERAL MATCHING PERCENTAGEFS WITH RESPECT TO CERTAIN SERVICES
(SEC. 225)

Under this section, federal Medicaid matching for certain outpatient services
would be increased and the federal matching with respect to long-term Instita-
timonal care would lie decreased and certain other limitations would be hulpoged.
Slecifically: (a) the Federal matching percentage for outpatient hospital serv-
ices, clinic services and home health services would be increased by 25%/ ; (b) the
P.Fderal percentage after the first 60 days of care in a general or T11 hospital
wolhld lo- reduced by one-third; (e) the Federal percentage after the first 90
days of care in a skilled nursing home would be reduced by one-third; (d) the
Federal matching for care in a mental hospital after 90 days of care would be
relihced by one-third and no Federal matching would lie available after 275
days of such care during an ilndivluii's lifetime: and (e) the Secretary would
he a,'lhorized to comnpte a reasonable cost differential for reimbursement
purses between skilled nursing homes and intermediate care facilities.

Ve recognize that it a program with a limited amount of funding the govern-
ment may wish to allocate the available monies among certain services. 'he
Asszoclation suPlorts the use of least costly services, and accordingly, where
feasible, ambulatory services should be used Instead of institutional care.

W\e believe, however, that tile purpose of the provision can be effected without
the reduction of federal matching for continued institutional care, which reduc-
tion may result in the unavailability of benefits for nccdcd Institutional care.
Utilization review requirements under Medicaid should eliminate unnecessary
Institutionalization of patients. In addition, an Increased oUtpatient benefit
should motivate an Increased usage of that benefit.

Ifoweve', recognizing that the design of the Medicaid program may be re-
viewed next Congress, as Indicated by the changes contemplated by the Admin-
istration and increasing interest in a new insurance approach for the Medicaid
recipient, we believe it would be well not to reduce, for the persent time, the
levels of Federal support.

In any event, since the provision for increased support for outpatient benefits
restricts such support to outpatient hospital services, clinic services and home
health services, maximum benefit would not be realized. This restriction could
result in state programs requiring that medical care under its Medicaid pro-
gram be furnished only in outpatient hospitals and "clinic" settings In order
for the States to take advantage of the additional Federal funding. Any such
"weighting" of payment against services furnished in physicians' oftlce would
defeat the objective of achieving maximum savings in the program, and would
also deny to the patient the r,'ady accessibility of the physician's office and
separate hin from the mainstream of medical care.

PAYMENT FOR SERVICES OF TEAChING PHYSICIANS UNDER MEDICARE PROGRAM

(SE0. 226)

This section would change the basis of reimbursement for teaching physicians'
services from a fee-for-service basis to a cost-reimbursement basis where the
services are furnished in a setting in which any one of the following circum-
stances exist: (I) the non-medicare patients are not required to pay the rea-
sonable charges for physicians' services even when they have private insurance
or ame otherwise able to pay for such services; or (2) medicare patients are not
required to pay any charges for physicians' services; or (3) medicare patients
are required to pay reasonable charges for physician's services but payment of
deductible and coinsurance amounts applicable to such services Is not generally
obtained from them or in their behalf.

We are aware of difficulties that have arisen with respect to the administra-
tion of provisions governing the payment of teaching physicians under Medicare.
When the Medicare program was adopted. it was our understanding there Was
no intent to interfere with existing mechanisms of sul)porting medical edea-
tion In time teaching hospitals. The Association has expressed its concern to the
Social Security Adminstration on previous occasions concerning measures which
miight affect the teaching programs. It is Imperative that adequate support of
teaching programs not be diminished in any way, lest the quality of our teach-
ing programs be affected.

There exists a diversity of situations In various teaching hospitals with respect
to support of medical education, and the total effect of the proposed amend-
meat is unknown. It might be well that this proposal be adopted with limited
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application, through the experiental section of tile Medlicare program, so that
its efficts might lie tested. In any event, we recommend that any implementa-
tion of tills section be watched closely for its potential effect upont the program
of medical education, so that they will not he adversely affected.

FEDERAL, PAYMENT UNDER MEDICAID TO STATES FOR INSTAL.ATION AND OPERATION OF

CLAIMS, PROCESSES AND INFORMATION IRETRIEVAL SYSTEMS (SEC. 232)

Tills section provides that Federal matching at a 90% rate would be available
for the States to set up mechanized claims processing and informational re-
trieval systems. Continuing operation of stch systems would be supported at a
75% level. We understand that some states at the present time rely oun carriers
for this information. Under this section, a question is raised whether a state
which might contract with carriers or other private enterprise to provide this
Information system would be eligible for increased federal support. We recom-
llelnd this section should be made clear to provide that States wishing to use

private facilities, such as Insurance carriers, could do so.

ELIMINATION O REQUIREMENT THAT STATES MOVE, TOWARD COMi'RErIENSIVE
MEDICAID PROGRAMS (SEC. 228)

This section would remove the mandate, presently in Title 19, which requires
the States to broaden the services and liberalize eligibility with a view towards
furnishing by July 1, 1977, comprehensive care anti services to all individuals
and persons who meet tie eligibility standards. Our policy has continuously sup-
ported a goal of making comprehensive health care available for all persons.
We are aware, however, of the financial problems of the States and Federal
governments with respect to current Medicaid programs, and accordingly It is
recognized that a desire on the part of Congress to eliminate time 1977 require-
ment is now realistic.

PHYSICAL TIFRAPY SERVICES UNDER MEDICARE (SEC. 254)

Under Part B this amendment would provide coverage to beneficiaries for up
to $100 per calendar year for physical therapy services furnished by a licensed
physical therapist in his office or the patient's home under a physician's pre-
scription. We also support this modification.

USE OF STATE HEALTH AG KNCY TO PERFORM CERTAIN FINOTIONS UNDER MEDICAID
AND MATERNAL AND CHILD HEALTH PROORAMS (SEC. 238)

This section provides that in addition to the responsibility for establishing
health standards for institutions In which recipients of medical assistance may
receive care or services, the State Health Agency shall be responsible for review,
by appropriate health personnel, of the appropriateness and' quadity of care
and services furnished. The section adds a new dimension to the role of the
State Health Agency in reviewing services provided. While we support the
purposes embodied iI this section, we submit that review of physicians' services
as to quality and apI)ropriateness could better be accoml)lished through peer
review established by the state medical society as formulated in AMA's PRO
proposal. PRO also provides for state and local advisory councils, with broad
community representation, to imart icipate in the program.

UTILIZATION REVIEW REQUIREMENTS FOR IIOSPITAIAS AND SKILLED NURSING HOMES
UNDEII TITLE 5 AND TITLE 10 (SEC. 235)

This section would require hospitals and skilled nursing homes inder Title 19
and 5 to have In effect a utilization review plan which meets the requirements
for such review tinder Medicare. 1A' also support this section.

ELIMINATION OF COST SHARING REQUIREMENTS UNDER MEDICAID (SEC. 230)

Tie present law pernilts a State to charge a medically indigent person (not
one receiving cash benefits) a cost-sharing amount, but requires that this amount
be related to the individual's income. This requirement, we understand, has been
extremely difficult to administer. The proposed section would now allow the
imposition of a fiat deductible or cost-sharing amount. The Association supports
the concept of an Individual contributing towards his medical obligations where
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he is financially able to do so. Accordingly, we recommend that his section be
adopted.

We have a further suggestion to offer which we feel is aligned with this
section. In the report of the House Ways and Means. it Is stated: "even a small
charge gives the recipient (of services) a sense of participation and can reduce
tendency to excessive use of services". We agree with this statement, and it was
to further Instill this sense of responsibility and participation, and to place the
recipients in the same mainstream of care, that we had requested the provisiOn
be made permitting payment to recipients of services under Medicaid. While
the Congress did provide an option to the states for direct billing as to recipients
who were not receiving cash benefits, we believe that the provision should be
extended to Include all Title 19 recipients, and we urge the Committee to provide
for such an amendment to the program.

PART A BENEFITS FOR UNINSURED INDIVIDUALS (SEC. 202)

This section provides that persons not eligible for Part A benefits could
voluntarily enroll for such benefits upon paying a monthly premium of $21
(to be adjusted If costs increase), if they are enrolled under Part B. We do not
have sufficient information as to whether a monthly premium of $27 adequately
covers the cost of the Part A program, but, in considering that much of the
Insurance coverage which is available to persons 65 and over is only supple-
mental to Medicare, we believe that the extension of Part A benefits to Ineligible
individuals 65 years and over is salutary.

AMOUNTS OF PAYMENTS WHERE CUSTOIARY CHARGES FOR SERVICES FURNISIlED
ARE LESS THAN REASONABLE COST (SEC. 230)

Under this section, payments for services by institutional providers under
Titles 18, 19 and 5 could not be higher than the charge regularly made by them
for those services. We support this provision.

INSTITUTIONAL PLANNING UNDER MEDICARE (SEC. 231)

This section would require hospitals to have In effect a regular plan including
an operating budget and capital expenditures budget. While beneficial aspects
are apparent in such a requirement, we are concerned whether all hospitals will
be able to meet such requirements, and whether as a consequence some hospitals
might lose their eligibilty for continued participation In the program.

NATIONAL DRUG FORMULARY

Mr. Chairman, at this point we would like to briefly reiterate our concern
for any proposal to restrict the availability of drugs under government supported
health care programs, though we recognize that the bill under consideration
does not contain any such limitation. This Committee is aware of our position
on this subject, most recently submitted in a letter to the Chairman last month.
At this time I will merely restate its essence: In the best Interests of the patient's
welfare, the physician, in prescribing for his patient, should not be denied the
availability of the full range of drugs, regardless of whether the patient's
care is supported by payments front federal programs.

1M EDICREDI T

I will now turn briefly to our Medlcredit proposal, which was presented to this
Committee at the time we appeared In June. Since then it has been introduced in
the House of Representatives, and has received the sponsorship of twenty-eight
members. Under this tax credit program th,, federal governm-nt wou'd ass!.t in
the financing of medical and hospital care for individuals and their dependents
through participation in the cost of qualified insurance policies of their choice--
100% premium payment for the low-income groups, and graduated p-articipation
in the payment of premiums for other persons, based on their federal Income tax
liability.

I shall not go into full details of this program, because they are already before
you, and because your current hearings center on H.R. 17550 which we have di-
cussed. However, the portion of Medicredit relating to Peer Review Organization
(PRO) Is particularly germane to these hearings.
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PRO was incorporated with Medlcredit because the medical profession recog-
nizes the need for an appropriate means of providing surveillance over the provi-
sion of medical services rendered within the program. PRO would act to review
the reasonableness of charges made, as well as the need for and quality of the
medical services provided.

Under this program, the Secretary would enter Into agreements with a state
medical society (or any organization designated or established by a state medi-
cal society), which, under a plan approved by the Secretary and the society,
would provide a system of peer review of medical and other health services
rendered under Titles 5, 18, and 19. The state program would be administered by
a PRO Commission, consisting of five members who are doctors of medicine or
osteopathy. The society would appoint an Advisory Council, composed of persons
who are representatives of consumers, providers of health care, and Insurance
carriers. Local Review Panels consisting of physicians appointed by the State
Commission are designated to administer the plan locally. A Local Advisory Coun-
cil, created to advise the Panel, would Include persons who are representative of
consumers, providers of health care, and carriers administering Part B of
Medicare.

Matters for review would first be heard by the-Local Panel, which after notice
andhearing, would make the Initial determination of the case. Any recommenda
tion for censure or discipline would be reviewed by the PRO Commission. A
finding of the Commission for discipline would be forwarded to the Secretary of
IIfhW who may Implement the Commission's recommendation of discipline or,
If he deems the recommended discipline to be excessive, may modify such recom-
mendation. Discipline would include suspension or exclusion from further par-
ticipation in the health programs. The right of Judicial review Is provided.

Mr. Chairman, the foregoing presents the essence of 1RO, but does not in-
clude all of Its provisions. The full program Is contained In material already
provided to you.

AMENDMENT NO. 851

This Committee has before It Amendment No. 851 for a Professional Stand-
ards review Organization (14110). The amendment would establish a broad
program for review of all services provided under Titles 5, 18 and 19. While Its
objective Is similar to that of our PIO and such is laudatory, we find that sig-
niflcant changes should be made to Amendment 851.

The amendment provides that the Secretary should enter into agreements
with qualified organizations to act as the Professional Standards Review Or-
ganization in a local area. While the amendment provides for the designation
of a medical society as the PSRO, there is no requirement, as In PRO, that this
should be the state medical society. Where the Secretary finds that the medical
society is not qualified or willing, lie may then designate such other public,
nonprofit private, or other agency or organization, wLich the Secretary accepts
as qualified to act in the area. The composition of the Professional Standards
Review Organization is not specified in the amendment, and consequently there
is no assurance that a physician's services will in fact be reviewed by his prac-
ticing peers. This Is necessary If the profession is to be held accountable for
its performance. This is necessary If the recipients of services are to be as-
sured of quality care.

Another provision of the amendment requires that admissions to health care
facilities for elective procedures, as well as extended or costly services, be re-
viewed in advance, and that prospective determination also be made whether
contemplated inpatient hospitalization should be provided on an outpatient basis
or at a less expensive facility. Mr. Chairman, we submit that the application of
this requirement would often create difficulties and would not be In the Interest
of the patient. Corollary questions of responsibility and legal liability are also
raised, as well as questions concerning the role of the Institutional medical
staff and the local PSRO concerning services provided In the institution. We
believe that the provision for advance approval should be eliminated.

PSRO also provides for the review of services of not only physicians and other
health care practitioners, but also all Institutional providers of health care serv-
lee and here, again, is an area where PSI0 differs from our PRO. We believe
that the PSRO requirement Is too broad; physician review of services should
be confined to services of the physician and such 9ther services over which he
has direct control and responsibility.

Another provision of the amendment creates "Norms of Health Care Services
for Various Illnesses or Health Conditions." Such national or regional norms
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must be approved by the National Review Organization. At the local leve),
each review organization, agency or person performing review functions shall
utilize the norms developed as a principal point of evaluation as to whether
the services are medically necessary, whether the quality meets professional
standards, or whether Inpatient services could be provided on all outpatient

F - basis or more economically in a facility of a different type. Norms of treatment
as to a particular tilness or condition would further indicate appropriate
methods and sites for treatment.

While the section provides for variation of practice different -from the norm
established, a tendency for adherence to the published norim carries within itself
a potential detriment to the provision of higher quality care. On one side of the
norm may be lower cost services as contrasted with a different service at a
higher level of care. A review group looking to the costs of the program could
find a level of Institutionalization or treatment medically unnecessary. A physi-
clan may for these reasons, or reasons stemming from concern for legal rand-
fications which may arise from departure from such norms or for fear of
subjecting himself to the penalty and refund provisions, find compulsion to con-
form to these standards in derogation of better care. We believe that the
impos-ition of such national norms may Impede, rather than strengthen, the
development of the health programs. The Imposition of such norms could well
be looked on as a floor of acceptability, with an attendant lessening in quality
care. Mr. Chairman, we believe that this provision for nationoi norms, backed
by the force of law, should not be adopted without an opportunity for a thor-
ough evaluation of Its consequences.

The amendment further provides under certain circumstances for a monetary
fine on a physician or provider of up to $5,000 for continued eligibility under
the program, or for a refund of charges where the services were determined by
PSRO to be medically improper or unnecessary. We believe that this imposition
of a monetary fine subverts the purpose of peer review. Fundamentally, peer
review is an educational mechanism, and this aspect is a positive benefit which
redounds to the program. This new inquisitional character of peer review, how-
ever, based on the criminal aspects and fines, would change the character of the
program and we believe that the beneficial aspects wou.il suffer. While we -ee
no place for a monetary fine in peer review, we, of course, recognize that where
the facts warrant, separate civil or criminal action could be instituted.

Other provisions, relating to the acquisition, ownership and control of profiles
of patients', physicians', and providers' records of participation in the program,
as well as concerning data required by the Secretary to be collected relevant to
its functions and information, also differ from those in I1O. We believe that
the confidentiality of these files should be protected and that they should be
under the continuing jurisidiction of the appropriate review body, and should
not become federal property.

The amendment also authorizes denonstratlon projects under which tile PS0RO
would l"ume the responsibility and risk with respect to the review and payment
of claimsn. It would appear to us an inapl)ropriate mixing of funetlons---comb& In-
Ing an underwriting concept with peer review. I

In summary, then, Mr. Chairman, we believe that Amendment 151, introduced
on August 20, 1970, requires additional critical evaluation. The amendment
carries a potential for vast changes in the provision of health care prograns.
Differing views have been expressed from many quarters concerning the various
proposals pending before you in tile form of section 227 of 11.11. 17550, PRO, aid
PSRO. Peer review itself Is now ongoing. The concept of peer revelew as a strle-
tured inechanism is still new.

We believe that if time Comnittee cannot accept the Peer Review Organization
proposal contained in tile Medicredit bill, consideration of review of services as
to quality and charges should ly over to time next Congress. The future direction
of peer review should not be east in the statutory language of either section 221
or 1 O110.

Mr. Clmairman, we wish to thank you for this opportunity to present time Asso-
ciation's view; on this important legislation, and we will at this time attempt to
answer any qmwstions which time (ommittec nmy have.

The CuIw\ rr.\x. I think you have done a good jobl) r. LTaMotte, ill
suinmarizinge a yery able shtement that I, for one, will certainly care-
fully sthldy,' and we will eitanihily see that these points are considered
as we go through this bill.
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I (to not, believe we have any further questions.
Senator B xrn.,.\rr. May I have just a minute or two, since I am the

author of the PSRO amendment and, of course, since the AMA should
know that the basic concept behind the amendment, is theirs, it. seems
to me we are talking about, details of operation and not )rinciples.

We are not locked into the language of thc amendment, and I amn
sure as we study your suggestions we will try to develop whatever
changes seem to be0vise.

I think it, would be very foolish to put this thing off because we are
now working on the problem. It may be 5 years before we can get back
to it again and the alternative to peer review is Government control
and, as far as I see it, ve are giving the medical association the medical
fraternity, an o)portunity to police itself through the peer review
mechanisms.

The mechanics of what kind of a pee!-.review organization we set
up and exactly how it operates are subject to study and change. But.
I h0pe the Amnerican Medical Association will not desert its own child
and say now, "that there are so many troubles with it, that we would
rather you went back to something else," and I hope the committee
will study the l)roposal which has been carefully worked out with
many of the factors in tile situation, including the American Medical
Association. Its officers have been consulted along the line, as this pro-
gram has developed. We have not always agreed With them.

There are three comments that I would like to make today where
changes might be made: First, there is probably no reason to cause the
PSRO to maintain separate l)atient profiles as long as these records
are readily available for review as necessary. It. seems sufficient that
carriers and the intermediaries have tile l)aiient records so that they
can be made available.

Second, some of the superstructure of the PSRO arrangement. prob-
ably can be dispensed with to streamline the administration, and to
provide a more effective statewide supervision of local PSRO's.

Third, the preadmission certification procedum can be streamlined
to make it clear that only reimbursement under medicare is at, stake,
not the health of tile l)atient and not the right, of the doctor to put his
patient in a hospital ; and, second, to give tlhe PSRO discretion to waive
preadmission certification for diagnosis when they feel that, tle area
is more or less obvious or when they are dealing Nvith a doctor whose
l)attern indicates that his judgment can be trusted.

I think tle PSRO organization should have the right, of review
under any circumstances, but I think practical experience will dictate
that, it will not be a required procedure in every case, but will only
be used when there is some indication that this review is necesry.

There are other things in yoiu statement that I am going to study
very carefully. It hit me pretty fast. I did not. have an ol)portullitv tosee'6 t in advance.

I do want, to say we are not anxious to set, up a rigid system which
will so circumscribe the physician in his practice or the hospital in
its service to the patient that we will lower the quality of medical serv-
ices. But I am sure von, are aware that there, have been rather gross
misuses of the system. There has been overutilization that, has been
serious. I was not here yesterday, but I understamId we had testimony
that there are many physicians vho have used medicare not only as a
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means of increasing their income but as a means of evading taxes, and
we have a responsility to bring these things under control.

So, I think your fear are more imaginary than real, and certainly
we recognize that 80 percent of the money paid by the Government
for services to medicare recipients is, in fact, ordered by a. physician,
and under those circumstances we think we should look to the physician
for the review of the expenditures that he orders and which we pay,
and we want to continue to do that, realizing that the alternative is
the development of another Federal bureaucracy to do all these things,
some of which in your statement you think a6 a little too rigid or
too difficult.
So, I amgoing to try to work as lon# and as hard as I can to protect

the right of the doctor to serve his patients. But when the doctor takes
advantage of both his patient and the Federal Government then we
have to have some kind of a mechanism to step in to stop it.

Dr. LAMoyr-. Mr. Chairman may I respond to the Senator, Sir?
We certainly commend you r your interest and your understand-

ing of this problem, and your willingness to support an amendment
for a structured peer review mechanism.

The American Medical Association could not agree with you more
that physicians must be responsible for improving the mechanisms
of delivery of health care and eliminating, where possible, the abuses
where they do exist, and has long said so.

Indeed, while in many areas of the country, as Senator Williams
perhaps can tell you in his own State, there have been effective volun-
tary mechanisms of peer review developing to accomplish these pur-
poses, because it is not everywhere, the association is officially on rec-ord tlat there should be a structured mechanism in a stat uto)ry sense,

as you have suggested in your own amendment.
it is, I think, a question of how it is to be structured. Some thingswhich may seem to be paramount to us may seem insignificant to

others. I think we are all going in the right direction. We all wantthis to happen. We want to do it the best we can, to share our ideas
to make it happen in the best way for the patient. You would agree
with that.

Certainly, as far as your three or four suggested amendments are
concerned, or variations in your requirements, we would like to have
an opportunity to see those and ty ork with you on developing those
changes, which sound commendable to us

Senator BEN-Xr_. There may be more of course, as we go along.
Dr. LAMoI-r. Yes, sir. So, sir, we will certainly work with you on

this because I think our goals are the same.
However there is just one thing: What we are talking about is

quite a different thing from what exists in section 227 of the basic
bill, H.R. 17550, lvcause that is a mechanism structured from the top
down, aid while it. utilizes the consultation, the opinions of local
groups, it does not specify that )hysicians in their organizations
would db the peer reviewing mechanism, We are, therefore, opposed
to section 227 because this is not the way in which we feel that good
effective peer review can be carried out. We must use existing mecha-
nisms supervised aid undertaken by physicians at the local or State
level, or only if they are, not so functioning or so capable, other mech-
anisms, but still including the physician as the peer mechanism for
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other physicians. This is why we are against section 15,27 and favor
your type of use of existing local organizations or the PRO mechanism
of the AMA. This, I cannot emphasize too strongly, Senator Long.

Senator CuRTis. I am concerned about the whole pj'oposal. I happen
to live in a rural county where population is less than 8,000. 'We have
four very outstanding'doctors. They are capable physicians and sur-
geons, they are good citizens, they are honest. I think they will act more
in the interest of the Federal Treasury than the bureaucracv in Wash-
ington Now those four doctors happen to office together, and operate
the Minden clinic. Iow are you going to a)ply, how would these three
proposals apply, to a situation like that, because we would like to
h ,ve some of their time left to cure the sick and to take care of the
people who need to be relieved from their pain and suffering?

Would peer review mean that we have got. to get. three or four people
to sign where now one is siging or to make a decision? What will the
AMA's proposal do and wiat wtill section 237 (to and what will Sen-
ator Bennett's proposal do in the rural practice of meed icine?

Dr. LAIMOrrE. Vell, Senator Curtis, the plan must be carried out,
because it is essential regardless of the -various ideas, and certainly
different sections of the country will certainly have to be treated
differently.

The plan would be to set this up on a State society level with the
creation of local panels of physicians where it is possible to do so, and
where it is impossible to do so to have an overview at the county or
State level.

I agree with you that physicians must be left time to treat the
sick.

Senator CURTIS. But we have got other counties where there is only
one physician in the county, and maybe one physician in each of the
adjoining counties. There'are some which do not have any, and you

would have to go a hundred miles or more to get an independent peer
committee.

Now, what I want to know is just how would rural communities be
treated by these three different proposals. You have got some ideas.
There was something in the House bill, and Senator Bennett has got
some.

Dr. LAMorE. I would submit that, probably from a mechanical
point of view, maybe that which is in the original proposal would
handle this better'because it would be something appointed by the
Secretary to cover all health care services. But the mechanics would
cloud the issue of this thing, and we would not have peers reviewing
peers. That is why Ae are against that.

Senator Bennett's proposal, because I think that it emphasizes
an arrangement between the Secretary and smaller units within the
State, such as a county medical society, might find that there were
areas not covered by this program.

Our proposal hopes to function on a statewide basis, with the State
medical association setting up local panels, where it is possible to set
them up. Where it. is not possible to handle this on a local level it can
be handled on a State level. Therefore, this program is much more
flexible and retains the peer to peer relationship.

Senator BN rnmr. May I interr'ipt at that point? My proposal says
that where it is impossible to set up a local panel the Secretary may
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choose the State medical association so the two then become identical.
I)r. LtMo-rvr. Right.
Mr. I-ImmisoN. May I add something to that, Senator? One advan-

tage in the PRO bill is the opportunity to begin with a plan that may
be established by the State medical society in agreement with the
Secretary. Under a plan in more rural States, perhal)s the plan for
peer review would be one which would recognize that in many areas
of the State there are not. sufficient personnel, medical personnel,
physicians, that, is, to conduct the review, and so the plan would
incorporate a system of review by the State medical society or the
PRO commission itself and in that l)lan, the necessary investigations
of patient allegations can be made, can be set up in such a manner that
we will not be disturbing the very necessary time of the physicians
that is involved in providing medical care in the area.

Senator Cunnrs. What are yon going to review? Are you going to
review those cases where somebody makes a complaiiit? Are you
going to review on a spot check basis or are you going to review: all
cases?

Dr. J,,Morrr. I think that, ultimately perhaps, the latter might be
the goal but I doubt if we will ever get. to it. But certainly, the first
two that you mentioned.

Senator CURTIS. Why should that be the ultimate goal? Here is a
fellow who decides that lie wants to practice medicine out in the ranch
country and there is not another doctor within 40 or 50 miles, and
if lie was not a dedicated servant he would not choose to serve.
Dr. LAMo1TE. I would agree with you, Senator.
Senator Cuwris. And why we have to transport somebody miles to

watch him) I think there are mor people in Washington'who need
watching.

Dr. lAfMorr,. I ayree with you. But the best medicine, many of
us believe, is practiced with your peers looking over our shoulder. Now,
this does not mean that we are spying. This does not mean that 90
percent of physicians cannot practice good medicine without that.

Senator Ctnirs. I thought the Department was asking for this
for the purpose of policing the cliarges.
Dr. LTMo'rr. This is only a small part of it.
Senator Curms. I see.
Dr. LA'formi,. This would be a. function in regard to this type of

legislation. But., in terms of peer review and professional evaluation
and education of the physician, the very existence of stch a mechanism
will have a moral persimassive force o'n the few people who are per-
haps deviating from normal practices of medicine.

Senator Curris. Would you not, agree with me that there no doubt
are rural areas where this "should not be imposed at all on local and
county units?

Senator BE, xxtnr. May I make a comment at this point? We are
talking only about the admission of patients to hospitals under medi-
care. We aro not talking about the general practicee of medicine.

Senator Cums. I understand that.
Senator B3-,xm-r. Ma'y I ask is there a hospital in Minden County?
Senator CURTIS. Yes.
Senator B-xNE,'t-r. Is it. operated by these same four physicians?
Senator CURTIS. No; it is operated bytthe county.
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Dr. LA io'-r:. Senator Bennett, we interpret, peer review as the
respollsibilitV of the physician wherever his services may be ren(lere(l,
ill tile office, nursing home, home, and hospital.

Senator B-x-,,Nir. But you cannot develop the Jnedicare benefits
for an individual now without putting him in the hospital for 3 days.

Dr. lJOa'rl. Institutionally you are talking about.
Senator BENNx-m-. Or in an institution an(, of course, as a part of

that there is the opposite idea that he should not have I)een institution-
alized, so to that extent peer review affects practice in the doctor's
office.

Dr. LAfo o n:. Yes.
Senator Bmxxmr. But we are fundamentally dealing wvith the

process b) which medicare patients are ii..titutioillized on the order
of a physicians, and after they get in, the extent to which services are
ordered by the physician for'his patient, and in which the institution
may be overutilized or there may be unnecessary medical or surgical
services.

Dr. L,,[o'rrE. This is indeed an important part of it, Senator.
Senator Br;,xr-.N-r. ThatC, I think, is the heart of it.
Dr. IAfOffP. But tile whole vast spectrum of practice of medicine

is also a very important part of it, and I think both of our amendments
probably would hope to (teal with that aspect of it, as well as the
institutional aspect.

Senator BExj--.'rr. The Federal Government is only going to be
called upon to pay for the kind of services I have described.

Mr. HARnRIso. Senator, tie medicare program, as such, under the
part B portion, provides for, covers, services to patients outside of the
hospital, in the physician's office or in the home and so forth. In our
)ro)osal, I think, as well as yours, this other aspect is also included
under tie peer review concept.

Senator B ,fr.W. But we are dealing only with medicare patients.
Mr. I-AIRIsO.N. Medicare patients.
Senator BEN NvET. W1e are not dealing with the nank and file and

the run of the physician's regular patients.
Senator CURTIS. Well now, I will readily agree that the exchange of

ideas between doctors and discussing a case with a fellow has great
educational value and it all ends up for the benefit of the l)atient.

Tile fact remains this peer review setup will not be limited to volun-
tary educational work on tle part of the medical associations or merely
checking the charges of doctors. It will be passing judgment, on tl;e
judgment that has been made by the practicing )hysician, is that not
right?

Dr. LAMOrrE. It could be.
Senator CURTiS. That is all, Mr. Chairman.
Dr. ,jIANorrE. But this is being done by his pee's and I would

say
Senator CURTM. But it is not forced on him by Washington.
Dr. LAMo rE. No; neither will this be unless there is a peak from

some computer Which shows a variation in a pattern of practice.
Now, I can assure you that in our own State, where we have been

at this voluntarily for the better part of a. year in an active way, that
while we are just'as interested as the Federal Government. and 'every-
body else in seeking out those few who are abusing, those few who are
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overutilizing and the question of medical necessity, by and large, what
the mechanism has done, has shown that the pattern of practice in a
large majority of cases, while varied, is basically sound and good. So,
this peer mec hanism is not, going to unjustifiably criticize a physician
who is doing a good job.

Senator CuiTi's. Then the answer to my question is that they will
only have a review where a case is shown up to show some possible
abuse.

Senator B.-xxm-r. They will have to review in order to find it.
Senator CURTIS. Will they?
Dr. IMO'TNF,. This is probably the first elte.
Senator Curis. He said the, would review the case, that the com-

pulter told them.
Dr. LAMo'-rE. This does not necessarily mean that the computer

shows a single excessive charge.
Senator CURTIS. Yes.
Dr. LAMoj-rE. It. is a pattern of practice which can be peaked. This

becomes a clue which the third party carriers today have found it im-
possible to pursue. The creation of a peer mechanism, peer to peer,
inresolving these things on an educational basis and determining what
the pattern of payment in some cases would be, but primarily an educa-
tional basis, is the thing that we feel will rebound to a better pattern
of health delivery and medical practice and hel l) weed out,, wiXFi prob-
able minimal necesity of referral to the Secretary for disciplinary
action, weed out those and bring them down into an expected pattern
of practice without force other than moral.

Senator CURTiS. That. is all, Mr. Chairman.
The ChITIR-MAN'. Any further questions?
Senator WIMITA3S. I have no questions, Dr. LaMotte. I want to thank

you for your testimony. You have made some constructive suggestions
and they certainly will be taken into consideration by our committee.

Dr. LTMor.. Thank you very much.
Before I close, I would like to acknowledge, Senator Hansen, our

awareness of your having submitted yesterday S. 4381 and we appreci-
ate that., and we will be with you in support of this piece of legislation.

Senator TANsEN. Mr. Chairman, if I might be permitted just a word,
I appreciate the kind remarks of Dr. LaMotte. I did not introduce the
bill I did yesterday convinced that it is the last word but ratherthat it
does represent a satisfactory sincere effort on the part of doctor. in
this country, an effort, to which lie subscribes, to present, some good al-
ternatives and viable alternatives to the American public.

I hope that it will be considered. I think it does have merit, I have
no doubt at all but.what it can be perfected. But I am well aware, as
are many Americans, of the increasingly expensive costs of some of
the programs that have been undertaken'by the Federal Government,
and to me this seems to be a very worthwhile alternative, and I ap-
preciate your kind words.

Dr. IAMo-rr:. We thank the Senator and thank you, Mr. Chirman
and members of your committee.

The CAirm ,.. Thank you, Dr. LaMotte Very happy to have you,
Doctor.

Now, the next witness will be Mr. C. Joseph Stetler, president ofthe Pharmaceutical Manufacturers Association.
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Mr. StetlerJ am pleased to welcome you here, before the commit-
tee. You and I seem to have a difference of opinion with regard to
how we should handle drugs under medicare and medicaid, but I
respect you as'a Very able spokesman for your industry, and will be
pleased to carefully'consider everything 3ou have to say here and I
am sure that applies to all the othelrmem hers of the committee.

STATEMENT OF a. JOSEPH STETLER, PRESIDENT OF THE PHARMA-
CEUTICAL MANUFACTURERS ASSOCIATION; ACCOMPANIED BY
MR. BRUCE J. BRENNAN, GENERAL COUNSEL; AND DR. ROBERT K.
QUINNJELL, DIRECTOR, OFFICE OF MEDICAL RELATIONS

Mr. STETILER. Thank you, Mr. Chairman and members of the com-
mittee. I am C. Joseph Stetler, president of PMA. I have with tie
this morning Bruce Brennan, general counsel of our association, and
Dr. Quinnell, direcor of medical affairs.

Realizing your time limitations I will be extremely brief. I will
cover it in less than 10 minutes.

The CH.IrINIAN. I, for one, can assure you, Mr. Stetler, I will read
every word of it and respond to it just" as you have shown me the
same consideration in regard to the speeches f made dealing with your
industry.

May 1 say that, in all fairness, I think jou are a very able rep-
resentative of a very fine industry.

Mr. STE'1I,*Fn. I will try, in my" testimony, to confine my remarks to
th amendment 929 to 17t550, which was introduced in the last couple
of days, relating to drugs.

This amendment does vary only in minor details from a proposal
that was before this committee in 1967, and was rejected by the Senate
Finance Committee. Frankly, we believe that the arguments against
it which prevailed in 1967 are even more valid today.

Ire CHAIRMAN. How did we make out. on the floor on that same
amendment'?

Mr. STerLER. It was accepted oi the floor and rejected in conference.
The CIkA1113AN. We got a part of it, but we did not get what we

wanted, I concede that. Go right, ahead, sir.
Mr. STiTLrrr . 'he heart of this proposal, in our belief is the asump-

tion-supl)orted by no responsible Government or scientific authority
that we are aware of-that. there is an assurance of uniform quality
and therapeutie equivalence of dru|g products with the same generic
name irrespective of their source.

Studies which have been conducted by various reputable authorities
in and out of Government have shown tlat chemical equivalency does
not mean therapeutic equivalency. Rather, formulation variations do
result in differences in biological activity in nearly all the products
Ihat lavebeen examined to (late.

Scientific literature on this is quite voluminous, it, is increasing in
terms of the number of articles making the same point. We have an,
attachment A which you have indicated will go into the record. It is a
complete elaboration on the scientific issues which have been raised in
this controver-sy.

We do believe the whole weight of these events is on the side of
avoiding the kind of assumptions this amendment seeks to impose on
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doctors and pharmacists. It. could not be clearer, in our opinion, that
now is the time to demand that doctors and pharmacists use their
experience and their judgment to protect consumers from bad bargains
rather than to encourage them to abdicate their profesisonal respon-
sibilities to a Government committee.

Now, the amendment, among other things, does provide for the
establishment of a formulary committee and a Federal formulary.

In our opinion, the formulary committee envisioned by the amend-
nment. would be presented with an impossible task in carrying out its
specific assignments. There already exists, as you know, under the Fed-
eral Food, Drug, and Cosmetic Act, comprehensive authority to mioni-
tor the safety and effectiveness of drug products on the market. To
sul)erimlpose upon this existing system, even with its imperfections, an
altogether new set of standards and a new administering agency could
not fail to lead to great confusion, substantial additional expense,
delay, and uncerttlinty.

It, is clear, in oni opinion, therefore, that a national forinulary can-
not be justified scientifically or medically. In the light of the com-
plexities and subtleties of the problems in this area which are vital to
the national welfare, we believe that the proposal is not only unneces-
sary and undesirable but that. it. could be dangerous to the Nation's
health care system, if enacted.

Another feature in the amendment. is the authorization that it would
give to the Secretary of HEW to publish a guide showing the "reason-
able acquistion cost range" of each qualified drug listed in the
formulary.

Ihe Secretar y would l)resumably carry out this sweeping authority
by looking at, the market-as narrowed by the formlary-to deter-
inine the prevailing prices of given dylug products. tie'would then
publish a guidebook or a list, showing the price range established. In
an individual transaction the dispenser o! the drug product would be
reimbursed in accordance with the dictates of the guidebook.

Beyond the sweeping economic controls over drug products pro-
posed in this section, producers and suppliers-by the terms of the
proposal-would be required to accept the administrative decisions as
to price made by the Secretary or his representative without any right
to administrative review or any right to a hearing.

Even in the short run, the ceiling price, determined by the Secretary
on the basis of products offered at lower piice, may not enable the full
service producer to compete successfully. Thus, the standard of per-
formance for th drug industry would be lowered to that of the mini-
mum producers.

Finally, the amendment proposes that the FDA be given additional
authority which, for all practical purposes, could force a particular
product off the market--or to close a plant without giving the manu-
acturer an opportunity to be heard. This most extraordinary authority

is included in what nght appear to be a simple system of requiring
manufactures to place their registration number on their products.

With respect. to the estimated savings (npd the associated costs of the
amendment,, the testimony presented to this committee to date, with
respect, to potential savings and administrative costs incident to the
amendment is really quite meager and to us quite confusing. It is
imperative, in our opinion, that the full information be obtained as
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soon as possible from either the Bureau of the Budget or the Depart-ment. of Health, Education, and Welfare.
In the absence of such data at t he present time, we have attemptedin attachment B to our complete statement,, to estimate gross savingsto be expected and the costs of implementing and administering tho

proposal.
In addition, we believe, when comments are solicited from HE TM, therequest. should seek the current views of the Department on the sub-stantive elements of the amendment. Nothing in the record of thesehearings indicates the Department's views on a Federal formnulary ondrug equivalency, or on fixed reimbursement schedules for prescrip-tion drugs. The endings of the "Dunlop Committee" so-called, which,was appointed to critique time work of the rask Force on Prescription

Drugs, I believe, reflect the current position of the Departiment on
these issues.

In brief summary, we are obviously opposed to this amendment, andwe are opposed because we believe that, it will reduce tile quality ofmedical care for social security beneficiaries; that it sets up an involved
and expensive scheme that would be difficult, if not impossible, toadminister fairly and successfully: that it would interfere unduly withphysicians and lharinacists providing the best possible medication for
patients u nder social security )rogramns; that it, would jeopardize theability of quality, research-oriented pharmaceutical companies tocontinue to perform efficiently and effectively.

Finally, it is our belief from the data we have or from what we know,which is obviously incomplete, that the costs of implementing tie
proposal would exceed any possible savings.

Thank you, Mr. Chairman.
(Mr. Stetler's prepared statement follows. Hearing continues on

page 1115.)
STATEMENT OF C. JOSEPH STETLER, PRESIDENT, PHARMACEUTICAL 'MANUFAOTURERS

AsSOCIATION, IIEGARDINO AMENDMENT No. 929 To H.R. 17550
Mr. Chairman and members of the committee, I am C. Joseph Stetler, Presilentof the Pharmaceutical Manufacturers Association, on whose behalf I welcomethe opportunity to appear before you today. Accompanying me are Bruce J.Brennan, General Counsel of the Association, and Robert K. Quinnell, M.D.,Director of the PMA Office of Medical Relations.
PMA is a voluntary, non-profit trade association composed of some 120 corn-Ianies engaged In lie development and production of prescription drug products.These firms account for approximately 95% of thse products made and sold in the

United States today.
Among our members are those companies, significantly engaged Inpharmaceutical research, which are primarily responsible for making availablethe great number of life-saving and life-sustaining medicines that have come Intouse during the past 30 years.
Our member companies have facilities in nearly all of the states and employmore than 130,000 workers, including a high percentage of scientists and researchspecialists. These companies have an annual payroll of more than $1 billionand pay taxes of approximately $700 million annually to federal, state and localgovernments. In addition, PMA companies have Sales in foreign countriesapproaching $2 billion and operate hundreds of manufacturing facilities abroad.Our member companies vary greatly In size. Several do an annual pharma-ceutical business of ies than I200,O00, while others have drug sales of $200 millionor more. Approximately one-half of th PMA member companies would qualifyas "small business" as that term Is defined by the Small Businss Administration.The drug industry is not a corporate monolith representing the concentratedpower of a handful of large firms. Rather, it consists of many companies, large
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and small. No one firm accounts for more than 7 percent of tile total prescription
drug sales in the United States which last year amounted to $4.3 billion.

Few, if any, other manufacturing industries of comparable size are as broadly
based. This has given rise to competitive rivalry in the marketplace marked by
the constant striving by individual firms for recognition through new discoveries
and the overall excellence of their perfornmnne. Benefits. to the public have been
enormous, for from such competition has coine a strength and viability of great
value to medial progress over the years.

In today's testimony, I shall discuss the Association's position with respect to
Amendment No. 929 to I1.R. 17550, 91st Congress. The proposed amendment
(lifters only in minor details from a proposal which the Finance Committee
rJeeted three years ago. The arguments against it which prevailed in 1967 are
even more valid today.

At the outset, let me say that the drug industry acknowledges the government's
proper interest in holding down the rising costs of health benefits under various
Social Security programs. We stand ready to assist In a constructive search for
ways in which this goal can be reached without adversely affecting patient care
aud without demolishing the system on which the nation's tremendous record of
progress has been built. The Industry is convinced that the measure which con-
cerns us here does not meet these criteria.

lInstead, we feel strongly that enactment of the amendment in question would
establish an impractical and inequitable method of controlling federal drug ex-
ipenditres; that it would impair competition in the drug industry; and that it
would adversely affect the quality of health care provided under the Social
Security Act.

Under the terms of this proposal, these elderly anti financially unfortunate
Anmericans would become a disadvantaged class of patient. The number and
variety of drug products now provided them at government expense would be
limited by executive decrees, Irrespective of the medical decisions of their physi-
leans. Tihe entire range of drug products on the market would, however, remain
available to other Americans.

No one can disagree with the concept of prescribing ecomonoy as a laudable
objective. But would it be sound public policy for the government to make drug
prhcs a principal test of rational drug prescribing and dispensing? Yet, in the
fimal analysis. that would be the effect of the amendment.

The heart of this legislation Is the assumption-supported by no responsible
government or scientific authority that we are aware of-that there is an assur-
ance of uniform quality and therapeutic equivalence of drug products with the
Same generic name irrespective of their source.

Studies conducted by various reputable authorities, in and out of the govern-
mient, have shown that chemical equivalency does not mean therapeutic equiva-
lency. Rather, formulation variations do result in differences In biologleal
activity in nearly all the products examined to (late. Important differences li drug
products, with the same generic name, marketed by different firms, have been
recognized by the FDA, the Academy of Pharmaceutical Sciences, and the
National Academy of Sciences. The scientific literature, too, Is showing an iln-
vreasing number of articles making the sane poh1t. Attached is a pap'r ( Attach-
imi|t A) entitled "Medicines-lratmds, tienteric,, Quality and ('ost-Tl, (mtin-
ilg I)ebate After Ten Years", which elaborates on the scientific and econonic
issues raised in this controversy.

The whole weight of these events is on the side of avoiding the kind of assump-
tions this amendment seeks to Impose oi doctors and pharmacists. It could not be
clearer, In our opinion, that now is the time to demand that doctors are phar-
macists use their experience and judgment to )rotect consumers from had
bargains rather than to encourage them to abdicate their professional respon-
sibilities ton government committee.

Turning now to some of the specific terms of this legislation, we feel strongly
that its passage would create significant administrative difficulties. Many of
these were pointed out to the Committee In some detail In 1967 by time very
IIEW officials who faced the ultimate rdsponsibility for carrying out the pro-
grain had it been enacted at that time.

We are convinced that the proposed program would jeopardize the future
development of new medicines for yet unconquered diseases; that it wouhd
inpieperly Inhibit the physician's choice of drug products that his individul
experience and training have indicated are best for his patient. And tiat it
would unfairly penalize the patient whose physician prescribed a drug product

4
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that is familiar to him and in which he has faith but which is not listed among
the drugs for which the government will provide reimbursement.

The measure would: (1) establish a Formulary Committee In the Department
of Health, Education, and Welfare with the power to determine which drug
products would be qualified for reiiburseient under Titles XVIII and XIX of
the social Security Act; (2) require the Secretary of IIE\' to establish and pub-
lish a "reasonable acquisition cost range" guide for most qualified drug products
and establish permissible fees for phariuacsts; and (3) modify the present com-
pulsory registration system for prescription drug manufacturers and through
this and other provisions vest in the Food and Drug Administration substantial
additional statutory responsibilities.

FORMULARY COMMITTEE AND TiE PUBLICATION OF A U.S. FORMULARY

The Formulary Committee would be comprised of nine members, two being
government officials designated by the Secretary and seven other persons not In
the regular employ of the federal government, to be aI)pointed by the Secretary.
The Chairman of tie Formulary Committee would be elected from among the
non-government members.

The Formulary Committee would be required to compile, publish, and period!-
cally revise an alphabetical listing by established name of "those prescription and
nonlegend prescription drugs which the Formulary Committee finds arc necessary"
for proper patient care.

The amendment would also provide that the Committee may include among
other things in the Formulary: (1) a list of included drug products by "diag-
nostic, prophylacti., therapeutic or other classifications", (2) the brand names
under which a listed drug product Is sold and the names of each supplier of such
drugs who is certified by the FDA as producing or distributing such drug in con-
forinity with the Federal Food, Drug, and Cosmetic Act, (3) prescribing Informa-
tion which promotes the safe and effective use of listed drugs (Including con.
ditIons of use required in the interest of rational drug therapy), and (4) a
guide as to reasonablee cost ranges".

The Formulary ( 0iimiltu, would also he empowered to require testing and
the establishment of procedures to determine "the propriety of the inclusion or
exclusion" of any drug li the Formulary.

In our opinion, the Formulary Committee would be presented with an Im-
possible task. in carrying out not only these assignments but also in attempting
to determine:

(1) Which drug products currently in general use under existing law
should nonetheless be excluded from tile Formulary because they are found
"not necessary for proper patient care";

(2) Whichl products are to be accepted for full reimbursement in that they
have "distinct theralnutic advantages";

43) What to include as prescribing Information which promotes the safe
and effective use of listed drugs includingg conditions of use required in the
interest of rational drug therapy).

There already exists, under the Federal Food, Drug, and Cosmetic Act, com-
prehensive authority to assure that only safe and effective drug products are on
the market. But, realistically we all know that this ideal remains considerably
beyond FDA's grasp. It is physically Impossible for that agency to monitor
adequately tie activities of hundreds of manufacturers, or for that matter, even
to know who or where they are.

To superimpose upon this existing system, with Its obvious Imperfections, and
altogether new set of standards could not fail to lead to great confusion, sub-
stantial additional expense, delay, and uncertainty.

With reference to the first point, suppose the Committee finds that certain
drugs pre "not necessary for proper patient care".

Which of those currently approved and marketed drug products would the
Committee exclude from the Formulary and in effect coudemn to extinction?
Which ones would be granted a viable commercial life, virtually free of competi-
tiom'? On what basks would this decision be made?

Surely a part-time government committee should not be empowered to de-
cide the life or death of a particular drug product which is lawfully on the
market.

As note(], the amendment would also provide that the Formulary Committee
-may include proprietary names in the Formulary, if the manufacturer has been
certified by the FDA as producing such drug in conformity with tile Food, Drugs,
and Cosmetic Act.
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In other words, a brand nanie is not entitled to a listing in the Formulary
unless the producer of the tra(lenark li((luct is certiled by the Food ond Drug
Administration.

One can only wonder why the Institution of trademarks, which is fundamental
in the American economic system, as a means of Identifying the producing source
should thus be selected for special prejudicial attention in connection with drug
products only.

Tile FEERWHAl FORM ULAIRY WE1.USION

Considerable confusion has been generated by the extraordinary reliance which
is placed on a restrictive national drug list or "Foriulary". Supporters claim
that Formulary legislation would achieve prgrain economy and "rational"
drug use. They make much of the fact that formularies have been successful in
many large hospitals in reducing drug procurenient costs, without apparent
sacrifice in the quality of treatment. Hence, they argue that a monolithic federal
Formulary would achieve inlportant savings by limiting reimbursement to less
expensive formulations of the same chemical composition deetied to be of ac-
ceptable quality. This is a fundamental error.

Thme legislation fails to recognize that the essential features whici make
hospital formularies reasonably successful bear little or no relationship to retail
pharmacy. In a well-managed hospital, prorurenient can be centralized and the
pharmacy stocks can be restricted to a list of products chosen by a committee
of physicians on the hospital staff and time hospital pharmacist. A hospital
Pharmacy and Therapeutics Committee Is by experience acutely aware of quality
differences among "chemical equivalents". It knows which products are avail-
able, and their sources. It also reflects the opinion and desire of the doctors in-
volved. Pice is considered, but not at the expense of quality.

Under these conditions, physicians are free to veto the purchase of drugs
manufactured by firms of uncertain or unknown repute and may, whenever
their judgment suggests, prescribe products not included it the Formulary. The
sort of national Formulary suggested by this measure gives the prescriber no
voice in the decision to exclude, certain drugs. Rather, it would tend to restrict
prescribing according to arbitrary federal standards. It would base drug cover-
age on the presumption that the lower-prived drug is equivalent to all others
on the market.

Such a proposition is untenable and patently harmful to medical practice and
the public health. It would also be destructive of innovation within the pharma-
ceutical industry. Its effect would be to reduce all competition In the industry
to price alone, on the false theory that the government can with one hand hold
prices down and with the other assure quality.

The provisions of the amendment are all the more surprising when it is con-
sidered that all existing federal drug programs-those of the Department of
Defense, Public Health Service, and time Veterans Administration-have one
characteristic in common. They use drug lists as guides to the procurement and
stocking of drugs In their own hospitals and cincs. hut they employ quality
criteria and controls much stricter than those of the FDA. At the same time. not
one of them attempts to apply time type of Formulary proposed in this measure
to programs operating through community pharmacies. The Department of De-
fense, for example, has consistently opposed the Formulary system for its out-
patient drug program. Tihe explanation is that the DOD has no way of assur-
Ing. for the products sold in civilian pharmacies, the same high standards that
exists In its own hospitals; hence. it will not risk subjecting military personnel
dependents and retirees of the armed services to second-class medicine.

It is clear that a national Formulary cannot be justified at the present time
scientifically or medically. In the light of the complexities and subtleties of
the problems in this area which are vital to the national welfare, we believe
that the proposal is not only unnecessary but that it would be dangerous to the
nation's health care system, if enacted.

EFFECT OF FORMULARY ON MEDICAL PRACTICE

In addition to the above, the amendment would result in pressures to limit
the physician's freedom of choice In prescribing those drug products which his
training and experience indicate as best for his patients.

We agree with the proposition, endorsed by time medical profession itself, that
physicians should consider price in selecting drug products as well as any other
medically-indicated procedure or treatment. But all would agree, we believe,
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that the physicians' primary consideration should remain the selection of the
particular drug products, diagnostic procedure or treatment best suited for the
individual patient's medical problem. As far as pharmaceuticals are concerned
our position has always been that the physician should be completely free to
exercise his professional judgment in selecting the drug product which he con-
Hiders most beneficial for his patient.

Some will point to the fact that this legislation does not specifically compel
generic prescribing or dispensing, and does not purport to limit the prescribing
practices of physicians.

11ow free would the physician really be in drug prescribing if the Formulary
Committee determines that the products of his choice are not "necessary for
proper patient care' or that they are not produced or distributed "In conformity"
with the Food and Drug Act or that he is acting in accordance with "pre-
scribing information (including conditions of use required in the interest of
rational drug therapy)" as determined by the Committee?

PRICE CONTROL

The amendment would also authorize the ,Secretary of HEW to establish and
publish a guide showing the "reasonable acquisition cost range" of each qual-
ified drug listed In the Formulary. The reasonable cost would be the amount
at which the product is generally available. The 'reasonable charge", with re-
spect to prescription drugs, means the lesser of the approximate or average
cost of the drug to comparable dispensers (within the reasonable cost range),
plus a reasonable fee or charge for dispensing as compared to the usual or
customary charge.

The Secretary would presumably carry out this sweeping authority by looking
at the market-as narrowed by the Formulary-to determine the prevailing
prices of given drug products. He would then publish a guide book or some
kind of list showing the price range established. In an individual transaction
the dispenser of the drug product would be reimbursed in accordance with the
dictates of the Guidebook.

Thus, under the so-called "reasonable cost range" provision of the measure,
not only would the manufacturer, retailer, and wholesaler be faced with fixed
ceiling prices, but also a price regulation system which would drastically limit
prompt and flexible adjustment in prices to take care of changing material, labor
costs or any other development.

Beyond the sweeping economic and price controls over ('ig products in this
legislation, producers and suppliers-by the terms of the proposal-would be
required to accept the administrative decisions as to price made by the Secretary
or his representative without any right to administrative review or any right
to a hearing.

This provision can be seen then as an anti-competitive price-fixing measure
that would discourage competition at the manufacturer and retail levels. It would
tend to give unjustified status to a few drug prdoucts in each therapeutic class
where many now compete.

Even in the short run, the ceiling price, determined by the Secretary on the
basis of products offered at lower price, may not enable the full-service producer
to compete successfully. Thus, the standard of performance for the drug indus-
try would be lowered to that of the minimum producers.

"FULL SERVICE" DRUG MANUFACTURER

There is another important aspect of the proposal to limit government reim-
bursement for drug products to "generic" price levels that deserves comment.
This is the assumption that there Is no valid reason for a drug product manufac-
tured by one pharmaceutical company to be priced higher than even a com-
parable product made by another firm. This observation overlooks the vital
differences among drug producers with respect to related activities and serv-
ices .rformed.

The "full service" firms in the pharmaceutical industry are those that are
committed to the following services In behalf of the health industry:

(1) Continuing research and development, seeking not only new therapeutic
breakthroughs but also broadened clinical experience with existing drug prod-
ucts.

(2) Rigorous quality controls throughout the production prices.
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(3) Preparation of the product in a wide variety of strengths and dosage forms
to meet particular medical needs, rather than only the most profitable formula-
tions.

(4) Nationwide product distribution, assuring 100% availability of the medi-
cine.

(5) Around-the-clock preparedness to disseminate extensive information and
advice including the experience of other medical practitioners, when questions
arise in the use of a particular product.

(6) Extensive promotion of new products, serving the purpose of providing
important information to the health professions on the latest developments while
enabling manufacturers to strive for acceptance in the market place so that they
may remain profitable and creative.

(7) Production and distribution of "service drugs" essential for the treatment
of rare diseases or poisoning but of minimal or no commercial value to the
manufacturer.

These services are all expensive. They represent "added values" which quality-
conscious, researeb-oriented firms provide with their products.

In the pharmaceutical industry there are other companies which perform none
or only a fraction of these services. They are the low price houses because they
are the low expense houses. They are the minimum producers mentioned earlier.

It Is certainly not unknown in other industries for houses such as these to sur-
face after others have creatively responded to the needs of the market, and to
attempt to obtain a share of that market through product imitation and price
reduction, based on reduced services and corner-cutting manufacturing practices.

Tie situation speaks for itself. Enactment and implementation of the legisla-
tion in question could result in the slow death of the research-oriented, quality-
based full-service segment of the pharmaceutical industry as we know it today. In
the long run, it would not be possible for the "Full Service" manufacturers to
maintain their current operations and at the same time compete successfully.

Quality firms would inevitably be forced to cut back on research and develop-
ment, and on a number of their other service commitments for the simple reason
they could no longer be afforded.

Research-oriented, innovating drug manufacurers, in sum, perform a vital roh
in protecting the nation's health. The "product" provided by these companies to
physicians, pharmacists and to society-In terms of new and effective medicines,
information and research and service- Is, in the last analysis, a very different
one from that provided by the imitator. Any action by Congress which would re-
duce Incentives to companies offering high "total product" value and incentives to
others to invest capital and resources In such companies, should be approached
with great caution. The health of all of us and of future generations is dependent
on the continued growth and vitality of a p)rogressive and successful United
States pharmaceutical industry.

DRUG PRICES

Statements with respect to drug prices have created the impression that drug
product price levels are rising as much or more than other products.

This false impression has tFeen created by the staggering rise in total health
care costs during the past decade. Informed that the overall price of medical care
has risen faster than any rther component in the Bureau of Labor Statistics
Consumer Price Index, the public is quite naturally receptive to allegations of
"high drug prices" as being part of the total picture.

Too often prescription drugs are not mentioned as a separate sector. Yet the
government maintains separate price Indices for both wholesale and retail pre-
scription drug prices. The retail prescription drug index, as of last May, showed
an increase of 2.1% over May 1969, compared to an increase of 0.2% for all
consumer prices. And even then it was 9.5% belotc the base period of 1957--59,
while all consumer prices were 34.6% above that base.

The rise in prescription drug prices at the wholesale price level was even more
modest. Last April the ethical drug index was slightly less than that of April 1969,
compared to a rise of 4.2%o for all wholesale commodity prices.

Some critics, who are quite willing to rely on the BILS price indices as a
proper measure of other prices insist that when It comes to drug products. we
should use another indicator, that of the average prescription charge, which
rose moderately in the past decade. But, it is important to remember that the
average prescription charge ignores some important non-price elements, most
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notably the fact that the content and the size of. the unit-the prescription has
changed. It Is really. a measure of unit expenditure, not of price alone. Yet
even this standard rose at a much lower rate than the All Items Consumer Price
Index. On a per tablet or capsule basis, the prices of prescription products have
declined, according to a recent study of average prescription charges.

There are other limitations in using averages. For example, the medication
used to fill a 1970 prescription very possibly did not exist In 1960; and the
cost of researching, producing, distributing and dispensing that medicine has
changed vastly since then. Similarly, the level of care given In the doctor's
office or in the hospital today reflects the Impact of new medicines and new
techniques so that value received today may be considerably more than that
received a decade ago.

That is why a price Index is the most meaningful measure of price change
over a period of time. By this measure, our industry needs make no apologies
for drug price performance.

Even beyond the blessing of health and relief from pain, It should also be
borne in mind that drugs have brought innumerable social and economic gains
to our fellow citizens. They hive been largely responsible for steady reduc-
tions in the lengths of hospital stays, the closing of tuberculosis sanitariums,
and a savings of over $7 billion in mental hospital construction costs that would
have been incurred since 195,4, had effective new medicines to treat mental
illness not been developed.

EXPANDED AUTHORITY IN FDA

Finally, the legislation would wrongfully permit the Food and Drug Admin-
istration, for all practical purposes, to force a particular product off the mar-
ket-or to close a plant without giving the manufacturer an opportunity to be
heard. This most extraordinary authority is included in what might appear
to be a simple system of requiring manufacturers to place their registration
number on their products.

While wDe believe that tie registration number and flie name of the manu-
facturer or distributor should be placed on the label of each package or con-
tainer of a drug product, this measure would go much further. It would pro-
vide that If the Secretary of IIEW, or sonic other person in that Department,
makes an inspection and concludes that a product is adulterated or misbranded
within the mealng of other provisions of the Food and Drug Act, the manu-
facturer would be prohibited from placing his assigned registration number
upon any of the drug product packages involved. This administrative action
could be taken by an official of IIEW without according any hearing to the
manufacturer. The manufacturer would, under this language, be entitled to a
hearing only after the action was taken.

The net effect of this procedure would be to ban a manufacturer's product
from the market by administrative action, without a hearing. It is Immaterial
whether by precise legal interpretation this provision applies across the board
to the sale of drug products generally or only under one of the Social Security
programs, since the manufacturer's product would be effectively foreclosed from
whatever private market may remain. A prudent wholesaler or retailer could
not tolerate being placed In the position of selling a product to a regular patron
which has been labeled "Illegal" by a go-ernment official, for Social Security
purposes.

Under existing law, a drug product believed by the FDA to be adulterated or
misbranded is subject to seizure, but only pursuant to a Court order.

We simply cannot understand why there should now be proposed this extraor-
dlinary procedure for taking a drug product off the market, without the right of
an administrative hearing or even without a Court order based upon a determina-
tion of "Imminent hazard to the public health."

ESTIMATED SAVINGS AND ASSOCIATED COSTS

Testimony presented to the Committee to date, with respect to potential savings
and administrative costs Incident to the amendment, Is meager and confusing. It
is imperative In our opinion that this Information be obtained as soon as possible
from the Bureau of the Budget or the Department of Health, Education, and
Welfare.

In the absence of such data at the present time, we have attempted in the
attached memorandum (Attachment B) entitled "Estimate of Possible Savings
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Compared to Associated Costs" to estimate gross savings to be expected and the
costs of Implementing and administering the proposal.

Based on the figures available to us, it Is our conclusion that administrative
and associated costs would exceed any possible savings.

SUMMARY AND CONCLUSIONS

In summary, we are opposed to the amendment because we believe that It will
reduce the quality of medi-al care for Social Security beneficiaries; that it sets
up an Involved and expensive scheme that would be difficult, If not Impossible, to
administer fairly and successfully; that it would Interfere unduly with physicians
and pharmacists providing the best possible medication for patients under Social
Security programs; that it would jeopardize the ability of quality, research-
oriented pharmaceutical companies to perform effectively for society as a whole;
and finally, because it is our belief that the administrative costs of implementing
the proposal would exceed any possible savings.

MFDICINES. BRANDS, GENERICS. QUALITY AND COST, TuE CoNTINUINxo DEBAT
AFTER TEN YEARS

The "Brand versus Generic" issue Is an Inaccurately characterized and gen-
erally misunderstood controversy about the way medicines are named, pre-
scribed and dispensed. It has been in process for many years and, In the past
decade, has been the object of mounting public attention.

The purpose of this paper is to review the controversey briefly, to summarize
some of the scientific evidence that has been gathered, to clarify the elements of
the dispute, and to identify appropriate courses of action.

TIE PRIMARY MOTIVATION: CLAIMED ECONOMY

To a very substantial degree, the controversy Is economic In origin, although
other issues are Involved. These include fundamental questions about medical
and pharmaceutical practice and drug quality. But the most prevalent assertion
on behalf of generic prescribing is that it holds out the prospect of significantly
lower prescription drug costs.

Contrary to this assertion, experience indicates that economies Involved in
generic prescribing have not been large. Further price differences 1 have nar-
rowed so materially recently that overall savings are now, at best, marginal.
The reasons for the narrowing are various; it is evident, for example, that
when producers of very low-cost products are required to meet acceptable
standards of quality and availability, their prices rise. Further, when physicians
do prescribe generically (about one prescription in ten Is so written), the
pharmacist typically exercises a high level of care in selecting the product-he
dispenses a medicine of recognized quality. For these and other reasons, It is
clear that the savings projected through generic prescribing are minimal now
and could disappear within the current decade.

If this development seems surprising, it is largely because advocates of
generic prescribing have tended to generalize about the matter on the basis
of a handful of unrepresentative examples. They have.erroneously implied that
millions of dollars could be saved simply by ending the use of trademarks or
brand names In prescribing.

TIE PARAMOUNT ISSUE: DRUG QUAIITY

Advocacy of generic prescribing relies flatly on the assumption of eqial
quality of all products offered for qale. Indeed, unless all products with the same
generic name can be shown to be equivalent, advocacy of generic prescribing and
dispensing is untenable.

The generic or established name of a drug describes or refers only to the
pharmacologically active Ingredient of the drug product-not to the finished
product itself, which may be a tablet, capsule, injectable, ointment or elixir.
Whatever the form, other substances are mixed with the active ingredient to

'Between 1959 and 1969, the average prescription charge rose 22.5 percent, but the
average generically-written prescription soared 63.t percent, according to H. A. Gosselin &
Co., a market research firm.
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produce the medicine itself, and then it Is processed into its final form in
accordance with each manufacturer's own quality standards and procedures.

This Is the central point to remember. For It is on this point that the argument
of "drug equivalency", advanced by proponents of generic prescribing and
dispensing, begins to crumble.

Manufacturers' processes are not uniform. Substances added to the active
ingredient by one producer may be omitted or may be unlike those used by
another producer. There can be variations in the active Ingredients; e.g., degree
of fineness, crystalline state, etc., even assuming compliance with the official
standards. It is apparent, therefore, that a medicine supplied by one manufac-
turer may differ to a significant degree from a medicine supplied by another,
although both may contain the same generic-named active ingredient. But there
is no guarantee that they will produce the same result in a patient.

In the early 1960s, very little was said publicly about quality differences in the
nation's drug supply, while very much indeed was publicized about the differences
in price between different formulations of a handful of prescription products.

By the mid 1960s, however, the literature on btopharmaceutics had grown
sufficiently to indicate that a wide-spread need existed for a re-examination of
assumptions about the chemical-physical standards for drugs, manufacturing
practice regulations, formulation techniques, and the regulatory standards In-
volved in the clearance of duplicates of established products.

In the same period, FDA began publicizing drug recall lists, which show that
more than 600 lots of differing drug products are recalled each year, due to
manufacturing errors, loss of product stability, or other failures rendering the
drug unsafe for use.

And the Department of Defense, early in the decade, found it necessary to
establish an elaborat, product-and-plant inspection program in order to pro-
tect military personnel from inferior products purchased on the basis of low
cost. Significantly, the military quality assurance program record shows that
approximately 45 percent of the plants and products inspected are rejected,
though the facilities, and the drugs they produce, are presumably operating
without Interference from the FDA.

Finally, toward the end of the decade, serious attention was given to the
detection of clinical differences between supposedly equal preparations, as deter-
mind by controlled experiments in humans. The first product so investigated
by the manufacturers of the standard product and later by the government was
chloramphenicol. In both studies, substantially lower blood levels were reported
for the purported generic equivalents of the original preparation, and millions
of doses were removed from the marketplace, despite earlier batch-by-batch
certification by the Food and Drug Administration.

Fl)A-SPONSORED STUDIES ON EQUIVALENCY

A similar experience occurred with claimed equivalents of the original oxy-
tetracycline, and a variety of other products. FDA thereafter recognized the
need to fund scientific studies on the Implications of formulation differences in
drugs with the same generic name. A major FDA study was undertaken by
the Laboratory of Clinical Pharmacology of Georgetown University School of
Medicine, under Dr. Christopher Martin. In his first public report on the study
on April 20, 1970, Dr. Martin told the American Society for Pharmacology and
Experimental Therapeutics that his findings "raised serious doubts about the
equality of different products of the same drug for the treatment of disease."

Dr. Martin's warning was echoed, and in some cases preceded by similar
statements by the nation's leading pharmacologists, either on the basis of their
own clinical experience or as a result of similar controlled tests. One of the
acknowledged leaders in this field, Dr. Alfred Gilman of Albert Einstein Medical
College, wrote to Senator Gaylord Nelson in July 1907, that he was seeing
"more and more Instances" of "a marked change in therapeutic efficacy as evi-
denced by patient response" when drug products of presumed equality are
interchanged.

Similar warnings had been issued as early as 1900 by Dr. Gerhard Levy of
the University of Buffalo, School of Pharmacy and in 1961 by the late Dr. Eino
Nelson, Associate Professor of Pharmacy at the University of California, in each
case supported by specific examples involving Important drugs. More recently,
at a symposium of pharmacologists held In the Spring of 1909, Dr. William Barr
of Buffalo listed 30 forms of 21 drugs on which clinical differences had been
found. The IIEW Task Force on Prescription Drugs also recognized differences
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In drug equality. It published a list of 27 drugs about which equivalency ques-
tions could be raised. More than 24 million prescriptions were written for these
products in 1966 for the elderly alone. On page 34 of its Final Report of
February 7, 1969, the IIFW Task Force stated:

In the case of chemical equivalents available from two or more sources,
we are convinced that the primary objective should be to provide the
physician with every reasonable assurance that all chemical equivalents
of the same drug on the market-when administered in the same manner
and in the same dose--will give essentially equivalent clinical results.
Unless the drugs perform reliably in the clinical situation, the physician
will find himself in an Intolerable situation, with the possibility that he
may be placing the health or even the life of his patient in jeopardy.

FDA ACKNOWLEDGES NEED FOR PROFESSIONAl, JUDGMENT

Thre is general agreement that tie Food and Drug Administration Is in
no pbsition today, nor will it lie in the foreseeable future, to give the nation's
doctors the assurances which are essential for generic prescribing. In the Spring
of 1970, the Commissioner of FDA. Dr. Charles Edwards, stated that "it has
become increasingly apparent that drug prodzcts, which purport to be equiva-
lent and which may satisfy chemical or otl'tr analytical tests of equivalence,
may not be therapeutically equivalent." And he warned his audience, the Acad-
emy of Pharmaceutical Sciences, that this "is almost certain to be a contin-
uing problem, one that requires constant attention, rather than one that can
be resolved once and for all with any degree of confidence."

From its fiscal 1971 appropriation request, it is quite apparent that the FDA
recognizes that much more study must be made of the formulation of drug prod-
not : with the same generic name before that agency can give assurances as to
the degree of quality possessed by each product it studies. In his statement be-
fore a subcommittee of the House Appropriations Committee on April 16, 1970,
Commissioner Edwards described as "another important research project" the
FDA's studies on "drugs that are chemically identical but not therapeutically
equal when administered to patients." lie revealed that in 1969, the FDA
conducted 65 clinical tests to evaluate dosage forms of tetracycline and oxytetra-
cycline. Other studies in 1969 were concentrated on certain cardiovascular and
antibacterial drugs. An additional $40,000 (making a total of $240,000) to
expand these studies to include certain neuropharmacological products, has been
requested.

Former-Secretary of ItEW Robert Finch wrote on June 23, 1970. that the
government is not it] a position to assure the equality of all drug products:

We would be reluctant to impose constraints on prescribers until such
time as the Department has acceptable answers to the question surround.
ing the equivalency of drug products. Time problem is considerably more
difficult than we had anticipated and will require substantial time and
effort to resolve.

THE ROLE OF THE USP AND Nr

For well over a century, time professions of medicines and pharmacy have
pmmlished what are now recognized as the best of the world's compendia of
official drug standards-th. United States Pharmacopela and tihe National
Formulary. Privately-publisled but governmentally-recognized. the USP and
Ni" list and describe, in brief form, the chemical structures of about 2,000 drugs
and dosage forms. Importantly, the hooks provide detailed descriptions of the
physical tests that can he performed In order to determine the identity, purity,
potency and related characteristics of most of the drugs they contain.

However, it is Important as well to note that the books do not describe hundreds
of other preparations of major Importance. and they provide virtually no data
on the means of proper preparation of most medicines. Nor (to they describe good
manufacturing procedures or biological tests including (!lintcal evaluations that
indicated the therapeutic reliability of time products described. This Is as it
should lie since none of these latter functions Is suitable for coverage in a con-
ilndlum. They are functions of pharmaceutical chemistry and engineering,
pharmacology and other sciences. and are functions directly related to Industry
practices and responsibilities. They are also equally essential to quality drug
manufacturing: the standards cannot be relied upon alone, in view of the ia-
polirlance of, among other things, the In-process quality control procedures they
do not contain. Conversely, of course, quality control efforts, formulation ex-



1111

pertise, clinical experience and manufacturing skills cannot be considered sue-
cessful unless the end-product meets the compendial tests for physical and
chemical characteristics.

It Is this contextual relationship that Is essential to an accurate appraisal of
the roles of the drug standard. This inter-relationship has been obscured to
some degree during the controversy over pre.scribing. On one extreme, it has been
Implied that any product meeting the standards will provide therapeutic bene-
fits equal to other products, any other considerations notwithstanding. On the
other hand, it has been contended that compliance with US1 and NP is of nui1or
consequence. Plainly, the standards and quality assurance practices by industry
are both Important.

In fact, the past decade has shown that there may have been some tendency
to rely too heavily on conformance to chemical and physical standards as evi-
dence of therapeutic quality. Recognizing this, the USP and NF have recently
set up a collaborative program to develop more sophisticated standards.

Nevertheless, there will always be a need to permit doctors and pharmacists
to look beyond the standards III selecting drug )roducts. There is no way of
determining, on the basis of conformance to USP or NP tests, that a product
was really manufactured according to satisfactory standards.

SHARED RESPONSIBILITY INDICATED

It might be hoped that the regulatory processes of FDA could be relied upon
to fill in where USP and NP leave off, through the establishment and enforce-
ment of good manufacturing practice regulations, and no doubt much can lo
accomplished in this direction. It should be recognized, however, that a joint ef-
fort to employ the standards of USP and NF, together wilh the regulatory func-
tions of the FDA. are not sufficient to protect the public. A logical extension of
the effort must be made to Include a continuation of high standards of perform-
ance in pharmaceutical manufacturing. the experienced judgments of Individual
physician, and pharmacists, and the sharing of experiences among them. Such
a Joint effort Is, in fact, very clearly the approach of professionalism in 1)har-
ni Icy and lilvdiciLne. It Is entirely consistent with the objectives of the scientific
community and will serve the public interest.

The Congress, along with the Departments of Defense and Health, Educathi,
and Welfare, have actually been through the question of generic drug usage
before, as have other government agencies here and overseas. In every instance,
in the American experience at least, the government has elected to resist tihe
temptation to stand between the health professions and patients, in the elusive
pursuit of Imaginary savings.

In 19G5, one of the most intensely-debated pieces of social legislation In history,
Medicare, was adopted. Under this program, the staff of the hospital in which
the patient Is treated is relied upon to make intelligent decisions about the
sources of tihe drug productss to be dispensed there. That Is also the procedure
used in military and naval hospitals, Veterans Administration hospitals, and
OE.O clinics as well.

Undoubtedly, many hospital physicians would testify to the value of this prac-
tice, even though the very cheapest drugs are not often obtained tinder it. In
many hospitals, scores of products are purchased only from one or two particular
companies, even though they could be purchased from a dozen others at lower
prices; firsthand staff experience has indicated that in those cases, the lower-
cost products were unsatisfactory. The policy of purchasing only from tru-ted
sources also provides some protection for the hospital against liability actions
that might be lodged for administering drugs of inferior quality.

It would seem indefensible to continue the sound policy of in-patient (Irig
usage now In practice under Federal programs, while acting Irresponsibly with
respect to drugs dispensed outside the hospital-to let doctors and pharmacists
in hospitals use their experience to choose not only which drug time patient
needs but which firn can he relied on to supply It at a consistently high level
of quality-but to hamper or deny that privilege to the same doctor or tlho
same pharmacist, perhaps in serving the same patient outside tihe hospital

The current Medicare drug procedures are essentially sound. 'The jblie,
the professionals and the Congress should make sure that they are preserwcd.
and that any extensions of drug benefit programs be made compatible with them.
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ESTIMATE OF POSSIBLE SAVINGS COMPARED TO ASSOCIATED COSTS

GENERAL APPROACH

To ascertain whether any economy would result from the enactment of the
dri amendment to I.R. 17550, 91st Congress, it is necessary:

(a) To determine the universe of relevant expenditure, i.e., tie amount of
present federal and state payments for drugs which would be affected; and

(b) To apply to this universe the percentage differential in costs which
one might reasonably expect.

The gross differential thus ascertained should then be matched against the cost
of implementing and administering the proposal to obtain the net savings, if
any. This Is the traditional way In which the government and private industry
examine expenditure proposals.

GROSS DIFFERENCE

The Amendment in question, in spelling out the scope of the proposed federal
Formulary, provides, in part that:

Tie term "qualified drug" means a drug-"(a) which (1) Is listed in the
Formulary, or (2) Is furnished to a patient by a hospital which (A) is
accredited by tile Joint Commission on Accreditation of Hospitals or the
American Osteopathic Association and (B) utilizes a formulary system
established by a pharmacy and therapeutics committee (or equivalent corn-
nmittee) in accordance with standards established by such commission or
association, or (3) is a prescription legend drug prescribed in the handwrit-
ing of a lawful prescriber by its established name together with the name
of the manufacturer of the final dosage form thereof,

In a subsequent section of the Amendment, It is provided that the federal
government shall not be liable to assist states in paying for drugs which are not
"qualitled drugs" as defined in the Amendment.

Because of conflicting language in the Amendment. it is not certain which
hospital-dispensed medicines are covered. For purposes of this analysis, we assume
that the Amendment applies primarily to outpatient beneficiaries under Title
XIX.

According to the Prescription Drug Data Summary of the Office of Research
and Statistics, Social Security Administration, actual federal and state expendi-
ture.q for drugs, for ambulatory patients, under this Title in fiscal year 1969,
amounted to at least $311 million.

It Is difficult to estimate the appropriate percentage of cost difference, if any,
to apply to this universe because it is impossible to tell what the net would be
when the overall figure was reduced by:source products which the Formulary Committee decides offer "distinct

(a) The inclusion in the Formulary of higher-priced versions of multiple
therapeutic advantages";

(b) Elimination from the Formulary of products found to be violative
of federal requirements. FDA recall records suggest that this would par-
ticularly affect the lower priced products;

(c) The minimal or no-effect which the Formulary would have In states
which now have a restrictive Formulary under their Title XIX programs;
(d) Price increases required for products of certain low-cost manufactu-

rers to retain eligibility under the registration provisions;
(e) Expenditure increases resultant when two or more separate prescrip-

tinmn4 are written In place of single prescriptions for combinations not
acceptable to the Formulary Committee.

For the sake of simplicity, we may for the time being disregard this factor.
We would then seek to estimate the naximum possible saving from the
utilization of the least expensive product.

The IhEW Task Force on Prescription Drugs, In Its examination of possible
savings, applied a more restrictive set of assumptions. Instead of examining the
effect of generic prescribing, the Task Force examineN the effect at retail on
prices actually paid for the 409 leading products prescribed for the elderly If,
iI thle eam' of each multiple-source product, the doctor had prescribed and the
pharmacist had dispensed the least expensive product In the Red Book. It should
be emphasized that the Task Force specifically excluded ony examination of
any aslect of quality, or service, or whether the cheapest product was in fact
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available in national distribution. The result was an estimated saving of 5
percent on the assumption that retail pharmacy markups averaged $2.00.

If the Task Force percentage Is applied, the total gross savings possible on
1969 Title XIX drug expenditures subject to the proposed Amendment would
have been approximately $15.5 million (i.e., $311 million x 5% ).

COST

The PMA Is not in as favorable a position as government experts to estimate
the level of incremental costs, mostly administrative costs, required to imple-
ment the subject proposal. But it is quite posible to appraise the differences
between the sharply contrasting government estimates of these costs, made to
date.

In reply to a request for departmental comments, IIhW Secretary Gardner,
in a letter to Senator Russell Long dated September 1, 1907, listed itemized
expenditures totaling $111.6 million as required to Implement 3. 22.99, 90th Con-
gress, a bill quite similar to the Amendment now before this Committee. It is
apparent from the Secretary's letter that It covered (a) Incremental adminis-
trative costs associated with the Formulary system, and (.b) other expenditures,
on equivalency testing and plant inspection, which might be useful or desirable
generally but which would also be indispensable if the bill's main provisions,
for a Formulary and for product registration, were to be adopted.

Secretary Gardner listed the following specific first year cost items:

Cost of operations of Formulary Committee annually (each of first
three years) -------------------------------------------- $10, 000, 000

Federal costs of planning, State plan review, evaluation technical
assistance to states more than -------------------------------- 600,000

Increased Federal-State costs of administering program ---------- 6, 000, 000
Costs of printing, maintaining and distributing Formulary ------ 3, 000,000
Costs of improved quality control; mostly for additional 2,000 FDA

inspectors ----------------------------------------------- 25. 000, 000
Clinical testing ordered by Formulary Committee ($6T aidllon

first year, $50 million annually next five years --------------- 67, 000, 000
Total ---------------------------------------------- 111, 600. 000

The first four items comprise incremental administrative costs due to the In-
troduction of the Formulary system. It should be noted that together they total
$19,600,000 or substantially more than the gross savings of $15.5 million estimated
by the IIhW Task Force on Prescription Drugs.

In another section of its Final Report (page 44) the-IIEW Task Force on
Prescription Drugs commented :

"Any necessary Increases in Federal expenditures for the improvement of drug
stanldards and quality control will have benefits which apply to all users of
prescription drugs and should not be attached to implementation of cost stand-
ards for drugs supplied in Federally-assisted programs."

'lTho Task Force thereupon substituted the following reduced estimate of the
incremental costs of a substantially similar bill, S. 3323, 90th Congress:

"Significant costs would be incurred, however, solely from the enactment of
the proposed legislation. If the provisions of S. 3323 were to take effect in fiscal
year 1972, we estimate that the net incremental costs to the Department of
II(,alth, Education, and Welfare and the State programs would be as follows:

(in mi~lons)

Fiscal year Subsequent
years

D1ermina'ion of appropriate drugs ----------------------------------------------- $1.3 $0.7
Determination of product costs -------------------------------------------------- 14 .6
Determination of dispensing allowances ........----------------------------------- .9 .5
Publication of drug lists guides, and other information materials ..................... 1. 2 1. 2
Technical assistance to State agencies and compliance review (titles V and XIX) ........ 1.6 .6
Incremental costs of State agency audit (titles V and XIX) --- _----------------------..4 .4
Review of drug providers (for exemption from provisions of the act-title XViI) --------. 5 .3
Costs of administration to nonexempt providers (title XVIIt) .......................... 4 .3

Total administrative costs ------------------------------------------------- 7. 6 4.6
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It should be noted that S. 3323 made no provision for a Formulary Committee.
the preparation aid publication of a Formulary, and did not increase the au-
thority and responsibility of the Food and Drug Administration.

Because of thesp differences in the two proposals and the different approach
adopted by the authors of the two estimates, this array of cost items cannot be
directly compared with those in the Gardner letter. Mr. Gardner's staff was
more Inclusive and, in our opinion, more realistic.

For example, for the more narrowly defined administrative charges-tech-
nical assistance to state agencies and compliance review ; incremental costs of
state agency audit-the Task Force estimates a total of only $2 million. This
contrasts with the earlier IEW estimate of $6 million for "Increased Federal-
State costs of Administering Program."

In our opinion, the Task Force grossly underestimated the iicremental costs
of imposing and li)oicing these restrictions in the face of possible or probable
resistance from prescribers. The 11W staff, in a memorandum attached to Secre-

tary Cardner's letter, quite appropriately warned:
"Using limitations on federal matching as the mechanism of control moans that

the financial risks Inherent In so novel an effort (such as the risk of non-
cooperation by prescribing l)hysicians) would fall either on the states or on
the recipients of health care. In the absence of effective control over the writing
of prescriptions, the bill affords no assurance over the Incurring of substantial
costs in which the Federal Government would not share."

The direct administrative costs would also be Increased substantially, and
to an extent that the HtEW Task Force apparently (lid not. appreciate.

It is ludicrous to suggest, as the Task Force did, that the "Incremental Cost
of State Agency Audit (Titles V and XIX) would amount to only $400,000 an-
nually. This item certainly does not Include an estimate of the cost of increased
field audits. Before accepting this figure, the Senate Finance Committee should
solicit the opinion of experienced administrators of state drug benefit programs
under Medicaid.

THlE ISSUE OF EQUIVALENCY TESTINO

In an effort to estimate the cost of a Formulary approach, the costs of testing
for equivalency must be consilered-a task which Secretary Gardner's letter
estimated as costing $07 million for the first year.

We are told by the IIEW Task Force on Prescription Drugs that it would
not be necessary to conduct such tests on all chemical equivalents, only on the
most Important drugs, particularly those of low solubility, where there was
reason to suspect lack of therapeutic equivalency due to formulation factors.

l)espite the language of the current Amendment, which attempts to assess
tio cost of quality and equivalency testing on the manufacturer, the enactment
(of the propos-l would still require substantial additional government expendi-
tures in this field. Whether that cost should be assigned as a charge, against
the Formulary proposal or as a continuing charge for the regular activities of
the FIDA Is debatable. What is certain Is that the amount which the FDA has
been spending annually for internal and outside studies Is far below what would
be required to provide FDA with the evidence which the Task Force admitted
was needed.

If the Amendment In question Is enacted, it will not merely loe desirable, but
absolutely essential that substantial additional funds be appropriated.

In addition to the $67 million which lie deemed necessary for equivalency
testing, Secretary Gardner estimated that an additional 2,000 plant inspectors.
costing $25,000,000 annually would be required to provide the continuing as-
surance of product quality required for the proposed Formulary and to iml)le-
mcnt the registration provisions of time proposal. Whether this resulting expense
i labeled as an administrative cost chargeable to the Amendment or to be
covered in an Increased Food and Drug Administration Budget, it is still an
exlpndiiture not now scheduled which must be incurred If the proposal Is adopted.

As Indicated earlier, the 11DW Task Force, In Its Fourth Interin Rleport,
estimated that approximately $15 million might be saved by 1971 ml existing
Titles V and XIX Social Security programs by using the least exlnsive l)roduct
of acceptable quality generally available.

Tim Task Force alo estih,tated a further $30 million-or 10 percent--saving
from the elimination from the Formulary of (luplicative or combination drug,.
Nowhere does the Task Force substantiate this truly astonishing estimate. If
tho duplicate is indeed a chemical equivalent, then such savings as may be
possible by eliminating the more expensive brands has already bccn com ted
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in the first exercise designed to estimate savings through the reduced reimburse-
ment provision. They should not be counted twice. As for the coininat tons, it is
equally difficult to see how the program Is to -ave money by requiring a doctor
to write two prescriptions instead of one.

Further, questions need to be asked about what happens when a particular
product Is excluded from reimbursement. Only rarely does this mean that
nothing will be prescribed. Rather, the prescriber usually choo.ses a theraleutic
substitute. If fixed combinations were excluded from reimbursement. the doctor
would probably write two or more prescriptions Instead, thus reconstructing
the fixed combination. In addition to the material, inconvenience and possible
hazards of medication error to which the patient would be exposed In this
situation the government. would pay the additional cost.z involved in purchasing
two or more prescriptions. Thus, there Is as much reason to suppose that the
elimination of th-se products would Increase net costs, as there is to suppose
that a reduction would take place.

SUM .MARY

In estimating the probable savings and costs of the Amendment in question,
we find that under the most favorable assumptions. the selection of the least
expensive product, wlliort regard to quality or arailability, N~oulhl not save
more than 5% gross (i.e., $311 million X 5%=$15.5 million).

These gross svings would probably be exceeded by any estimate of the
administrative costs of compiling, publishing and distributing a Formulary and
enforcing Its restrictive conditions on the nation's doctors and lharnacists. Thus.
even if one were to agree-which we do not-that administrative c4)sts should
not include the $92 million which Secretary Gardner estimated as the first year
cost. of equivalency testing and inspection, the proposal before the Finance
Committee would still not show a net financial benefit over costs And using
Secretary Gardner's estimate of the coste, they would be many times greater
than estimated gross savings.

The CI1AIWMxAZ. Mr. Stetler, some tile ago we had a difference of
opinion about the way that some nlelubers of your association had
been imerchandizing tetracycline around the world. I contended they
ought to be prosecuted criminally and made to pay. How much a
capsule were they collecting for tiat, tetracycline "

Mr. STETrR. I-low niuch for what?
The CHAIRMAN. How much per capsule were they charging for

tetracycline in that combine between Pfizer, Squibb, Lederle, Bristol-
Myers on which they are now in the. process of paying over $120
million in settlements?

Mr. STETLER. I have no idea of what the per capsule price was. I
would only add to the comment you have made that the legal issue,
although there was a settlement ini advance of a final adjudication of
the case., that there has been a reversal of that initial decision, and
these companies have been exonerated.

The CHAIRMAI. W er they not, criminally convicted? I contended
they ought to be criminally prosecuted at a time when they were
trying to accept a plea of nolo contendere, and I was successful insofar
as I was concerned. I was successful in seeing that that. criminal
prosecution was carried on and they were' criminally convicted, were
they not?

Mr. STETLEI. That conviction was reversed, Senator, I believe.
on appeal. The second circuit about 5 months ago reversed that
conviction.

The CITAIrMA-2Tx. I understand that was reversed after they were
found guilty and reversed for a different, reason.

Now, that was after they had agreed to settle for the overcharges
that they had made. They are now in the process, by their agreement,
of paying out $120 million, are they not?

47-53-7o-pt. 3-14
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Mr. S'Em1it. They decided for a variety of reasons, some be-
cause of the multillicity of civil suits, that they should settle these
cases. However, their conviction was reversedl after the decision was
made to settle these cases, as I say, 5 months ago in the second circuit
court. In that settlement, Senator, there was no admission of guilt on
the )art of the parties who were involved.

The CimnAxx. I understand that., but are you contending they
are paying out that $120 million for humanitarian reasons?

A r.' S-rE'rm,. Not for humanitarian reasons but sometimes for
solid business reasons. If the number of suits involved and the costs
involved in defending those suits are high enough, you may make
settlement.. This is not for humanitarian reasons and it is not because
you are guilty.

Tihe ClAT,\NIftAN. They were certainly working in concert. You do
not deny that, do you?

Mr. F 'rTLEIit. do den), it.
The CHAIm. t,\x. I put ny evidence in the record, and they were con-

victed before a jury of working in worldwide concert to charge the
people of the whole world what amounted to about 40 times their cost
of production for tetracycline. That is a very essential product-one
of the. best.

Mr. Srri.nt No question about the quality of the drug. It is very
effective-good product..

The C i3r4 \x. If you take a drug like tetracycline, the fomularv
committee would (lecidle which brand iiname product met all available
quality standards. The Secretary would then ake that list and look at
t he price. The price might vary from 5 cents a capsule to4O cents. The
Secretary would then determine a reasonable price range, taking into
account factors such as national availability. Ile might decide that the
Government would pay no more than 12 cents a capsule.

Now, that is what we would be willing, to pay. And, furthermore,
the way this amendment is written, if that, doctor still wants to pre-
scribe Pfizer's tetracycline all lie has to do is write tetracycline, Pfizer,
on the prescription and he can still get, the Government to pay 40
cents, if that is the price. What. is wrong with that?

Mr. STTLE1i. First of all, there are many manufacturers of these
various products and some of them do charge significantly less than a
full service research-oriented company. But some of them do perform
in an inferior way. In other words, there is no way, at. the moment that
you or the public can assume that because a product is marketed by a
company that it is a quality product.

To base your reimbursement schedule on either the cheapest or the
one at the lower spectrum of these charges has to be based in part on
the assumption that these are quality products or that. tie, are equiva-
lent. Otherwise you would not buy 'them for yourself. Nor would you
buy temn for a 'Government beneficiary. That assumption cannot be
made validly. That is the point we try to make in this attachment.

On your second poillt, ill providing for an opportunity for a doctor
to escape from the strictures of a formulary if lie writes it, out in his
own handwriting and if lie specifies the name of the company. In
actuality, we know, and you know, that doctors do not. prescribe that
way. For good or bad, tWeir prescribing habits dictate how they write
prescriptions.
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The CIIAIIIMAN. Is that not how they are taught to )rescribe ill
medical school?

Mr. STITITER. They may be taught that in medical school but from
the time they write prescriptions they do not do it that way. Nine out
of 10 are written by brand name, not generic name. Furthermore,
there are some products you do not write that way. In other words, if
you were to try to accommodate that provision in the amendment in
a combination situation, the doctor would have to write down all the
generic names for a combination. In other words, there is not an estab-
lished name for all of those products but only a brand name.

Actually, if they are really
The CirA MAX. Is it. not recommended that most of those drugs

be pulled off the market?
Mr. SmTrr.R. No, sir that is not true.
The CHAI TMAN. Weil, how many of them have the National Acad-

emy of Sciences recommended beiig taken off the market?
&r. STETLE I. WTell, we do not really know because the recommnenda-

tions of the National Academy of Sciences have not been publicized.
Now, FDA is in the process of reviewing them. There are thousands
of these NAS recommendations. FDA has only gone through a small
percentage. There is no doubt they have questioned some of the com-
bination products but it is really an overstateent to say that most of
them have been recommended to'come off the market.

The CHAImrAN. Well, they publicized at least a hundred of the best
sellers being taken off the market, is that not correct?

Mr. STm.,rn. No, that is not my understanding.
The Ch1ARANX. We will let the record speak for itself.
I wanted to read, what you said in opposing my 1967 amendment:
We also believe that Congress will be In a better position to appraise all

possible approaches to the questions which have been raised relating to the
reinbursement for drug products under federally financed programs after the
Department of Health, Education, and Welfare has completed Its comprehensive
study of this subject and has made Its report available to Congress and the
public.

Well now, that task force has, made its study, made its recommen-
dations, and it recommends just the kind of tiing that I have in the
bill.

Mr. ST1 MER. However, there have been developments since that
report was submitted to you, Senator. There have been additional
studies in HEW and that is why I suggest very sincerely that those
studies, the results of those studies, andithe critique 6f that. task force
report which has been accomplished, has been submitted to the Depart-
ment of HEW h e mnlade a part of the record of these hearings. That
is the last word on that subject and certainly it should be available
to this committee.

The CIIARIIAN. Are you a member of the body that criticized that
task force report?

Mr. STTLER. I was a member of the Dunlop committee as were all
of the other interests, the pharmacists, the labor unions, the senior
citizens groups, the doctors. It. was chaired by John Dunlop of
Harvard. In my opinion, it did a fine job and I think its results should
be available to you.

The Crmni.r,%-x. How man) millions of dollars would be saved if the
formulary committee did nothing more than to exclude all of those
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combination drg products which the National Academy of Sciences
has found inal)prolriate for properI drug, therapy?

Mr. STETLYE. It is a very questionable fact for this reason.
Obviously, I cannot answer that nor cani anybody else, but you cannot
assume tflat because you stop a doctor from prescribing a combination
that, drugs will not. be prescribed. As a matter of fact, you mAy force
him into a l)1rezribing situation where he3 has to make two or three
J)rescriptions to accommodate the medication that he has to have for
iis patient.

I oun might end III) really by1 having a more exl)ensive drug bill for
a patient by that procedure than by going the route of the combina-
tion. So, I do not th ink it is possiblee to answer what the savings would
be. and I would conjecture that there may be no savings.

Tile CHAIRMAN. Mr. Stetler, you represent a lot. of manufacturers,
I believe you said 120 companies, and those are all very fine companies.
Do any of them ever produce inferior l)roducts?

Mr. STITTLA. I am sure that, every company on occasion has pro-
duced products that are inferior. But whether you are dealing with
drugs or whether you are dealing with any otler products that, are
manufactured you'have to look to the capabilities, the credentials of
that company, their ability to perform on a consistent. and sustained
basis. If you put lip the credentials of our companies, their facilities
and their l)ersonnel you will find that they consistently do a good job.
There are other companies that consistently do a poor job. Those are
the odds one faces.

Tne CImIat.Mx. Which one manufactured that contaminated candy
bar they just took off the market,?

Mr. STI'LER. Candy bar?
The CHIIJArAn.M-. Y s.
Mr. STE-TLER. Fortunately, I am not responsible for that, but I

believe that it was a subsidiary of Warner, Lambert.
The CHARM.AN. It was "Oh Henry."
Mr. STIYLER. Right.
The CIAJM13,A.N. How can a doctor tell, when somebody comes to

him representing Pfizer or Lederle or Lilly, and says, "All right, here
is this tetracycline. It, is the best. It. is just the best there is."

How can that doctor tell whether that is any better than another
company's product ?

Mr. ST-ETL. I he doctor can only tell by virtue of his education,
his experience in the field of pharnacology, and his experience with
the product of that producer. If he has consistently gotten good results,
if it has been consistently a quality product., lie can tell*TIe cannot
do a chemical analysis of that product in his office. He does not have
that capability. I-I has to rely to some extent on the Food and Drug
Administration that has authority for continuing surveillance over
manufacturers, and it does the best job it can. But there are many
companies that FDA never has insl)ected at all.

iThe Ch.mAir.\. W, ell, I have a good friend who likes Squibb prod-
ucts, and so lie would rather consistently prescribe Squibb products.
How would be know that, that is doing his patient any, more, good
than lie would be (oing the patient if lie were using Bristol-Myer
products ?
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Mr. STETLER. I suppose there are several products from different
manufacturers that could do the patient good. But a doctor is not
preoccupied, I would think, with that kind of all evaluation of all
products. lie does know that Squibb's product is doing the job. It is
helping his patient. If lie is satisfied with it, there could be others-

The CHAIRMAN. Well, for that matter, just to be absolutely candid,
how (toes lie know the patient would not have gotten well anyway ?
[Laughter.]

Mr. Si-tTLER. I cannot. answer that. Dr. Quiell may like to coin-
ment on that. I do not like to comment on the medical profession.

Dr. QuIN-NEA. Tie question is, Senator, would you like him to take
that chance and just let him get well by himself or would you rather
you (lid somefling?

1he CHIRMAN. All I am asking you is, as a doctor, if you are only
prescribing Squibb products, how do you know the patient might. not
have been better off if lie had taken Pfizer's products?

Dr. QvI ixr-N . In an individual case I might not, but you see, mV
learning experience in the practice of medicine includes not only mine
but that of my colleagues, and if I find my colleagues' l)atients using
Pfizer's products are getting well faster than Squibb's products, I,
quite obviously, would consider them better but if they are not I
-would see no reason to change.

The CHAMAN. There is no way that you can know that your
patients are, as a group, any sicker or in any better health than the
other fellow's patients. How can you know whether the pills that your
colleague gives that are manufactured by Ifizer are clearing pt) a
bacterial infection any quicker than the'pills you might be giving
manufactured by Sqfibbs or whoever you want to name? How can
you know that if you had given the other manufacturer's pill the
fellow would not hav e gotten well just as quickly? How could you have
any basis for an informed judgment?

1,'. QUINNEtI,. The question is theoretical but, as I said before,
you lo not practice medicine in a vacuum. You ( it with the learning
ex)erieice of your own over a period of years as you do with those
of your colleagues. Quite obviously, physicians wen they get to-

getier talk shop just as I am sure, othr professions do. "Vou learn
wihat. the other fellow has done, and if he is getting consistently
better results you might, wonder why and change to something lie is
doing. If lie Is not getting consistently better results then perhaps
what you are doing is quite adequate. This is how you learn. You can-
not, as in a vacuwn, just say this is (iing better than that. You have
got to appraise it over a long haul, and with a number of patients and
uider different circumstances.

The C .tAIrMAN. The President of the United States goes to Walter
Reed Hospital where the drugs that are prescribed are drugs that the
Government bought under bid. What is wrong with that )rocedure?

Dr. QUINX NELL. Under those circumstances it seems to work forthem, I think probably iiothing is particularly wrong with i al-
though, I think they testified that they have had difficultues undertheir own system. The have run into problems with some drugs mder
some circumstances thiat did not operate as good as they would wish
and, of course, they have a supply difficulty )rocedure.

The CHAIR.AN. If the drugs that are, being bought for use out
at Vaulter Reed are actually being tested by the Goverunent in addi-
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tion to the testing that is done by the company and by the FDA
would not that doctor prescribing those drugs for the President of
the United States at Walter Reed be in a position to know a little
more about the quality of drugs that the President is getting than you
would when you are not testing?

Dr. QUINNELL. Well, if he knows of the results of the tests he would
be better informed, surely.

Mr. Smmmi. Senator, the important thing is if you look at the
drugs being used out there, you will find they are using Squibb and
the better products, in other words they are not giving the President
or peol)le who go out there some inferior generic products.
The Cr,\1 IMA,. WCell, I would suggest that we would do the same

thing. But they (o not use Squibb exclusively; Squibb bids just like
everybody else.

Mr. ST*q'i1 i. Nor does a doctor use exclusively Squibbs. You do
not find a Squibb doctor. He may use Squibb for one thing and some
other reputable l)roduct for another thing. Medicine i's not practiced
like that.

The CHlAIRMANL. You testified that your member ,coralanies sold
some 95 percent of all generic drugs. Are those inferior drugs being
sold by those firms?

Mr. STTLER. NO, but there are a thousand or more manufacturers
selling drugs by generic name and some are selling them cheaper than

others.
The CHAIRM AN. As long as we have careful testing to see that

products are what they are su)l)osed to be. how can anyone complainabout your competitor' selling his product just as you sell yours?
Mr. "STETLER. Well, the fact of the matter is tod ay we do not have

careful testing. That is rvy point with respect to DA's capability.
FI)A has the authority. Theoretically, drug manufacturers are in-
spected every 2 years, in actuality that, does not happen. There are
literally hindrcds of manufacturers who are not insp)cted every
2 years. FDA operates just as you or I would. They take the force
they have., and they concentrate it on the largest producers. In other
word(ls our companies that manufacture most of the drugs have a lot
of inspections. I think I wold do it the same way if I had a limited
force. But it does leave you with a situation wleie you Cannot 111lie
broad statements or male broad assumptions with respect to uniform
quality of all drugs on the market..

The CinIniNtx. Well, I would be the first to agree, though I (1o not
see you hero recommending it, that we provide for even closer inspec-
tion" than we are providing now. Nobody has any business foisting
on the public drugs that are inferior, and'both of is do agree on that,
do we not?

Mr. Sm'im No question about that. We (o reconimnend morein-
sj)ection, more authority, more budget, more staff for Food and I)rug.

The CHAIRMAx. Now , your people were checking this to see if you
could bring a rejoinder to it, but was it not trte that on a sanl)le
test made by the Food and Drug people the small manufacturers came
off about as wvell as the big manufacturers with regard to tlhe drufsthat they manufactured? In other words, in terms of quality ietests that I put in the record, which you have undoubtedly read,

indicated that these little, small manufacturers seemed to be p rform-
ing as well on quality as the big manufacturers. That particular test
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indicated that they were even performing a little better than your
big manufacturers.

Mr. STE'rLE. No, sir, that is not a fact. I know what you are talking
about..
Th CHAIRMAN. Well, you have seen it, I put it in the record, you

must have read it.
Mr. STE.-TLFJ. I would like to have you put in the record our refuta-

tion of that test which we have done, an( I could make it available
to you today, but it belongs in the record right beside that study
because those conclusions from that FDA study are invalid.

The CHnAA .r\. Well, I will be glad to make both of them available.
Mr. STETLFA. If you would look at the recalls
The CITAIJ1MAN. Could I ask the question this way: Is it not true

that even your members have on occasion marketed inferior products?
Mr. STE'TnER. Yes I answered that before and said absolutely it

happens. But if you look-
Tie CIhAIRmAN . As a matter of fact,, at the time we started the polio

immunization there was some vaccine they put out that was actually
giving the children polio ratlr than making them immune; is that
correct or not?Mr. STh:'hER. And those products where they had the trouble were

approved by the Government.
The CHAiMAR . Who manufactured then?
Mr. STERTER. Our facilities, our companies. We were the only ones

who had the facilities but it was under Government auspices, Govern-
mnent control and direction.

The CHAIRMAN. All I am saying is that we ought to see that no one
is marketin an inferior drug that is dangerous to the public. You and
I agree on tfhat..

Mr. STE TER. Absolutely.
The CHIRnAM t X. But, on the other hand, once we agree that the

product is everything it is su)posed to be, and that it is what it says
on tile label, why shouldn't anybody who can manufacture a quality
drug be permitted to market his product in competition with your
people or vice versa?

Mr. ST'rrrER. And once wve got to an agreement and got to a situa-
tion where we cotild make these assumptions as to quality and equiva-
lency, a major part of our objection to your amendment as discussed
in exhibit A, would probably not be appropriate.

The CHAIRMAN. If we are providing tle drugs to treat the ]"resident
of the United States, Members of Congress, and all members of the
armed services buying those drugs on a competitive basis, why should
we pay the highest price somebody wants to demand for his drug
when we are paying somebody else's medical bill with our taxes?
I (10 not pay that much money xvhen I am paying to treat the President,
I do not pay that much money when I am paying to treat myself,
why should I pay that much when I am paying to treat someone
under medicare?

Mr. STETLEB. Well, you have an entirely different system, obviously.
The drugs that are available to individual patients and society, even
under title XIX are purchased in drugstores. You are not talking
about a central procurement system. I do not think there is any- ques-tion where you have the Government, the Federal Govermnet., as the
purchaser-whether you are talking about automobiles or anything
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else, there is obviously a better deal to the. Government because of its
status as a purchaser, the volume it, buys, and its ability to get lower
bids on anything. So, it is not a comparable situation. Nor do you sug-
gest in your amendment, 929 that there be any central procurement
arrangement which would be comparable to the way that the Armed
F4'orces buy their drugs.

Trhe CIIuA11MAN. Well, Mr. Stetler, I want to compliment you on the
hi gI tone in which you have conducted your share of the debate and I
will try to keep mine on the same basis.

Mr. STiFlLER. May I say the same thing.
'lhe Cu.uuMAN. Senator Williams?
Senator WVILI,.uFS. Mr. Stetler, I have one question. If this amend-

ment went through how many additional employees do you think
would have to be required?

Mr. ST''r~r,,. It is a difficult question for me to answer. It might be
dillicult for IIEW. Only one statistic on this point has been submitted
at any time. As we hav e said between 1967 and the present time there
have been four different formulary and pricing proposals, before this
committee. Back in 1967. there was a bill S. 2299 on which the
I[EW Secretary Gardner mnade an estimate o its costs. It amounted to
$111.6 million. lie had one item in his estimate concerning additional
inspectors by FDA. le placed the figure at 2,000 and the cost at $25
million. What it would cost to prepare and provide a formulary, pub-
lish it, )olice it., revise it., release it., I do not know. But from the exper-
ience I have I think it would be a fairly significant new operation in
tie Department of HEW. It would be a large job.

The CHAmRMAx. I . Stetler your people went down to HIEW and
undertook to convince the people that there was an expense of $111
million involved here to duplicate what is already being done. We con-
vinced those people that there is no point in duplicating what we are
already doing, so that $111 million did not belong in the cost estimate.

IEW has now corrected that estimate.
Are you still relying upon that misinformation you gave those

people when they themselves knew that was wrong?
Mr. ST-TLVR. I think that comment deserves a reply. I had no

knowledge nor did anybody in the PMA, our board or any of- our
employees have any knowledge of the estimate of $111.6 million that
you received from" Secretary Gardner in 1967 on S. 2299. I did not
know of that figure until I read it in the record of the proceedings of
this committee. To assume-

'[le CIumi MAx. Did you have any knowledge of Secretary Finch's
letter that we received the last day he was in office?'

Mrl'. STETLER. You mean this year?
The CIRA~nMIAx. Yes.
Mr. STnM'LEI.R Absolutely. But you are talking about an estimate

that came to this committee in 1967 of $111.6 million. I had nothing
in the world to do with that nor did anybody in our industry. That
was an estimate that came to you, by what computations I have no
knowledge, but it was IIE'W's estimate, not my estimate. It was on a
bill, S. 2299. You later received an estimate of $7.7 million through
the task force on another bill, S. 3323, a different bill. They had no
formulary, had no formulation.

What we are saying now is that it is high time HEW take a firm
look at the current estimate and give you a solid estimate. These are
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not our figures but ILEW's. We have a right to know their accuracy
as have you, and the matter of these figures should be straightened1
out.

The CHAIRM3AN. Are you aware now that that $111 million figure
was in error. It was based on assuming that the Governopent was
going to have to do what the FDA was already doing? Are you aware
that was ii error?

Mr. STUMER. I am aware that you can charge $67 million, which
Secretary, Gardner said was the cost of testing, and $25 million, which
he said 'Was the cost of- new inspectors in FDA work, a total of $92
million in either one--of two ways. You can either charge it to this
amendment if it were enacted or you can charge it to the activities,
the daily activities, of Food and Drug.

I can tell you now that the total budget for the Food and Drug
Administration this year is something in the magnitude of $85 million,
and the amount they have appropriated for equivalency testing is
something like $500,000.

If the bill passes-and this has to be done whether you say FDA has
to do it or some other entity-somebody has to come up with some
dollars. I cannot defend $67 million or $25 million, but some significant
amount of money, far in excess of what FDA is now expending, more
than their whole appropriation, will have to be produced. Maybe it
should not be assessed against your amendment, but it has'to be
assessed against something. The dollars have to come from somewhere.

The CHIRnMAr,1. e1l, whether we agree, to my amendment or not,
we should (10 enough testing on all these drugs to assure they are all
what they are supposed to be. I f we are going to (1o it anyway, whether
my amendment carries or not, how can you assess against my pro-
posed aniendnent the cost, of testing when you have to do it anyway?

Mr. STETLER. Wrell, you say you have to do it, but it is not being
done.

'The ClrmnuiAx. You should do it.
You came here to advocate that it be done, did you not? Didn't you

just testify that you (lid that?
MV. STrrIFLYR. Well, even Food and Drug, in their request. for ap-

propriations, have only requested $500,000. I do not, know what kind
of a. job you can do ini this area with $500,000.

The CAIRMAN. Whatever testing it is, we ought to (to it, to guar-
antee that the drugs the publicc is buying are what their are supposed
to be. How can you charge this amendment that I propose as being
responsible for that cost when you have to do it anyway?

Mr. ST'LEMI. I have not said that. I said there is a question as to
whether it should be charged to your amendment. I just said it is go-
ing to take dollars. I have not made that. assertion here nor will you
find it in our full statement.

The CHAIRMAN. An) further questions?
Senator VWLIMs. No questions.
The CHAIRMAN.K Thank you very much, Mr. Stetler.
Mr. STrmLER. Thank you, Senator.
The CHAIRMAN. I will be discussing this with you further, as you

are well aware.
Mr. STFTLER. I know.
(The following letter with attachments was subsequently received

by the committee:)
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PHARMACEUTICAL MANUFACTURERS ASSOCIATION,
Washington, D.U., Soptembcr 29, 1970.

l1i. RUSSELL B. LoNO,
Chairman, Committce on Finance,
U.S. Senate, Washington, D.O.

I)r.AHI MH. CHAIRMAN: I want to offer my sincere appreciation, and that of my
colleagues, for your kindness last Wednesday In receiving our testimony con-
cerning Arwtidnent No. 929 to .1R. 17550, 91st Congress.

Ii the course of our testimony, you raised questions concerning a 1966 FDA
study on drug potency, and the record of prescription drug recalls over the
year.. You indicated that you would be pleased to have tire PMA's comments on
these matters for insertion in the record.

Enclosed are two documents which we would appreciate your Inserting in tile
appropriate place i the hearing record.

Sincerely yours,
0. JOSEPH STnTLEII.

I. FDA 1966 "I)auo POTENCY STUDY"

On June 8, 1966, the Commissioner of FDA, speaking before the Drug and
Allied Products Guild, stated, "We have concluded that one out of every fourteen
drug units manufactured is violative Just on potency alone".

The statistics offered as proof of this claim came from a study of approxi-
inately 4500 drug products referred to as the FDA 1066 Drug Potency Study. The
PMA has branded this study as invalid, grossly inaccurate and has demanded
that the FDA "repudiate the survey outright".

This so-called "potency study" has, in PMA's estimation, caused considerable
damage to the reputation of the quality-conseous firms and has furthered the
false assumption that all drug products available in the Unite'l States are of the
same level of quality, regardless of source.

The statistics from this study which are repeatedly quoted, indicate that
slightly less than 8% of the generic name drugs were found to be deficient, and
slightly more than 8% of tradename products were found to be deficient. An
official of the FDA rephrased these statistics as follows: "I might point out that
in a recent drug testing program that was carried out by the Food and Drug
Administration on over four thousand drugs, the number of products produced
by major mnanufacturers, which failed to meet liberal iotency standards, was
over 8 percent. Those made by minor manufacturers failed to meet the standard
in just under 8 percent-virtually the same".

If it can be assumed that all products are equally good or bad, then th claim
by PMA member firms that significant quality differences occur among products
of different manufacturers, and that quality must be a consideration in the se-
lection of drug products, is no longer tenable. For this reason and in the interest
of protecting the public from deficient drugs, PMA has continued to attempt to
correct the record on this Issue and to point out the false assumptions that have
been created. To date, the FDA has refused to repudiate the Drug Potency Study
even though it is and has been aware that any use of the statistics was invalid.
The FDA has refused to cooperate in releasing data on the study and even at this
late date, 1PMA has been forced to contemplate Instigating a law suit in order to
stimulate the FDA to release certain data in its possession.

In the interest of accuracy, the following summary is submitted for the lVcord.
At the time of the drug potency study, PMA had 138 members. Approximately

2000 products produced by 84 of these member companies were involved in the
FI)A study. (Approximately 2500 products of 162 non-PMA companies were also
involved.) Of the 2000 products of PMA member firms, 119 products were stated
by the FI)A to be in violation of FDA potency standards. When the FDA finally
responded to requests for lot numbers of these 119 products, 102 were reassayed
by our member firms from ,4tock samples reserved for such purposes. Of these
102 products, only 18 were found to be in violation. Only 8 of the 102 products
resulted in some action by the FDA and only 3 resulted in recall or seizure.

It is of further interest to note that only 6 of the 49 PMA member firms which
FDA claimed had violative products were notified of these violations within the
first seven months after the study was reported. In the eighth month, 13 more
were suddenly notified. Nine months after the study was released, and following
repeated requests from the PMA for lot numbers, the FDA finally agreed to
make these available to the manufacturers on request. Requests for information
as to where and when the products were obtained were answered with the FDA
statement that, "We do not believe we would be Justified in expending the time
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and funds required to obtain and list the specific source of each sample". It was
not possible, therefore, to determine If perhaps conditions of storage may have
been a contributing factor in the small number of products that were actually
in violation of potency standards.

Finally, the PMA offered as an alternative that the matter could be resolved
by a cooperative re-evaluation of the alleged violative samples in FDA possession.
I13IA was advised that most of the sampler had been destroyed and that a re-
anaiysi cuhl not be made.

li va in. Io the alteztlion 4f 1P-1A in 1W98 that the work sets asso.lwated with
the study would provihle proof that many of the tests were inadequately ac-
compilished. Further, the PIA was informed that the FDA district officials
conducting the test believed that they were to do a rapid screen of products
and that precision was not an important consideration; that no check analyses
were done in many cases; and that one district laboratory experimented with
a:-sezibly line .ls,"ays during the study because its personnel believed the opera-
tion was intende!l to be a rough survey and not an enforcement program.

As a result of this information, PMA requested that the work sheets be saved
from destruction and, along with certain other documents, be turned over to
PM1A for review. Ielease was requested under the Freedom of Information Act.
The FDA refused to release the work sheets and an appeal has been made to
IIFHV for reconsideration of this decision.

The following is a detailed chronological review of the four and one half
years of effort by IPMA to learn the truth about the FDA 190 Drug PotencyStudy.

CIHRONOLOGICAL 
HISTORY

June 8, 1966.-Cominissioner Goddard reports on the "Drug Potency Study"
in an address before Allied Products Guild, Ellenville, N.Y. Claims widespread
deficiencies in drug products.

Jm, July and Augu8t 196.-Considerable publicity appears in the trade press
on Commissioner Goddard's claims. No notification of deficient products sent
to manufacturers involved.
.I ugitt 22, 196.-PMA .-ends first letter to Commissioner Goddard requesting

further information on the study In order to determine what corrective action,
If any, was needed.

August 25, 196.-PMA sends second letter further outlining the request for
information.
September 1, 1966.-Deputy Commissioner Ihmikin responds, "We . . . will be

in touch with you later."
October 15, 1966.-Deputy Commissioner Rankln repeats charges in an address

to the American College of Apothecaries, Boston, Mass. This Is followed by an
FIDA news release on Rankin's speech the same day. Still no response to PMA's
request for more details.

October 21, 196.-Senator Hart in a Senate Floor speech inserts Deputy
Commissioner Ranklin's presentation in the Congressional Record.
October 27, 1966.-Third PMA letter Is sent to FDA reminding Commissioner

Goddard that PMA and its firms have not yet received the information requested.
October 29, 1966.-Deputy Undersecretary of IIW, Dean Coston speaking

before the Drug and Allied Products Guild, states "However, a recent study by
the FDA indicated, at least as far as potency Is concerned, that there is little
difference in the number of violations found in brand name drugs and generic
drugs. The generics, in fact, were a little bit better (but not statistically signi-
ficant)." There ,:till has been no response to PMA's request for information and
no PMA firms have been notified of violations.

Nocembcr 1, 1966.-PMA meets with Commissioner Goddard and is promised
that the information requested would be forthcoming.
December 1, 196G.-Fourth PMA letter Is sent to FDA requesting (iota on

the potency study including:
1. The nature of the sampling technique and design of the study
2. The sources of the samples selected
3. The lot or control numbers of the products found to be subpotent
4. The method of analysis used
5. The linilts of potency used for non-official drugs

January 31, 1967.-FDA press release which reasserted the potency statistics Is
published. The release also Included some of the information requested in PMA
letter dated December 1, 1966.
February 1, 1907.-FDA replied to PMA letter of December 1, 1066. FDA re-

fuses to supply lot or control numbers of products claimed to be deficient. PMA
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firnis thus unable to confirm or deny FDA allegations. In news releases and
otWr Iuiblicity, FDA claimed that 49 11.A firms had violations. Only six firms
to dale had been noifled of such violations.

IPcbrwiryi . 1967.-l'MA news release states: "Because of FDA's failure to
provide meaningful information about Its 'pilot survey' on drug potency released
on Januaryy 31, It is impossible to determine Its validity or to judge whether it
can Ie used by quality-minded manufacturers to help Improve their products",
I'MA again asked PDA for meaningful data on tihe potency study.
Frbrmlr 9. 1967.---Comissioner Goddard again uses drug potency statistics

in a speech to file Philadelphia Chapter of the Defense Supply Association.
Fcb-imp-1 191;7.--Commiss;loner Goddard again uses statistics from the "potency

suidy" In an interview printed in the D.O., I publlcation of the American Osteo-
pathlic Association.

February 16, 1967.-Commissloner Goddard agrees to provide lot numbers.
They are to be produced not to PMA, but to firms Involved, upon request. The
fact still remains, however, that eight months after the potency study, the FDA
has not notified most of the companies that they had deficient products which
presumably wold subject to sezure, recall or some other action.

February 23, 1967.-Thirteen more PMA firms suddenly notified of deficiencies.
February 1967.-Commissioner Goddard's February 1 news release quoted by

various trade and lay press
February 24, 1967.-PMA sends fifth letter to FDA requesting further data

on the study so that Its member firms can recheck stock reserved for such
purposes.

February 28, 196.-National radio network programs (CBS-Charles Kuralt)
quotes the FDA drug potency statistics In depth.

March 8, 1967.-Senator Montoya makes address to the Senate, quoting Science
Newsletter for March 4, 1967, inserts the drug potency statistics again in the
Congressional Record.

March 15, 1967.-Comnuissloner Goddard confirms In writing that FDA will
provide lot numbers of deficient products to manufacturers on request. He re-
fuses, however, to provide information on the specific source of each sample
tested.

April 21, 1k7.-Senator Russell B. Long In a letter to the Editor, Medical
World News, quotes the drug potency study statistics and further states,

nine of the 14 advertisers (in the February 17 Issue) produced unaccepta-
ble products".

April 26, 1967.--Senator Nelson, In an address to the Senate, quotes the drug
potency study statistics and further states "But the point is that such problems
(potency and purity) are not limited to low-priced drugs sold under generic
names...0) .

May 4, 1967.-Deputy Commissioner Rankin again uses the drug potency
study statistics in an article In FDA Papers.

May 7, 1967.- lashington Post article quotes drug potency statistics.
May 11, 1967.-The reason for FI)A reluctance to release data on the drug

potency study becomes apparent. Eight out of every ten potency tests conducted
by the FDA in which a product of a PMA firm was claimed to be In violation
were wrong. Of the 119 products of PMA firms which FDA claimed were in vio-
lation only IS were found to be so. Further, only eight of these products resulted
itn some sort of action by FDA and only 3 resulted in recall or seizure.

PMA issues a news release demanding the FDA repudiate the survey outright.
FDA apologizes to only four companies. PMA commenting on these apologies
stated, "Public charges followed months later by private apologies scarcely seem
appropriate on sufficient".

May 12, 1967.-FDA in news release refuses to repudiate findings In the drug
potency study. Indeed. FDA"... reaffirmed its general findings".

May 16, 1961-PMA news release states, ".... the situation with respect tothe FDA study remains Intolerable". The news release d,.,manded a prompt Con-
gressional Inquiry.
Juno 1, 1967.-P3MA corre.ponds with FDA to compaIn abnut the continued

use of the drug potency study statisthes (in PDA Papers).
June 6, 198.--Commissioner Goddard dismissed the complaint.
Juno 12, 1967.--PMA appeals to John W. Gardner, Secretary of 1I1"W, for as-

sistanco in obtaining a responsible reply from FDA to clarify the record and
to correct the erroneous conclusions which have occurred because of the study.

PMA offers as an alternative to cooperate In a reanalysis of the alleged viola-
tive samples.
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June 27, 1967.-Conimissloner Goddard, replying for HEW Secretary, claims
the samples have been destroyed and reaffirms the general findings of the study.

August 28, 1967.-P1, appeals to Undersecretary of HEW, Wilbur Cohen,
for assistance in resolving the drug potency problem.

September 7, 1967.-h11,W transmits drug potency problem to Task Force on
Prescription Drugs.

December 5, 1967.-FDA official uses the drug potency study statistics in a
presentation at the M31,year Clinical Meeting of the American Soclety of Hospital
Pharmacists.

March 196.-1)3A letter to the Editor setting forth the true facts on the drug
potency study printed In the American Journal of Hospital Pharmacy.

March 1968.a.lhreh l$M;9.-Itepeated reference to study in professional, trade
ani lay press. No further response from HEW or Task Force.

May 2, 1969.-Because of the resurgence of references to the drug potency
study, PA3Lk inakes a request to Commissioner Ley for release of certain informa-
tion including all assay work sheets relating to the study.

July 2, 1969.-Commissloner Ley refuses to release the information claiming
that it Is not subject to disclosure under the Freedom of Information Act. Fur-
ther, Commissioner Ley states that lie regards the issue as relatively unimpor-
tant, stating, "I am most unwilling to take the time from . . important press-
ing problems to go Into this past history".

July 28, 1969.-IPMA submits a formal request to 11W under the Freedom
of Information Act for release of the assay work sheets and other data.

November 7, 1969.-IE' provides some information, but refuses to release
the work sheets.

December 6, 1969.-1PMA appeals the above refusal to supply the work sheets
(now pending).

April 28, 1970.-Senator Nelson uses the drug potency statistics in bearings
on a drug code bill.

1966 FDA DRUG POTENCY STUDY COMPARATIVE ANALYSIS

FDA I PMA
results results

I.
1. Number of PMA firms in study_- ............................................... 4 84
2. Number of PMA firms with violations -------------------------------------- 49 13
3. Number of violative products ------------------------------------------------- 119 18
4. Percent of PMA firms In study with violative products ............................. 58.3 15.4
5. Percent of violative products (brand and generic) ................................. 6. 0 1 1.0
6. Percent of brand violations .................................................... 8.2 1.0
7. Percent of generic %iWations -------------------------------------------------- 87.7 1.0

FMA Non-PMA

II.
1. Number o firms in stufy --------------------------.------------------ -- 84 162
2. Number or products in study.... . ............ ----------------------------- 1,933 2,640
3. Number of firms with alleged violations --------------------------------------- 49 18
4. Number of alleged violative samples ......------------------------------------- 1 19 257
5. Number of alleged brand violations -------------------------------------------- 94 82
6. Number of a'ieged generic violations ............................................ 2S 175

III.

I Number of PMA firms which reanalyzed samples ----------------------------- 42..........
2. Number of products reanalyzed ................................................ 102 .............
3. lumberof firms with violations ----------------------------------------- 13 ..........
4. Number of products lound OK on reanalys --------------------------------- 84..........
S. Number of brand products OK on reanalysis ------------------------------------ 71 ............
6. Number of generic oducts OK on reanalysis .................................... 13 ..............
7. Number of actual violations ................................................ .... 18 ..........

IV.

1. Number of PMA firms which did not reanalyze ---------------------------------- 7 ..............
2. Nu'nber of products not reanalyzed ............................................ 17 ..............

I Does not Include firms or products listed In IV.
I II should be noted that a failure rate of I percent was described as acceptable ly FDA Commissioner Goddard, in a

talk before the Philadelphia chapter of the Defense Supply Agency, Feb. 9, 1967.
I PMA and non-PMA firms awregate percentages.
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II. PRESCRIPTION DRUGS RECALLS

P.1A MEMBER FIRMS COMPARED 1r0 NON-PMA FIRMS

The Food and )rug Administration has published recall data since June of
1966. From that (late to the end of August, 1070, according to the FDA figures,
there have been a total of 2,027 drug recalls. Of this number, PMA firms ae-
counted4 for 435 (21%) while ton-nmembers had 1.602, or 79%.

As Is well know, PMA companies produce about 95% of the prescription drugs
sold In the U.S. This means that the non-PMA producers, accounting for only 5%
of the drug supply, were responsible for 79% of the recalls. The ratio of live non-
PMA firm recalls for each one made by a PMA firm has remained consistent over
the 50-month period.

Examined from another perspective, it can be sald that since PMA firms
produce 19 times the amount of drugs that non-member firms do, it would fol-
low that if the PMA firms' recall rate was similar to that of the nion-member8,
based on production volume, then the PMA firms would have had over 18,000
recalls.

One other way of interpreting the data would be to relate It to dollar value of
finished drug products. In that sense, PMA firms had one recall for every $30 mil-
lion worth of products manufactured, while non-members had a recall for each
$500,000 in drug products they made.

It should tie recognized that many PMA firms have a relatively large product
line, and offer many dosage forms, strengths and package sizes of a given product;
one such firm offers about 1,500 different products, strengths, and packages. This
level of capacity carries with It substantially greater opportunities for error
than Is the case for the firms whose product lines are confined to only one or
two forms of perhaps no more than 20 of the most popular, and establi.ed,
medications.

There are Important limitations that should be recognized before any gen-
eralizations are made about the above information; they relate primarily to
thv fact that FDA makes no attempt to weight the recalls in terms of relative

Timeir shortcomings notwithstanding, the recall figures clearly demonstrate
that the recall record of PMA firms is distinctly better than that of the rest of
the pharmaceutical industry.

Thie OJIAIIMAN. Senator Allen is in the room here. Ile wanted to
intro(dice a witness who will testify next. The Senator will he needed
elsewhere.

Senator, I think I would suggest that you introduce your witness at
this point and then we will call her.

STATEMENT OF HON. JAMES B. ALLEN, U.S. SENATOR FROM THE
STATE OF ALABAMA

Senator Aimi'x. Thank you, Mr. Chairman and Inembers of the
colminittee.

I appreciate this accohmmnodation and I do apologize to the other wit-
nesses for asking to be taken out. of turn.

I would like to )resent at. this time and ask if she would kindly
stand, Miss Edna M. Reeves. She is the director of the State Agency
for Social Security in Alabama, and has been for some 10 years. She is
secretary of the National Conference of State Social Security Ad-
ln1inistrators.

For some five terms she has been chairman of the legislative commit-
tee of this national conference, and she enjoys the distinction of being
one of only two ladies among the 50 administrators over the country,
and we are very proud of her in Alabama.

I know that" the testimony she will give will be interesting and in-
formative.
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I mighi say that Miss Reeves, in reaching the office of distinction
that she holds, did not have to wait ol the equal rights amendment
to attain this position. She has done it by her ability and her initiative
and her dedication. I do comnend to the' committee5 her testimony.

Thank you, Mr. Chairman.
The CAiIM MAx. Thank you, Senator Allen.
The witness then will be Miss Edna M. Reeves.

STATEMENT OF EDNA M. REEVES, CHAIRMAN, LEGISLATIVE
COMMITTEE, NATIONAL CONFERENCE OF STATE SOCIAL SECU-
RITY ADMINISTRATORS; ACCOMPANIED BY S. M. VAN DENTON,
PRESIDENT; AND B. E. "BUS" FRIDAY, CONSULTANT, ARKANSAS
STATE EMPLOYEES RETIREMENT SYSTEM

Miss REEVEs. Thank you, Mr. Chairman.
After Senator Allen's introductory remarks, I feel as though I

should be introduced to myself.
I have with me Mr. Sidney Van Denton, president of our national

conference; and Mr. B. E. "Bus" Friday, representing the State of
Arkansas.

The CIIAuRmStAx. All right, Miss Reeves, you may proceed.
Miss RmEEs. My name is Edna M. Reeves. I am chairman of the

Legislative Committee of the National Conference of State Social
Security Administrators, as well as administrator of the State Agency
for Social Securit-y for the State of Alabama.

Our national organization represents over eight million public em-
ployees. I welcome and appreciate the opportunity to appear before
this committee today in behalf of the National Conference of State
Social Security Aduninistrators.
Il )resenting the Conference objections to the enactment of see-

tion 202(d) of H.R. 17550, as you know this amends section 103 of
the 1965 Social Security Amiendmients dealing with health insurance
for retired State and public employees age 65 and over in its present
forin.

First, let. ine make tie position of tile States and the national col-
ference position clear. We do not o)pose anyone having medicare pro-
tection l)roviding they payitieir sbare of the cost.. Theso people have
had the same privilege that all other employees have had since 1955,
but they themselves have seen fit to reject tle coverage until such time
as they reach retirement ago. That is the point that we object to.

We States that have gone through the process of selling social
security and medicare progranis are now being placed in a ratffir em-
barrassing position because we lave continued all these years the tiing
needed in social security in order to obtain medicare.

The States will be required to assume unknown liabilities because
someone-and I feel sure it will be the States-will have to enter into
a contract or an agreement for the administering of this program. I
feel sure that the employees and, perhaps the sponsors of the legisla-
tion feel that it will be less expensive oil their State than in its present
forln.

Another l)roblem that we are running into or will continue to run
into is from the young people. They are protesting in many cases in
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groups in Alabama as to the cost. of social security. They say, "We
ha ve got to pay all of these years and here is Mr. Smith over here, le
is almost at retirement age" and he won't have to pay anything, or
practically nothing, but yet we will be paying some 50 yeati-, or
longer."

Well, of course, we try to tell them about the benefits, try to sell
them on the benefits of s(;cial security because of the survivor'benefits.
They say, "We can buy Governmelt bonds and make money in tie
long run.

I asked one of then, I said, "Do Government bonds provide sur-
vivor insurance or if you become totally disabled, to take care of your
children until they reach age 18 or 23, if they are still in school?",

We feel that this special legislation for a special group is setting a
precedent. Then, if some of these other pressure groups come along-
and they will be back, mind you-then they will want the same
consideration.

Now, do these people know, these retirees know, that they are lig I-
ble for medical insurance under part B in its present form of tie
Social Security Act? I am wondering if they do.

So that is oir whole objection in opposing this type legislation. We
feel that these employees have had the sane opportunity all of these
years, and they thmenielves have controlled it, and they did not want
it, and now they need it, and they are trying to get something for
nothing.

Let. me state one further thing, make one other statement. The
legislative committees and the. conference as a whole will not, oppose
legislation for retirees providing the following words are deleted
from the proposed amendment, 'State or any other lblic or". In
other words, if the section had been written to let the retirees con-
tract with some l)rivate organization to handle their me(licare, that is
just fine, we do not object.

All that we States are objecting to is what we will have, in the
unknown liabilities that we will have, to assume.

(The prepared statement of Miss Reeves follows. Hearing continues
on p. 1134.)

STATEMENT OF TI1F NATIONAL CONFERENE OF STATE SOCIAL SECURITY ADMIN-
ISTHATORS 0.

The membership of the National Conference of State Social Security Adminis-
trators, as the -name Implies, is composed of State officials. These officials have
administrative responsibilities under master Federal-State coverage agreements
entered Into pursuant to Section 218 of the Social Security Act. Through this
agreement, Social Security coverage is currently enjoyed by over eight million
employees of State and local governments.

The plain statement that coverage under Section 218 of the Social Security
Act has Increased to the substantial amount of over eight million State and
local governmental employees does not do justice to the full story of the ad-
ininistrative and, as many members of the Committee know, legislative develop-
ments In the nineteen years that Section 218 Ies been in existence. In sonic
states, the extension of Social Security coverage has been extremely contro-
versial, and continues to be controversial with respect to many classes of eni-
ployees. In fact, In several areas, it has been necessary for Congress to specify
Individually those states in which certain enabling coverage provisions shall
apply.

In addition to those situations where the States have come to Congress for
as.istanee in making coverage possible, It has been necessary for State Adminis-
trators to come to the Congress from time to time to seek assistance in solving
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problems caused by the complexity of Section 218 and the existence of conditions
that were not contemplated when basic legislation was enacted. For example,
Congress has several times extended deadlines governing periods of retroactive
coverage. Special provisions were added to the Social Security Act to alleviate
problems caused by the special nature of sick leave payments In public employ-
ment. A statute of limitations on assessments and refunds and a procedure for
court review of decisions by Federal officials has been provided. A long list could
be compiled-the 89th Congress gave us assistance in meeting problems related to
hospital employees in California, teachers in Maine, school districts in Alaska,
engineering aids in Oklahoma and student services In Iowa and North Dakota
and just in the last Congress, the 90th, you gave us assistance in meeting prob-
lenis arising from emergency services, election officials, fee basis officials an option
to provide retroactive coverage as a part of a coverage group for former em-
ployees whose earnings were erroneously reported to Internal Revenue Service, if
no refund had been made, as well as other measures applicable to individual
states.

It is in the same spirit that we appear before you today to present the problems
that can arise In the administration of Section 218 with the enactment of Section
202(d) of IR 17550. As you know, this amends Section 103 of the 1965 Social
Security amendments by adding a new Section (e). This section provides that
a State or any other public agency may be permitted to pay monthly benefits for
retired age-65-and-over employees who are eligible for and Iave been enrolled
for hospital insurance protection provided by the new Section 103(a) (2).

This type of legislation has been unanimously opposed by the Legislative Com-
mittee and the Conference as a whole for the past four years. I should like to
make clear the position of both the Legislative Committee fand the Conference;
both of whom do not oppose Social Security and Medicare for anyone, our posi-
tion being let all make contributions to the program.

We States who entered the program in 1951, and others entering subsequently
have consistently extended Social Security to all non-retirement personnel and
all retirement personnel since the 1954 amendments. However, many employees
have continuously rejected the advantages extended by Social Security.

First: To permit a group to come in only when it is in need of certain benefits
completely disrupts the normal processes of our Federal-State program. I would
also go as far as to say that if this piece of legislation is passed, it will place
most, if not all, State Administrators in a most embarrassing position since we
have used as part of our promotional material the fact that the only way Medi-
care could be obtained was through Social Security coverage. I would say that
a great percentage of the coverage for teacher retirement personnel we have
extended In this past five years for Social Security was based solely on the fact
that the older teacher would have to have Social Security coverage in order to
protect himself for Medicare. You can readily see that this legislation would com-
pletely place State Administrators In a position of misrepresenting facts.

Second: To extend coverage of this type to groups of retirees who have not
seen fit to participate in the general Social Security program when such coverage
was made available to them, completely defeats the action of the State Adminis-
trators in attempting to make available to public employees all tile benefits of
tho Social Security Act, and would greatly weaken the States' programs.

Third: This would require States to assume unknown liabilities. We feel the
States should not be burdened with such liabilities, since It is felt that this plan
would be materially more expensive than the program that each State now has
ill effect.

Another problem of major concern would be placed on the States. As you know,
the General Assemblies and/or Legislatures of the various States meet at differ-
ent tines--somne once each two years while others meet annually, and, of course,
before this amendment could be put into effect, State legislation would have
to be enacted In order for the State's Federal-State contracts with the Depart-
ment of Health, IEducation and Welfare to be amended.

Fourth: All States are increasingly aware of the strong opposition from
younger people to the paying of Social Security contributions (taxes). Their
belief, of course, Is that for the same amount of money, they may perhaps have
more to show for it in the way of private investments. The fact that they could
qualify for Medicare without being a member of the Sociail Security system
would, of course. greatly strengthen their desire to get out from under coverage-
a desire which may extend to many ,of the older people as well.

At this point, I would like to state that I have had several meetings with var-
ious groups, particularly city governing bodies, where the younger people are

47-30--70-pt. 3- 15
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trying every angle to be deleted from the program. ! have tried to settle the unrest
and dissatisfaction among the younger employees, many of whom have raised the
particular question why the engineering personnel could not be removed from
the group's contract-this bearing out what I have just stated. The presently
covered employees would, In many cases, especially the young, begin proceedings
to have their coverage cancelled since tie majority feel now that they are re-
quire(d to finance programs for many employees who have made no contributions
at all to the financing of the program.

Fifth : To enact special legislation at this time for a special group sets a prece-
dent and, if any other group or class of employees should decide Investment of
their money over the years between now and retirement age would give them
greater retirement benefis than Social Security, then they should be given the
same privilege-obtain legislation to withdraw since they would be in position
to obtain Medicare without contributing toward the program.

Sixth: Special legislation for a special group is just the beginning of wrecking
or destroying our present Social Security program, because other pressure groups
will arise and their wishes should be handled in time same light as the pending
problem. It Is felt that in all fairness to public employees who fought and tried
for eighteen years to gain this added protection, and many have been contributing
since January 1, 1951. this special legislation should not be enacted.

Most retirement personnel who are members of public agencies have had the
same privilege of earning this Medicare protection, together with Social Security
Insurance, since the amendment of 1954 and have rejected the coverage, but now
that they have retired, they can readily see their unwise decision, and feel that
they should be handled differently; in other words, they wish the better of two
worlds without sharing their portion of the cost. Frankly, I feel that this is one
of tie most unfair pieces of legislation that has been introduced in the Congress.

I would like to make one further statement: I have made a survey and have
found that the groups l)ressuring for tihe passage are from states that have not
seen lit to impose this coverage on these Individuals. In other words, the em-
)loyees themselves have controlled the issue. In these states, only token coverage
exists-this being controlled by the employee,-.Aks I have stated previously, what this proiposed legislation bolls down to is
treating these employees as a special privilegel group. Why should special legis-
lation be enacted to arrange for Medicare for those selfish Individuals who haverefused the coverage and have not made any contribution at all to the program-

it program that others have been paying for over a period of many years and
whose contributions have been raised many times and will continue to be raised
miany times prior to retirement? In other words. special legislation for a special
group to obtain Medicare is most inequitable.

"It is the first step toward complete wreckage of the entire program. If this
special type legislation is enacted, mind you, in no time at all some other dis-
gruntled group will be back demanding enactment of legislation to suit their
particular wish.

"Please let me reiterate the Legislative Committee and the Conference as a
whole do not wish to oppose Social Security and Medicare for any individual.
Our position is to let all pay their share of the contributions and share Medicare
on the basis of earned protection."

Tihe Legislative Committee and the Conference will not oppose legislation for
retirees provided the following words are deleted: "State or any other public
or". In other words, if the section Is rewritten as follows, then the retirees may
arrange with some private agency or organization to handle their Medicare
program:

"Section 202(d) of tile bill further amends Section 103 of the 1965 amendments
by adding a new subsection (e) to provide that a private agency or organization
wilt be permitted to pay monthly premiums on behalf of retired age-O5-and-over
employees who are eligible for and have enrolled for the hospital Insurance pro-
tection provided by the new Section 103(a) (2). Such group premium payment
will be under a contract or other arrangement entered into between the agency
or organization and the Secretary, and will be permitted only where the Secretary
determines that such a method of premium payments Is administratively
feasible."

The Legislative Committee and the Conference unanimously oppose any legis-
lation which will materially cost time States more in contributions for any special
group not heretofore covered-both from the standpoint of the additional cost
to the States to say nothing of the unfair position in which those employees
would be placed who have been covered and who have been paying their share
of premiums all through tie years.
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Finally, the Legislative Committee and the Conferenc( as a whole will not

oppose legislation for retirees provided tile Section is rewritten as stated prevl-
ously, thereby completely relieving the States of any liability and permitting theretirees to contract with a private carrier for their Medicare coverage.

If they do not wish that approach, then it appears that under the amend-
ments of the last Congress all individuals who are sixty-live (65) years of age
and are citizens of the United States (unless they are or have been listed on the
small list of subversives) can voluntarily enroll it Medical Insurance,
commonly known as "Part B".

Too, if Medicaid requirements are met, and I believe most States have aMedicaid program, their State will )urchase this "Part B" Medicare for then).
It is entirely possible that the two above )rovlsions are not known to tie

retirees. as well as the sponsors of the propose(] medical insurance provisions
now before the Congress.

Perhaps a detailed review of Section 218 and its administration by your
Committee would be worth while. There have been nineteen years of develop-
ment, and new programs such as those under tile Economic Opportunity Act,
the Mutual Education and Cultural Exchange Act of 1961, changes in retire-
ment jlans, and many more provisions affecting coverage (but not contemplated
at the time Section 218 first came into existence) suggests that perhaps a new
fresh 1hok should be taken at the objectives of Section 218.

In closing, we would again like to express our appreciation to this Committee
and the Congress for the careful and sympathetic consideration you have given
to the State Administrators in this difficult, complex, and challenging area of
Federal-State equal partnership. I would like, at this time, to introduce therepresentatives from the other States who are with me endorsing our objec-
tions and views. They are: Mr. S. M. VanDeventer, Oklahoma; Mr. Robert A.
Healy, Delaware; Mrs. Ihazel P. Gloer, Alabama; Mr. B. E. Friday, Arkansas;
Mrs. Helene W. Rakatzky, Connecticut; Mr. James D. Ilolohan, Missouri; and
Mrs. Betty Lujan, New Mexico.

We appreciate the opportunity to make this presentation.

EXt-LANATION OF I{Asoxs FOP. OBJFcr1oN TO ENACTMENT OF PENDING LEGISLATION
H.R. 17550

First: All States who have gone through the process of selling Social Security
and Medicare protection to employees are now being placed in an embarrassing
position due to the fact that one of the most important selling points was thefact that In order to obtain Medicare it would be necessary to take advantage
of Social Security protection.

Second: This type legislation for retirees who have rejected Social Security
it its general form completely defeats the action of State Administrators and
will greatly weaken the State's program.

Third: The States will be required to assume unknown liabilities. You may
say this will be optional; however, once the law is enacted another pressure
campaign will be started to make it mandatory for the State to pay the biggest
portion of the premiums. This, of course, would be far more expensive than theemployer poi tion of tile contributions presently required.

Another problem that is sure to arise many States will be burdened with the
inability to enter the program until some subsequent date due to required legis-
lat lon not belng on the Statutes at the present time.

Fourth: Should this type special legislation be enacted for retirees, the
younger employees will become more dissatisfied than they are at present and
will make demands for opping out of the program and retaining their money
until such time as they too reach sixty-five (65) years of age since they will
be eligible for Medicare at retirement without contributing anything toward
the program.

Fifth: Special legislation such as this will set a precedent and other dis.gruntled employees should be given tile same protection of getting their wishes
on the Statute.

Sixth: Special legislation for special groups after a very short while com-
pletely wreck the Social Security program. It is felt that In all fairness to we
who have been contributing toward the program for eighteen years and will
continue for many years to come, and In order to protect our interests, this
special legislation, as well as any other, for a privileged few should never be
enacted.
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Seventh : Another tiunfair point Is the States who have not seen fit to offer this
added protection to their employees nre now urging for the enactment of this
legisltion. It, I am sure, is their opinion that it will be much cheaper on their
State to secure- this type Medicare than to pay lle employer share of the con-
tributions for all employees over many years.

Eighth: )o these employees know that they are eligible for Medical Insurance
at the present time under Part "B" of the Medical Insurance Program? Then too
there are many of them who are eligible for Medicald and then the State will
pay the premiums for that portion of the program. Perhaps tie retirees and the
sponsors of this special legislation are not aware of these provisions.

The ChIA IRMAN. Tliiik you very much for a very logical statement.
Any questions?
(No response.)
The CIFAIRIAN. Thank you very much for your presentation today.
iMiss REEVES. I would ike to introduce some other inembers wlo

are with me today.
IMrs. Gloer froin Alabama; Miss Betty Lujain from New Mexico

Miss helene Rokatsky, I believe. 1We have some others who were
planning to be here whose names are listed in my statement, but they
were not as smart as we were, they did not leave when we did, so they
found out they had to stay at home and keep the home fires burning
today.

Thank you, sir.
The ChA.R.MNtx. Thank you.
The next witness will be Mr. John V. Keaney, chairman of the

Federal-State Relations Subcommittee, International Association of
Industrial Accident Boards and Commissions.

STATEMENT OF JOHN V. KEANEY, CHAIRMAN, FEDERAL.STATE
RELATIONS COMMITTEE, INTERNATIONAL ASSOCIATION OF
INDUSTRIAL ACCIDENT BOARDS AND COMMISSIONS; ACCOMPA-
NIED BY HARRY W. DAHL, INDUSTRIAL COMMISSIONER OF
IOWA

Mr. KF.AN,\Brgy. Thank you, Mr. Chainman.
By way of further introduction, I am also presently the chairman

of the Maine Industrial Accident Commission, a past pre.i(lent. of
the international, and currently its chairman of Federal-State
relations.

With me today also is Comnissioner Iharry Dahl, the indu.m4rial
commissioner of Iowa, and presently the secretary-treasurer of thme
international.

The statement originally presented was brief, but in tile intlreet
of time we will attempt to brief it a little further.

Our international is made up of the State Administrators of Work-
men's Compensation, Canadian Provential Administrators, ind
several foreign jurisdictions.

We also have others interested in the field of workmen's compensa-tion that hold nmembership as associate memnbers. But the views ex-
pressed here this morning are the views of the State administrators

With respect to H. RI. 17550, we are in objection to the proposal
to change section 224(a) (5) of the Social Security Act to permit a
beneficiary to receive social security disability Ixiefits along with
State Workmen's Compensation benefits as long as the combined
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benefits do not exceed 100 percent of his average creditable weekly
earnings before he became disabled.

Under present law, a worker receiving both workmen's compensa-
tion and social security benefits is limited to a total not to exceed SO
percent of his average earnings before becoming disabled.

This Senate Committee on Finance, as you are aware, provided for
this offset in 1965 to prevent payments of'excessive combined benefits.

Now, this proposal to change the 80 percent, offset to 100 permcet off-
set has a rather serious import insofar as State administrators are
concerned.

Rehabilitation of an injured workman is one of the prime considera-
tions of a State administrator, and the experts in rehabilitation are all
in agreement that in order for a disabled man to be rehabilitated he
must be motivated, he must have the desire to be rehabilitated. This
is created by a desire of the man to become self-supporting and( to
take care of'his family.

Now, this incentive is destroyed when a worker is paid more of) the
job than he received while working.

Right at present, many beneficiaries who receive worImens com-
pensation and social security benefits totaling 80 percent of their
former gross wages are already receiving their former take-home pay,
or probably even better off because these payments are subject neither
to taxes nor to deductions.

Now, since its inception; workmen's compensation has always beenl
based on the principle and philosophy that the cost of workmen's
compensation will be merged into the cost of the end item being
produced. In other words, the eml)loyer pays it and eventually the
consumer in the price.

With the social security payments, we have changed that now so
that where lie received combined benefits, some of his benefits are
paid for by the employee under his payroll tax, his social security tax
and this, we feel, is repugnant to the whole idea and philosoply of
workmen's coil, ns nation.

it addition, duplication of benefits has resulted in change's in tile
States. lrior to trie. enactment of the social security disability law,
l)ayments for permanent, total disability were tie same as for temnpo-
rar'y total disalbilitv. Since the enactment of the. disability benefits in
so0,l security, nine States have reduced the weekly amounts paid
through permanent totally (isalled persons, and I think the State of
New York is the best examl)le of it this past year where they raised
their weekly maximum for temporary total to $95 a w-eek. Lfut those
who are per-manently and totally disa)led, including your blind, your
paraplegics, are restricted to $8b a week.

If any of these permanently and totally disabled workmen are not
subject to social security disability payments, they are losing $15 a
w\eek .

In its report, the Ways a lid Means Committee in the Iouse estimated
that, thie liberalized wokmen's compensation offset would cost approxi-
mately $7 million -for the first. year, and that it would involve about
60,000 people. But these 60,000 people are just a small segment of
the industrially disabled workers throughout the country who are not
subject to the (lul)icate payimenis. This is the reaction of the States
beca.ve Iow do you get a legislature. a State legislature, and your
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lobbying groups aid your employer groups to increase weekly benefits
for an injlrvd workmen when they feel that the social security,; is pick-
ing u1) the difference, is picking it i).

'ley will say, "We will freze our conipensaton benefits at current
levels."

So the International Asscwiation of Industrial Accident Boards and
Conimissions is unequivocally opposed to the change in the offset pro-
vision to 100 percent of wages as )rOl)osed )y -. R. 17550.

We concur niost heartily with the sentiments expressed by Commis-
sloner Robert Ball of tle Social Security Administration when he
stated to this committee last July, and I quote, "It is important benefits
not, exceed present earning cal)acity."

You will recall that lie also asked this committee not to go along
wit It the House provision.

The International Association likewise joins and asks this committee
not to go along with the revision of section 224(a) (5) of the Social
Securit y Act.

We appreciate this opportunity to appear before you this morning.
(The l)pepared statement, of Mr. Keaney follows:)

STATEMENT OF JOHN V. KEANEY, REPRESENTING TIlE INTERNATIONAL ASSr)CIATION
OF INDUSTRIAL ACCIJIENT BOARDSS AND COMMISSIONS

Mr. Chairman, my nanie is John V. Keaney. I am Chairman of the Industrial
Accident Comminssion of the State of Maine, a Past President of the I.A.I.A.B.C.
and currently Chairman of its Federal-State Relations Committee.

The International Association of Industrial Accident Boards and Coimission
is an organization of professional workmen's compensation administrators of the
various states, Canadian provinces and several foreign jurisdictions. Its Consti-
tutlon spells out Its objective which is to develop and recommend standards for
improving and strengthening workmen's compensation laws and their adinils-
tration, and to approve and promote the acceptance of such standards. For the
past 56 years, the Association's recommendations, forged In the crucible of hard
administrative experience, have benefited state governments In legislation con-
rerned with workmen's compensation. The Association also has representatives
of the legal a1n(1 medical professions,. management, labor and the insurance Indus-
try as Associate members, but the views expressed In this statement hre the
views of our state administrators, Active Members only.

11.11. 77550 presently before the Committee proposes to change Section 224
(a) (5) of the Social Security Act to permit a beneficiary to receive Social Secu-
rity disability benefits along with state workmen's compensation benefits so long
as the combined benefits do not exceed 100% of his average creditable weekly
earnings before he became disabled.

In 1956, Congress enlarged the sCope of the Social Security Act to provide for
payment of benefits to covered employees who were permanently and totally
disabled. Disability was then defined as Inability to engage in any substantial
gainful activity because of any mental or physical impairment which was ex-
SItcled to result In death, or to be of long continued or indoflnite duration. It
was then recognized by Congress that these benefit payments might duplicate
other social insurance programs such as state workmen's compensation so an
off-et was provided. Then, a deduction was made from Social Security payments
for any amounts paid under workmen's compensation program. Where workman's
compensation benefits exceeded those paid by Social Security, no federal payments
were made. In 195, this offset provision was removed.

Under present law, a worker receiving both workmen's compensation and So-
cial Security disability benefits Is limited to a total not to exceed 80% of his aver-
age earnings before becoming disabled. This Senate Committee on Finance. as
you are aware, provided for this offset in 1965 to prevent payment of excessive
combined benefits.

Under the House amendment, a beneficiary receiving combined benefits would
be allowed up to 100% of his average weekly earnings as received prior to his
disability. What is the serious import of this proposed change?
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Rehabilitation experts agree unanimously that successful rehabilitation id-
pends on the desire of the injured person to be rehabilitated. Ills attitude will
determine success of the program. The incentive to be rehabilitated is created
by a desire to become self-supporting again, able to meet the financial desires
and needs of his family. How do we rehabilitate a worker who receives more
money off the Job than lie earned While working? Many beneficiaries who receive
workmen's compensation and Social Security payments totalling 80% of their
former "gross" wages are already receiving their former "take-home" pay or
better, especially stice these benefits are neither taxable nor subject to
deductions.

Since its inception, the state system of workmen's compensation has been
based on the principle that the cost of workmen's compensation will be merged
Into the cost of the end Item being produced, the employer pays all. Where Social
Security picks up some of the cost of the benefit structure, cost Is shifted half to
the employer and half to the employee through payroll taxes. Thus, the em-
ployer's legitimate obligation is partly financed by his employee. In addition, the
employer's contribution is at a fixed rate without regard to the hazard of the
employment and without recognition of safety effort. This also violates one of
the base doctrines of workmen's compensation,

Duplication of payments for disability has served to adversely effect state
workmnen's compensation benefits. Prior to the enactment of Social Security (is-
ability benefits, under the state systems payments for pcrmancnt total disability
were the same as for temporary total disability. Subsequently, nine states have
reduced benefits for permanent total disability. In the state of New York this
year, the weekly maximum benefit for temporary total disability was increased
to $95.00 but those permanently and totally disabled receive only $80.00 per
week. If any of time latter beneficiaries are not entitled to Social Security bene-
fits, they lose $15.00 a week though permanently disabled. This is one area where
the states might be led to freeze benefits at current levels if combined benefits
equal 100% of wages. In its report, the House Ways and Means Committee esti-
mates that the "liberalized. workmnen's compensation offset" will cost only $7
million more during 1971 covering approximately 60,000 beneficiaries. The latter
are only a fraction of time workmen's compensation beneficlarles throughout tills
Nation who are not eligible for Social Security benefits but as in New York and
eight other jurisdictions are subject to a freeze at current state compensation
levels.

The International Association of Industrial Accident Boards and Commissions
is unequivocally opposed to the change lin the "offset provision" as proposed by

.R. 17550. We concur most heartily with the sentiment expressed by Commils-
sioner Robert Ball of the Social Security Administration when lie stated to this
Committee last July that "It is important benefits not exceed present earnings'
capacity". You recall lie also asked tills Committee not "to go along with the
House provision".

SUM MARY

Tile International Association of Industrial Accilent Boards and Commis-
sions concludes with its reasons for opposing the change in Section 224(a) (5)
of the Social Security Act as follows:

1. The return to work and rehabilitation incentives are lost where a worker
receives more for not working than for working. Changing the offset from
80% to 100% tax free introduces a profit motive into workmen's compensa-
tion which is repugnant to all its social purposes.

2. Ih.R. 17550 will extend the undesirable trend to change the Social
Security law Into a workmen's compensation lav. A competing federal sys-
tem of workmen's compensation must result in weakening or total destruc-
tion of state administered workmen's compensation. The destruction will
leave a system lin which the worker pays half the cost while under state ad-
ministration lie pays no part of tile cost.

3. When benefits are pail from taxes on payroll and wages, safety in-
centives are destroyed.

4. There Is a place for welfare and support payments under Social Security
and a separate place for state administered workmen's compensation. Social
Security is adapted to payment of benefits for those who are not part of our
labor force while workmen's compensation Is adapted for those of time labor
force who are unfortunate victims of occulmtional injury or disease but
subject to rehabilitation and return to gainful employment.
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Senator ANDERSON (presiding). Thank you very much.
1)o you have any questions?
Senator Bxx\-N. . No questions.
Senator ANDERSOIS. Thank you for being here.
Mr. Joseph Martin.
Mr. Knebel.
Mr. Muchemore.

STATEMENT OF G. ROBERT MUCHEMORE, VICE PRESIDENT AND
GENERAL COUNSEL, MUTUAL OF OMAHA INSURANCE CO.; AC-
COMPANIED BY JOHN H. BAKER, DIRECTOR OF PLANNING AND
RESEARCH, GROUP ASSISTANCE DEVELOPMENT DEPARTMENT,
JOHN HANCOCK MUTUAL LIFE INSURANCE CO.; PATRICK RED-
MOND, ADMINISTRATIVE ASSISTANT, CLAIMS DIVISION, MU-
TUAL OF OMAHA INSURANCE CO.; AND KENNETH D. ALLEN,
ASSISTANT WASHINGTON COUNSEL, HEALTH INSURANCE
ASSOCIATION OF AMERICA

Mr. MUCnHEMRPE. Mr. Chairman, my name is G. Robert Muchemore.
vice president and general counsel of Mutual of Omaha Insurance Co.
I am accompanied by John I-. Baker, director of planning and re-
search, Group Systens Development Department, John Hancock Mu-
tual Life Insurance Co., on my right; and on my left Pat Redmond.
of Mutual of Omaha, and Mr. Kenneth Allen of the Health Insurance
Association of America.

Ve are appearing before you today on behalf of the American Life
Convention, the Health Insurance Association of America, and the
Life Insurance Association of America. These three trade associations
represent about 90 percent of the private accident and health insurance
business of the country.

Our appearance today is in response to testimony before you last
Monday b), the Treasury Department in which they'proposed that in-
stirance companies report on assigned payments, tfiat is, on payments
which the insured have assigned to doctors, and also to report on pay-
ments made to an insured in reimbursement of medical bills presented
to them.

We want to make it clear that the companies do not condone tax
evasion nor are they interested in shielding anyone attempting to
evade taxes.

We oppose these rel)orting requirements primarily because of the
costs and the operational difficulties that are invoked for the comn-
panies. Those costs would be incurred in producing what we consider
to be valueless information for the Treasury Department.

The companies have never had to report these payments. A Revenue
ruling was issued in November 1969 which woufd require, starting
January 1, 1970, that reporting be made on those payments whih are

assigned by1, the insured to the doctors, and patid directly by the com-
pany to th'e doctors. The Treasury Department is asking that this be
written into law.

The Treasury proposal Monday had some modifications or innova-
tions over previous discussions. Their new proposal would be that the
companies would aggregate and rel)ort on payments made to n doctor
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which exceeded $100 for the first 2 years; after this, $50 for tile next
2 years, and then go to a floor of $25. Tile present reporting floor of
$600 a year on all information reporting would be eliminated.

Last February, a joint Internal Revenue Service and Insurance
Industry Task F4orce was formed to examine the problems. They have
(lone so, and the task force report was submitted along with the
Treasury Department's testimony last Monday. We will from time to
time refer to material in that report.

We, first oppose it because we believe that the information that may
be obtained will be valueless. At the same time, it would require the
insurance industry to expend millions of dollars and impose very
grave operational'changes on the task of handling claims to policy-
holders.

We will present our cost estimates and discuss some of these, prob-
lems later. However, we want to first examine the question of the
usefulness of the information to the IRS.

The task force, which has reported,* did not concern itself with the
merit of these requirements. They were instructed to (teal only with
theproblenis themselves.

N-ow,the Treasury Department-did present what they considered
to l)e three useful purposes of this information. First, they indicated
that the information would be used to detect those providers who failed
to file an income tax return.

The Treasury Department has had many years of designing, and
setting up, methods of determining whether a taxpayer has failed to
file a return, and it, seemed to us that it would be unnecessary to add
this very bIurdensome method on top of all of those.

If a. provider has ever filed a tax return in his life, certainly the
records of the Internal Revenue Service would indicate that. lie failed
to file a return in a given year.

The Treasury Department, secondly, indicated the information re-
ports will improve the ability of the internal Revenue agents to effect
a thorough and speedy audit. Frankly, we are unable to comprehend
the usefulness of the information in this regard. The agent. will have
on hand documents indicating that certain insurance carriers have paid
certain specified amounts to a health care provider or to one of his
patients. There is not going to be any relationship between this in-
formation and the provider's records to indicate what- particular
patients were involved, and no way, therefore, for the agent to trace
the amount into the provider's records.

Even if the provider does record his receipts in the name of the
actual payee, this will only serve to enable the agent to trace the pay-
ments made directly to the provider by an insurance carrier.

The whole basis ;f this the unassigned reporting is to report billed
amounts, that is. based on the bill to the doctor, and we think this
would be particularly valueless since the provider would not know
which insurance company insured which patient.

Therefore, neither the provider nor the patient would be able to
detect the particular patient involved. Thus, it would seem, the infor-
mation reports would be useful only if the carrier sup)lied the pa-
tient's name, and to do this would just be an unbearable burden on the
insurance carrier to do so.

Finally, the Treasury Department indicated that an analysis of the
information returns "1-ill lead to the identification of special return

*The report appears as appendix B, p. 1347 of this volume.
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selection criteria which will facilitate the selection of high yield re-
turns for audit."

That. is a very vague statement, and we have considerable trouble ill
understanding 'how any useful broad guidelines can be established
from the information that is going to be furnished.

In Sul)port of its conclusion that information reporting on health
insurance payments will be extremely valuable, tle Treasury,])epart-
ment pointed to the large improvement in reporting of interest income
when the floor on that was reduced to $10. We do not believe this is
a valid comparison.

The information reporting system applicable to interest results in
most, if not all, of an individually's interest income being reflected on
information returns. Therefore, under rel)orting can be detected
merely by matching the two accounts.

However, only a portion of a doctor's income is going to come from
payments from'an insurance company, and we do not believe there
is any possibility of matching this up as you do in the case of interest
returns.

We come now to the companies. The outlay would be substantial and
it would occur at a time when major segments of the industry are faced
with accelerating health care costs and continued high claim loss
ratios. Normally, a company could just add a little bit on to the price
it, is charging for its 1)rodllcts and cover such costs. But this is not
true of the insurance industry. Not only is it difficult, it is impractical
and sometimes iml)ossible to'obtain premium rate increases, and even
if obtained, t hey may take 2 and .3 years in the process.

We estimate that the nationwide costs to the industry in establishing
the system on which such a reporting would be based; just the system
alone, would be $18.4 million.

Senator Axwnsex. WVhmo gave you that estimate?
Mr. Mvcm-rony.. We estimate(l these from the figures that we com-

piled from a survey of member companies.
We estimated that the annual operating costs, and, I might say,

these estimates were based on the prior understanding of the report-
ing system before Monday's testimony to the insurance carriers would
be approximately $32 million.

Now, the proI)osed Treasury Department's system differs in four
major respects from what we had considered before. Three of these
changes would increase the annual costs, and they are as follows:
1. Copies of the information reports would be given to the providers

of medical care.
2. We would have to report on proprietary hospitals.
.3. All amounts over a certain floor, for 'instance, the $'.25 after 4

years, must. be, reported without a $600 floor.
The fourth change which would indicate that we would only have

to take into consideration payments over $25, would reduce the annual
costs of reporting.

Now, we have had a very brief time to try to revise our estimates
since Monday.

Frankly, wve do not have what we consider accurate figures. But the
best, we can ascertain is that if the proposal were put into effect, when
it would become fully effective, the anmal net operating costs would
be raised about 10 percent.
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The cost of creating the system would remain the same, however.
Thus, we estimate that our annual costs under this l)roposal would be
In excess of $35.5 million.

These cost estimates do not include the expense required for the
handling of additional correspondence from the providers which
would be caused by request for information so that they could recon-
cile their accounts with ours, and additional correspondence with
the Treasury. These would result in untold costs, in our opinion.

Finally, and apart from the costs, we believe this would severely
disrupt the normal service to the policyholders in the payment of
claims. It would increase the period of time in which we would make
l)aymuent of claims and unduly complicate the entire l)rocess.

Now, the companies have ,a great man), practical problems, which
arise from reporting of this nature. Ordinarily , we pay directly to an
insured. Companies will generally honor a iiitten assignment from
the insured to someone else. An insurer may be licensed in only one
State, and it may issue a group contract that covers people in the 48
or 50 States. 'Ilhus, any company may potentially have to report on
payments to p)rovider-s anywhere in the United States.

Again, we wish to refer to the comparison made by the Treasury
Department on interest and dividend payments. We believe they have
little in common. There is nio direct business relationship in tile case
of the insurance company and doctor as there is in tile case of the bank
or the company and the recipient of such interest or dividends. For
them the securing of proper taxpayer identification numbers is rela-
tively simple. For us it would be terribly coml)licated.

They only need to look at one account to put all of their informa-
tion together. They (to not have to aggregate multiple accounts. The
information they obtain would be obtained from informnatiohi which
is valuable for them in their normal operation, and that is not true
with us. None of these things is true with the insurance industry,.

The task force report does not indicate the magnitude of the prac-
tical application of this rel)orting system on the companies. Our ob-
jections really (o not go to any single point, although we note all of
those, but to the total administrative burden to be assumed by the coin-
panics would be tremendous. It would be a system of information re-
p)orting that is vastly more complicated than anything currently used.

One of our difhictlties is determining where'the reporting reSl)on-
sibility lies because of the various claims processing and payment
systems. There is no really satisfactory solution, as is noted In the
task force report.

A1ny system of this nature is going to be dependent u)on an accurate
taxpayer identification number, and the problems associated with
obtaining a correct number in the case of the insurance industry are
tremendous because of the variety of business arrangements under
which providers conduct their professional practices.

The taxpayer identification number will have to be sought and
secured by insurance companies with respect to each payment transac-
tion in order to identify, match and store these figtires. Providers
will be deluged with constant requests from insurance companies for
identification numbers, and we can anticipate reverse correspondence.

We have a very difficult time trying to aggregate items. It will
require a tremendous system and enormous expenditures of time and
energy. Almost every carrier of any size has very decentralized sys-
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tens, sometimes highly compartmentalized, and to try to tie all these
together is something which would just completely disrupt our normal
operations.

The maintenance of Sul)l)ortin g records is going to be very difficult.
The task force report would indicate that we are able to respond to
most inquiries by simply stating the check number, the (late of pay-
ment, and the amount paid. If thlat were true, you could take that off
a payment record. But that is not the case. Such a response is not going
to be satisfactory less the name of the 1)atient involved in each
transaction is furnished. and insurance companies maintain this only
in their claim files. It would require, therefore, a manual search and1
itemization in each event which would increase the costs of the
mechanics involved.

'lie patient's name is the key to the account records of every pro-
vider, as I am sure you are aware.

In addition to maintaining records on payments to, and statements
from, providers for audit trails to the claim files would be a volumni-
lnous task.

The problems associated with assigned payments, those where the
insured has assigned the payment to the doctor or the hospital, and
the company pays to them, "are difficult.. But those involved with in-
direct or unassigned payments are infinitely more difficult.

In addition, an expansion of statut tory authority to include informna-
tion reporting on unassigned payments would represent a significant
change in tax policy. You no longer would confine the.e reports to
actual payments to ,an individual for services rendered but. to someone
else who, we hope, is going to pay the one who rendered that service.

We firmly believe that the information reporting on unassigned
)ayments would )rovide misleading information to the Treasury De-

l)arttment. l'ho )roblems involved to the companies include the exist-
ec. of multiple company coverages, the strong possibility of mis-
match for the year for which thme information is reported ani the year
it is actually Iaid to the providers; the identity of the actual pro-
vider l)erfor~ming the service, and other facts which cause this type
of reporting to be three to five times as difficult as assigned l)aynient
re)1t iIIg.

These are but a few of the examl)es of the difficulties carriers will
experience under this sort of a system.

We cannot really determinekall of those difficulties now. We can
meet ,omle of these problems, to a certain extent. However, the impact,
on all of these problems, trying to solve them and work with them,
is going to be an extremely costly administrative quagmire for the

~colllI)al mes.

tFo these reasons, we respectively urge the committee to reject the
proposals of the Treasury Dep)artment, and that the provisionss of the
Internal Revenue Code be amended to clearly exc.tmde payments under
private accident and health insurance contracts from any information
reporting requirements, whether imposed by this proposed bill or
under an administrative basis by the Internal Revenue Service.

()um' request takes no position! with reference to )ayments made
under Government programs.

(Thtk you.(Tihe pI-pared statement of 'Mr. M'N1,1llore follows. Hearing coil-
t inues ol 1). 1149.)
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STATEMENT OP G. ROBERT IMUO1EMORE, VICE PRESIDENT AND GENERAL COUXSEL,
'MUTUAL OF OMAITA INSURANCE CO.

Mr. Chairman and members of the committee, my name Is 0. Robert Muche-
more, and I am Vice President and General Counsel of the Mutual of Omaha
Insurance Company. I am accompanied by John II. Baker, Director of Planning
and Research, Group Systems Development Department, John Hancock Mutual
Life Insurance Company; Patrick Redmond, Administrative Assistant, Claims
Division, Mutual of Omaha Insurance Company, and Kenneth D. Allen, Assistant
Washington Counsel, Ihealth Insurance Association of America.

We appear before you today on behalf of the American Life Convention, the
Health Insurance Association of Ancrica, and the Life Insurance Association
of America. These three insurance trade associations include as their members
health insurance companies, life insurance companies, and casualty insurance
companies which write approximately 90 percent of the total amount of private
accident and health insurance written by insurance companies I In the United
States.

Our appearance is in response to the testimony presented to this Committee
on September 21 by the Treasury Department in which they proposed an amend-
ment to the Internal Revenue Code of 1954 to require insurance carriers to file
Information reports on payments to, and bills received from, health care pro.
viders and facilities performing services covered under government health care
programs and private accident and health insurance contracts.

We strongly oppose such reporting requirements insofar as they apply to
private health insurance contracts. While we do not on any basis condone
i come tax evasion, we earnestly do not believe this new information reporting
procedure will furnish the Internal Revenue Service with any significant amount
of Information which will be helpful in detecting such evasion. Moreover, any
slight benefit it may produce is clearly outweighed by the heavy additional
costs and administrative burdens that will necessarily be imposed on insurance
carriers to record and report the required information.

We would like to emphasize at this point that the objections of the insurance
husiness to this Treasury proposal are based solely upor- the grounds that we
do not believe the costs and complications imposed by this proposal will produce
a commensurate benefit to the government. The Insurance business s is not at-
tempting In any way to "shield" health care providers who may be either avoid-
ing or evading the payments of their proper taxes.

SCOPE OF PRESENT LAW AND PROPOSED AMENDMENT

Until the issuance of Revenue Ruling 69-595 In November, 1969. insurance
companies were not required to report payments made under accident and health
insurance policies. Section 6011 (Information at Source) of the Internal Revenue
Code of 1954 requires all persons making payments in the course of a trade or
business of fixed or determinable gains, profits and Income, to report the amount
of such payments to the Internal Revenue Service. Revenue Ruling 69-595 in-
terprets Section 6041 as requiring insurance carriers to file annual inforia-
tion reports with respect to payments made directly to Individual providers and
other suppliers of medical care services.

The ruling requires that a separate Form 1099 must be furnished to the In-
ternal Revenue Service by each carrier for each provider to whom It makes
payments aggregating $00 or more during any calendar year. With the excep-
tion of payments made under the Medicare and Medicaid programs, the pro-
visions of tihe ruling do not apply with respect to payments nade by insurance
companies prior to January 1, 1971.

The primary purpose of the Treasury proposal is to expand the information
reporting requirements to also encompass Information derived from documents
used by the insurance carriers in making payments to the insured on the basis
of amounts paid or payable to a health care provider for medical services ren-
dered by that provider.

Specifically, a claim generally consists of the receipt by an Insurance carrier
of a statement from the insured which is accompanied by a report of an attend-
ing provider and the bills or itemized statements of each provider rendering
services. Even though the insurance carrier may make khe payment to the in-
sured in this instance, the Treasury would require that the insurance carrier

I Excluding Blue Cross and Blue Shield Plans or other service type organizations.
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file Information reports reflecting tle amounts contained on the bills or state-
ments of the indivhiual providers.

As an additional part of this legislative proposal, the Treasury Department
would Include a specific provision In the law codifying the substance of Revenue
Ruling 69-595, requiring Insurance carriers to file information reports on pay-
ments made directly to health care providers.
The Treasury proposal Includes some innovations which are Intended to ease

the administrative burden and cost of this Information reporting procedure.
Basically, an insurance carrier would be required to record, aggregate, and re-
port only amounts above a specified level ($100 for the first two years; $50 for
the next two years, and $25 thereafter). The usual rule under Section 6041 ap-
policable In other reporting situations Is that an Information return must be filed
on the total amounts paid to a particular person If they exceed $600. The $GOO
reporting floor would not be applicable under the Treasury's proposal.

JOINT TASK FORCE STUDY

Last February, a joint Internal Revenue Service/Insurance Industry Task
Force was formed to examine the systems and procedures of carriers with the
objective of Identifying problems requiring action by the Internal Revenue Serv-
ice or the industry to facilitate the reporting of direct payments under Revenue
Ruling 69-595. In addition, time task force was requested to examine the prob-
leis which would be encountered if the reporting requirements were expanded
to Include reporting on unassigned payments.

We understand that this joint effort was a precedent in Internal Revenue
Service-private Industry relations. We feel the undertaking was beneficial as
it did serve to formulate the Issues and to produce a better understanding of
the problems. The task force did make a number of recommendations to facilitate
reporting under the ruling. These recommendations, however, are not to be
construed as guaranteed solutions to the problems. They may ease certain situ-
ations, but not eliminate them entirely.

In our discussions of the Treasury proposal, we will refer to material con-
tained in the report of the task force which was submitted to the Internal Reve-
nue Service on July 28 and incorporated in their testimony.

LACK Or VALUE TO INTERNAL REVENUE SERVICE

The basis for our opposition to the proposed information reporting system Is
simple and straightforward. The requirements would impose on the insurance
industry the annual expenditure of millions of dollars and would Impose addi-
tional complications upon the task of handling claims of policyholders-all to
produce information which we do not believe will be of significant value to the
Internal Revenue Service. We will present our cost estimates and a discussion
of the operating problems later in our statement. First, however, we would like
to examine In some detail the question of the usefulness of the Information to
be reported.

The task force did not weigh the merits of the requirements since the Internal
Revenue Service took the position that it was beyond the scope of their study
to explore the benefits, If any, of such a reporting system to the Service. Although
we have attempted on many occasions to discuss this question with officials of the
Internal Revenue Service and the Treasury Department, we have been un-
successful In obtaining any response as to the real value of the information In
the form It will be reported by Insurance carriers.

The Treasury Department did present some indications as to the use of this
Information In their testimony before this Committee. We think a careful analysis
of the three uses they mention will prove each of them to be of little merit.

First, the Treasury Department Indicated that the Information will be used
to detect those providers who fall to file an income tax return.

The Internal Revenue Service has had for a number of years various methods
of deteemnining whether taxpayers (including health care providers) are falling
to file returns. It certainly does not seem necessary to institute a complicated
and costly procedure of Information reports by Insurance carriers to determine
whether a provider has filed an Income tax return for the year. It would appear
that the Internal Revenue Service should currently have the ability to make
this type of determination from Its own records just as accurately anl more
economically. For Instance, they may obtain current directories of health care
providers from state medical societies, or similar sources, and run annual checks
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to see If the returns are being filed. InI fact, if a provider has ever tiled a return,
the Internal Revenue Service should have the capability from its own records to
check to see if lie continues to tile returns.

Second, the Treasury Department indicated that the inforziiation reports
will Improve the ability of an Internal Revenue Agent to effect a thorough and
speedy audit.

We are unable to coml)rehend the uefulness of the information (in the form
it is to be reported) In this regard. Tie agent will have on ilandl documents
indilcating that certain Insurance carriers have paid a specified amount either
to the health care provider or to one of his patients for services rendered. There
will be nothing to indicate the particular patients involved In these payments
and, therefore, no way for the agent to trace the amounts into tie providerls
patient records.

Even if tile provider records his receipts in the name of tie actual payee, this
would only serve to enable tle agent to trace those payments which are Imade
directly to the provider by an insurance carrier.

The reporting of "billed amounts" would be particularly valueless since ie
provider, In most instances, would not know whlici Insurance carrier Insured
which patient. Therefore, neither tie provider nor the agent would be able to
detect the particular latlents involved.

Thus it would seem apparent that the Information reports would only be
useful if the insurance carriers supplied tie nane of tle patient in each
instance of payment. This would place aii almost Intolerable burden on the
insurance carrier to retrieve, record, and report that information with respect
to each transaction.

Finally, the Treasury Department indicated that an analysis of tie Informa-
tion returns "will lead to the identification of special return selection criteria
which will facilitate tie selection of high yield returns for audit." This is
indeed a vague statement. Moreover, we have considerable trouble in under-
standing how any useful broad guidelines can be obtained from the information
to be filed.

Insurance payments represent only a portion of the income of providers of
health care and there is a great variation among Individual providers as to tle
percentage of their gross receipts which arise from Insurance coverage. Depend-
lng upon a provider's particular field of medicine, and his geographic location,
munch of his practice may not Involve fees that are reimbursed by accident and
health insurance.

For instance pediatricians receive a considerable portion of their income for
services relating to tie prevention of disease. These are areas which currently
are either not covered or where the charges often (1o not total an amount which
Is reimbursable under Insurance policies. On the other hand, surgeons may have
a substantial portion of their fees covered by insurance policies. Because of
these variations resulting from individual provider practices, it does not appear
that any meaningful overall guideline as to the relationship of insurance pay-
ments to total income can be produced by tle Internal Revenue Service against
which information reports on insurance payments call be applied.

In support of its conclusion that information reporting on health insurance
payments will be extremely valuable, the Treasury Department pointed to the
large improvement In reporting of Interest Income which resulted when tle
reporting floor was reduced to $10 in 1062. We (to not believe that this is a
valid coril)arison. The Information reporting system applicable to Interest results
In most, If not all, of an individual's Interest income being reflected oil Inforina-
tion returns. Therefore, under-reporting call be detected merely by matching
tie information returns against tie amount shown oni the individual's income
tax return. As we have already established, only a fraction of a doctor's receipts
will appear on the information documents which have been proposed by the
Treasury Department with the result that an overall matching will not be
possible.

Thus, we seriously question the usefulness of reporting health insurance pay-
ments. We strongly believe that it Is incumbent on the Treasury Department
to explain its thinking on this matter as a prerequisite to obtaining the legisla-
tion it has requested. In this regard, It is not enough that they establish merely
a marginal benefit. As we will not discuss, the Treasury proposal will involve
heavy costs for our member companies. Sound tax policy would require that the
benefits to be obtained be commensurate with these costs. We cannot Imagine
that they will be.
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COST TO COMPANIES

The cost to insurance carriers to establish and maintain an accurate system
for information reporting would be substantial. This additional outlay wouhl
also oecur at a time when major segments of the health insurance business are
faved with accelerating health care costs and continued high claim loss ratios.
In normal business enterprise activities, such Increased costs can generally be
passed on to the consumer through an immediate adjustment in retail prices.
The health insurance business, however, has certain inherent practical and
regulatory problemss which may either preclude or delay such premium
adjustments.

We estimate that the nationwide cost to insurance carriers to develop a report-
Ing system for both assigned and unassigned payments of the type assumed in
the Task Force Report would be approximately $18.4 million. The estimated
annual operating and maintenance costs to Insurance carriers of suck a reporting
system woull be over $32 million.

Tme proposed Treasury Department reporiing system differs from the assumed
task force reporting system in four major respects. Three of these changes would
increase the annual cost of time reporting system, and they are as follows:

(1) Copies of the information reports would be given to provlders of medical

(2) Information reporting would be required for payments to proprietary
hospitals, and

(3) All amount over a certain amount (e.g. $25) must be reported without a
$600 floor.

The fourth change--the requirement that only amounts over a specifle dollar
limitation (e.g. $25) must be reported-would reduce the annual cost of
reporting.

In the limited time available since the Treasury Department appeared before
this Committee on Monday, we have not been able to accurately determine the
Individual costs of these four Items. However, the cost data we have been able
to obtain Indicates that when the Treasury Department proposal Is fully effective
the additional net operating costs would be at least 10 percent over those esti-
mn'ted In the Task Force Report. Thus, we believe when the proposed Treasury
Department system Is fully effective our annual operating costs will be in excess
of $35.5 million dollars.

These cost estimates do not, however, Include the expense required for the
handling of additional correspondence from the providers which would be caused
by requests for information to reconcile accounts. Time volume of retrieval ex-
penses and the necessary costs for the handling of records which may be re-
quested by the Internal Revenue Service In the event of an audit or review of
a provider's tax return are also not included. These Items could result in untold
additional costs.

Finally, and even aside from tihe cost implications, these new reporting re-
quiremnents would severely disrupt the normal operating procedures of Insurance
carriers. The inevitable result will be a delay in the processing of claims with
the consequent Inconvenience to the policyholders.

PROBLEMS RELATING TO REPORTING

Accident and health insurance contracts issued by commercial Insurance con-
panies generally provide for benefit payments to be issued to the insured. In-
surance companies generally permit an insured to request that the payment be
made directly to the provider on the basis of a written assignment.

Insurance companies may issue contracts covering Insureds living anywhere in
the nation. Even though a carrier may be limited to issuing policies lIn only one
State, it may pay for health services rendered anywhere in the nation to one of
its insureds. Thus, any insurance company can potentially make a payment, and
therefore possibly be required to file an information return, on any provider
in the United States.

The requirements for the reporting of interest and dividend payments are
often cited as analogous to the system which would be imposed on Insurance
companies under the Treasury proposal. To the contrary, these reporting methods
have little in common.

With respect to interest and dividend reporting, there Is a direct business
relationship between the reporting entity and the person on whom the in.
formation return is being filed. Because of this direct contact, the securing of
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the lro er taxpayer Identification number is relatively simple. Moreover. the
normal business procedures of banking institutions and stock companies require
that all flies concerning interest and dividend transactions be maintained in tin
name of the payee and, therefore, they need only look to a single account for
all of the necessary Information to complete the amount to be reported. In tills
regard, the regulations do not require that multiple accounts be aggregated
for information reporting. Finally, unlike Insurance company reporting, tile
amount reflected on an Interest and dividend report is drawn from Information
which is otherwise of value to the operations of the bank or company.

This Is definitely not the case with insurance companies. The absence of direct
contact With the provider-payee requires a more complicated solicitation of the
proper taxpayer Identification number. The records of Insurance companies are
not maintained in the name of the providers Involved; Instead, even the pay-
ment documents are maintained by type of contract, by policyholder or bene-
ficiary, or by the date of issuance. Moreover, these payments may emanate from
several sources, such as different divisions within a company (i.e., group con-
tracts, Individual contracts, etc.), and from the policyholders themselves In
eases where they administer their own contracts. Thus, the problems of aggre-
gation and consolidation for reporting by Insurance companies are immense.

Even though the data to be reported on dirct payments may be extracted from
the payment documents, and with respect to indirect payments from the state-
ments submitted with a claim, It will require a number of additional steps and
procedures to secure and store this informfrlon which are not now conducted
by Insurance companies and which have no value to their processing or account-
ing systems. A reporting system of this nature is dependent upon the accuracy
and precision of every link to the eventually flied information return. This
Includes the accumulation and maintenance of the proper taxpayer Identification
number; the capturing of Individual transactions; the aggregation of amounts;
the filing of a consolidated return on an individual provider; and the recon-
struction of the data In the event of inquiry.

The recommendations and discussions by the task force do clarify certain
problem areas and will facilitate reporting. The Task Force Report does not,
however, Indicate the magnitude of the practical application of such a reporting
system on the operations of companies. Our objections are directed not to any
single difficulty, but to the total Intricate administrative burden which companies
will have to assume. It Is a system vastly more complicated than any other
Information reporting presently required by law.
Determination of Reporting Re8ponslbffity'

Many insurance companies have a variety of claims processing and payment
systems and various types of insuring arrangements. Even the task force con-
cluded that there Is no wholly satisfactory solution to the problem of pinpointing
the proper entity for reporting responsibility In each situation.
Taxpayer Identilying Nu mbers 3

Any Information reporting system is dependent upon the accumulation and
accurate reflection of the appropriate taxpayer Identification number. The prob-
lems associated with defining the correct number to be furnished are tremendous
in view of the variety of business arrangements under which providers conduct-
tng their professional practices. Insurance companies cannot be exlcted to
have personnel with the necessary experise to distinguish between the various
Identification numbers and the business arrangements to assure proper identi-
fication for reporting purposes.

Unlike Interest and dividend reporting, the taxpayer identifying number will
have to be sought and secured by Insurance companies with respect to each
payment transaction In order to Identify, match, and store the proper amounts.
Providers will be deluged with constant requests from insurance companies for
the identification number.
Aggrcgatlon '

The Reporting Requirements dictate that insurance companies must file
Form 1099; however, there are tremendous practical difficulties, and enormous
expenditures of time and energy will be required to achieve and perfect an
aggregation system. Decentralized carrier processing systems are numerous and

2 See pages 16-20 of the Task Force Report.
See pages 27-30 and 44-40 of the Task Force Report.

'See pages 32-30 of the Task Force Report.
47-50--70--pt. 8-16
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eml)icatedI. In most instances they are separate and distinct operations which
coordinate and exchange (Iota with otier divisions within an insurance comp-any
in only specillc instances (operations, such as Medicare may have no relationship
with tlhe o tler divisions of a carrier).

14 aggregate payments made by all such functions w!ll require extensive
clianges in the current procedures and accounting systems of insurance com-
paii.s. This expenditure to be shouldered by insurance companies is actually
an e'ffort to reduce the costs to the Internal Revenue Service by decreasing the
volule of their paperwork.

ifainlcnance of Supporting ltcords
'T'he Task Force Report states that Insurance companies should be able to

respond to most Inquiries concerning the information returns (from providers
and the Service) by simply supplying the check numbers, dates of payment and
the amounts pain. All of this Information can be extracted from the payment
document.

We maintain, however, that such a response is not satisfactory unless the name
(if the patient involved In each transaction is also furnished. That Information
is contained only in the clah files and would require a manual search and
itemization which drastically increases the cost and mechanics Involved in the
retrieval system. In most instances, it is impossible to add the patient name to
tit payment documents of Insurance companies because of other required ac-
counting Information. It is also an additional burden to record the name of the
patient with resp-ct to the bills submitted by providers.

Tile patient's name is the key to the account records of providers. The check
munbers only indicate the identity of the bank involved and there maybe several
Insurance companies (and numerous patients) using the same bank for payment
purposes. The provider may also receive a number of payment& on the same
date which are also in an identical amount. In order for providers to verify
their records, and for the Service to be accurate in Its audits, the name of the
patient would have to be supplied in nearly every instance.

In addition, to maintain records on payments to, and statements from, indi-
vidual providers, with audit trails to the claim files involved, would be a vo-
luminous task. The storage capacity of insurance companies is also limited and
open-ended retention requirement is a grant burden on insurance companies.
It is our understanding that the Internal Revenue Service has no regulations
governing the time period for proper retention and disposal of such records.

ADDITIONAL PROBLEMS RELATING TO UNASSIGNED CLAIMS

The problems associated with information reporting of unassigned, or Indirect,
payments are infinite. The difficulties to be experienced with respect to assigned
payments reporting are multiplied and compounded in the area of extracting
(Ita from unassigned claims as indicated in Section VIII of the Task Force
Report.

In addition, an expansion of statutory authority to include information re-
porting on unassigned payments represents a significant change in tax policy.
The information reporting requirements would no longer be confined to actual
payments made to the person on whom the Information is being filed, but would
be expanded to Include the material calculations utilized by a business In deter-
mining a payment--even though the specific payment may be made to an entirely
different person.

We firmly believe that Information reporting on unassigned payments would
actually provide the Service with misleading Information which would generate
confusion and perhaps needless audits of providers. Companies would ultimately
be placed in the middle of all confrontations between the Service and providers
based on information which carriers had been required to supply-Information
which they by no means certify as actually reflecting the Income of a firovider.

The problems involved Include the existence of multiple company coverages ;
the strong possibility of a mismatch between the year for which the information
Is reported sad the year it Is actually paid (and taxable) to the providers;' the
identity of the actual provider performing the service," and other facts which

5 See pages U, -37 of the Task Force Report.
6 See pages rA -50 of the Task Force Report.

See pages MC, Ibid.
s See pages 40-48, Ibid.
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cause this type of reporting to be from three to five times as difficult as assigned
payment reporting. Our opposition to a requirement for Information reporting on
unassigned payments is absolute.

* * * * * * *

These are but a few of the examl)les of the difficulties carriers will experience
under such a reporting system. Although each problem may be met to a certain
extent, it Is the total Impact of the procedures which must be implemented that
make this a costly task and an administrative quagillre.

For these reasons, we respectfully urge the Committee to reject the proposals
of the Treasury Department and that the provisions of the Internal Revenue Code
of 195.1 be amended to clearly exclude payments under private accident and
health Insurance contracts from any Information reporting requirements, whether
imposed by this bill or on an administrative basis by the Internal Revenue Serv-
Ice. Our request takes no position with respect to payments made under govern-
ment programs.

Senator ANDERSON. Is this statement by the American Life Conven-
tion also ?

Mr. M mcIEMoH:. Yes.
Senator ANDEIIsoN. They fully support this testimony?
Mr. MUCIJEM3oRE. Yes.
Senator BE--f .N-r. I have just one question, Mr. Chairman.
Does the industry have any alternative methods or proposals to sug-

gest to us which might accomplish a part, at least, of the goal that we
seek to accomplish?

Mr. MucmronE. W e hav e not. I do not believe we have been asked
to study that at all. I do not know whether it would even be possible
to come tip with any alternative system.

Senator BENx.Nrr. 'thank you.
Senator CURTIS. Mr. Chairman, I am sorry I came in late, but I am

familiar with what you are testifying about, and I have your complete
statement.

Do you feel that what this amounts to is that the Govermuent would
be calling on )ou to account for something in regard to a payment that
you never make; is that right?

MAl[r. MuciIEMorE. That is correct, on the unassigned l)aymnent, which
is the majority of the payments.

Senator CURTIS. I think it is one thing to require of our business
community a report transactions that they have, but to require a busi-
ness to report information concerning which company making the
report has had no dealings whatever with the person involved, is
quite a departure, is it not?

Mr. MucIImmoRE. That is true.
Senator CURTIS. The other day the Treasury said this was not done

in any other situation in our tax law, no other segment of our economy
is being asked to report something they did not handle.

Now, in reference to unassigned claim, the insurance company has
no contract or dealings whatever with the doctors or the hospitals or
the clinics or the laboratories involved; is that right?

MJr. Mucimorom. That is correct.
Senator CURTIS. Tell me this, in using modern business machines,

banks, data processing, and computers is the supporting nmterial that
is before the examiner when he approves an unassigned put that into
the computers when the check is disbursed?

MAr. .\tucim1mtonp. We do not.
Senator CURTIS. You do not.
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Mr. MA.IUCIEMORE. None of the information taken in the manual
handling of the claim file is converted into computer information.
Naturally, the company keeps its overall statistical records on such
computers.

Senator CURTIS. But if a claim agent sits down to ascertain what
the company's liability is for a claim filed, that examiner will look at
the support ng material which will include it, doctors' statements, as
well as their bills

li'. MUcIIE:toJI. lThat is correct.
Senator CURTIs (continuing). To be paid. But once it is determined

that. you owe x dollarss on that claim, does it not then go to another
office for check disbursal?

Mr. MUCIIE.MORE. In most companies it would be paid by whoever
determined the amount to be paid, whether it was in the field or in the
home office.

Senator CURTIS. But the material that. you consider for ascertaining
th amount of your liability for the claim does not go into your
machines?

Mr. MucIIE:. to:. No; it does not.
Senator CURTIS. That is where a substantial part. of this cost would

be?
Mr. ILuciiE tonr. That is where the vast majority of the costs and

the administrative difficulty will be.
Senator CURTIS. If this is enacted, will it, raise the cost to the insured

l)el0
Mr. MucAEfblnE. Yes.
Senator CURTIS (coninuing). To the insured people for hospital

and medical care?
Mr. MuCHn.EMoRE. Well, over the long run we are going to have to

consider the.e costs in determining rates. As I indicated, over a shorter
term it is extremely difficult to raise any premium rates.

Senator CURTIS. Then you do not have any income except that which
you get from your polieyholders?

Mr. MUcOEMR. That is correct. Ultimately, we will have to-
Senator CURTIS. It, is going to add to the cost of insurance; is that

right?
Mr. A[UCHE3fORE. Yes.
Senator CURTs. That is all.
Senator JORDAN. No questions.
Senator AXNDERSON. Thank you very much.
Mr. Mucj-Nroit. Thank you.
Senator A,;DRSO. Mr. Angle.

STATEMENT OF01 JOHN NANGLE, WASHINGTON COUNSEL, NATIONAL
ASSOCIATION OF INDEPENDENT INSURERS

Mr. NANOIAE. Mr. Chairman and members of the committee, I am

John Nangle, Washington counsel for the National Association of
Independent Insurers.

As a member of the joint insurance/industry task force I also repre-
sente(l the American Mutual Insurance Alhiance and the American
Insurance Association. These three associations represent approxi-
mately 90 percent of the )roperty and casualty insurance written in
the U~nited States today.
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Our concern wvas initiated by Mr. Meade Ihitaker's testimony of
the 21st, which recommended legislation requiring insurance Coml)nY
payments made to beneficiaries or third parties-other than the pro-
vider--be reported to the IRS on form 1099. The report, would be on
tile provider.1e are unqualified ol)posed to such legislation as costly, complex,

and unnecessary.
WVe are not, under attack by IRS as a segment of potential fraud-

the medical )rofession is-- owever, we are asked to bear the bitter
consequences of seemingly aiding the regulators in their quest to detect
fraud.

While we do not o1 any basis condone income tax evasion, we earn-
vstly (1o not believe this new reporting procedure will furnish the IRS
with any significant amount of information which will be helpful in
precisely, detecting the evasion. Moreover, any slight benefit it may
produce is clearly outweighed by the heavy additional costs and admin-
istrative burden; that will necessarily be imposed on insurance carriers
to-file these annual information reports.

Mr. Whitaker s testimony would lead you to believe that a change
in the reporting floor of $6600 to a sliding scale of reportable items of
$100 for 2 years, $50 for the next 2 years, and $25 forever would greatly
lessen our workload and reduce, in his words, "the number of items
that the insurance industry will have to process."

This-would not necessarily be substantial because each bill, each item
will still have to be plulled'out, looked at., and a determination of its
eligibility be judged. For whatever small saving this may incur, the
cost, to our industry will be enormous. Based upon present estimates
with a $600 floor after tooling ip and after starting sts the second
and ensuing years involved in reporting by the entire industry for each
year are: $9.95 million to report assigned payments and $68.3 million
to report, unassig ed payments. This amazing differential is even more
dramatic with the companies we speak for today. That is, $250,000 to
report, assigned payments against $13.8 million to report tuiassigled
payments .

We were represented on the joint IRS/industry task force coin-
mittee which addressed itself to this problem. Three industry repre-
sentatives--representing all of the insurance industry-and two repre-
sentatives of the Internal Revenue Service cornl)rilsd this committee.
The report has been filed, Mr. Chairman, if it has not been officially
filed, I ask leave to file the report at this time.

Senator AXNDE1SON. It has been filed.
M fr. NANXG,,O. Thank you.
Mr. Chairman, when Senator Long asked Mr. Whitaker Monday

whether his "request letter-to testify-was based on this joint study,"
he answered, "They are based substati ally on the joint study."

All I can say is that after full and careful examination of the en-
tire problem, t.his report as written-and signed by all-by its factual
content and tenor of its writing, it would lead reasonalle minds to
come to only one conclusion. That is, to require reporting of unas-
signed paynmients for health, care providers would be costly, confusing,
and of very little value to the usage for which it was intended.

Tiformation reporting an unassigned payment would actually pro-
vide IRS with misleading information which would generate confu-
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sIon and needless audits of provilders. For example, a l)rovder sends
a bill for services to a beneficiary and tho beneficiary has two or three
collateral sources of reimbursenent. Th provider would be reported
mult iple times, but receive payment, once, if at, all.

Obtaining Treasury numelr)s, SSN's or PIN's for reporting pr-
poses by industry wiuld be almost impossible. Thic company is not
in privitv with the provider-in(leed the provider has on interest. in an
entity which seeks his TIN for the solo purpose of reporting him.

We do not believe that such information reporting will produce data
to tie service the value of which even equals the cost and energy to
be extended by the insurance l)usiness. In addition, current informa-
tion reporting provisions in the Internal Revenue Code, for example
the reporting of dividend and interest income, do not impose burdens
or complex procedures upon any other business as will be shouldered
I insurance carriers concerning payments to health care providers.

Thank you, Mr. Chairman. That is the extent of my statement.
Senator ANDERSON. Any questions?
!Thank you very much for your testimony.
Mr. Knebel.

STATEMENT OF JAMES D. KNEBEL, ASSISTANT EXECUTIVE VICE
PRESIDENT, NATIONAL ASSOCIATION OF BLUE SHIELD PLANS;
ACCOMPANIED BY JOHN ALEXANDER, VICE PRESIDENT; AND
DR. RALPH W. SCHAFFARZICK, CHIEF MEDICAL ADVISER, CALI-
FORNIA BLUE SHIELD

Mr. KxEBEL. "Mr. Chairman and members of the committee, I am
-James Knebel, assistant executive vice president of the National Asso-
ciation of Blue Shield Plans. With me is Mr. ,iohn Alexander, vice
president, of National Association of Blue Shield Plans; and Dr.
Ralph W. Scha ffarzick, a practicing internist, a member of the clinical
facilty of Stanford'University School of Medicine, and chief medical
adviser of California Blue Slield. Dr. Sehaffarzick will assist me in
attempting to answer any questions that you may have on lrofessional
standard review organizations, and Mr." Alexanider will assist me on
the Internal Revenue Service matters.

At. your request., we are submitting our respective statements for fie
record and, with your permission, T will summarize on I-.R. 17.550 our
position and comment on two proposed amendments to that bill,
namely, Senator Bennett's proposal to establish professional standard
review organizations, and the Treasury Department's proposal to re-
quire reporting of payments by third'parties to providers of health
care.

On section 239, payment to health maintenance organizations, we
have supported provisions in section 239 which would provide nedi-
care payments on a capitation basis to accrued health maintenance
organizations. We have expressed concern here that section 239 may
not. ademately meet the need for improved quality and availability of
comprehensive care in under-serviced areas.

On section 224, which prove ides limits on prevailing charge levels, in
our formal statement. we called attention to the probability of a signi-
ficant increase in tie number of unassigped claims resulting from the
establishment, of a charge level at the 75 percentile. We are concerned
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with the beneficiary's standing of his benefits, and have urged that he
be informed of this change.

In section 232, Mr. Chairman, this section would authorize tile Fed-
oral payment of 90 percent of the costs incurred by the States in the
design, (levelolment, and installation of mechanized claims processing
and information retrieval systems in the respective liedicaid
programs.

The Federal Government would also pay 75 percent. of the costs of
operating such systems.

At. present Federal-State matching formulas for medicaid cost shar-
ing authorize that 50 percent of the administrative costs will be borne
by the Federal Government whether the program is self-administered
or administered by fiscal intermediaries.

Section 232 would modify those provisions when States redesign,
develop, and install a new system. It would commit the Federal
Government to pay 75 percent of the allowable costs of the ongoing
new operation.

Mr. Chairman, to the extent that section 232 provides incentives to
improve the capability of title XIX administration, it is a constructive
move and we support it. However, we are concerned that the States
may interpret it to mean that they could receive increased financial
assistance only by terminating their carrier arrangements a1d develop-
ing their own processing capacity where none had existed before.

This would result in a needless expenditure of a great deal of
money.

In the belief that this is not the intent, of section 282, we endorse
the provision. We ask that. the coinmitte report. make clear that this
is, in fact., not, the intent of this section.

On amendment 851, professional standards review organizations,
we support the purpose that Senator Bennett's amendment seeks, and
we resl)ect his efforts to make certain that maximum use is made of
the health care dollar in Government-financed programs.

In introducing the amendment, Senator Bennett graciously asked
that interested parties study his. proposal and make co ents and
suggestions.

Mr. Chairman and Senator Bennett, our observations are as follows:
While we support the increased assumption by me(lical organiza-

tions of the responsibility for peer review, we believe this amendment
does not take into account the interdependence of claims review and
peer review in the utilization review process and the extent to which
claims review is a necessary function of the carrier.

Carriers and professional organizations have natural capabilities
to complement. each other, an( that are not, easily separated; in
general, and in our opinion, most local medical organizations have
neither the interest, the expertise. nor tile resources to engage pro-
ductively in claims review. Their interest, and( expertise are certainly
extremely important to peer review.

To get' the g greatest productively from each function, it is necessary
to define how claims review and I'eer review relat. to each other. This
is not a siml)le question. Our organization had asked the American
Medical Association to join with us in establishing a task force to
bring claims processing and medical expertise together to vork out a
national rototype for t1e most effective interface of those respective
skills and to provide ongoing assistance sUl)1)ort for both processes.
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iliis action by our board of directors is attached to our statement,
for your information as exhibit A.
lVe Nave testified before this committee in the past that utilization

review is not a fully developed science, and that more work needs to
)e done to make it as productive as it eventually will be. We are forced

to the conclusion that the establishment of' parallel systems with
fragmented responsibilities will be a step backward.

We think that it, would be unwise at this time to enact Specific de-
tailed legislation to fix responsibility for functions which are, to a
considerable extent, still emerging.

We believe the lpurposes of amendment 851 will be satisfactorily
achieved if section 1842 of the Medicare Act were amended to require
carriers to establish formal linkages with professional standard review
organizations, and once established to work cooperatively toward the
development of the most effective possible utilization review.

Professional standard review organizations could then be made
integral parts of the administrative processes of medicare.

If necessary Government funding were made available for the
development of these functions, the Government could then audit the
processes to establish the propriety of the expenditures. Such an
amendment would offer far more )romise of dynamic evolution in
utilization review without the need to retrace developmental Steps
for new agencies at considerable expense to the taxpayers.

Mr. Chairman and Senator Bennett, we do want to make it clear
that while we consider the basic goals of amendment 851 sound with
respect to approved peer review, we think that administration on the
amendments' terms would be impractical for reasons of the fragmenta-
tion, the administrative costs, the staffing requirements, the dubious
cost-benefit relationships, and other factors.

Mr. Chairman, we were advised last Friday by Mr. Vail, your chief
counsel, that the committee would like our comments on the Treasury
Department's proposal to require reporting of payments by thirl
parties to providers of health care services. Our testimony provides a
statement. regarding Blue Shield's concern over the impact these re-
quirements might have on our operations.

I must add, however, that we are hampered by the fact that the
proposed amendment has not been drafted and, tfierefore, we cannot
comment in detail. We would hope when such language is drafted we
would be given an opportunity to comment.

In their statement last Monday, the Treasury Department l)rol)osed
legislation that would require reporting to the Internal Revenue
Service of Health Insurers' payments on so-called unassigned claims.
An unassigned claim is a payment made directly to the patient ratherthan to the physician.

Because of the way Blue Shield operates, most of our payments are
male directly to physicians.

Section 60-11 of the Internal Revenue Code of 1954 requires an an-
nual report from us of these amounts oi the IRS Form 1099. Blue
Shield plans are and have been regularly reporting this information,
and these reports cover the bulk of the Blue Shield payments. The
balance of our benefit payments are made directly to subscribers. 1We
have the technical capability also to report information on this data
on IRS form 1099.
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however, it, will require the development of a new system, together
with a massive computer prograin effort.

Wre would like tobring to the attention of the committee the findings
of a special IRS-Health- Insurance Industry task force that. was es-
tablished to study our problem. That task' force was comprised of
IRS staff, technical experts of Blue Shield and Blue Cross, and repre-
sen tatives of the commercial insurance industry.

Mr. Chairman, a copy of the task force rel)ort. has )een ma(le avail-
able to your staff. We urge that the report be given careful considera-
tion by your committee.*

The report, estimates that the additional annual operational expenses
of Blue Shield-Blue Cross would be $24 million a year. The report of
that task force also indicates that the insurance companies will incur
an even greater cost.

These additional costs of Blue Shield and Blue Cross must neces-
sarily be passed on to subscribers since it has not. been indicated what
source of funds would pay for this proposed detection of information.

'fhie necessary costs aid the time involved in making the change
might be warranted if it were clearly apparent that the information
rel)orted would be of appreciable value.

Mr. Chairman, that concludes our oral testimony. W e appreciate
the opportunity to appear and testify before your committee today.
If you or any member of the committee have any questions we would
be more than happy to try to answer them.

Thank you.
(The prepared statements of Mr. Knebel and Dr. Schailarzick.

follow. Hearing continues on p. 1162.)

STATEMP.NT BY JAMES D. KNEBEL, ASSISTANT EXECUTIVE VICE PRESIDENT,
NATIONAL ASSOCIATION OF BLUE SHIELD PLANS

Mr. Chairman and Members of the Committee, I am James D. Knebel, Assistant
Executive Vice President, National Association of Blue Shield Plans. It is my
privilege today to present the views of the Association on tI.R. 17550, the Social
Security Amendments of 1970, and on two related matters-Amendment 851,
and the Treasury Department's proposal to require reporting of unassigned
payments for medical services. With me Is Dr. Ralph W. Schaffarzick, a prac-
ticing Internist, a member of the clinical faculty of Stanford University School
of ,Medicine, and Chief Medical Advisor of California Blue Shield, who will
assist In attempting to answer questions you may have. Dr. Shaffarzick is also
submitting for the record a separate statement.

The National Association of Blue Shield Plans Is the coordinating body for
73 Blue Shield Plans in the United States and Puerto Rico. We serve 63 million
persons in our private programs, and an additional 16 million Americans tinder
Medicare, Medicaid, anl the CHAMPUS program for dependents of military
personnel. In all, Blue Shield Plans are involved In the health care financing of
79 million persons-roughly 38 per cent of our population.

Today, with increasing public attention on the delivery and financing of health
care, you are considering amendments to the Social Security Act which could
have significant and long-lasting Impact. We appreciate this opportunity tm
comment on these amendments.

HEALTH MAINTENANCE ORGANIZATIONS

We believe that no one system of health care delivery and financing can meet
the total needs of our Nation. Our society has become too complex. And we
believe In pluralism to make the best use of the capabilities of both the private
and governmental sectors.

If true reform is to come, it can best be achieved by allowing Individuals to
exercise their choice In selecting the health care delivery system they prefer.

*This appears as appendix B, p. 1347 of this volume.
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For this reason, we support Section 239, which would provide Medicare payments
oil a capitation basis to health maintenance organizations.

l.Fven before the lII1O concept was announced, Blue Shie!I Plans were exam-
inging the concept of prepaid group practices 111(1 how Blue Shield could provide
this alternative to its subscribers. Experiment:; are underway or under consid-
eration by several Blue Shield Plans, and we are watching their development
very closely.

We suppi-ort the provision in Section 239 which stipulates that to be an ap-
proved lIMO. the organization must have enrolled at least 50 per cent of its
ineinbership from individuals under age 65. This provision will safeguard the
equality of services provided to Medicare beneficiaries.

We arc concerned. however, that Section 239 may not adequately meet the
ned to encourage improved quality and availability of comprehensive care in
underserved areas.

Payment of 9 per cent of the average per capita Federal expenditures on
Parts A and B in the area may tend to encourage development of MO's in
the niost affluent "safe areas", since lIMO's would receive more per beneficiary
heree payminent levels are higher, even though need for and utilization of services
may he lower. Exceptions may be necessary to provide incentive for lIMO's
willing to locate in areas with inadequate medical resources.

Finally, we would caution that care iust lie taken to make certain that proper
health services are not denied to tile elderly who opt for liMO's because of
inordinate interest in profits, or for other reasons. While overutilization is a
serious pIroblem. uniiderimtllizitomn (cain also be a major irolblem it terins of human
sittering and lives.

LIMITS ON PREVAILING CHARGE LEVELS

1r. chairman , Part B Medicare benefits were originally structured as a coin-
sitranaee rorograim, reqluiring the benefieiary to pay only 20 per cetnt of a reasonable
charge after the $50 deductible had been satisfied.

We rcognize that front tie outset, physicians were allowed to collect more
than 20 per cent, provided they did not take assignments. But this presumably
affected a sinall percentage of the beneficiaries.

On December 17, 19(18, the Social Security Administration snt a letter to
Part B carriers instructing them to use the "mean plus one standard deviation"
method of determining prevailing charges.

Iti explaining the action, the then Secretary of IHealth, Education, and Welfare
Wilbur ('ohen said: "This is expected to result in a maximum payment of ap-
proximately S3 per cent of the fee range of all physicians for a given service as
opposed to as much as 90 per cent or more of tile fee range for a given service
adopted by some carriers."

Thus, through regulation, up to 17 per cent of the beneficiaries could now
expect an additional charge over the 20 per cent coinsurance.

'Section 22--if enacted-will establish the prevailing charge level at the 75th
percentile. As a result, tihe level of protection extended to the program's bene-
feilries will again 1e re-defined.

Mr. Chairman, we recognize that the Congress has both the prerogative and(
the duty of determining the Government's level of liability In this program. We
(to not challenge the propriety of exercising that right. However, as Part 13
carriers for 11 million Medicare beneficiaries, we are concerned not only with
the cost of the program, but with the beneficiary's understanding of his benefits.
It Is probable that lowering the prevailing charge range will increase both the
number of physicians who do not take assignment and the number of beneficiaries
wvbo do not have 80 percent of their bills met. To avoid misunderstanding, we
urge that the Government inform Medicare beneficiaries that there is an In-
creased probability of personal liability in excess of 20 per cent of charges, and
that this results from modification of the payment process.

it is also important to note-to avoil disappointment later-that tihe move
to the 75th percentile, with prevailing charge levels Increased according to general
wage and price movement, will not necessarily mean stable costs in relation to the
general economy. Given the expanding capacities of anid demand for medical
care, the utilization of services will continue to increase, resulting in furtherescalatimi in the cost of the program, both absolutely and relatively.
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PAYMENTS TO srATES FOR INSTALLATION AND oPERATION -0OF CLAIMS PROCESSING

SYSTEMS

Mr. Chairman, Section 232 would authorize Federal payment of 90 per cent
of the costs incurred by the states in the design, developlnllnt and installation
of mechanized claims processing and information retrieval systems in Medicaid
programs. The Federal Government would also pay 75 per cent of time cost of
operating such systems.

We recognize that one of the principal aims of Congress and the Adminis-
tration Is to operate any l)rograu as economically and efficiently as possible.
But we wish to point out that at the present lime, 31 states have entered into
agreement with private carriers to administer tile clains processing and in-
formal retrieval functions. Federal-State matching formulas for Medicaid cost-
sharing authorize that 50 pre cent of the administrative costs will be borne
by tile Federal Governnent, whether tile program is self-administered or admnin-
istered by fiscal intermediaries. Section 232 would modify those provisions when
states redesign, develop lnd install a new system. It would commit the Federal
(Oovernment to pay 75 per cent of thIe allowable costs of the ongoing operation.

Mr. Chairnanm, to the extent that Section 232 provides incentives to imniprove
the capability of Title XIX administration, it is a constructive move, and we
support it. However, we are concerned that states may Iterpret it to mean that
they could receive increased financial assistance only by terminating their carrier
arrangements and developing their own processing capacity where none had
existed before. Tihis would result in time needles expendittire of a great deal of
nolley.

The complexities and costs of systems development are considerable. Blue
Shield and Blue Cross are pooling their resources to mieet this challenge, and we
urge Government to recognize the importance of this private sector activity.
We hope that Governmint will encourage worthwhile private efforts, and allow
the development of government-owned and operated systems only to the extent
that tile private sector fails to meet tile need. Iln time belief that this is tme intent
of Section 232, we endorse tihe provision. However, we ask that the conunittee
report make clear that this is, in fact, the intent of the Section.

FEDERAL EMPLOYEE PROGRAM

Mr. Chairman, Section 201 proposes policies for provliing benefits to those
persons covered under both the Medicare program and a Federal Employee
Health Benetits Plan. As we understand It, the preferred solution to this prob-
len would be that tile Federal Employee Health Benefits Plan be modified to
make available coverage slpplellental to Medicare for those persons eligible
for both, and to continue to contribute tile same amount for that coverage. We
support that approach and stand ready to develop a supplemental coverage
program for eligible federal employees enrolled in Part B if the Congress re-
quests it.

Section )201 proposes that in the absence of such supplemental coverage, avail-
able Federal Employee Health Benefits shall be provided before any application
of Medicare benefits can be made. Blue Shield does not object to provisions that
Federal Eniployee Progran benefits are to be provided before any application of
Part Bi benefits can be made. However, we believe that because Part A is earned
through enployiment covered under Social Security, the entitlement to Part A
benefits should not be abridged. Accordingly, we believe that Part A benefits
should be provided to all eligibles and that Federal Emplovee Program benefits
should he used to supplement Part A.

PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

Mr. Chairman, we would like to comment on Amendment 851, Professional
Standards Review Organizations, proposed by Senator Bennett. We support the
purpose the a~iendiment seeks, and we respect Senator Bennett's efforts to make
certain that maximum use Is made of tile health care dollar in government-
financed programs. Ills focusing of attention on clais review and peer review
will be beneficial.

In introducing time amendment, Senator Bennett graciously asked that in-
terested piarties study his proposal and make comments and suggestions.

W'hilie we support the Increased assumption by medical organizations of respon-
sibility for peer review, we believe this amendment does not take Into account
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the interdependence of claims review and peer review in the utilization review
process, and the extent to which claims review Is a necessary function of the
carrier. Carriers and professional organizations have natural capabilities that
complement each other, and that are not easily separated.

Claims review is a necessary function of the carrier, as it discharges its re-
sIonsibility to provide benefits In precise compliance with the contract. It re-
qwires a substantial commitment of personnel and equipment, necessary to the
discharge of the dultie4 of a carrier, as defined in Section 1&12 of tile Medicare
Act. Section 1842 A(2)B of the Act defines the carrier's responsibilities for
uilization review as:

"A.,;sist providers of services anl other person who furnish services for which
payment may be made uider this part in the development of procedures relating
to utilization practices, make studies of the effectiveness of such procedures and
methods for their Improvement, assist In the application of safeguards against
mlnevessarv utilization of services furnished by providers of services and other
persons to individuals entitled to benefits under this part, and provide pro-
cedures for and assist in arranging, here necess ary, the establishment of groups
mit-ide hospitals . . . to make reviews of utilization."

in general, and, in our opinion, most local medical organizations have neither
the interest. tMe expertise. nor the resources to engage productively in claims
revew. Their interest aind expertise It. certainly. extremely important to jeer
review.

Clanis review produce, in addition to the Information necessary to tile admni-
istntion of benefits, a large data base for the study of patterns of care, both of
the community and of the individual practitioner. To a considerable extent, these
data can be analyzed and interpreted by skilled, non-medical inmebers of the
carrier's staff. The application of these Interpretations should, to the extent
possible, utilize the special knowledge and guidance available only through peer
review. But conversely, peer review cannot be effective except in the most limited
circumstances of geography and claims volume without the carrier's analysis
and interpretation of its data.

To get the greatest productivity from each function, it is necessary to define
how clains review and peer review relate to each other. This is not a simple
question. NABSP has asked the American Medical Association to join in a task
force to bring claims and medical expertise together to work out a national pro-
totype for the most effective Interface of these skills, and to provide ongoing
.ystenis support for both processes. This action of our Board of Directors Is
attached for your Information as Exhibit A.

We have testified before this Committee in the past that utilization review
is not a fully developed science, and that more work needs to be done to make
it as productive as It eventually will be. We are forced to the conclusion that
the establishment of parallel systems with fragmented responsibilities will be
a step backward. We think that it would be unwise at this time to enact Specifl,
detailed legislation to fix responsibilities for functions which are, to a consider-
able extent, still emerging.

The purposes of Aniendment 851 will be achieved faster and better, we believe,
if Section 1842 of the Medicare Act were amended to require carriers to establish
formal linkages with PSRO's to work cooperatively toward the development of
the most effective possible utilization review. PSRO's could then be made literal
parts of the administrative processes of Medicare making available government
funding as necessary for the development of their functions, and giving govern-
ment access to audit processes as necessary to establish the propriety of the
expenditures. Such an amendment would offer far more promise of dynamic evo-
lution In utilization review without the need to re-trace developmental steps for
neow agencies at considerable expense to the taxpayers.

We suggest that this could be accomplished by amending the duties of the car-
rier as defined in Section 1842 by adding exact wording from Section 1151-the
Declaration of Ptirpose--of Amendment P51. beginning with the words "(will)
assure, through the application of suitable procedures of professional standards
review. . ...

Mr. Chairman, we do want to make it clear that while we consider the basic
goals of Amendment 851 sound with respect to approved peer review, we think
that administration on the Amendment's terms would be impractical for rPA-ons
of fragmentation, administrative costs, staffing requirements, dubious cost-benefit
relationships, and other factors.
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REPORTING OF UNASSIONED PATIENTS FOR MEDICAL SERVICES

Mr. Chairman, the Treasury Department presented testimony Monday for
proposed legislation to require reporting to the Internal Revenue Service of
health insurers' payments on so-called unassigned claims. Unassigned claims are
payments to the patient, rather than to the physician. The legislation would apply
to private as well as government business.

Because of the way Blue Shield operates, most of our payments are made
directly to physicians. Section 1041 of the Internal Revenue Code of 1954 requires
an annual report of these amounts on the 111 Form 1099. Blue Shield Plans are
and have been regularly reporting this information and these reports cover the
bulk of Blue Shield payments.

The balance of four benefit payments are made directly to subscribers. We have
the technical capability also to report Information on these data on the IRS Form
1099 as well. However, it will require the development of a new system together
with a massive computer program effort. In addition to this sizable outlay, it is
estimated that the annual cost to Blue Shield-Blue Cross in additional operating
expenses will be $24,000,000 per year. This estimate was developed by a special
task force of IRS which Included, in addition to their staff, technical experts of
Blue Shield, Blue Cross and the commercial insurance companies. The report of
that task force indicates that the insurance companies will incur even a greater
cost. These additional costs to Blue Cross, Blue Shield and the insurance coni-
panies must necessarily be passed on to subcribers since no other source of funds
has been indicated.

Mr. Chairman, the report of the task force has been made available to your
staff. We .urge that it be given careful consideration. In addition to the question
of cost, we also believe that a careful reading of that report raises a question
over the usefulness Of the information supplied relating to payments to someone
else other than the taxpayer.

OTHER COMMENTS

Mr. Chairman, I would now like to discuss very briefly other sections of the
bill which have some bearing on Blue Shield.

Section 222 of the bill deals with prospective reimbursement, and experiments
and demonstration projects to develop Incentives for economy in the provision
of health services. We feel strongly that no one system of reimbursement has
proved to be most effective and most appropriate in all circumstances. We concur
with the need for controlled experimentation, and support both the Intent and,
In general, the language of this Section.

Our own Association Is developing experiments in area-wide or community-
wide utilization review and medical review, and we welcome the prospect of
similar experimentation in government programs. In general, such review is most
productive only when there Is a mechanism to identify where review should be
concentrated. Again In general, the means of Identification is available only
through the carriers. We feel the bill should require consultation with carriers
it the design of such programs, to insure that the best use Is made of the data
in their possession.

We feel, too, that the administrative costs of experimental programs-to tlie
extent that they exceed normal administrative costs-should be separately iden-
tifled and funded, and should not constitute a charge against the Trust Funis
unless they are offset by specific appropriations.

Section 225 seeks to provide incentives for outpatient care In Title XIX by
increasing Federal matching funds for outpatient services in hospitals, clinics, and
home health services, and decreasing matching percentages for Inpatient care.
While we support the Intent of the program to use less expensive services, we
feel that Section 225 should be changed substantially in two respects. First.
the programs should Incorporate safeguards against overzealous state adminis-
tration, so that In the Interest of economy patients are not denied necessary
services. Secondly, by favoring Institutional outpatient services against those
services provided in the offices of physicians, the aim of using the least costly
services to the maximum may be undermined.

Section 228 would eliminate the requirement that states have comprehensive
Medicaid programs by 1977. We are in favor of this Section which would Allow
states to continue in the program even though they have not yet established
comprehensive programs. At the same time, we would urge that Federal-State
efforts be made to provide comprehensive benefits to Medicaid patients.

Sections 225, 256, 257 and 258 are all Intended to provide safeguards for the
elderly from being deprived of benefits under SMedicare for technical reasons,
and we support these provisions.



1160

EXHIBIT A

-STATEMENT OF TIlE BOARD OF I)IRECTOHS OF TIl N.ATIONAL ASSOCIATION OF III.AF:
SHIllD PLANS REGARDING G PEER REVIEW ORGANIZATIONS

NAISI' welcomies all eiicourage.. tike illert-ashIg interest oai the part of
organized indieiiie in pier review of util/zattoll, cost, ald(1 quality of medical
service. lutle Slhlehl recognizes 21ll obligltioi btI to the public ' an(d to the
profession to n.4--st peer review organllzations (1'1O's) it establishing realistic
goals, and achieving thein as effectively and economically as possible.

Ilue Shield distilnguishes between claims review and peer review. Claims
review Is the function of the carrier, necessary to the discharge of tile carrier's
obligation to render benefits it prec.ise compliance with the benefit contract. It
requires substantial coitiinitients of personnel and equlipinlent, at costs which
inust be borne by the subscriber.

Claims review produces, in addition to oilier Information, a large data bast,
for the study of patterns of care, both of tile coImnnluity and of the individual
practitioner. To a considerable extent, these data can be analyzed all interpreted
by skilled, non-nedical members of tlie carrier's staff. However, the application
of such lntelpretations should always, to the extent possible, utilize the siK'eitl
knowledge and guidance available only through peer review.

Tilts (oes not inmply that peer review organizations should linit themselves
to consideration of the, carrier's conclusions. l10 matters of quality, cost, and ail-
proprlateness of service, tile special expertise of tie physician calt and shoul
extend the review process considerably. This effort (lelinds for optinuml pro-
ductivity on cooperative relationship between the carrier anld the P110, including
necessary access by the PRO to tile carrier's data base. It Is inlportant to the
purposes of economy and efficiency, wiich are a niajor segment of the justiflea-
tiou for peer review, that this be achieved with an absolute inlnhuni of dupliea-
tion of effort and expelnditure, which niust be passed oi1 to tile latiellt-sub-
scriber. While Blue Shield wholeheartedly en(lors:es the concept of peer review,
application of tile process should be done In tie most effleent way.

To encourage tile formation of the most effective possible PRO's, and to
promote the most productive possible carrler-PR1tO relationships, the Board of
Directors of NABSP requests the cooperation of tile American Medical Associa-
tion in establishing a joint task force to define what information develol)ed by
each can be utilized by the PR0 and the carrier, and iii what format It can best
be furnished, and to design a model system for the exchange of such information.
NABSP contemplates that the task force would remain In existence Indefinitely,
to provide systems sulport for inovations and rellnenlellts lit tile peer review
and clahnis review processes as they are developed.

STATEMENT PRESENTED BY RALPH W. SC1IAFFARZICK, M.D., CHIEF MEDICAL
ADvIsoR, CALIFORNIA BLUE SIIIELD, SAN FRANCISCO, CALIF.

Mr. Chairman and Members of the committee, I am Ralph. W. Scllaffarzfck,
a practicing Internist il San Francisco, a member of tile clinical faculty of
Stanford University School of Medicine. I served seven years oil the peer review
connittee of tile San Francisco County Medical Society and for the past one
and one half years have been employed part tlnle as the Chief Medical Advisor
of California Blue Shield. I appear today in the latter capacity.
This committee is to be commended for its evident desire to rely lost heavily

on the medical profession tllrough its peer review activities to control utiliza-
tioln of medical services and facilities, thus Influencing both the quality as well
as the costs of medical care. We are concerned, however, that the role of carriers
and internmediaries not be overlooked as an important segment Ially effective
system of peer review.

The two purposes of my presentation today are first, to inform the com-
inittee of time level of peer review activities carried oil directly within California
Blu Shield as a carrier for Pitle XVIiI and XIX in California and secondly,
to indicate to tile committee our concept of an appropriate and effective peer
review systeln which utilizes cooperatively the capabilitle.4 of carriers and
Intermlediaries and professional provider organizations.

Within California Blue Shield, peer review is a continuing part of claims
review and processing. I will first enumerate the peer review mechanism which
we employ and briefly outline how they work In tlle claims system.
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The iechanisms are:
1. Utilization guidelines for claims review , stablished by tihe Medical lPolicy

Committee of our Board of Trustees.
2. Aim extensive computer system of lmeer-groll ) n01lls of utilization for cacm

medical specialty.
3. A constantly updated record of services received by each lhenliciavry.
4. One hundred fifty (150) part ite lledical advisors and consultants from

all parts of the state and representing all major specialties.
5. A utilization audit unit which conducts investigations into lllm-ilmal cem zcs

and prepares material for review by committees of the local medical .-ocieties.
As a result of these mechanisms within California Blue Shield, an enormous

aid effective amount of ler review takes place in lihe hadling of claims before
going outside the carrier.

lI addition to applying the limitations imposed by the program Itself, clahns
examiners and their coml)uter support capability reject: outright or select for
examination by physilcian consultants, large numbers of claims on the basis of
guidelines established by the Medical Policy Committee of the Blue Shield Board
of Trustees. The Medical Policy Commiittee consists of a hospital administrator,
a dentist, and a represenltative of labor, in addition to a broad slwctrimmn of
practicing physicla n-.

Guidelines are established by this committee on such things as the numilber
of acceptable vists to patients In nursing homes, the acceptable ratio of Injections
to office vists, payment criteria for multiple surgical procedures, and the le-
ceptability of certain procedures it relation to the patient's diagnosis. Particular-
ly difficult questions are referred to the Scientific Board of the 8tate Medical
Association or to medical specialty organizations for their opinions.

The guidelines set down by this committee are Implemented it the claims
process. They are also continually reviewed and updated by the Medical Policy
Committee which works closely with our Medical Advisor System of over 150
practicing physicians who are employed part time by Blue Shield. Dentists,
pharmacists, optometrists, and podiatrists also serve in the Medical advisory
system.

Some Medical Advisors provide peer review on site lit each claims processing
unit. Others review questionable claims or abnormal patterns of utilization which
are Identified by claims examiners or by the computer employing a system of
peer group norms. Many questionable claims or practice patterns are resolved
by peer review and consultation at this level.

As indicated by the exhibits, considerable reductions of charges or disallow-
ances of payment are achieved by the Medical Advisor System of peer review.

Instances of apparent repeated unacceptable practices, abuse or suspected
fraud receive in depth Investigation and then review by local peer review coin-
mittees in each county medical society, which may result in a variety of discl-
plinary or even legal actions.

Additionally, through sub-contract arrangements with foundations and some
non-foundation local medical societies, primary claims screening review is car-
ried out at the local level. This activity depends upon the desires and the capa-
bilities of the local medical society. We actively encourage tills type of primary
local involvement.

The primary objective of this Intense and continuous peer review activity in
California Blue Shield is to Identify and correct Inappropriate patterns of prac-
tice and to Identify those few providers who require disciplinary action. The
second Important function is the conservation of program dollars so they are
not spent for unnecessary or Inappropriate services. The savings to the public
resulting from this carrier's control m(tivittes in Medicare and Medicaid amount
to 33 million dollars out of the billed total of 173 million dollars in physicians
charges alone. Much of this reduction from billed amounts is due to charge cell-
Ings and the roll backs imposed by the government Itself. Ilowever, a smaller
yet considerable segment is due to peer review conducted directly within the
carrier in cooperation with the state and local medical associations.

Mr. Chairman, our purpose In making this presentation Is to relate to the con-
littee the very thorough and sophisticated level of computer-enhanced peer re-

view of which carriers are capable when working cooperatively with medical
associations and other provider groups. It is hoped that the committee, in its
consideration of peer review proposals, will see fit to encourage and enhance tills
level of peer review which we believe results in benefit to all concerned.

In our opinion, it Is not the role of carriers and Intermediaries to serve merely 4
as conduits for money. They must also exercise controls in a complex and soplils-

3

4€
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hleated manner which far exceed the data processing and administrative capa-
blllty of any state or county medical society or any hospital.

In our judgment, the optimal level of peer review can only be achieved by In-
tegrating the unique capabilities of carriers and intermediaries with the equally
unique Judgmental skills of local and state provider organizations.

Mr. Chairman, we appreciate the opportunity to submit this statement and the
attached exhibits* for your record.

Senator ANDERSOxN. Thank you.
Senator Bennett.
Senator BiF-Nr'rr. Mr. Chairman, from what I can absorb front your

oral presentation of your attitude toward the PSRO amendment it is
that you do not denyi value of some review but you think the proposal
suiggested is fragmentary and a little premature, et, cetera, et cetera.

I would like to repeat that I amp resenting it on the theory the doctor
authorizes at, least 80 percent of the functions which finally result
in l)avmelit, and I think that there is no better spot on which'to place
the ultimate responsibility. It is not my concept that we are going to
create a rigid organization among the doctors but, rather, that we are
going to have a revolving process through which nearly all the (octors
in a given area can becomlie part of the review process, and certainly the
doctors should not sit in an ivory tower and make tleir determinations.

I think there should be a very difinite relationship between the
PSRO groups and the carriers. But I do not think you can formalize
it in a national law because I think it must vary fromh area to area, and
inder my concept of this program it should be an integral part, but

it, should be developed at the local level.
With their databanks of information, the Blue Shield organization

or the Blue Cross organization can provide a great and needed amount
of information or source to which the doctors can go when they face
a problem. But I do not think, because we have not developed the
review process to a highly technical stage, that we should hold off
and say we cannot operate until it is developed, to a technical state.
We have seen what happened during the last 2 or 3 years when there
was no review.

One of the interesting experiences I had while I was home in Utah
a couple of weeks ago was to follow the complaint of a medicare patient,
whose charge'for services not rendered was submitted, and the answer
was, "Well, you signed the slip." But Biue Shield paid the bill without
her signature. So maybe occasionally somebody had better look at Blue
Shield to see whether they are carrying out their function.

I hope we are not setti;ig up a fragnentized situation where a group
or a group of antagonistic organizations are fighting among them-
selves, either for power or for self-defem2se or for protection. I hope we
are trying to set up a system which can protect the medicare recipient
as wefl as the taxpayers and the Federal Government. If we cannot find
that system on a mor or less voluntary basis, then eventually you are

goin to have a nonprofessional, Federal bureacracy imposing a rigid
forlmiu a on the whole situation.

Sa I hope your attitude will be one of cooperation and anxiety to
see the proposal work rather than to hold off and say, "Well, it is
too new, there are problems and, therefore, don't do it."

Mr. KNEBEL. Senator, I think that we share your same concerns
and your some hopes, and it is a matter of the direction that we go.

*The exhibits referred to are made a part of the official files of the committee.
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We have spoken, we speak, from a point where we feel tile carriers
have made substantial progress in utilization review. But that there,
eventually, must be much more accomplished than there is today.

Our position that we put forth is that to get the most effective
utilization review we inust have the proper relationship between the
claims i'eview processes and the peer review processes, and we have
called upon the American Medical Association to join with us in a
task force to try to develop the best relationship between these two
processe. as we se them, and to develop a national prototy. pe.

Now, as these developments occur, we would expect that tle profes.
sional sta(lards review organization, with its own natural capabilities,
and the carriers with their own natural capabilities, will g) able to
work together into an efficient working unit, and that is the objective
that we have put forth.

Senator IBIxNx- fr. All I am trying to do is to set up some kind of
a framework in which that can be carried out, because I am sure you
realize there are differences among providers, both in their pattern and
in their capabilities, and, certainly, we found that out in our study,
,and we are anxious to develop the best situation on a regional or
local basis, and I am happy to lave your assurance that you are
trying to do the same.

)r. SCIL.wARICK. f would, first of all, like to agree heartily with
every thimig you have said, in what you are attempting to (o because
we. feel very strongly in California that this is certainly the route
to be l)urs e(l, and we have l)repared exhibits for you And for the
comnlmittee, along with formal testimony which, I hope, 3ou will have
an opportunity to review later.

But I would like to emphasize our concern that there be a true
orchestration of the efforts of the peer review mechanismn beginning
within the carrier operation and extending out to the various local
communities so that it is not a separate activity but something which
begins right in the organization itself and tlen extends out to the
various societies so that they can perform this very important function.

I hope you will have an opportunity to review tle California ex-
perience in what we are trying to do there, which is truly in harmony
with your concept.

Senator BiFxxiN'r. I will, of course, review it and so will the staff.
I think, however, you will find a difference in quality of perform-

ance among the Blue Shield organizations inside of California.
Dr. ScHAiFF cIK. That is correct.
Senator BEXxrr. MWhen you are in tile process of trying to solve al)roblhm like this,.if you begin by making your proposal as weak and

-as general as possible you call never strengthen it.. But if your initial
proposal is tough and tight, then you. have all opportunity to loosely
it, as the need for that is evidenced.

7 So if ly 1)rol)osal seems to be too toughl and tight, it has been done,
K de liberate ly because I realize that adjustments can be made to loosen

Ait. Thle -very reason we are here is that we started out with a lose
program on jledicare, and now we are having a difficult time to
tighten it.,

D Dr. ScHAiArZICICi. I am personally very relieved to hear your re-
i" marks because, on the first perusal of the written statement., I was

i afraid this was intended to be a mechanism which would wipe out all
47-530-70-pt. 3-17
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the efforts that, have been exerted so far, and that what progress has
been made. will be replaced. So, as I say, personally, I am very relieved
to hear from you how you feel about it. I am gratified.

Senator BENxT-xr. That is all I have.
Senator ANDERSON. Senator Byrd.
Senator BYRD. Thank you, Mr. Chairman.
Mr. Knebel, as a businessman I have had some experience with

group health insurance plans and I have been greatly concerned about
the tremendous increase in costs. I wonder if you could furnish for
the record, for the record take two separate proposals, one in regard
to an individual subscriber and the other a group plan, take 50 or 100,
it (toes not make any difference, and give us what the cost in each case
would be for September 1, 1960, say, September 1, 1965, and what
would be the cost to date.

In other words, I would like to get a comparison for the record of
how these costs to the subscriber, whether he be an individual or a
company with a group plan, how those costsh ave changed over the
past, decade.

Mr. KN-E BE,. Of course, I do not have the information here with
me today, but I would be happy to supply it for the record.

Senator BYRD. Thank you.
Thank you, Mr. Chairman.
Senator JORDAN. Thank you, Mr. Chairman, I have no questions.
Senator AN-DERSON. Thank you very much for a very ine presen-

tation.
(Information submitted by Mr. Knebel follows. ITearing continues

on page 1168.)
NATIONAL ASSOCIATION OF BLUE SHIELD PLANS,

Washington, D.O., October, 12,1970.
Hon. HARRY F. BYRD, Jr.
U.S. Senate, Washington, D.U.

DEAR SENATOR BYRD: When the National Association of Blue Shield Plans
testified before the Senate Finance Committee on September 23, 1970, you asked
Mr. James Knebel, Assistant Executive Vice President, NABSP, to furnish cer-
tain Information for the Record. Specificatlyj you wanted a comparison of Blue
Shield costs for Individual and group subscribers for 1960, 195, and 1970. A
comparison of those rates In six selected states is attached.

I am also transmitting a copy of this information to the staff of the Senate
Finance CommIttee.

If we can be of any further assistance to you, please do not hesitate to vall
upon us.

Sincerely yours,
Huoir E. DEFAZIO, Jr.,

Vice Presiden t.
Attachments.

Location: Virginia.
Group name: City of Winchester, Size 81 EE's.
Benefits:

Level: Service with $4,000 Single, $6,000 Family Income Limits.
Surgery: $300 Schedule.
In-Hosp. Med.: 70 Days ($302 Max.).
Diag. X-ray: $100 Per Year.
Obstetrical: $90 Normal Delivery.
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RATES (RETROSPECTIVELY RATED)

EE and I
EE minor Family

1960 ................................................. 1.67 2.50 5.95
19651 .............................................. 2.08 3.12 7.34
19701 .......................................................... 3.72 5.52 11.42

11965: Benefits upgraded to service with $5,000 single, $7,500 family income limits, surgical schedule to $404 adding
In-hospital intensive care and prolonged detention care, increased X-ray to $150 per year, and normal delivery to $100.

11970: Program changed to provide benefits on the basis of usual, customary, and reasonable and broadening of radio-
logical therapy.

Note: The Virginia Plan does make available through the group a choice of lesser programs with service provided where
the family income limit Is $4,000 and in addition a 6,000 family income limit program.

Location: California.
Group name: Federal Home Loan Bank, Size 1960--35 BE's 1970-83 EE's.
Benefits: (See Note).

Level: Service With $6,000 Income Limit (Family).
Surgery: Schedule "B."
In-hosp. med: 100 Days.
OHX[,: $50.
Consultation: When Requested By Attending Physician.
11 & 0: 2 Visit Deductible.
Obstetrical: $50 Normal Delivery.
MaJ. Med. :

5,000 Max.
100 Deductible.

80/20 Co.Insurance.
$25 Private Room Limit.

(See Note.)
RATES

EE and 2
Individual El and 1 or more

1 0 .............. ................................. .14.90 27.05 2&.40
. .................................................. 15.35 28. 05 29.70

1970 1 ........................................................... 21.00 39.28 44.57

11964: Increase surgicallmedical benefit 10 percent (schedule "J"). Major medical maximum increase to $10,000,
dependent eligibility Increase to 14 days to age 19.

11965: Increase income limt to $7,500 (schedule "D') 4.6 percent increase. 1967: $30 cash deductible o H. & 0. 1968:
(1) Replace schedule "D" with usual, costmary and reasonable, (2) Dependent elgibility increase to age 23, (3) Major
medical maximum increase to $20,006. 1969: Included retied employees.

Note: These rates Include a 100-day, 3-bed ward rate hospital program.

Location: Pennsylvania.
Group name: Erdman Anthony and Associates, Size 75 HE's.
Benefits:

Level: Service With $4,000 Single, $6,000 Family Income Limits.
Surgery: $300 Fee Schedule (Plan B).
In-hospital med.: 70 Days.
Consultation: One Per Admission.
Obstetrical: $90 Normal Delivery.
I1 & 0: Max. 21 Visits In Any 12 Months (EE Only).

RATES

Individual 2 persons Famil
S1.88 4.37 6.07

1910' ........................................................... 1.88 4.37 6.07

11966: Increase fee schedule from $300 to $360.1968: Pay podiatrist (surgery). 1969: (1)Added ha ndkapped dependents
(2) Reduced ob waiting period. (3) Expanded oral surgical benefits.
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Location : Massachusetts.
Group name: Standard Burner Co., Size 70 FE's.
Benefits:

Level: Service With $5,000 Single, $6,000 2-Person, $7,500 Family, Over
Income 80% Of Physician's Charge, Beyond Schedule.

Surgery: $500 Schedule.
In-llosp. Med.: 120 Days.
Consultation: When Requested By Attending Physician.
11 & 0.: Post Surgical Care.
Obstetrical: $75 Normal Delivery.
Out of 1osp. X-ray: 50%.

RATES (STANDARD RATING)

Single Family

19601 -------------------------------------------------------------------------- 2.08 6.13
1965 ........................................................................... 2.48 7.58
19702 .......................................................................... 4.70 11.95

11960: Rate in effect since 1952.21970: Program changed to usual, customary, and reasonable benefits including, full 0 B,consultation, assistant surgeon,OHXL for preoperative and postoperative benefit

Location : Kansas.
Group name: Marion County Employees, Size 83 EE's.llenefltg:

Level: Service With $3,000 Single, $4,500 Family Income Limits.
Surgery: $450 Max.
Il-hospital reed.: 120 Days (1st Day Deductible).
In & out pat. x-ray: Accident Only.
Colasultatim : WYihmen Requested by At tending Py.
Obstetrical: $90 Normal Delivery.

RATES-MERIT RATED GROUP

Single Family

1960 ------------------------------------------------------ ---------------- 2.05 4.10
19651 ..................... ................................................ 3.80 7.60
19702 ...................................................................... 4.20 10.71

11965--Added nonaccident in and oet, patient X-ray nonlimit.
2 1967--Changed to prevailing charge program, paying usual, customary and reasonable fees with normal delivery

limited to $100.
Note: 1969 Added major medical, $15,000 maximum, $300 deductible, 80/20 coinsurance.

Location: Illinois.
Group name: Rand McNally Co,, Size Approx. 150 EE's.
Benefits:

Level: Indemnity.
Surgery: $200 Max.
In-hosp. ined. : 70 Days.
Obstetrical: $60 Normal Delivery.

MERIT RATED GROUP
Single Family

Rates:
1960 ---------..-------------------------------------------------------. 92 3.04
1965' ...... 6........................................................ 1.-14 3.64
19701 --------......................................................... 1.01 3.50

I Coverage extended to include services of D.D.S. and podi.atrist.21966 C.O.B. was added to benefit pattern. 1970- 1(i) Program1 upgraded to $300 surgical schedule, I20n hospital medical
normal delivery $0, with corresponding increases in the balance of covered benefits. (2) Dependent coverage exterdeA
from age 19 to 23.
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Location: Virginia.
NON-GROUPBenefits :

Level: Service With A $4,000 Single, $6,000 Family Income Limit.
Surgery: $300 Schedule.
In-Hosp. Med.: 70 Days.
Diag. X-ray: $100 Per Year.
Obstetrical: $90 Normal Delivery.

Subscriber and Subscriber and
Individual 1 minor family

Rates:
1960 ................................................... 2.10 ................ 8.54
19651 .................................................. 3.88 ................ 8.34
19702 ................................................. 4.05 6.18 10.73

.1965.program upgraded to service with $5,000 single, $7,500 family income limits, surgical schedule to $404 adding
in hospital Intensive care and prolonged detention, X-ray increased to $150 per year and normal delivery to $100.2 1970 program expanded and changed to provide benefits on the basis o usual, customary and reasonable.,

Note.-The Virginia plan also has available a $?,500 single, $4,000 family income limit program as well as a $4,000 single,
$6,000 family income limit program.

Location : California.
NON-GROUP

Benefits:
Level : Service with a $7,200 Family Income Limit.
Surgery : 1960 R.V.S. $5 unit.
In-IIosp. Med. : 31 Days.
Diag. X-ray : $50 Per Year.
Hospital : 31 Days 3 or more bedroom.
Hospital Services: In Full.
In-Hosp. Drugs: 1st $15 and 50%.
Maternity: $50 Normal.

RATES

Over 60
Male Female 2 party 3 party 4 or more (per month)

1960 ...................... . $7.03 $45 $14.34 $16.54 1$18.24 $1.00
1965 .............................. 0.05 2 20.60 23.70 226.20 1.60
1970:4

To-30 ......................... 12.34 14.63 25.74 30.26 ........................
31 1o44 ........................ 16.81 19.94 35.08 41.23 ........................
45to 54 ........................ 20.30 24.60 42.32_ 49.77 ........................
5510 .64..................... 22.69 26.80 47.30 55.62 ........................

I And S1 per month.
'And $1.60 per nonth.
11965: Physcian benefits were increased 14.6 percent with schedule change for surgery and in-hospital medical.

Hospital benefits reduced to 31 days, 80 percent of charges, maximum room allowance $20, drugs arid maternity no change.
41966: Hospital benefits Increase 31 days 80120 cInsurance with $50 deductible for all hospital charges, maternity

remained at $50. 1961 hospital benefit increased to 100 days. 1967 Lsual, customary and reasonable fee schedule adopted
for phsycian coverage. 1969-70 hospital coverage increased to 365 days In-hospital, medical increased to 365 days,eoft.
patient diagnostic X-ray increased to full for Injuries ambulance coverage Included as well as an accident rMer.

Nole: Benefits supplied as a package, rates reflect hosptal as well as professional services provided.

Location: Pennsylvania
No N-GRoup

Benefits:
Level: Service, $4,000 Single, $6,000 Family Income Limits.
Surgery: $300 Fee Schedule (Plan B).
In-hospital med. : 70 Days.
Consultation : One Per Admission.
Obstetrical: $90 Normal Delivery.
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lndi+dal 2 parsons Family

Rates:
1960 .................................................. 1.60 3.65 5.15
1965 ................................................... 1.95 4.42 6.11
1970: .................................................. 1.95 4.42 6.11

t 1966 increase fee schedule from $300 to $360.1968 pay podiatrist (surgery). 1969: (1) Added handicapped dependents.
(2) Reduced ob waiting period. (3) Expanded oral surgical benefits.

Location : Massachusetts.
Nos--Gtoup

Bellefits :
Level : Service With $5,000 Single, $6,000 2-Person, $7,500 Family.
Surgery: $500 Schedule.
In-liosp. reed.: 30 Days (Indiv.), 40 Days (Family).
Consultation: When Requested By Attending Physician.
Out Of Ilosp. X-ray: 50%.
Obstetrical: $75 Normal Delivery.

Single Family

Rates:
1960' .................................................................. 2.14 5.34
1965 .................................................................. 2.14 5.34
19701 ................................................................. 2.35 7.42

'1960 rate In effect since 1952.
21968 increased in.hospital medication to 120 days, added assistant surgeon, intensive care and emergency admission

room care.

Location: Kansas.
Nox-GRouP

Benefits:
Level Service With $3,000 Single, $4,500 Family Income Limits.
Surgery: $450 Max.
In-hospital reed.: 120 Days (1st Day Deductible).
In & out pat. x-ray: No limit.
Intensive care: As Necessary.
Obstetrical: $90 Normal Delivery.

Single Family

Rates:
1960 .................................................................. 3.35 6.70
1965......................................................-------3.55 7.10
19708 .................................................................. 4.69 10.60

11967 prof ram was changed to prevailing charge. Program, paying usual, customary and reasonable fees at 20 percent
coinsurance level.

Sentor ANDERSON. Mr. Walters.
Mr. Walters is nt here.
(The prepared statement of Mr. Walters and a communication

from the American Medical Association follows:)

A SUMMARY-STATEMENT BY Th1OMAs G. WALTERS

The National Association of Retired Civil Employees Is a 49-year-old, non-
profit organization with a membership of 141,508 as of July 1970. There are some
1100 chapters in the fifty States, Puerto Rico, Canal Zone, and the Philippines.
All NARCE members are former Federal employees and their survivors.

We strongly recommend that this committee seriously consider all of the items
in this summary, with a full explanation in the body of the attached statement.
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I. AMEND SOCIAL SECURITY AND MEDICARE

A. Support Social Security benefit increase.
B. Include Prescription Drugs under Part B (Medical) of Medicare.
C. Extend full Medicare coverage (Parts A and B) to all Federal retirees.
D. Include dental care, dentures, optical care, eyeglasses, and hearing aids

under Part B of Medicare.
E. Approve Medicare as qualified plan under Retired Federal Employees

Health Benefits Program.
F. Provide coverage for chiropractor's and optometrists' services.

IT. PROVIDE TAX RELIEF FOR ELDERLY

A. Exclude portion of Civil Service annuity from Income Tax.

1. Allow $5,000 exempton for family.
2. Allow $3,600 exemption for single person.

B. Reinstate provision to deduct medical and drug expenses from income tax
after age 65.

II. ESTABLISH MINIMUM INCOME FOR ALL RETIREES

A. Allow $100 per month for single Social Security and Civil Service an-
nuitants.

B. Allow $200 per month for family under Social Security and Civil Service
retirement.

Attachment.

STATEMENT BY THOMAS G. WALTERS, PRESIDENT OF THE NATIONAL ASSOCIATION OF
RETIRED CIVIL EMPLOYEES, WEDNESDAY, SEPTEMBER 23, 1970

Dear Mr. Chairman and Members of the Committee, My name is Thomas
G. Walters, President of the National Association of Retired Civil Employees.
Our organization wis formed February 19, 1921 and has been In continuous
operation since that date. As of July 1070 we had a membership of 141,508 with
more than 1100 chapters in every State in the Union, Puerto Rico, Canal Zone,
and the Philippines. Our membership is mijde up exclusively of retirees from
the Federal Government and their survivors, and I appear before this committee
on behalf of our membership, plus all other Civil Service annuitants and their
dependents in the interest of legislation which relates to the treatment of these
people.

We appreciate the privilege, honor, and opportunity of appearing for the second
time before this committee in the interest of the members of the National Asso-
ciation of Retired Civil Employees. We extend our thanks to you, Mr. Chairman,
and to each member of the committee for the time you are devoting to rewrite
and liberalize the tax laws and the Medicare program which affects directly or
indirectly every American citizen.

SOCIAL SECURITY AND MEDICARE

The National Assoclaton of Retired Civil Employees strongly supports the
intent of H.R. 17650 but we recommend that the benefit increase be 15% instead
of 5% as approved by the House of Representatives. The organization I have
the honor to represent, not only supports a 15% increase In Social Security
benefits, but we support a graduated increase in all annuities under the Civil
Service Retirement System, realizing that increases under the Federal Retire-
ment System come under the legislative scope of the House and Senate Commit-
tees on Post Office and Civil Service.

We believe, and our organizaton has passed strong resolutions, that Medicare
should be amended to include coverage of prescription drugs for out-of-hospital
patients. We receive hundreds and perhaps ti-ousands of letters from annuitants
and survivors, especially those receiving less than $3,000 a year, telling us they
Just don't have enough money to pay for the drugs prescribed for them.

We also believe that retired Federal employees and their survivors at age 05
should be eligible for full Medicare coverage, both Parts A and 13. They are now
eligible for only Part B which is doctors' benefits. Only those who retired prior
to July 1, 1960 and reached age 05 before J.nuary 1, 196S are elit;lble for Part A,
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hospital coverage. We would however support Sec. 202 of the bill, I.1. 17550,
which would allow certain Federal retirees, now excluded from the benefits of
Part A, to purchase this covci'age on an individual basis, as is presently done
with Part 13.
Some of the health benefits plans under the Federal Employees Health Blenefits

Program, which became effective July 1, 1960, provide for coverage such as dental
and eye care. We feel the time has come for Medicare to be amended to pay at
least a reasonable portion of the expense of remedial dental care, dentures, eye
care, eyeglasses, and hearing aids.

I am sure you appreciate the fact that such restorative care is often necessary
for the elderly person, and many of these people simply cannot afford these neces-
sitlies, yet are severely handicapped without them. We should, therefore, like to
support amending See. 1S61(s) of the Social Security Act to include such cover-
age among the benefits of Part B of Medicare.

Our Association also believes that those enrolled under Medicare should have
the right to secure the services of an optometrist for the services he is legally
authorized and competent to perform. The deletion of an optometrist from the
definition of "physician" In the present law often causes undue hardship and
nonpayment of an otherwise legitimate claim, especially for the person in a
non-urban area. To eliminate this inequity we ask that Sec. 1S61(r) of the Social
Security Act be amended to provide payment for optometrists' services as pro-
posed in S. 1402 by Senator Riblcoff.

We would further ask that chiropractic services be included for coverage under
Part B of Medicare, by eliminating the language of See. 263 of II.R. 17550 and
substituting the language of S. 1812. Many elderly persons derive much physical
relief from chiropractors, whose services are already recognizMd for coverage in
a number of health plans. In view of already available information on the matter
we see no need for further study as proposed in See. 263 of 1I.R. 17050.

Our members would be willing to increase their payments to cover costs of
such additional benefits. Thousands of our members, especially those on low
income annuities, and the same is true for Social Security, just do not have the
money to give attention to the Items we have enumerated in this proposal and
which are so often necessary for the elderly.

TAX RELIEF FOR THE ELDERLY

We realize that 1I.1. 17550 does not include tax reform legislation but In order
to keep this fresh in the minds of this Committee and the Members of Congress,
we strongly recommend that all annuitants and survivors be granted some tax
relief. As President of NARCE' we deeply appreciate the accomplishments of this
Committee in ihe 1909 Tax Reform Bill, but we sincerely believe that our mem-
bers would appreciate more of an across-the-board tax exemption which could be
easily understood. Our Association has long recommended that the first $5,000
of an annuity for a family, and $3,600 for a single person, be excluded from the
gross Income under Federal income tax.

Until 1067 those of us wlio were over 65 and retired were eligible to deduct
drug and medical expenses and w6 strongly recommend that this provision be
r(.instated in future tax reform legislation.

We strongly believe that the time has now arrived when Federal annuitants
and survivors and Social Security recipients should have a minimum benefit of
not less than $100 a month for a single person or $200 a month for a family. I
believe the public would strongly support this type of legislation. There are
many bills Introduced In the House and in the Senate covering most of the
Items I have mentioned in this statement, demonstrating the interest of Mem-
bers of Congress in the older people of this country.

In closing, Mr. Chairman and Members of the Committee, we again desire to
express our thanks and appreciation for this opportunity to present some of
the views of the members which I have the honor of representing.

SEPTEMBER 22, 1970.
Mr. Chairna and Members of the Conmmlttce:

I would like to call your attention to S. 4345, a I introduced by Senator
Williams of New Jersey on September 15, 1970, to Ui ate the retirement credit
for Oovernnent annuitants. We are trying to whole eartedly endorse S. 4345
and trust tlff.t this committee will make this bill a part of their recommenda-
tions to the i.lenate. I would like to call special attention to the fact that the
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retirement income credit has not been revised for 8 long years and many of our
members are in great need of tax relief.

This bill would raise the present maximum amount for computing Income
credit from $1,425 to $2,278 and we strongly endorse the provisions of S. 4345.

With your permision, I would like to have the statement made by Senator
Williams of New Jersey on pages 815110 and 815111 of the Congressional
Record of September 15. 1970 made part of my statement.

To supplement NAICE Statement of September 23, 1970.
TnOMAS G. WALrERS,

President.
Attachment.

S. 4315-INTODUCTION OF A BILL UPDATING THE RETIREMErNT INCOME CREDIT

Mr. WILLIAMS of New Jersey. Mr. President, I introduce for appropriate
reference a bill to amend the Internal lteveuie ('ode to update the retirement
income credit for governmentt annuitants.

Today, there are many retired teachers, policemen, firemen, Federal annul-
tants, and others who have little or no social security benefits. but receive re-
tirement Income fiora public or private pension plans. Thmee individual. depend
ulmyi the retirement income credit for comparable tax treatment as social
security beneficiaries.

Social security beunellts are, of course, exempt front Federal income tax.
Government annuitants receive substamially equivalent tax treatment by being
able to claim a 15-percent credit on their taxable retirement incomue-penslons,
annuities, rents, interests, and (ividelds.

Under presceut law, the credit is 15 percent of tie following:
First. An Individual's retirement income or $1,524-$2,286 for a married

eouple--whichever is lower.
Second. Minus-
Social security or railroad retirement benefits, and
Certain amounts of earned Income, depending upon the retiree's age and the

extent of his earnings.
However, the maximum amount for computing the credit has not been up-

dated since 1902.
During this period there have been ilrie badly needed social security increases

enacted into law. With the 15-percent raise passed last December, the maximum
annual social security benefits are now $2,278 for a single person and $3,417 for
a married couple.

Yet, the retirement income credit has not been revised for 8 long years,
although many elderly taxpayers are in great need of tax relief.

As a result, time credit no longer provides equivalent tax relief for Govern-
ment pensioners or retirees forced to live primarily on Investment income.

Equity in our tax system presents a very compelling reason to place these
taxpayers on a par with recipients of social security benefits.

My bill-which is enthusiastically supported by the National Retired Teachers
Association-American Association of Retired Persons and time National Assocla-
tion of Retired Civil Employees-would help to correct this long-standing
Inequity in our tax structure.

First, time bill would raise time present maximum amount for computing the
credit from $1,524 to $2,278, the maximum benefit payable to an Individual
under the Social Security Act. III enacting time retirement income credit in 1954,
it was time intent of Congress "to conform the tax treatment of all individuals
to those who now receive tax exempt social security benefits." Tills clear ex-
pression of congre-sional Intent should, I telleve, be implemnnted.

Second, the maximum amount for computing the credit would be adjusted
automatically with increases in social security benefits. This is essential to
prevent long delays in keeping the credit current for persons living on limited,
fixed incomes.

Under existing law, the maximum Income credit Is $22-$1,524 multiplied by
15 percent. My bill would raise this maximum credit to $342-$2,278 multiplied
by 15 percent-an additional tax savings of $113 for the overburdened elderly
taxpayer.

For a married couple, my bill would raise time maximum credit from $343-
$2,286 X 15 percent to $513--$3,417 X 15 percent--$170 more than is allowed
now. A

-101 1
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In 1907 about one out of every four returns filed by elderly taxpayers-l,17,-
000 returns-claimed the retirement income credit. This resulted in a tax savings
of nearly $171 million for older Americans.

In my own State of New Jersey, it is estimated that about 64,000 returns
filed by senior citizens took the retirement income credit-resulting in about
$7 million in tax relief.

But, these individuals--desperately in need of tax relief in many instances-
are losing precious tax dollars because the credit has not been updated.

Enactment of this measure will help to restore fairness in our tax law and
to place Government annuitants on a substantially equivalent basis with persons
receiving social security benefits.

But there Is also an administrative matter that merits immediate attention.
This deals with the Intricacies in computing the retirement income credit, which
requires an entire separate schedule with accompanying instructions on the
back page to complete.

It is estimated that perhaps one-third of those eligible for the credit may not
be claiming it because of its complexity and numerous form transfers.

Moreover, a recent study of Federal retirees revealed that 75 percent reported
their annuities inaccurately. It Is quite apparent that most of them were not
attempting to cheat the Government, since two-thirds of those reporting Inac-
curately paid too much in taxes.

The retirement income credit In the Internal Revenue Code Is undoubtedly a
complicated provision. But, a number of steps could be taken to simplify schedule
R and to avoid unnecessary form transfers which completely bewilder many
unsuspecting elderly taxpayers and confuse them beyond recognition.

At the Senate Committee on Aging's hearing on "Income Tax Overpayment by
the Elderly," several concrete recommendations were offered by tax experts to
simplify the computation of the credit.

Recently the Commissioner of Internal Revenue called a meeting with some
of these witnesses to discuss these measures and other proposals for providing
additional tax assistance for older Americans. This conference was a construc-
tive step forward in seeking solutions for greater simplicity In preparing tax
returns. And, it is my sincere hope that this meeting will lead to the adoption of
measures to make tax preparation easier for older taxpayers.

Mr. President, I might also add that the Senate Committee on Aging, of which
I am chairman, plans to issue a report in the near future to recommend several
proposals to simplify the gobbledygook presently required.

Because the Committee's jurisdiction is limited to problems affecting the
elderly, the scope of the report will necessarily be confined to the aged. This
report, however, will be of importance to all age groups, since tax issues usually
apply with equal force to the young as well as the old.

With this two prong approach in my bill and the recommendations from the
Commitee on Aging's hearing, we can achieve two crucial objectives:

First, our tax system can be made more equitable for elderly retirees.
Second, we can make tax preparation more readily understandable and

workable for the aged and other age groups.
Mr. President, I ask unanimous consent that the text of this bill be printed

in the RECORD.
The PRESIDINO OFFICER (Mr. CRANSTON). The bill will be received and appro-

prlately referred; and, without objection, the bill will be printed in the RECORD.
The bill (.8. 4345) to adjust the amounts of retirement Income for which a

tax credit is allowable under the Internal Revenue Code of 1954 In order to
provide benefits thereunder comparable with tax benefits accorded social security
recipients, introduced by Mr. WILLIAMS of New Jersey, was received, read twice
by its title, referred to the Committee on Finance, and ordered to be printed
In the RECORD, as follows:

S. 4345

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That (a) section 37 of the Internal Revenue
Code of 1954 (relating to retirement income credit) is amended-

(1) by striking out "$1,524" In subsection (d) and Inserting in lieu thereof
11$2,278"-,

(2) by striking out "$2,280" in subsection (1) (2) (B) and inserting in lieu
thereof "$3,417"; and

(3) by redesignating subsection (j) as (k), and by inserting after subsection
(i) the following new subsection:
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"(j) Annual Adjustments of Limitations.-
"(1) Certification by Secretary of Health, Education, and Welfare.-Before

the beginning of each calendar year (beginning with 1971), the Secretary of
Health, Education, and Welfare shall certify to the Secretary or his delegate the
largest old-age insurance benefit that could be payable for any month during
such year under title II of the Social Security Act to any individual who, In
such year, attained age 65 and first became entitled to monthly insurance bene-
fits under such title.

"(2) Substitution of limitations.-for taxable years beginning within the
calendar year 1071 and each calendar year thereafter-

"(A) subsection (d) shall be applied by substituting, for the $2,278 amount
contained therein, the amount certified under paragraph (1) for such calendar
year; and

"(.B) subsection (1) (2) (B) shall be applied by substituting, for the $3,417
amount contained therein, one and one-half times the amount certified under
paragraph (1) for such calendar year."

(b) The amendments made by subsection (a) shall apply to taxable year
beginning after December 31, 1970.

AMERIOAN MEDICAL ASSocIATION,
Chicago, Ill., Octobcr 2, 1970.

Hon. RUSSELL B. LoNO,
Chairman, Oommitee on Finance, U.S. Senate, Washington, D.O.

DEAR SENATOR LONO: On September 21, 1070, In hearings before the Senate
Finance Committee, Mr. Meade Whitaker, in behalf of the Treasury Department,
requested that H.R. 17550 be amended to provide for an information reporting
system on unassigned medical payments. A similar provision was deleted by the
Conference Committee at the time the Tax Reform Act of 1969 was considered.

The proposed change in information reporting would require Blue Cross-Blue
Shield organizations, Medicare and Medicaid agencies, employers and unions
operating health insurance plans and similar payers to report "unassigned pay-
ments" made to providers. The report would require the identification of each
health care statement for services where the amount in 1972 and 1073 is $100
or more, in 1974 and 1975 is $50 or more, and thereafter where the statement
is for the sum of $25 or more. In addition, the proposed system requires that the
statements for each separate provider be aggregated for the calendar year.

The Treasury Department testimony includes a further recommendation that
assigned payment reporting should similarly be authorized except that such
reporting should commence at the $100 level beginning January 1, 1971.

While we recognize the Treasury Department's interest in providing addi-
tional means by which it might assess a physician's income, we must object to
this amendment sought to be added to H.R. 17550. Among other reasons, it is
clear to us that the new requirement would not provide the Internal Revenue
Service with helpful and meaningful data.

Many patients have more than one health insurance policy. According to the
"23rd Annual Survey of the Health Insurance Council-1960," 13,282,000 persons
had duplicate hospitalization coverage as of December 31, 1968; 11,800,000 had
duplicate surgical coverage; and 7,147,000 duplicate medical (non-surgical)
coverage. In times of Illness, these persons may file a claim under each of the
policies and will often collect benefit payments in excess of the physician's
charges. Under the proposed amendment, it will then appear that the physician
is receiving considerably more for the care he rendered than what was actually
paid to him by the patient. Understandably, the physician frequently is not aware
of such multiple insurance coverage nor is lie in a position to control such over-
payment of insurance benefits to the patient.

It should also be noted that in spite of the widespread use of voluntary health
insurance by patients, some still do not use their insurance proceeds to com-
pensate the physician for the services which he has rendered. This situation
would still further distort the income figures provided by an insurance company
as to the funds paid indirectly to him through the patient, for medical care.

So as to be satisfactorily responsive to inquiries of the Internal Revenue Serv-
ice, the proposed amendment will necessitate the physician's setting up addi-
tionifi bbokkeeping and record procedures for he will find it necessary to record
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separately and In detail each charge to a patient which exceeds $25. Since he
will often be unaware as to the source of the funds used to pay bi, his records
-will now have to segregate detailed Information on all charges which are at or
above the amounts stated In the law.

The proposal of the Treasury Department would place physicians In a unique
category under our tax laws. We know of no other provision In the tax laws
which singles out one class of Individual taxpayers, requiring payers to report to
the IR1S hidividual payments made to the taxpayer as well as the annual aggre-
gate amount of such separate payments.

We kwlleve, 3r. Chairman, that the proposed Treasury Department amend-
ment Is unfair and discriminatory, and would do little to accomplish any goal
for an Improved reporting system. Instead, as an additional cost burden, it
would place further upward pressure on the cost of medical care. Therefore, we
urge you not to adopt the amendment for information reporting.

However, we do want to 1e on record supporting your reference to the AMA
during the recent session. You stated the AMA has been "completely forthright
and honorable, and sought to shield no one."

That is exactly our position. Your words were well-chosen and your point
well-taken.

You further said that we have, In the past, requested that examples of chli-
eanery be reported to us, so that we might take our own action. This, too, Iscorrect. Too often people forget that the AMIA was founded as a physicians'
group intent upon correcting wrongs.We feel we have lost none of our original zeal. Quite simply, the dishonest or
Incompetent physician hurts us just as much as he harms his government.

ERNEST B. HtOWARD, M.D.

Senator AN,-DE RSON. 1o will adjourn the meeting, subject to the call
of tie Chair.

Thank you very much.
(WVhereulOi, at 11:55 a.m., the committee adjourned, to reconvene

subject to the call of the Chair.)
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STATEMENT SUBMITTED BY IIoN. KARL MUNDT, A U.S. SENATOR FROM THE STATE OF
SOUTH DAKOTA

Section 225 of H1.R. 17550 as passed by the House of Representatives is unwise.
In my estimation it should not be approved by the Senate in its present form.

The avowed purpose of this section, which would decrease the Federal medical
assistance by one-third In any year after a patient has received care as an in-
patient in a skilled nursing home for 90 days, is to reduce the Federal expendi-
ture of funds by encouraging the states to require the use of lower cost methods
of providing health services to patients receiving benefits under Title XIX of the
Social Security Act, or Medicaid, when more expensive institutional health serv-
ices are not medically necessary.

This purpose is commendable but I do not believe it is realistic. The result, I
am afraid, will be patients who may be seriously ill, forced into less costly and
inadequate custodial facilities or the States forced to shoulder too heavy a
burden.

My own State of South Dakota has tried hard to control expenditures in the
area of nursing care. It has been forced to do so because of budgetary limitations.
Should Section 225 be approved in its present form, there will be an additional
burden placed on South Dakota and States in similar circumstances, i.e. States
with a high percentage of elderly people. The States will have to pick up the
balance in many instances. I believe this will be true because this high per-
centage of older individuals assures the existence of hundreds of people in nurs-
ing homes who will continue to need a comparatively high level of care and will
never improve so much physically that they can get along with less care. Further,
in rural, low population States it would be extremely difficult financially and geo-
graphically to develop out-patient clinics in such numbers and capacity as to
provide for the elderly now in long term care facilities.

I believe Section 225 should be altered to protect those citizens who truly
need long term care without penalizing the States. I would support an amend-
ment that provides that a patient needing skilled nursing home care for a period
longer than 90 days could continue to receive that care without any reduction in
funds. On the other hand, where it can be shown by the medical review pro-
visions of the law, that a patient in a skilled nursing home can be adequately
cared for under a less intensive program of care, the funds applicable to that
z, atlent would be reduced as provided in the bill.

U.S. SENATE,
Washington, D.O., AuguSt 10, 1970.

Ron. RussELL B. LONo,
Ohafrman., Committee on Finance,
U.S. Senate,
lVashington, D.O.

My DxAR MR. CHAIRMAN: The welfare of the people of the State of Washing-
is of vital concern to us. Many of the services provided our people have been
created and are partially funded by the federal government.

One such program is care for the elderly and chronically ill. Section 225 of
H.R. 17550, Amendments to the Social Security Act of 1970, now before your
committee, proposes to reduce federal financing for that program.

This section provides for a one-third reduction of federal matching funds for
killed nursing and aged mental health care after ninety days and a lifetime
cutoff of funds for aged mental health care after 275 days.

While this reduction in funds Is offset by increases in outpatient and home
health care, its net impact to our State will result in drastically lowering the
quality of care provided our aged and ill people.

The State of Washington has for many years had an effective classification
systein to insure that each individual receives appropriate care. Passage of Sec-
tion 225 will destroy our ability to provide such care.

(1177)
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We understand that F.Illott lichardson, Secretary of IIEW, testifying before
your committee recently, admitted that Section 225 was a budget-cutting measure.There are times when economy measures are necessary, but not at the expense

of those who are elderly, III, or unable to care for themselves.We are opposed to passage of Section 225 of II.R. 17550 and we hope that you
will take whatever action Is necessary to eliminate this section front tihe bill.

Sincerely, W A RR EI G. M A ON Us8O.
HENRY" X[ JAOKS0N.

U.S. SENATE,
Washington, DAO, June 23, 1970.

1101). RUSSELL LONG,
0Thah-man, Senate Finance Comwittee,
Washington, D.C.

DEAR Mx. CHAIRMAN: One of the provisiOnS in the Social Security Amendments
of 1970 (11.11. 17550), recently passed by the House, Is causing my State of
Michigan a good deal of concern. No doubt other states will share this concern
when the probable impact of the provilon Is made clear to them.

In order that the Finance Committee be made aware of the ramifications of
this bill for the State of Michigan, I am submitting a statement for your con-
sileration. If the Committee has need of further Information on this matter, I
would be most happy to sjbmit it.

With best wishes.
Sincerely, PIHLWT A. HART.

Enclosure

STATEMENT OF lIoN. PHIxLP A. IhART, A U.S. SENATOR FROM THE STATE OF
MICIiOAN

Mr. Chairnman, my statement will be very brief and directed at only one aspect
of the Social Security Amendments of 1970 that recently passed the House. I am
concerned with a provision contained in Sc-tion 225 in Title II of tIR 17550. It
provides for the establishment of incentives for states to emphasize outpatient
care under Medicaid programs. Specifically the bill decreases the Federal Medi-
ca1d matching percentages for extended stays in skilled nursing homes, mental
hospitals and general hospitals while increasing the matching percentage for
outpatient services.

The intent of the provision is no doubt to encourage medical personnel to move
patients out of medical care facilities when their condition allows less intensive
care. I have no objections whatsoever to more efficient use of medical facilities;
in fact, the Antitrust and Monopoly Subcommittee, which I chair, is currently
investigating high hospitalization costs. No doubt some of its recommendations
will involve more efficient use of hospital facilities, including faster patient
turnover.

But the point with Medicaid rpatents is that generally they are not able to go
home after 90 days in a skilled nursing home. They are largely elderly citizens
fighting illnesses for which there are no speedy cures. Many simply cannot be
transferred to intermediate or out-patient facilities.

The impact of this provision, then, might be to transfer a large part of the
cost of the program to the states without improving the efficiency of the health
care delivery system.

R. Bernard Houston, Director of the Michigan Department of Social Services,
cogently presented this argument to me in a recent letter. He wrote:

"I am deeply concerned about the decreases in the federal Medicaid matching
percentages contained in the Social Security Amendments of 1970 and their rani-
fleations for Michigan.

"The changes proposed in that bill (11.11. 17550) now before the Senate will
result in a net annual loss of $15.3 million in federal revenue to Mikhigan.
Skilled inrsing home service -------------------------------- $11, 221, 200
General hospital services --------------------------------------- 182, 500
Mental hospital ------------------------------------------- 4, 500,000

Total ----------------------------------------------- 15, 903, 700
Outpatient, clinic, howe health services ------------------------- +011,000

Net loss -------------------------------------------- 15, 292, 700
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"While we support the purpose of placing emphasis on outpatient services, the
benefits fromn tills emphasis cannot result in any immediate reduction in need for
long-term care. The average age of the 18,000 patients in nursing homes in Michi-
gain is over 75. It is unrealistic to assume that they will be rehabilitated within
00 days; it Is unconscionable to terminate or reduce assistance in their behalf, but
the options available to the state are limited.

"The bill lit its present form does not alleviate the major problems in long-term
care programs, nor does I. reduce the cost of medical care for those needing It. It
merely shifts that cost f'oin one level of government to another with less fiscal
resources. In its practical application, this can only reduce the medical care
available to tite needy and elderly in Michigan. Curtailment of other medical
services to compensate for the loss of revenue is inevitable."

This concern is by no means limited to Michigan. Doubltless it is felt by all
states with extensive Medicaid programs.

Tit, Federal government, particularly during a period of Inflation when health
costs are skyrocketing, should not cut back on health care for the aged. Nor
should it renege ott its commitments and impose further financial burdens on tite
states.

Mr. Chairman, I respectfully urge the Committee to delete this section from the
Social Security Amendments of 1970.

- (The following colnmmunication was forwarded to the committee by
Hon. George . Aiken, a U.S. Senator from the State of Vermont:)

STATE OF VERMONT,

EXECUTIVE CIIAMIER,
Montpclicr, April 20, 1970.

lion. GEORGB D. AIKKEN,

U.S. Senate,
scnote OfiNce Building, W1ashington, D.C.

DEAR SENATOR AiKNx : Although I anti i complete accord with the general con-
cept that steps must be taken to curb rapidly rising costs of medical care, I
cannot support 1I.R. 16264 (Omnibus Bill to Reduce Federal Outlays) regarding
Medicaid. (Title XIX).

The bill in question would have a disastrous effect in Vermont and presumably
in alt the other states. A summary of the impact on Vermiont if tlte bill were
enacted follows:

These estimates, computed from available program statistics and information,
show the effect upon Vermont's Medicaid program in fiscal year 1970.

(1) Outpatient hospital and hono health agency services comprise a relatively
small percentage of the Vermont Medicaid expenditures. An increase of 25 per-
cent in the federal matching percentage would bring the State an additional
$61,000 In federal funds.

(2) Inpatient hospital care in e.rcess of sixty days lit a fiscal year constitutes
approximately 4 percent of the patient days rendered to recipients under age
sixty-five. For those aged sixty-five and over, tle impact of this proposal can only
be roughly estimated because of the complications of Medicare benefits and their
relationship to the "benefit period." The reduction In federal matching funds for
Vermont wouli approach $40,000 during the present fiscal year.

(3) Many of the patients, welfare and non-welfare, resident in Vermont's
skilled nursing homes have been confined for long terms. If the federal matching
percentage were reduced by one-third after ninety (lays of Inpatient skilled nurs-
Ing home care, It is estimated that federal funds for this care would drop from
$1,896,832 to $1,466,950 during FY 1970 for a decline of 22 percent.

(4) The most severe impact of the proposals would be upon the mental instt-
tutions and their Inpatients. Title XIX Is limited to the sixty-five and over
mental patients and these remain the most difficult to rehabilitate to the point
of discharge. Application of the reduction in federal matching by one-third for
the 91st through the 365th day of care and its entire elimination thereafter
would lower federal matching to Vermont from an estimated $764,750 to $90,750.

Vermont Medicaid appropriations for FY 1970 total $12,325,439. Under the
present federal matching percentage of 64.90 percent, federal funds will provide
$8,000,547 in matching against state funds for the remaining 35.04 percent, or
$4,318,802. Had the four provisions listed above been in effect during FY 1970,
federal funds would have been reduced by an estimated $1,083,882 (13.5 per-

47-530-70-pt. 3- 18
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cent) to a level of $6,922,665. State expenditures would correspondingly increase
by this same $1,083,882 to $5,402,684; an increase of 25.1 percent.

Applying the same mathematical approach (that state funds must be increased
by 25 percent) to the amount budgeted for Medicaid during FY 1971 reflect
that state funds would have to be increased by $1,330,000 to provide the original
level of care contemplated in that budget.

In view of the adverse impact that H.R. 16284 would have on Vermont, I
urge you to strongly oppose passage of this bill.

With the best personal regards,Sincerely, DEANE C. DAvIS, governor.

BALTIMORE, MID., September 10, 1970.Iloki. RUSSELL LON,XO
Chairman, Finance Commitce,
Senate OfIce Building, W.Jhington, D.O.

I)EA SENATOR LONo: Please bring to the attention of the public witnesses
to be heard on the new Medicare-Medicaid bill, the much greater and more
effective form of discrimination against Medicare-Medicaid citizens than race,
color, creed and source of origin.

This is Medicare-Medicaid support of the minority hospital "privileged" group
of doctors, as the only ones permitted to utilize the tax supported beds and
facilities at each hospital instead of the citizen's right to have his own doctor
treat him at any hospital the patient and doctor choose, As you well know,
Medicare is paid for in part by the patient, who is led to believe that the AMA
policy concerning the practice of medicine is in effect as follows:

1. That it is a basiC right of every citizen to have available to him adequate
health care.

2. That is is a basio right of every citizen to have a free choice of physician
and Institution in the obtaining of medical care.

3. That the medical profession, using all means at its disposal, should en-
deavor to make good medical care available to each person.

Any bill regarding Medicare or Medicaid Incorporating the preceding as
passed by our Baltimore City Medical Society in support of the AMA, should
require any intermediary such as Blue Plans, Aetna, etc. to withhold or with-
draw contracts with any hospital discriminating on the basis of "privileged"
groups or any other form of discrimination except professional qualifications
and conduct.

I will be pleased to testify as to further details of this and the effects on cost;
and, furnish supporting evidence of how this is done and how it affects the
Medicare-Medicaid group.

Please let me know when your committee wishes to check with me as an
average representative physician in the practice of medicine, well acquainted
with the average patient's needs and points of view.

Awaiting your reply, I am
Sincerely,

M. B. LEVIN, M.D.

WASHINOTON, D.C., June 17, 1970.
COMMITTEE ON FINANCE,
U.S. Senate,
Washington, D.C.

DEAR MEMBERS OF THE COMMI'rEE: In your consideration of H.R. 17550,
the bill dealing with social security benefits, may I ask you also to consider the
information contained in this letter?

Inasmuch as the 84th Congress in Public Law 243, effective July 1, 1955,
specifically excluded D.C. substitute teachers from coverage under the U.S.
Civil Service Retirement Act, I find myself now credited with only eight years
of Civil Service retirement credit instead of fourteen years which I had every
reason to expect when I retired in October 1968. The 84th Congress removed
this coverage in 1955 and substituted nothing in its place. Thus, teachers, as
substitutes, had Civil Service coverage up to July 1, 1055 and beg nning in
October 1905 were granted Social Security coverage but Congress has done
nothing in the way of coverage for those during the Interim period, July 1955
to October 1965,
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Long six years of retirement credit tinder the Civil Service was a serious
flnanlal blow to me for the reason that my husband when ho retires two years
hence will have acquired only sixteen years of Civil Service retirement credit.
If widowed, my retirement would be only 55 percent of what his small retire-
ment would be.

I had tried to provide for such an emergency, widowhood, by entering the
D.. School System In December 1954 as a substitute teacher. I was informed
that such a Federal position was covered for retirement under the Federal Civil
Service. Following six years as a substitute I became a temporary teacher for
eight years. Temporary teachers also were covered by the Civil Service Retire-
ment Act. This service I did receive credit for and It provides a basic annuity to
me of $72. Yet I began my service In December 1954 with Civil Service coverage
and money deposited with the Civil Service was held by them for fourteen
years until I retired. Had Congress not removed my coverage in 1055 my annuity
for fourteen years based on $0,060 (5 year high) would be about double what It
is at present.

My husband, when he entered government service in May 1954, paid into
the Social Security for seven quarters following which he was transferrel to
Civil Service coverage. For that reason, especially, it is our wish that govern-
ment employees be permitted to pay into the Social Security System of Retire-
ment. My husband is 68 years of age and he needs only eight more quarters to
qualify for this Social Security protection which we shall surely need. We are
not asking for charity, but instead asking for a privilige given to millions of
people to provide for a retirement that would have some security In these-days
of high price.

Being former residents of Appalachia with low annual incomes of $3,000
to $5,000 and victims of the 1929 Depression when even married women teachers
were not permitted to teach, it has been an uphill struggle to provide a realistic
retirement for ourselves.

The Civil Service is not a retirement system that provides security except
for those who obtain fall retirement after many years of service. Yet my husband
has given to government service sixteen of the most productive years of his
life and has paid hard earned money into both Federal retirement systems.
Unless he is given the opportunity to complete the remaining eight quarters
for coverage under Social Security all of the money he has paid into the Social
Security so far will be lost to us forever. We could face up to this loss if the
Civil Service retirement were realistic In his case but it will not be.

Would you, the Members of the Finance Committee, consider giving Federal
employees who have paid into the Social Security during their Federal Service
the opportunity to complete the requirements for coverage? This is an ext remply
serious question I am asking of your Committee and a question if answered
in the affirmative would give us some retirement security.

We hope this letter will alert the Committee to the fndividutil and urgc'at need
of some Federal employees to be able to complete their coverage under Social
Security. Therefore, we plead with you to consider the inequities I have referred
to Jn this letter and hope and pray you will provide legislation that will permit
my husband to complete his coverage for qualification under Social Security.
Such legislation would also benefit me as well as my husband.

Sincerely yours,
(Mrs) JEAN IL. REYNOLDS.

COMMENTS OF ILLINOIS DEPARTMENT OF PUBLIt AID, HAROLD 0. SWANK, DIRECTOR

Much as Illinois welcomes and endorses the increases In Social Security bene-
fits and other Improvements in Social Security-and also many of the improve-
ments in Medicaid and Medicare--contained in HR 17550 as passed by the House
of Representatives May 21, 1070, we must vigorously protest to the Committee
on Finance and the entire membership of the Senate the proposed attempt to
control Medicaid costs by cutting back Federal participation In State expendi-
tures for hospitalization, skilled nursing home care, and care of aged persons
in hospitals for mental diseases.

Our protest Is directed to those provisions of Section 225 (page 103 et seq., of
the 13111 In the Senate) which, after December 31, 1970:

(1) reduce Federal participation by % for inpatient services in a general
hospital or tuberculosis Institution beyond 60 days (whether or not consecutive)
during any calendar year (defined as the four calendar quarters ended with
June 80);
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(2) likewise (except for the definition of calendar year) reduce Federal
participation for inpatient care in a sItillled nursing home beyond 00 days; and

(3) reduce Federal participation by 1/3 for inpatient care in a hospital for
mental diseases beyond 90 days up to a total of ani additional 275 days-after
which Federal participation terminates.

The foregoing time limits, after which the proposed reductions in Federal
participation take effect, are in addition to the time limits established for these
services for aged persons entitled to have medicare payments made inder the
Medicare Title XVIII. However, for Medicaid patients not fortunate enough to
be covered by Title XVIII, the time limits do not stand on top of the medicare
coverage.

Labelcd in the Bill as "Incentives for States to Emphasize Outpatient Care
under Medicaid Programs", these cutbacks in Federal participation are accom-
panied by a 25 per cent elevation in Federal participationl in outpatient hospital
services and clinic services (other than physical therapy services) and in home
health care services (other than physical therapy services).

These provisions were Included in the Bill by the House Committee on Ways
and Means without notice to State Medicaid agencies of the Committee's Intent
to take this action and without opportunity for the States to register their re-
actions With the Committee. Ilcarings wero not held on these Issues. House con-
sideration of the Bill under a closed rule precluded floor amendment in that
chamber, although some States, through their representatives, registered protest.

We shall set out later it these Comments those features of the Medicaid and
Medicare amendments which we view as program Improvements-some ex-
cellent as they stand and others requiring revision or clarification. We must,
however, accent the negative first because of the false premises upon which the
proposed cutback is based; its impact on State finances in any State which feels
morally obliged to meet the essential medical needs of the poor; its impact on
the condition of the poor and social stability in those States which might choose
to match Federal cutbacks with corresponding State cutbacks; and its long
range implications for future national or nation-State programs to meet the
medical care needs of the population.

THE CUTBACK IN FEDERAL PARTICIPATION IN MEDICAID

With concern mounting at all levels of government-State and local, as well
as national-over the ever larger and competing demands on the tax dollar to
provide the public services required by a growing population lit a complex and
highly interdependent society, Illinois fully appreciates the Congressional con-
cern obviously underlying the Medicare and Medicaid provisions contained in
this Bill. There is no question that these programs must be kept within defensi-
ble bounds and that provisions which do not serve program objectives, as they
become apparent through experience, must be promptly corrected. However, the
attempt here made to control some aspects of the Medlald program by reducing
Federal participation in State obligations for the program is not only violative
of the original Federal commitment-whlich was conductive in many States to the
commitment of State and local funds toward the program-but it is obviously
based on a misunderstanding of the nature of the Medicaid undertaking and on
false premises concerning responsibility for the increasing demands on the Fed.
eral dollar to meet the Federal share of the total commitnient.

Proposed at this point is a reduction in Federal participation for certain
institutional services. On the same premises, the next step might well be to
reduce and ultimately terminate the Federal participation in "intermediate care"
institutional services (not subject to reduction under the present proposal).
Later, there would be nothing to prevent-again on the same premises-Federal
participation being reduced, or ultimately eliminated, in outpatient services.
And thus would terminate in totality Federal participation in the program.

The naltrc of the medicaid undertaking
This beginning of a "closed end" approach to the original Federal "open end"

commitment to the Medicaid program has arisen, we suspect, because the
Congress-until Medicaid Title XIX of the Federal Act took effect in January
19W6 and tile States began to participate in the Title-was unaware of the extent
of the medical needs of the poor and medically indigent throughout tile natiomi.
While States such as Illinois had comprehensive programs very similar to those
operated today under Medicaid, Federal participation was only minimal



1183

and only sparingly reflected In national statistics for the poor. In other States,
the medical needs of the poor and medically Indigent-If met at all through pub-
lie funds-were submerged in operating data for so-called charity or free hospi-
tals, or free public clinics and "charity doctors" anQ not correlated with any
available statistics on public tax dollars spent for medical care through the
public assistance programs. The remainder of the need, if met at all, was fimet
through private charitable funds or the personal charity of medical care
providers.

This scattered and uneven system was suddenly nationalized and made a pub-
lic commitment under Title XIX as part of the 1965 amendments to the Federal
Act. The need-and to a considerable extent the public expenditure, had that
public expenditure actually been countable and counted-was there all along,
but It did not become visible until the advent of Medicaid. The situation might
be compared to the impact upon the people of the United States had there been
no information concerning the enlarged need for subsistence aid created by the
Great l)epressioi in lthe 1030's, until after the first year of Federal and State
expenditures in providing unemployment relief. Thus, in the case of Medicaid, it
may be said that It was only the size of the tax funding required that made

Congress and the people generally aware of the size of the medical needs of the
poor and the medically Indigent when the Medicald program came along and
made that volume visible In a single set of statistics.

In the hasty attempt made by this 1111 to plug one area of cost (institutional
services) in the Medicaid program-through the inequitable device of reducing
the Federal share of that cost-we see only an Ineffective and unwarranted pro-
test against a fiscal obligation which catte as a surprise to the Federal Govern-
ment but for which tile Federal Government is equally, if not more, obligated
than the States. For Medicaid, as against Medicare, is a means-tested porerty
program. And, by now, It Is vell settled that tie causes of poverty are not con-
fined to State lines, that a national program of reduction and prevention, sup-
plemented by State effort so as to adapt the basic national program to area
differences, offers the only logical approach.

It is therefore vitally important that we keel) in mind the essential difference
between those public services for which the public, through its government, has
made a commitment as desirable for the citizenry il general and those public
services which are provided to only that segment of the population able to Ineet
a means test establishing poverty. These latter public services go beyond those
whtch are merely beneficial or con(iuctive to the public welfare in general. They
represent instead the necessities of life itself-the means of subsistence, and,
after the enactment of Medicaid, the alleviation and prevention of illness. These
services are now Federal as well as State commitments. Within the confines of
that segment of the population able to meet a means test defining them as poor,
the public commitment for f lancing the tccessary costs must obviously be open
end.

False premises underlying the proposal
On this background of astonishment and concern with the cost of the Medicaid

programn-leading to the beginning of closing the Federal commiltment-the cut-
backs proposed in this Bill then proceed to remedy the situation on three false
premises:

1. The false premise that only the Federal Government Is concerned with
Medicaid costs.

In Medicaid, the State dollar is also involved and in many States also con-
siderable local dollars.

In Illinois in the fiscal year ending June 30, 1971, we expect to spend soine
$126.3 million iij State dollars under Medicail Title XIX for medical care to the
aged, the blind and time disabled and families with dependent children, plus $15
million in State dollars for care of the aged it hospitals for mental diseases
who are needy by public ah1(] standards-or a total of $141.3 million in State
dollars. In addition to this, Illinois will spend $20 million In State dollars for
tIme medically indigent, including families of the working poor, not covered at
present by Title XIX, with a local contribution of $4 million toward this pro-
gram. With the Federal share of this total outlay coming to considerably less
than half of the total, surely it cannot be said that Illinois does not have at least
equal concern with costs.

2. The false premise that State laxity is primarily responsible for rising
Medicaid costs, especially in the more costly segments of hospital and skilled
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lr.ing ioime care and care of ti aged i llhosj)itals for mental diseases. Instead,
lite facts are

(a) lhi Illinois, the medicaid program is carrying the slack of time health
needs of the poor which are not covered at all under the national contrhutory
hospital an(1 medical insurance program-ithe Medicare program established by
Title XVIII-or which are not covered because of the time and other limitations
set lin that program for Medicare coverage.

fi Illinois, at least, the bulk of Medicaid expenditures for institutional services
is required to .upplment the Medlcare program for the needy aged and for
disabled adults under 65 not as yet c.ivered by Medicare. That is, Illinois,

largest outgo for 3IMedicald is required to pick up where Medicare has left off.
Medicaid costs would be reduced dramatically if Medicare were expanded to
cover a larger portion of the medical needs of aged and disabled persons now
covered under the Federal Act for Socni Security benefits. But obviously this
would require elevation of the tax on employers and empolyces to support the
broadened program. Medicaid represents simply a shift of this non-covered
need to general tax revenues. Surely there Is no warrant for placing the blame
upon the States-nd tile States alone--for this choice of the source for fund-
ing the unmet portion of the medical need Medicare Title XVIII Is designed to
supply.

In Fiscal 1071, for example, $140.8 million of the total Illinois Medicaid
expenditures of $262.0 million-or 55.7 per cent-will go for care of the aged,
the blind and the disabled. In addition we will spend $30 million for care of
the aged who are needy by public aid standards in hospitals for mental diseases.
For institutional care-outside of that provided in hospitals for mental diseases-
vo will be spending, for the aged, $3.4 million for hospitalization, $4.4 million

for skilled nursing home care, and $39.9 million for intermediate care--hardly
indicative of overutilization of expensive hospitals and skilled nursing home
care. For the blind and disabled we will be spending $44.1 million for hospitalliza-
tion-as this group Is not covered by Medicare--plus $1.3 million for skilled
nursing home care and $11.7 for intermediate care.

Thus, for institutional care of the aged supplementary to Medicare Illinois
will be spending 'a total of $47.8 million as a against a total of $57.1 million for
Institutional care for the blind and disabled. Furthermore, umler the provisions
of this Bill, the time limitations for care of the blind and disabled in hospitals
and skilled nursing homes do not stand on top of the Medieare time limits-a
double inequity for these needy people, as well as tie States, for the choice
made not to include them as well as the aged in Medicare Title XVIII.

This discriminatory treatment as between persons covered by Medicare and
equally ill persons not covered by Medicare emphasizes, in our judgment, the
Invalidity of this Bill's arbitrary time-limit approach. If the tlnme limits set
for non-Medieare patients have validity, then Medicaid should not meet the
hospitalization and nursing care requirements of the aged beyond those covered
by Medicare and, further, Medicare coverage of the services at Isue should be
reduced to the same time limitations proposed inm this Bill. Any such action
would, of course, deny to the aged poor (so determined by Medlcald's means
test) those additional necessary medical services other aged persons covered
by Medicare are able to purchase from their own resources.

(b) Iospltalization and skilled nursing home expenditures under Medicaid
are not so much the result of overutilization ulder Medicaid but are attributable
primarily to rises in costs as it result of the hitherto unqualified "reasonable
cost" concept of Medicare, as carried over by IIEW regulations to apply to
Medicaid.

This will be rectifled by some of the changes made by this Bill ili tile Medicare
and Medicaid Titles. But it is foolhardy to expect that this long overdue correc-
tion-lve years after the programs went into effect--can roll back costs to the
more reasonable level that would have obtained had heed been given to the
protests made at the outset by State welfare administrators to this and other
faulty concepts set out in Medicare and then carried over to Medicaid.

3. The false premise that a "closed end" or cut-off approach can be adopted
only by the Federal Government-that the States, if care in hospitals or skilled
nursilg homes, or hospitals for mental diseases Is medically necessary beyond the
limits set litm e proprisl, are nceC.ssori'y committed to meet the eed irrespective
of the Federal cutback.

If a "closed nd" "proaeh Is valid for the Federal Goverunent, it is valid
Ilso f(,r tie, States. This cin mean only that jer.snsu fir wihom .are ii lihqiltals,
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skilled nursing homes, or hospitals for mental diseases continues to be medically
necessary will have their care terminated despite continued ieed. Thus, they
must go uncared for-or they must fall back upon the charity of the providers
to continue the care without any public payment.

SPECIAL PROBLEMS IN THE PROPOSED CUTBACK FOR MENTAL DISASE IIOSPITALIZATION

In the proposal for the cutback in Federal participation for care provided un-
der Medicaid to the aged inhospitals for mental diseases, the States are faced
with two additional problems:

1. Federal participation is not only reduced after 90 days but it is terminated
entirely after an additional 275 days.

2. Where "intermediate care" is all that is required but placement cannot be
found in outside facilities, any public hospital for mental diseases Is discouraged
by the concluding paragraph of Section 225 of the Bill (page 107) from estab-
lishing a section in the institution to provide intermediate care. Federal aid is
prohibited to patients in such a section of a public hospital.

Because of the complexities of mental disease and the mnny as yet unexplored
areas of effective treatment-at least treatment reasonably assuring no recur-
rence-we cannot agree with the "assumption" that necessary treatment for
patients over 65 "rarely continues beyond a year". The complexity and uncer-
tainty of the treatment required in mental disease is reflected in the provision
contained in the present Section 1902(a) (20) of the present law-and unchanged
by this Bill-requiring that States which include in their Medicaid Plans the
aged in hospitals for mental diseases provide "assurance of immediate readmit-
tance to institutions where needed for individuals under alternate plans of care".The quoted "assumption" not only contradicts this other provision of law but

it could be construed as implying that the aged are, in fact, abandoned as recip-
ients of necessary mental treatment by the factor of age. 'f this is the reality, it
should not be remedied by termination of Medicaid payments. Rather, it should
be remedied by insistence that the necessary mental treatment be provided-as
is now done by the section of present law herein quoted.

The second difficulty stems from the faulty concepts underlying the "Inter-
mediate care" provisions of present law (which we will discuss at the end of
these Comments) and what would appear to be the vestigial remains of the
attempt made In the original Social Security Act of 1935 to legislate out of
existence public institutions providing care to the ill or infirm. Intended, we
surmise, to bar from Social Security Act coverage care provided the poor in the
infamous "almshouses" of the prior era, the prohibition originally was interpreted
to bar Federal participation in care provided In any public institution-including
hospitals or skilled nursing homes operated by State, county or city authorities.
These latter bars have now been lifted-but with "intermediate care" placed in
Title XI and not in Title XIX, it has been construed as a notn-medical service and
thus, when provided by a public institution, Federal participation Is prohibited.

Not only do we see nothing wrong with public institutions as against private
non-profit and private profit Institutions-all are now subject to modern concepts
of standards of care and increasingly are open to private pay patients as well
as patients whose care is paid for by tax fund,3--but a speci problem is pre-
sented by the aged now in State hospitals for mental disease tot no longer re-
quiring hospital care. Prior to the development of the State-Federal public
assistance programs In 1935 and thereafter, and more recently the Medicaid pro-
gram under Title XIX, these State hospitals for mental disease had become
dumping grounds for Impoverished infirm aged persons-not mentally ill-who
had no relatives or whose relatives could not or would not care for them at
home-or could not or would not pay for their care in other institutional settings.
After years of confinement In these institutions, the condition of these patients
has deteriorated to the point that they are particularly hard to place in skilled
nursing homes (if that degree of care Is required) or in intermediate care
facilities (if lesser care is required).

In this transition period of correcting the situation for these victims of past
practices, the Medicaid program must have the flexibility to meet the practicali-
ties of a given patient's situation. We see no valid reason why a State hospital
for mental disease should not set aside a portion of its plant to provide "inter-
mediate care" for such ex-hospital patients and also for other patients from
the community requiring "intermediate care" because of mental Infirmities not
requiring hospitalization but nonetheless necessitating institutional care. There
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fi. no reason the Federal Government should not participate in this type care
inerely be.aue It is provided by a public institution-rovided the care is of a
standard equal to or better than that provided by other Institutions.

COST IMPACT ON ILLINOIS OF Tilt. CUTBACK PROPOSAL

Fin fh lirst year after these proposals will beconie effective the net loss to
Illinois in Federal participation Is estliatted to total $3.9 million -$300,000
for an estimated 21,000 patient days in hospitals for patients for whom continued
hospitalization ha1s been (ertilled as medically iiecessary toider this State's on-
goIif/ ho.mpitolizatltion coitrot program in which, reviews hospital stays and their
necessity Ynore frequently than the controls implled by this proposal ; .1.4 million
for sonie 2,100 patients for whoni care In skilled nursing homes has leen cer.
tilled ls $4edirail3 -r ~ssary $4 million for care of the aged In hospitals for
niental diseases: anid with tile foregoing $5.7 inillion loss moderated by $1.8
Million through the 25 per cent proposed Increase In matching for care provided
through outpatient hospital and clinic services and home health care services.

In the second year after time proposal takes effect, however, Illinois' loss In
care for ti aged In hospitals for mental diseases would Jmlip from $4 mnillon to
$16 nllion as more and more patients still reqtulring mental disease hospitaliza-
tion care exceed the proposed limits. This would result in a total net loss for
the second year of $15.9 million-and more, delpending upon tile extent to which
costs for this instittitional service increase and the size of the eligible caseload
increases.

While these figures on the estimated loss to Illinois of the proposal are rela-
tively small in terms of this State's total outlay of !State and Federal funds for
the Medicald progranI. this proportion Is indicative of the extent to which
llilnoi has already controlled unnecessary utilization of expensive institutional
services without the "incentive" of reduced Federal participation.

We must emipliasize: those patients for whomi these paynients are being con-
tinued under the Illinois control prograln have bccn determined to be medically
in ned of the instittitonal care provided or In tie case of some patients (pri-
miarily in the hospitals for mental disease) care is being continued pending all
opening for placement in other Institutional facilities. All of the patients Involved
are -31cdicare patients who are unable themselves to ineet their medical needs
where Medtoare has left off; or they are patients without Sufficient funds of their

own whoi Medicare does not cover. Under the circumstances stated, the positive
"incentive" for outpatient care is irrelevant, the negative "Incentive" of reduced
Federal participation unwarranted.

SUGGESTED ALTERNATIVE TO TIlE CUTBACK

As indeinted on page 98 of the February 1970 report of its staff to the Com-
mittee on Finance concerning Problems, Issucs, and Alternatives, in Medicare
and Medicaid,* the needs of the individual must be the controlling factor In de-
termining what kind of services are paid for under the Medicaid program. Dis-
cussing Congressional intent in adding tile Interinedlate care facility provisions
to the Federal Act, the staff pointed to the requirenlent that there be periodic
professional evaluation and audit of the care and facilities In terms of their
"al)proprlateness" to tie needs of the Individual for whom payment Is being
made, The report went on to say "The references to 'appropriateness' and 'peri-
odic professional review and audit' Indicate Congressional expectation that will
overall reductions in Institutional costs were anticipated, a lower cost facility
was not to be fied where the level of care was below that required by the indi.
visual recelpien t." m Emphasis supplied.)

We would add still another factor-not specifically mentioned In the Finance
Committee Staff Report--and that is the unavailability, as of a given moment,
of it placement opening for a given patient hi a lower cost facility, that Is,
for a patient who could be moved medically to a lower cost facility but such
facilities are not available, or available In sufficient quantities, or an opening Is
not at the nionient available for a l)articular patient.

Assuming that the medical necessity of a given service Is established, or It is
established that a facility or service appropriate to the patient's needs Is not
available (thus requiring his continued presence in the higher cost facility),
then--for a patient whose inability to pay is established by virtue of his meeting
the means test for Medicaid-there are only two alternatives:
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1. For the State and Federal Governments to continue their present joint obliga-
tion to meet his necessary medical needs under the actual operating conditions
in the State in which the patient lives; or

2. Deny the essential medical care to Medicaid eligibles-through an arbitrary
cut off of the Federal and State payments, thus compelling

a. the patient's life or health to be Impaired because of lack of care; or
b. the patient's needs to be met through private charitable funds or the

personal charity of the medical care provider
We see no viability whatever In the second alternative.
We believe that the medical review and utilization controls first inserted in

the Medicaid Title by the 1967 legislation adding Sections 1002(a) (26) and 1902
(a) (30) to the Medlcald Title-and further strengthened by the utilization control
provisions of I.1. 17550--are sufficient to check any unnecessary use of the more
costly services which this Bill would seek to control by reducing Federal aid.
However, should the Congress wish to express Its intent that the time limits set
out In Section 225 be applied as guidelines for determining the necessity for con-
tinuing Federal and State payments for a given patient, we suggest that the
provision be reworded so as to terminate any coverage under Title XIX unless
there is on file for the patient exceeding the stated time limits a certification by
the utilization review committee that

1. Continued care in a given service Is medically necessary; or
2. Continued care in a given facility Is not medically required but the patient

cannot be moved until an opening is available in an appropriate facility (to be
specified).

PROVISIONS OF THE PROPOSAL IMPROVING TIE MEDICARE AND MEDICAID PROGRAMS

1. Increased Federal Participation in Non-Institutioiial Scrilcs.-The pro-
posal to elevate by 25 per cent Federal participation in outpatient hospital, clinic,
and home health care services should stimulate the States to develop, with the
aid of the medical community, various alternatives for the more costly Institu-
tional services. It should stimulate constant thinking and rethinking of the
State's organization of the entire spectrum of services needed to meet the health
needs of Its people--poor and non-poor alike. This positive "incentive" of addi-
tional Federal aid may be compared to the incentive given the States in 1962 leg-
islation-through 75 percent Federal participation as against 50 percent for other
administrative expenses-to develop those social services in the public assistance
programs which would help public assistance recipients escape from the cycle
of poverty. In contrast with the approach taken in this Bill, the 1962 "incentive"
for preventive Social Services was not accompanied by a "negative" Incentive
reducing Federal participation in other necessary administrative expenses.

We have, however, one minor criticism to voice on this proposal. It will cover
care provided in the home only if the care is provided through the relatively cost-
ly "home health services" as defined in Section 1861(m) of Medicare Title XVIII.
In some rural artas it is simply not feasible to set up arrangements meeting this
definition. In others the cost involved is not warranted for the number of patients
who might need that type of service. This suggests that If a patient can be kept
in his home with physician and nursing oversight but does not need all of the
services specified in time definition of "home health services", recognition
should properly be given to such an arrangement through increased Federal
participation.

2. Medicaid Payments Not Higher Than Oharges.-Ilinois has protested from
the beginning the ridiculous results of present law and regulations which re-
quire that Medicaid payments be paid in amounts higher than hospitals and
other providers of services charge the general public. This revision-providing
for payments on the basis of costs or charges, whichever are lower-is a long
overdue reform.

3. State Determination of Hospital Payment Ratcs.-As noted earlier In these
comments, the reasonable cost provisions set out in the Medicare Title and then
carried over to the Medicaid Title have played a large part In the elevation of
total costs of the Medicaid program. The flexibility given In this Bill for the
States to develop their own methods and standards for hospital reimbursement-
with protection provided so that State action will not require private patients
to subsidize Medicaid for the poor-should materially improve the ability of
the States to control cost and to develop hospital payment plans satisfactory



both to the hospitals and to tile general public paying taxes for the Medicaid
program.

4. Additional Federal Particlpation in Medical Claims Processing and In/or-
ination Retrieval Sjystem.-Illinois has established such a system and thus will
not benefit from the proposed 90 per cent natching stimulus offered to those
States which have not already acted In this area. We do, however, welcome the
elevation from 50 to 75 per cent in the Federal share of the on-going costs of
this system.

5. Tic-In of Capital Improvements With State Health Facility Planning.-
The proposal that capital Improvements, as a factor In Institutional costs, be
subject to inclusion only If they tie In with a State's health facility planning
is in line with the thinking in Illinois for controlling those costs which do not
specifically serve the total health needs of the people of the State.

0. Experiments itn Prospective Reimburscncuts and Other Possible Incentives
for Economy.-This is another long overdue approach to improving the quality
of service provided as well as containing costs.

7. Institutional Budgeting.-Though proposed as a requirement for participa-
tion in the Title XVIII Medicare program only, submission by hospitals, extended
care facilities, and home health agencies of annual operating budgets and capital
expenditure plans for at least a 3 year period should materially aid State Medi-
cald agencies in arriving at appropriate bases for Medicaid patient payments and
assist time States In rationalizing and planning a coordinated system for delivery
of health services.

8. Presumptive Bliqibility fop Extended Care and Home Health Coverage
Under Mcdicare.-The State Medicaid agencies obviously become Involved in
situations where Medicare denies retroactively payment for care already pro-
vided in an extended care facility or through a home health service and the
patient, unable to pay the bill given him for the services denied by Medicare,
applies and qualifies for Medicaid. In addition to the established financial need
factor, the Medicaid agency Is in the difficult position of being pressed to pay
for a service that Medicare has determined (after the service was provided)
not to be medically necessary. Yet neither the facility nor the patient are at
fault. The proposed adjustment makes good sense.

9. Additional Controls on Utilization.-The provisions of Section 235 of the
Bill (page 130 et seq.) coordinating the hospital and skilled nursing home utili-
zation review requirements of Medicare with the similar requirements for
Medicaid utilization of these facilities should strengthen the hand of Medcald
agencies In advancing more effective use of the utilization review process. We
note with particular pleasure the amendment made to Medicaid Section 1902
(a) (30) specifying that Medicaid's utilization review Includes but is not limited
to that prescribed for Medicare. As the House Committee noted on page 45 of
its Report 91-1090 on the Bill (when disscussing determination of hospital
costs), there are "differing characteristics of the two populations served" by
Medicare and Medicaid. We might add to this also that welfare agencies now
administering the Medicaid program have a much longer experience than
Medicare with problems of utilization and other aspects of cost control.

10. General Comment on Above Reforms.--To avoid repetition In each of the
above comments with respect to Improvements made by this Bill, we wish
here to commend the Inclusion also of payments made under the maternal and
child health provisions of Title V of the Federal Act in the controls established
by the Bill. On the same principle, the Congress now or at a latter date might
well examine into the desirability of coordinating payment criteria for other
governmental medical care payment programs, such as Vocational Rehabilitation
and private facility purchased care for veterans. This will require review of
Federal laws other than the Social Security Act.

PROVISIONS REQUIRING REVIEW OR CLARIFICATION

1. Prohibition of Reassignment by Physicians, Dentists or Other "Individual
Practitioners" of Their Claims for Payment for Services Rendered.-Appllcable
both to Medicare and Medieaid, Section 234 of the Bill (page 128 et seq.)
prohibiting reassignment of claims to other organizations or groups, Including
collection agencies, should aid In cozitrolling Inflated or fraudulent claims. How-
ever, for the Medicaid program, the language should be broadened to cover such
providers as druggists, ambulance services, and other services now within the
scope of the Medicaid but not the Medicare program.
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2. Limitation on Institutional Costs Covered by Mcdicare.-The provisions of
Section 223 of the Bill (page 97 et seq.) excluding from Medicare coverage
tiose Institutional costs which exceed those "necessary In the efficient delivery
of needed health services" or which "flow from the provision of services in
excess of or more expensive than generally considered necessary" are in line with
the practice followed in Illinois (prior to the advent of Medicare and Medicaid)
ruling out from full "cost" reimbursement those hospitals above the third quartile
of cost figures for other hospitals with like facilities and services and also re-
stricting public aid payments to "essential" services (thus ruling out expensive
accommodations not required by the patient's condition, and like items). How-
ever, the Bill's provisions that such excess cost or services not met by Medicare
can be charged to the patientt, provided all patients are so charged and are no-
tified of their liability In advance, will, unless modified, adversely affect the
Medicaid program. Demand will obviously be made upon the Medicaid program
for payment of these charges for Medicare patients who qualify for Medicaid. The
Bill should be amended to provide that the institutions may not levy such excess
charges upon patients whose source of payment Is the Medicaid program.

3. Mandatory Three-Month Prior Coverage Under Medicald.-Section 251 of
the Bill (pages 142 and 143) requires the States to cover the cost of health care
provided for the three months prior to the Medicaid application to "any individual
who has been determined to be eligible for medical assistance under the plan-if
such individual was (or upon application would have been) eligible for such
assistance at the time such care and services were furnished". Such 3-month prior
coverage is now optional with the States.

While this language, if strictly construed, could protect the States in making
such investigations as would assure, for example, that the applicant had not
within the period divested himself of assets that would have applied to medical
costs had application been made Immediately, the "simplicity of administration
and the best interests of the recipients" provisions of Medicaid Section 1002
(a) (19) might--on the basis of past experience-be Interpreted by HEW as pre-
eluding the States from questioning eligibility in such situations. There are also
such problems as presumned obligation for services more expensive than or not
Included in the State's Medicaid plan; the death of the presumed eligible and
the unavailability of anyone knowledgeable of his circumstance at the time the
application is actually made; and the temptation to some providers to submit for
Medicaid payment their slow or bad acc:xvnts. In our Judgment this exercise of
prior 3-months' coverage should remain optional with the States-at least until
such time as the Congress is satisfied with ti.e Medicaid program to the extent
that it no longer attempts to control costs by i-educing or withdrawing Federal
participation as an "incentive".

NEEDED CORRECTION OF TIlE INTERMEDIATE CABE PROVISIONS OF TIlE FEDERAL ACT

In comments Illino!s submitted under date of December 1, 1067 to the Congress
on IR 12080, (the Social Security Amendments of 1007), as passed by the. Senate
November 22, 1967, we urged that the provisions for Intermediate care facilities-
added to the 1067 Bill at the instance of the Senate Finance Committee-be
broadened to Include the medically indigent under Title XIX as well as persons
eligible for cash granted under the public assistance Titles for the aged, the blind,
and the permanently and totally disabled.

We said at that time "There is no reason whatsoever for keeping a medically
Indigent aged, blind or disabled recipient in a more expensive hospital or skilled
nursing home care when his needs for care can be met by an Intermediate care
facility." We might add at this time the further observation that adults and
children in the AFDO program who are also covered under Medicaid-whether
qualifying for a cash grant plus medical care, or for medical aid only as medically
indigent families-might also require and be properly placed in an intermediate
care facility, as such facilities are defined in the Federal Act, when they are no
longer in need of more costly hospital or skilled nursing home services.

Although the intermediate care provision added by the Finance Committee care-
fully specified that the patients covered were to be only those who becausee
of their physical or mental condition (or both), require living accommodations
and care which, as a practical matter, can be made available to them only through
institutional facilities" but "do not have such an illness, disease, injury, or
other condition as to require the degree of care and treatment which a hospital
or skilled nursing home (as that term is employed In title XIX) is designed to
provide" (emphasis supplied), the Committee was, for sole reason, persuaded
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by representatIves of 118, ' or others to place this provision in Title XI of the
Act as Section 1121 rather than In Medicaid Title XIX-where we believe the
provision properly belongs.

If for no other reason than the interest the Congress now has in establishing
controls in both the Medicaid and Medicare program to assure that patients will
not be retained in facilities inappropriate to the degree of care required by their
physical or nental condition, it Is imperative that this provision of law now be
removed from Title XI and made a part of Title XIX so as to make intermediate
care facilities a part of (he total spectrum of medical servicess utilized by State
Medicaid agcneces in fitting the services provided to the needs of the patient.

Whether the motive in the present placement of the provisions outside of Title
XIX was to "conceal" intermediate care expenditures froth the total outlay for
Medicali (as has sometimes been alleged), or whether the motive was one of
semantics reflecting the hesitation of the medical community to classify as a
"inedical service" any care requiring less than full thue physician and profes-sionlal ra11'so supervision, program operations in Miedicaidl make necessary tile
elimination of all lite subterfuges andI frequently changing regulations that have.

ensued as a result of the present wording and I)lacement of the provisions In til
Federal Act. For example:

-only cash grant recipients, or those who would be entitled to cash grants if
not receiving care in an intermne(late care facility, are eligible under tle
wording of the present provision. But a State cnn cover a medically indigent
person by stretching its imagination as to what that patient's expenses would
be if lie were living outside of the facility. This imagination stretch will
become increasingly difficult as Social Security incerases and other efforts
to improve the income of the aged and disabled poor rise relative to
State standards for public assistance or Medlcald;

-the artificial separation of these intermediate care facilities from the Medi-
caid provisions establishing standards and other controls Is a positive induce-
ment to wholesale reclassification of institutions not meeting the definition
of "skilled nursing homs"-a problem gone into in considerable detail in
the staff report of the Couspittee on Finance;
IIe W regulations, bottomed on this curious placement oshle Title XIX
anI on concluding paragraph (A) of Section 1005(a) of Title XIX. (,-
courage establishment of such additional intermediate care facilities as may
lie needed by such public bodies as county or local governments. In Illinois
a substantial number of counties operate county nursing homes-open by law
to private pay patients as well as to patients whose care is paid for from
public aid funds under the Federal-State programs or tle State-local (len-
eral Assistance and residue 3edically Indigent programs. Some of these
county nursing institutions meet State standa rds for skilled nursing hionie.,:
others intermediate standards. All are licensed by the State. As a general
rule. the care provided by these homes is equal to or superic.r to that pro-
vided by privately operated homes. Yet. because IIEW has Leli that inter-
mediiate care Is not a "medical service", patients receiving such care in a
publicly operated intermediate care facility are considered "imuates of a
lblic institution" and thus are not eligible for Federal particilaton in
costs.

If cost segregation is the sole motive in treating intermediate care separately
from other medical services, this can be done in national statistics by listing
intermediate care facility payments as a subitem under Medicaid expenditures
(for the 1)ultpse of evaluating this expenditure in relationship to the total for
all other types of Medicaid expenditures). At present, these expenditures are
shown in national statistics as an item separate from money l)ayments, medical
assistance payments, and emergency assistance -payments. For example: in
IIEW's public assistance statistics for January 1070, Table 1 shows the federally-
aided Medicaid program as totaling $402,421,000 for January 1970. wi i Inter-
mediate care payments shown separately in an ad(litional total of $26.714,000-as
against no payments at all in this category for January 1968 when time federally-
aided Medicaid program totaled $301.067,000.

If the concern behind this curious placement of the provisofi is to avoid MWedi-
caid payment for care not medically necessary (purely custodial care is elll-
nated by definition. which excludes care limited to board and room). then the
obvious remedy is to revise the language to require medical certification of tle
need for the care.
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Illinois has urged this change upon the Federal Departinment of Health, Educa-
tion, and Welfare since enactment of Section 1121. To (late we have been unable
to overcome the insistence of medical personnel in the Department that liter-
mediate care, in their Judgment, is not classllible as a atedical service. We can-
not agree with this position, assuming that a qualified professional ias certilled
to the need for care in an intermediate care facility.

If, however, there exist reasons at this time for caution in delinig "medical"
services, we recommend-as an interim tnvasure-

(1) that Section 1121 1w revised In its wording to cover intermediate care
furnished cash recipients under 91I of the public assistance Titles of the Federal
Act and to cover also the medically indigent vlio may be included under a State
plan under Title XIX;

(2) that concluding Inaragral)h (A) of Section 1905(a) of Title XIX be revised
to read:

"(A) any such payments with respect to care or services for any Individual
who Is an Inmate of a public institution (except as a patient in a medical
institution or in an Intermediate care facility as defined in Section 1121)".

We would hope that the alternative suggested in the foregoing paragraph would
not be considered a necessary compromise at this point of Federal and State
concern in eliminating serious operaticnal and cost control problems In the Medi-
caid program. The present restricted concept of a "medical care" Institution Is
not only out of date with tie needs of patients as we are now experiencing
tlm under present day developments in tile public programs for medical care,
lbut It is out of date with professional practice in the medical and nursing pro-
fessions which increasingly are utilizing subprofessionals to perform those fune-
tions which well can be performed by others under professional direction. With
the problem actually one of semantics, all that Is needed Is the updating of tie
term "medical care" to remove the Federal roadblock that now stands In the way
of providing Title XIX recipients with the full range of care the Individual pa-
tient may require-aand stands In the way of the cost management efforts of
State Medicaid agencies.

STATEMENT OF TIlE GOVERNMENTT EMPLOYEES CoUNcIL, AFI-CIO, o., OPTIONAL
SOcIAL 'SECURITY FOR FEDERAL EMPLOYEES

Mr. Clfirman and members of the Committee, the Government Emnployeb
Council and Its 34 API,-CIO affiliates representing more than 1 million postal,
wage board, and classified employes of the Federal Government applaud the
Committee for its care examination of the Social Security Act, with a view
towards updating that statute to better meet the needs of millions of citizens
affected by it.

Since the AFL-CIO is able to accurately reflect the views of its member
unions o1 necessary changes in the system. our comments will be confined to
one aspect of the program. That is the lack of Social Security coverage for tie
Federal workforce as public employes.

-At the outset, we must emphasize our long standing concern over any attempt
to consolidate the Civil Service Retirement and Social Security systems.

Each program serves a different and highly important purpose. Social Security
is designed to meet the needs of the entire population in ol age, and before
acquiring eligibility for regular Social Security pa:..tents. It Is a system of
social insurance, which guaratees to the general working population monthly
payments to assure a basic Income to families when tile principal wage earlier
can no longer work because of retirement, disability, or death.

Civil Service Retirement, with antedates Social Security by 15 years, was
entacted to recognibe a career In Federal public service by providing monthly
benefits based upon length of service and the highest level of earnings while em-
ployed. Over the years, significant Inprovements, including payments to disabled
individuals and their dependents In the event of his death. have been in-
corporated In time Civil Service statute.

Because of the heavy payroll contributions employes make to this staff re-
tirement plan, and because its benefits are geared to long Civil Service tenure,
employes are understandably anxious to preserve it as the principal source
of Income iwhen they retire.

Fron time to tile, proposals have been advanced for merging the Civil
Service and Social Security programs. The fundamental differences In time pur-
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lpses they are designed to fulfill has caused us to Oppose such efforts. Our
attitude on this question has not changed

Nevertheless, this position does not preclude the desirability of making Social
Security benefits available to Federal workers generally. Periodic analysis of the
question by the Council has resulted in the conclusion tlhat Federal employes
should be able to voluntarily elect-and make appropriate contributions to-
Social Security coverage, without prejudicing their separate entitlement to
heneflts under the Civil Service Retirement Act.

There are several reasons justifying this posture.
Social Security would make available more realistic survivorship and dis-

ability protection to young workers. Those individuals who leave Federal service
before retirement would be assured of survivor and disability rights because
their government service would be creditable for Social Security purposes. Even
those Federal workers with five years or more Federal service would be able
to correct the deficiency between the social insurance system and Civil Serv-
ice retirement because benefit amounts would always be at least at the Social
Security level.

Although some Federal employes gain Social Security credits because of other
work, these credits are often insufficient to make them Insured under Social
Security. If optional Social Security coverage is possible, such credits could be
added to those acquired from other non Federal work to Increase the worker'f,
lifetime entitlement under Social Security, and in those cases where an individ-
ual's work is divided between Iublic and private employment, the monthly bene-
fits would be reasonably related to lifetime earnings and contributions.

Thus, Federal employes would be afforded tihe basic protection offered by
Social Security and supplemental benefits gained under their staff retirement
system. In many instances, this Is now true for other workers covered by staff
retirement, private pension, or profit sharing plans.

In most succinct way of stating our request for serious consideration of such
an addition to the pending Social Security bill Is to quote a brief excerpt from
the Council's program on retirement for 1969-70:

"(We) Oppose merger of Social Security and Civil Service retirement systems.
However, employes should have the right to participate under an optional pro-
grami of coverage under the Social Security Benefits Act in addition to the Civil
S&rvIce Retirement Act."

This feature of the GEC's agenda was approved unanimously at the AFL-CIO
Convention in Atlantic City, New Jersey, in October, 1969.

We earnestly solicit your sympathetic attention to our proposal.

PROFESSIONAL TnERAPEUTIC SERVICE:, INO.,
Dayton, Ohio, July 30, 1970.

lion. RUSSELL B. LONG,
Chairman, U.S. Senate, owinmittee on Finance, Washington, D.O.

DEAR SENATOR LONe: I am greatly concerned and feel I should bring to your
attention some of the discrimination, bias, and unrealistic provisions in the
proposed Social Security Amendments of 1970, H.R. 17550.

Among the discriminating aspects of the bill are:
1. Physical Therapy is the only profession in which the customary fee for

service Is being eliminated.
2. Physical Therapy is the only profession that Is not allowed to exercise

their professional knowledge and business ingenuity in treating patients and
collecting for services on a justified and reasonable basis.

3. Physical Therapy is the only profession that a limit Is placed on the num-
her of patients to be treated and the number of treatments to be given regard-
less of how badly it Is needed In and indicated in a case.

4. Physical Therapy is the only profession which a monetary and economic
ceiling is placed regardless of how many individuals are involved, or regardless
of how many hours or days are spent In treating patients.

This bill is also biased because-
1. It Infers that Physical Therapists must be dictated to in a free

society.
2. It implies that Physical Therapists should receive only a fixed amount

for service regardless of how good the program is or how many people are
Involved in giving time service.
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3. It denies the Physical Therapist the same degree of latitude on treat.
lng patients and developing good quality programs as it does other
professions.

4. It denies our aged and disabled the quality and quantity of treatment
that other citizens enjoy.

The unrealistic inference in this bill includes such factors as:
1. It is contrary to the American system of fair and equal opportunities

for both the Physical Therapist and many of the citizens who badly need
our services.

2. It limits and denies individuals the same opportunities and privileges
in a free and enterprising system.

3. It raises questions as to its legal and constitutional validity.
4. It could greatly deny individuals equal rights to a bodyhood botn

professionally and economically.
it is my feeling that the above points should be considered carefully and

positive provisions made to eliminate their inqdequancles.
In addition, the enclosed materials show our organization, individuals em-

ployed, and the facilities we service. It would be a grave error to deny our aged,
ill, and disabled the opportunity to continue to benefit from services of this
caliber on a basis less than would be indicated.

We will be happy to appear before your committee for any further discussion
or explanation on any points, or to assist in any capacity you might deem
necessary.

It is my sincere hope that you and your committee will carefully consider the
points mentioned above and that a fair, equal, and beneficial provision for all
Americans be implemented.

Sincerely yours,
ChARES 1I. HALL, President.

PROFESSIONAL TIIERAPEUTIC SERVICES, INC., DAYTON, 01110-PERSONNEL LISTINO

PROFESSIONAL STAFF

B. V. Clemons L.P.T., 2070 Fountas Drive Apt. 44, Columbus, Ohio 43220; Medl-
center/Columbus, Columbus, Ohio.

Hilda Gray L.P.T., 790 Canoby Place, Apt. 2A, Columbus, Ohio; Medicenter/
Columbus, Columbus, Ohio.

Walter Gilbert L.P.T., 950 Berkeley, Columbus, Ohio; Madison County Nursing &
ECF, London, Ohio.

C. H. Hall L.P.T., 3603 W 3rd Street, Dayton, Ohio 45417; Grandview flospital,
Dayton, Ohio.

James H. Hawkins L.P.T., 1102 Salem Avenue, Dayton, Ohio 45406; Washington
Manor North & South, Dayton, Ohio.

Jacqueline H. Steele L.P.T., 617 Foulke Street, Cincinnati, Ohio 45220; Medi-
center/Cincinnati, Cincinnati, Ohio.

Glynn L. Washington L.P.T., 849 Olympian Circle, Dayton, Ohio 45427; Grand-
view Hospital, Dayton, Ohio.

PIIYSIOAL THERAPISTS UNDER CONTRACT (DATE DUE AND WHERE ASSIONED)

1. Lynn Allen, University of Illinois Research Hospital, Chicago, Illinois;
October 1970, Columbus.

2. Douglas G. Dewey, University of Colorado, Denver, Colo.; September 1970,
Dayton.

3. Joel A. Lamore, University of Colorado, Denver, Colo.; September 1970, Colulij-
bus.

4. John Orban, University of Pennsylvania, Philadelphia, Pa.; October 1970,
Columbus.

5. John Van Horn, University of Colorado, Denver, Colo.; September 1970, Day-
ton.

SUPPORTIVE STAFF

1. Hattie H. Angel, 144 Cordell Avenue, Columbus, Ohio.
2. Flora Chattman, 107 Oxford Avenue, Dayton, Ohio.
3. Margaret Devlin, 1740 0. Fulton Street, Columbus, Ohio.
4. Ruby Ford, 15S9 Kent Street, Columbus, Ohio.
5. Ty Ann Harris, 818 Upland Drive, West Carrollton, Ohio.
0. Marti Ironside, 3380 Vallerie Arms Drive, Apt. D, Dayton, Ohio.
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7. Billie Johnson, 3920 Cornell Drive, Apt. N , Dayton, Ohio.
S. Mary Johnson, 8650 ettysburg Ave., Apt. Fo, Dayton, Ohio.
9. Anne i. Levine, 445 Jefferson Avenue, Urbana, Ohio.

10. Rosella McGee, 2672 McCuteheon Road, Columbus, Ohio.
11. Jessie E. Phipps, 2205 Bryden Road, Columbus, Ohio.
12. lierbert A. Riley, 6709 Tussine Road, Reyntoldsburg, Ohio.

13. Margaret Smith, M22 Kent Street, Columbus, Ohio.
14. Judy Tilton, 2-125 Pinegrove Drive, Dayton, Ohio.

FACILITIES HI[NO SERVED
Bed capacity

Grandview Ilosltal, Dayton --------------------------------------- 36
Washington Manor North (ECF), Dayton------------------------- 130
Washington Manor South (ECF), Dayton ----------------------------- ISO
Crawford Convalescent Center, Dayton -------------------------------- 88
Medicenter/Columbus (ECF), Columbus ------------------------------ 141
Medicenter/Cinchmati (ECF), Cincinnati ---------------------------- 248
Madison County Nursing and ECF, London --------------------------- 100

Total ---------------------------------------------------- 1,253

BOARD OF SUPERVISORS,

COUNTY OF Los ANGELES,
Washington, D.O., July 21, 1970.

1lon. RUSSELL 11. LONG,
Chairman, Senate Finance Comm ittcc,
"Washington, D.C.
New Sciiate Office Building,

SIR: The Los Angeles County Board of Supervisors has authorized ime to in-
form you of its action on 11.1t. 17550. The attached resolution, adopted by the
Board, indicates the Board's reasons for taking this position on this particular

legislation.
The Los Angeles County Board of Supervisors serves as the executive and legis-

lative head of the largest and most complex County government in the entire
United States. It is charged with the responsibility of representing over seven
million people, a population greater than any other county in the nation and ex-
ceeded In population by only seven states.

Vital services provided to citizens by Los Angeles County include law en-
forcement, judicial administration, property assessment, tax collection, public
health protection, public social services, flood control, water conservation, fire

prevention, disaster and civil defense, air pollution control, animal control, In-
quests, military and veterans affairs, schools, roads, libraries, parks, beaches,
hospitals, botanical gardens and museums.

In addition to providing vital services to its unincorporated areas, the County
offers contract services to its seventy-seven incorporated cities.

Because of the size of its population and the vital functions performed by the
County of Los Angeles for its citizens, the Board of Supervisors has asked that
you take into consideration its position regarding this legislation.

Very truly yours,
JOSEPI POLLARD,

Leglslative Consultant.

MOTION BY SuPERvIsOR ERNEST R . DEBS

Tho Senate Finance ('ommitlee is considering IR. 17550, a bill passed by
the House of Representatives, which would amend the Social Security Act.

Provkions in this legislation would change the percentage of Federal medical
assistance for in-patient and out-patient came.
The Federal percentage for out-patient care would be increased by 25%, and

the Federal per'centage for il-patients, after the first sixty days of care, would
be decreased by 33,,4%. Current Federal percentages in each case are. 50%.

These changes, if enacted, could result in a loss of Federal money to the Los
Augeles County Department of Hospitals between $1.5 and $2.9 million annually.

Therefore, I move that the board:
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1. Adopt a position in opposition to provisions in It.R. 17550, which would
lower the percentage of Federal medical assistance for in-patient care after the
first sixty days of care; and

2. Instruct the Chief Administrative Officer to notify the following persons
of the Board's position through Mr. Joseph Pollard:

frhe California Congressional Delegation,
The Senate Committee on Finance.

NATIONAL ASSOCIATION OF
INSURANCE AGENTS, INo.,

Washington, D.C., July 23, 1970.
Senator RUSSELL B. Loo,
Chairman, Comnmittec on Finance,
U.S. Senate, Washington, D.C.

DEAR Mu. CIIAIRIMAN: The members of The National Association of Insurance
Agents are deeply concerned about the proposal In the captioned bill seeking to
repeal the Workmen's Compensation Offset provision enacted in 1965, which
placed a maximum of 80% of average'age on combined benefits.

The proposal, as presented, would authorize Ijayment of Social Security dis-
ability benefits in addition to Workmen's Compensation up to 100% of an em-
ployee's average wage.

In our considered opinion, such a change would not be in the best public interest
for these principal reasons:

1. It would result in a disabled employee receiving a higher net income
than he did while working. since income and social security taxes would
not have to be paid.

2. It would discourage incentive for rehabilitation.
3. It would result In the freeze of Workmen's Compensation benefits in

the various states at current levels.
4. It would adversely affect many injured workmen who rely on Work-

men's Compensation alone because they are not entitled to Social Security
disability benefits.

We sincerely urge the Senate Committee on Finance to eliminate the proposal
under consideration and to retain without change the present provision for
coordinating Social Security disability benefits with Workmen's Compensation,
subject to the ceiling of 80% of an employee's average wage.

Respectfully,
HAROLD EUSTIS,

_ Chairman, Casualty Committee.

TiE 11AMILTON COUNTY CHIROPRACTIC ASSOCIATION,
July 21, 1970.

lon. RUSSELL B. LONO,
Senate Offlce Building,
Washington, D.C.

DEAR SENATOR Loxo: As secretary of the Hamilton County Chiropractice
Association I want to ask for your support and cooperation in having the bill
amended for the inclusion of chiropractic in medicare that Is now in the Senate
finance committee. As you probably know we had over 100 congressmen from
the various states including three from the great State of Ohio who, at the
request of thousands of citizens, were going to introduce such legislation In the
house. Ilowever a handfull of men kept this needed legislation from even getting
to the floor by holding it in committee with a tie vote. We understand however
that the senate can amend this legislation and yet include chiropractic.

The issue and concern of federal aid in the health service field for both the
indigent and aging, as delinated under title 19 (medicaid) and 18 (medpea,'e)
of the Social Security Act as you are aware, has been brought into sharp and
commanding focus. Inadequacies have been encountered, abuses has been un-
covered and controversies have arisen with intensity. As a result both the needy
and the senior citizns are being deprived of the full privileges intended. We of
the chiropractic profession stand appaled and in woeful amazement at such
events of the immediate past year as:

47-530-70-pt. 3-10
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1. Poiitical medicine, through it's lobby, has evidenced a totalitarianism that
would iubJugate all deliberations relating to health care to its officious prejudice
and arrogant authority.

2. Yet concurrently, contrary to the professed self-styled highmindedness, a
large segment of the practicing membership of the medical profesion as well
as the Institutions representing it, have conducted both a deception and a gouge
in the exercise of the economic privileges and responsibilities assigned them in
the Medlcade and Medicare programs. The allied pharmaceutical industries also
participated in the excess. As a result, the Federal Giovernment in its medical
aid and care programs are facing an ethical and economic crisis.

3. In conduct of covering-up a face saving mechanism, these people are now
purporting that inclusion of chiropractic services in the medical aid and medical
care programs would stagger the already unimaginable cost. Nothing Is much
further from the truth and fact. Chiropractic services accomplish as much or
more than certain clinical areas as (to medical services, but certainly at much
less cost. H1ow can this statement be defended, you may ask? The answer Is
simply because chiropractic fees are lower, medication costs are eliminated and
inpatient hospital and clinical services are avoided and the high cost of surgery
Is not a confrontation. It is a fact that chiropractic services often obtain results
In cases which under medical attention would require hospitalization and
s urge ry.

4. The so-called study of chiropractic made by the ad hoc committee and its'
advisors and the subsequent reports by the pat secretaries of H.E.W., was fixed
and simply represented the prejudicial opinion of a group, totally medically
oriented and aligned. It would appear completely inconsistent with democratic
processes to privilege one competitive profession to define the quality and merit
of another despite any purported sophistication,-5. If Congress, If the Department of Health, Education, and Welfare, truly de-
sire to serve the people, let an investigation be made at "grass-roots level".
Determine to what extent chiropractic services are being utilized; determine
whether this form of therapy Ires evidenced benefit in certain types of ailments;Interrogate the senior citizens to determine whether they really do or do not wish
to experience the right to select chiropractic services under the medicare privi-; lege. Do not simply take the word of a modicum of their medically affiliated
leaders whose attitudes are completely slanted. Let the members of this committee
understand and comprehend chiropractic 1in terms of the role that it should
define in the healing arts of the world and then determine whether the chlro-
practle profession measures up to the role. Why should chiropractic educations
always be compared with medical educations? How can the delineated knowl-
edgeabilitles of one profession prescribe for another profession? Have we in our
American society no more room for the new and evolving? Have we become en-
slaved to the totalitarianism of "locked-in" educational concepts?

6. Today there are statutes regulating the practice of chiropractic in forty
eight states. Only Louisiana and Mississippi have failed to legally acknowledge
the status of chiropractic. Are we to assume that the past legislative bodies of
these forty eight greiit states were unwise, incompetent people, who in irre-
sponsible manner permitted licensure status for quackery and clinical deception?
Why is it that patients continue to come to doctors of chiropractic, get results
even after having received the bes, of medical care without avail? Is it because
chiropractors are such good mcssnerists, or Is It because they forbodingly practice

.black magic? Or could it be that within the radii of their clinical disciplines,
they render a rather singular mid definitely beneficial service? If chiropractors
represent dishonesty they should be weeded out; If they portray clinical effectAve-
ness, heritage commands the privilege of fair play.

There are approximately 500 practicing doctors of chiropractic in Ohio. Oil
an average they will receive and treat 2.5 patients a day, n relative large per-
centage of whom are approaching or already are of the medicare age. Are they
to be denied these services they have by self-decision sought, simply because a
medical lobby has declared it unscientifle? Medicine, when it seeks to set up legal
safe-guards of practice and avoid vulnerabilities of lawsuits, frankly admits that
it i- not an exact science. We sincerely ask you to deliberate these facts and
then act as you see fit.

Be certain of our respect. Be certain of our very good wishes.
Very sincerely,

RICHARD P. BuRouy, D.C.,N~ccretarVl.
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SOUTH JERSEY CHrAMBER OF COMMERCE,

'cnnsaukcn, N.J., August 5, 1970.
Hon. Russmr. 13. LoNo,
Chairman, Senate Finance Committee,
U.S. Senate, Washington, D.C.

I:AR SENATOR LOxG: The South Jersey Chamber of Commerce, representing
the business comity of South Jers' y, would like to take this opportunity to
express its views oi 11.11. 17550 currently being considered by the Senate Finance
Committee.

The Chamber supports the five per cent increase to Social Security recipients
effective January 1, 1971.

We also favor the "exempt earnings" provision and would increase exemlipt
earnings from $1,680.00 to $3,600.00 annual. After the ,3,"00.00 figure is earned,
$1.00 in benefits should be withlield for every $2.00 earned.

The organization opposes the automatic cost of living increase. listorically,
Congress has legislated Social Security benefits to keep them ahead of Inflation
and no doubt will continue to do so when the need has been established and
the ability to finance the increase is determined.

The proposed methods of financing the automatic benefit increases is astro-
nomically high and devoid of all practical business sense. It is our contention
that tax rate Increase is not justified now. Any further benefit increases should
be financed by increasing the tax rate on a figure as close to $7,800.00 per annimm
as possible.

The Chamber Ol)poses the Workmen Compensation and Social Security offset.
'We sincerely hope the Senate Finance Committee will give consideration to

our views on 17550.
Respectively yours,

LEIRoY S. ThoMAs, President.

STATEMENT nY TRUMAN D. WELLER, DAYVILLE, CONN.

SUMMARY

Effect of earning additional income upon retirees between 65 up to 72 who are
eligible for social security benefits.

Measurement of amounts available should use by spendable income.
Reasons for retirees working:

a. To make, up io.-s of dimiinlhing lrchasing power of the dollar on the
return front fixed Income persions.

b. Opportunity to buy items and services (of a non-miecessity character
which would otherwise be unattainable.

c. Means of mental and physical stimulation.
Current inequities of social security prograin kill initiative and incentive:

1. Tendency to limit earnings to the amount which is exempt from for-
feiture of social security benefits.

2. The Inconsistency of a worker obtaining greater total spendable income
by earning less.

3. '[he inequities which arise from the narrow monetary advantages
gained by the person who works and forfeits all or part of social security
benefits, compared with the Individiual who only collects the benefits.

4. The part of the retirement or earnings test which limits earnings by
salary or wages in a single ,month unless benelits are forfeited.

5. Restrictions of the retirement test to the tielf-employed retirees and
handicaps to the operation of his own business.

Remedies fin addition to correction of the five point. listed above:
1. Need of a steady escalation of total spendable income as the result of

each increase in earnings.
2. Removal of the repressive features of the retirement or earnings test.

If not by correction of the above, then there are two remedies:
1. Eliminate the restrictions ont all benefits after 65, or
2. Reduce the age to 70 or 6S for removal of restrictions,
Among the advantages of eliminating restrictions is the economy through

reduction of paper work and the expense of investigative procedures.
Correction of these weaknesses of the social security program are in keeping

with the 10th point in the 13111 of Rights for Older Americans.
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STATEMNIENT

To the Scnalc Finance Committec:
This statement has been prepared for you in connection with your considera-

tion of II.R. 17550.
It i. submitted by one who loves this land and believes in the basic )rilnciplcs

which helped to make this country so great. Our forefathers worked tinder a
system which brought greater rewards in the way of earnings as they created
ideas, applied themselves and developed greater productiveness. In the handling
of social .-ecurity, I see procedures which are diametrically opposed to these basic
principles.

I ant particularly concerned about a minority group of wage earners and
self-employed who are over 65 and eligible for social security benefits. Nearly
2.6 million, they are between the ages of 65 and up to 72, yet they are a small
part of the 13 million retired workers receiving old age benefits.

My experience in retirement started three years ago when upon reaching the
age of 65 I entered the field which has been described as "statutory senility".
In the 36 months since mandatory retirement, I have accepted social security
benefits in 14 months and I have forfeited the benefits in 22. Earned income dur-
Ing those 3 years has been both through salary and self-employment. The larger
share of the income has core through my own initiative In self-employment.

Throughout this time I have had an opportunity to observe at first hand what
I feel can be inequities and injustices which a recipient of social security encoun-
ters in trying to earn additional income.

One of the fundamentals for judging or comparing the amount available to tle
retiree is expressed as "spendable income". This is earned ir come plus the amount
received front social security benefits less the total of federill income tax and the
social security tax. The remainder is the net amount that Is available for what-
ever use may be determined by the retiree. Spendable income is the crux to the
net income problem of the aged, yet I find practically no mention of it in books
on retirement or among social security material.

I am convinced that the initiative and incentive to thousands of elderl,- Anier-
leans is being killed as the result of rules and regulations which are badly in need
of an overhaul. Recent legislation amending the social security law and the
reforms to the Federal income tax are working towards making the problem even
more acute. One example Is the new low Income allowance in the tax reform for
1970 which makes it more desirable for a retiree receiving benefits to earn an
income of $4,000 or less.

This raises the question why should an individual over 65 want to work and
attain additional income? First, is the constantly diminishing value of the
retirees' purchasing power of the dollar. The one way that he can recoup this
loss front his fixed pension or return from savings is by capitalizing upon the
experience and skills of is earlier years. Second, it Is a means of buying some
of the "happiness" articles or services beyond the necessities. Finally, is the
belief that this is a means of physical and mental stimulation which is recognized
by many autfioritles as important to the aged.

Today there is still a reflection of the attitude which prevailed in , e 1935
depression years when social security became law. Th-at is encouraging older
people to get out of the Job market in order that the younger could be employed.

The tendency to hamper earnings of those over &5 is steen in the rules and regu-
lations which prevail in the administration of the social security law. Many
of the procedures are so complicated that It is difficult for people at ages both
under and over 65 to comprehend. In the years of mandatory retirement It is
fri strating to those who would like to earn additional income, even with jobs
available.

An article which I prepared under the title of "Disincentive Plan-The Social
Security Naw Discouragos Retired Folk From Working" was published lit the
June 8. 1970 issium of Barron's Weekly and was reprinted In the Congressional
Record of July 14, 1970 (see pages 811254-S11256). Five points were developed
which. in my opinion, cause unfairness and are detrimental to persons between
the ages of 05 to 72 :

(1) The tendency to limit earnings to the amount which Is exempt from for-
feiture of social security benefits. As a result, when recipients approach the cell-
Ing, they are inclined to quit work for the remainder of the year. Unfortunately,
there Is little general knowledge on the part of the majority of social security
beneficiaries that they may currently receive half benefits on earnings In the
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$1,200 range between $1,680 to $2,880. Little is understood or has been done ta
disseminate Information as to total spendable Incomes.

(2) The inconsistency of a worker obtaining greater total spendable income
by earning less. Why should a person earning $3,600 annually have more spend-
able Income than ar Individual making $1,800?

There is nothing more dampening to an individual's spirit or Incentive than
to find that by working harder and earning more, the recipient will have less
spendable income at the higher earnings figure. This year the disparity between
the $3,00 bracket and the $4,800 will even be greater because the earner in the
lower range will be relieved of the income tax be paid in 1969, as the result of
the 1970 low income allowance.

(3) The inequities which arise from the narrow monetary advantage gained
by the person who works and forfeits all or part of social security benefits, com-
pared with the individual who only collects the benefit&

It Is Ironical that the retiree who works at a narrow margin of spendable
Income at the end of the year compared with the non-earning individual is con-
tributing revenue to the federal government in the way of income and social
security taxes. However, the person who lives only on the benefits is entirely
a source of expense to the government.

(4) The part of the retirement or earnings test which limits earnings by salary
or wages In a single month unless benefits are forfeited. An Individual may
receive benefits of $180 a month, yet If he earns $140 currently, he forefeits the
benefits for that month.

What Is the effect upon the retiree? First, he would be short $40 that month on
his Income. Second, he probably would not know that at the end of the year he
would receive an adjustment on the total of his annual benefits.

(5) Restrictions of the retirement test to the self-employed retiree and handi-
caps to the operation of his own business. The most hampering and restraining
regulations fall upon the individual between the ages of 5 up to 72 who wants
to develop ones own business. At a period when every bit of time and energy is
needed in sparking the new business, one finds themselves restricted by the nui-
ber of hours they can work without forfeiting benefits.

The rules say that a person who spends more than 45 hours a month in his
business Is considered as rendering "substantial service". If less than 45 hours,
then the service would not be substantial unless one Is "performing highly
valuable services, such as management of a sizable business, highly skilled work,
etc. Less than 15 hours of service in a month Is never considered substantial",
according to the material Issued by the Social Security Administration.

So tile recent retiree desiring to start a business of his own finds he risks tile
loss of social security benefits in addition to the commitment of time and risk
of expenses In starting the project. The path of the oldster who has started ils
own business before retirement Is much easier, because of the foundation which
liai been laid. But recognition must be given to the fact that many under 05
it salaried positions, involving travel and other responsibilities, are not able tif
carry on the extra effort required to start a new business before retirement.

There is a philosophy that one might work hard one month and make a sizeable
amount and collect social security benefits the next three or four months while
taking it easy. This from a sound business standpoint Is not realistic. Anyone
who wants to build a business knows that they have to consistently keep working.
Unfortunately, the present method of handling benefits for the self-employed is
not geared for steady and consistent building of a business.

Yet the development of small business on tile part of retirees has genuine ad-
vantages to the retiree's home business community. The money spent for business
expense turns Into additional sales for the local filling station, the office supply
store, the post office, furniture dealer and suppliers of other materials. Likewise,
In the service lines this means additional bank deposits, office and store space,
work for sign painters, transportation facilities, along with sanitary, promotion,
advertising and legal services. Of this I speak from personal experience these
past 3 years.

The retirement test for the self-employed is definitely unrealistic. Limitation
of thne is Impractical In business. Can you imagine a salesman stopping in the
middle of a sales presentation because his time had run 'out and he would lose
his benefits for that month? That Is-if he were to faithfully report that he had
gone over the prescribed time. According to the social security reporesentatIves,
selling time is mea.,ired from the time one leaves his place of business until his
return. Isn't It possible that the self-employed might meet with unavoidable
delays In getting back to the office beyond ones control?
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'i'ie rules on belnelits for hlie year apply to the first $1,6,O being exempt and
1t, ntext $1,200 Is subJect to a one dollar deduction for each two dollars earned.
Tiw ,4id part is that few retirees are aware of this. Tfihey are under the. inpres-
sion. they will lose all of their benetits it they don't quit for the balance of the
yea r.

What are the remedies for tle glaring weaknesses which currently exist in the
operation of tlie social security program ?

First, Is the , need of a steady escalation in total Spendable Income as the result
f each Increase int earnings. This gives incentive for the worker to go ahead in

giving full attention and( interest to the work lie is doing. It means that as his
productivity Increases he will reap the reward of this work through greater total
1 illcOnl.

Tlie escalation Ill spendable Income Is provided by 11.1t. 17550. as well as tle
proio.sal for reforms in the social security system made last fall by President
Nixon. 'lis Is dlone by elilminating the celling under which there Is a one dollar
reduction Int benefits for every two dollars earned.

8e(ond, Is the removal of the repressive features of the retirement or earnings
test. This would avoid having to take a possible loss during a month wien earn-
ings exceed $110 and benefits over that amount are sacriflced. The measurement
of tle worker's effort Is expressed when it is recalled that $1,I0 represents 87
hours at the minimum wage of $1.60 per hour. This means that the worker limits
himself to less than an average of 22 hours per week. At more skilled work the
hours of work would he considerably less

Under self-employment the worker is limited to a maximum of 45 hours during
the month or on tle average of less thtan 10 hours a week. One who Is considered
as a skilled worker can lie limited to ant average of 31,?, hours per week.

11he worker who exceeds the earnings limitation for a single nonth or in self-
em)loyment works more than tle prescribed hours within a month (does not neces-
sarily lose all of his benefits. But lie floes have to give them lip for that particular
month or for several months, lie Is penalized because lie has tried to earn sonic
income and may have to wait until after the close of the calendar year to have
his account analyzed and the proper adjustment inade. 'ils is a distinct hardship
to tile person whose Income has been reduce in retirement and who has estab-
hishied a budget based on social security benefits being received monthly.

Utp to now the retiree between the ages of 05 up to 72 has received little relief
from his frustrating plight. Isn't It about tine that this group be recognized?
After all there are 2.0 million of them.

If some solution can't be offered otherwise, then a solution can be found by
elminatlng the earnings and retiremen': test entirely. Or even lower the age to
say 68 or 70 when the total exemption takes place.

These are some of the favorable factors which would result from lowering the
restrictive guidelines:

(1) There would be added Incentive to earn more Income. The artificial
impediments to initiative an., Incentive would be removed.

(2) The federal government would gain additional revenue through added
federal incoine and social security taxes as the result of encouraging more
earned Income among the elderly.

(3) The present temptation to evade the restrictions of the retirement or
earnings test would be eliminated.

(4) The huge amount of paperwork Incurred by the Social Security Ad-
ministration in obtaining annual and monthly reports by those whose status
has changed would have been removed.

(5) The burden of investigative work In connection with the tests by the
Social Security Administration would be eliminated.

Today's restrictions of the retirement or earnings test and the Inequities
covered In this statement are a festering sore to those eligible for social security
benefits but who wish to make additional Income.

Tile tenth point in the Bill of Rights for Older Americans. under Title I of tle
Older Americans Act passed lin 1005 and extended in 1907 calls for "the free
exercise of Individual Initiative in planning and managing one's own life for
independence and freedom".

As time goes on and benefits are Increased, the pressure will become greater
to correct the injustices covered in this statement. I respectfully submit to this
commnitee that now is the time to meet the issue and correct these problems.

Sincerely,
TRUM'AN D. WELLER.
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SOUTHERN RIIEHABILITATION SERVICES, INC.,
Juno 9, 1910.lIUSSE;LI Ii.Lo,OO

Chairman, scnaWt Fin1anco Conite11cc,
U.S. Senate, lVaeihington, D.C.

1)F, SIR: I am a registered lPhysical Therapist in Oklahoma City, Oklahonma
employed by Southern ltlehabilitatio Servicem, Inc. The organization I work for
provides physical therapy for til certilted extended care beds it tilt- Oklahoma
City and Norman, Okla. area.

On May 21st, the House of RepresentatIves passed 1111 #17550, Social
security Amenuments of I9T0. There were many changes in t lie Bill in regards
to 3edlicald and Mediart, is It relates to physical therapy services. It is my
opiilon that certain hlterpretatlons of Scetlon 251 of the ill could be detri-
miental to our profesion amid to our goal of lrovIding physical therapy services
for tile extended care facilities of the Oklathoma City area.

Mr. Itoyce Notand, Executive Director of tile Anterean Physical Therapy
A,-oclatlon, will appear before your committee in the near future, lie will
outline the views of the practicing physical therapist concerning 13111 #17550.
I suplmrt his views and would appreciate your active voice oil this imlJrtant
matter.

Sincerely yours,
LINDA EROSIAx, R.P.T.

NATIONAL ASSOCIATION OP HIIYSICAL TFI[ERAi'ISTS, INC.,
Fairlawn, N.J., August 8, 1970.

lio1n. Ilussr.I.I, It. ION(;.

Chairman, Committee on finance ,
U.S. Senate, Washington, D.C.

IDEAR SENATOR Lox0o: As i'r your request, I -lilt hereviti oitiiinig the views
of my Association It regard to 1111 lIlt 17541, relating to its Section 251, "'hysi-
cal Therapy Services l'nder Medicare". We (lo support tis Bill hlchl grants
jIhyslcal therapy services by a qualilled physical therapist to Medicare patients
iii their home or in the private ofice of the State licensed or registered physical
therapist.

Our reason.< for supporting this Bill are as follows:
1. It removes a bad -system in wlich at present a Medicare patient mnust lie

placed ltn a hospital and if warranted followed in a Convelcscence Cented in
order to receive prescribed physical therapy. ThIs practice raises tie co.-{ of
treating the Medicare patient with needed jhysical therapy tenfold.

2. Or, the Outpatient Medicare latient can be referred through present
referral agencies. Then there is an added cost factor (to maintain the agency)
because of the patient being reviewed by other dlsciplinesv within "id agencies
and for bookkeeping involvedl. It has always been our opinion thit the referring
physiciall's diagnosis and prescription Is being evaluated by an anciliary-group
(of the agency) who cannot be regarded as peers of the referring physicians. Only
tile physician Is capable of writing the diagnosis and treatment and the physical
therapist tile right to assist the physician with tits evaluation and physical
therapy treatinent. There has never oeen a need for the expensive and wasteful
middleman. Tite Veterans' Administration has utilized private physical thera-
pists on direct payment for years and never experienced difficulty.

3. At long last, physical therapy and physical therapists will be recognized as
the Allied Medical Profes-sion It is, thereby pKrmittilng direct payment as- other
licensed professions under Medicare. At long last, the monopoly of ouly grant-
lag contracts to a chosen few will lie eliminated and patients and physicians will
choose their private therapist who has served tile community so ably through
tile year.;. At long last, a system of pyraniilung charges in order to receive
physical therapy (an important imedcally preserlbeda treatment it tile care
of the geriatric patient) will be renlove(h.

It Is our vlew that if 1111 17550, with Section 254, is adopted by Congress,
the $100 presently proposed for Physical Therapy, will prove to be a great
asset in reducing present total hospital Medicare costs. This $100 should there-
fore be Increased tiereby fighting illiess outside of tie hospital when tile case
o pieriuits.
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To a member this Organization supports 11111 1R 17550, with Section 254.
We beseech you, as the Honorable Chairman of the Senate Finance Committee,
to recommend Its passage by the Senate for this Bill outlines quality medical
care with greater efficiency which will result in lowered costs.

Sincerely yours,
PATRICK TROrIA, B.S., R.P.T.,

President.

(Tie following communication was forwarded to the committee by
lion. Hiram L. Fong, a U.S. Senator from the State of Hawaii:)

t1AWAII MANUFAOTURERS ASSOCrAToN,
Honolulu, Hawaii, July 13, 1970.

l1on. 11RAM L. Foo,
Sen (or Senator From Hatcaii,
Washington, D.C.

)EAR SENATOR Fo.\o: Members of the Hawali Manufacturers Association are
concerned over some provisions of II.R. 17550 (Social Security bill) now being
considered by the Senate Finance Commitee, and will likely conie to tile floor
soon.

In view of the recent 15% increase in benefits, we do not favor an additional
increase at this time. And, we have specific concern over the proposed change
in the traditional concept of paying a maximum of 80% of the Injured person's
average wage while recuperating.

It is unfortunate, but today a growing number of individuals prefer not to
work. If the House bill as sent to the Senate is approved, Ilnjured workers will
receive 100% of their average wage while away from tie Job. Tax benefits
resulting from this type of Income make it profitable to remain disabled. It
removes the incentive to rehabilitation and recovery. This Is just another way
in which inflation grows.

Your considerable influence in halting the flood of legislation which not only
increases the cost of American production but further removes the Incentive
for higher productivity, will be greatly appreciated.

Sincerely yours,
ROY J. LIFFINOWELL,

Executive Vice President.

OFFICE OF TIlE MAYOR,
BOROUGH oF BETIIEL PARK,

Bethel Park, Pa., September 11, 1970.
Senator RUSSELL B. LONG,
Chairman, Senate Finance Committee,
Senate Offlee Building,
l'ashington, D.O.

DEAH SENATOR Lo.xo: The plight of a majority of our nation's twenty-five (25)
million Senior Citizens Is rapidly reaching crisis proportions. These men and
women, who have contributed so much to our country's progress during their
productive years, are seemingly being pressed further away from the affluence
which they helped to create. It is indeed a tragic paradox, and one that should
cause a great deal more concern than we are now exhibiting, that so many of
our people are spending their twilight years in near-poverty conditions.

The answer to this problem is not an easy one. It cannot be solved by stop-
gap meeasures, or ministered to by rhetoric. Revisions in the existing Social
Security Law must be those changes which will afford its recipients a fuller and
more humane treatment under that law. As lawmakers. you and your colleagues
must now recognize that action on this matter can no longer delayed by pro-
crastination or worse, by partisan politics.

While the entire spirit and application of Social Security must eventually
become subject to total revision, there are a number of areas that deserve
Immediate concern. They are as follows:

(1) Automatic "cost of living" increases in Social Security benefits, based
on raises in the national cost of living index. Such a feature is absolutely neces-
sary. partictularly during those periods of inflation which we are now experierc-
ing. It is inconceivable that we should offer so large a segment of our popula-
tion a rigid, fixed income and then expect it to be sufficient while prices rise.
Our Senior Citizens must pay just as much for food and clothing as those who
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are employed. As you well know, however, they are not tile beneficiaries of any
income adjustments. This proposed "escalator clause", one that responds to the
national cost of living index, would greatly reduce or eliminate such a disparity.

(2) Our citizens should be permitted to build maximum retirement credits by
age 00. Incorporation of this feature would serve two (2) purposes-it would al-
low those who wish to retire with full benefits the right to do so, enabling many
of our people to better enjoy tile fruits of their working years while they are
able. It would also create greater employment and advancement opportunities
for the younger members of our society, by permitting more frequent openings
for their skills, by virtue of early retirements. In other words, full Social Security
benefits at age 60 would act as a positive Inducement to those of that age In the
age in the labor force; by expediting their voluntary retirement, a double benefit
would insure to both ends of the labor force, those just entering and those about
to leave.

(3) Increasing the supplemental earning limit from $1,680.00 annually, to
$4,800.00 annually. One of the most unfair features of the existing Social Security
law is that which penalizes a man or woman who is capable of augmenting their
Social Security income. Such a feature not only deprives the recipient of badly
needed money, but It also causes the loss of pride and self-sufficiency at a time
when such qualities are needed most. It is most degrading and humiliating for
an able bodied man or woman to discover, late in life, that those qualities of hard
work, self assurance, and independence are no longer needed by a Society they
have served so long and so well.

(4) Increase payments of medicines and other pharmaceuticals from the
present level of 80 to 100% of their cost. A majority of those people now receiv-
ing Social Security do so because it is their only source of income. They are
totally dependent upon that income, as well as all corresponding benefits, for
their health and well-being. Would it not seem essential then to assume that
total payment of medicines would also be an integral part of those benefits? If a
recipient of Social Security must depend upon help under this law, he or she
should be afforded the best protection possible-and not merely partial coverage.

(5) Increase the present burial allowance from $255.00 to at least $500.000.
This portion of the Social Security law, while It may seem insignificant In terms
of total dollar expenditure, presently represents one of its more inhumane fea-
tures. It Is totally inconceivable that anyone would expect burial expenses not
to exceed the current allowance of $255.00, while many of our Senior Citizens
have made provisions for their funeral and buriel expenses, there are nonetheless
a great many who can do little more than look to a pauper's grave as their final
resting place. Such a dismal prospect should not cloud the final days of so many
of our people. The present limit can and must be increased to at least $500.00 if
for no other reason than the peace of mind it may afford those who wait.

These are but a few of the defeciencies in the existing Social Security law that
must be changed now. There is simply no Justification for a nation that possesses
so vast an array of technological expertise, to allow its Senior Citizens to spend
their remaining years in the shadows of poverty, humiliation, and despair. I urge
you to consider these features-they are important to those who have kept faith
with our great land-men and woaen who only ask now that we do not break
faith with them. We are not giving them anything-they have earned it.

Sincerely,
P. J. PAGE, Mayor.

STATEMENT OF LouIs STULBERO, PRESIDENT, INTERNATIONAL LADIES' GARMENT
WORKERS' UNION (AFL-CIO)

On behalf of the 435,000 members of the International Ladies' Garment
Workers' Union in the United States and Puerto Rico I welcome this opportunity
to make known to your Committee our views on H.. 17550. To our members-
80 percent women-and their families, this is legislation of major importance.
They look to and depend upon the social security-medicare program for health
and well being in their retirement years, for income In the event long-term dis-
ability precludes gainful employment, for protection of their dependents in event
of death and for aid in meeting the skyrocketing costs of medical care.

The Socill Security Act has been a major force in bettering the quality of
life in our nation for over 30 years. It stands as an accomplishr.ment we can all
be proud of. But it must be continually modernized and Improved In order to
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keep pace with the national needs. leneflt levels are inadequate and need ini-
lrovement. Inequities that have been exposed iln the system must be corrected.
The burden of medical costs borne by the elderly needs to be lightened. Existing
benefit financing, largely regressive in nature, needs modification.

We are therefore glad to see your Committee undertaking a review of the pres-
ent 'Social Security legislation, 11.11. 17550, passed by the House on May 21, 1970
and now before you, does, of course, contain many worthwhile features. Yet it
also has a number of obvious shortcomings. The analysis that follows will review
how well 1I.. 17550 measures up to the nation's needs.

INCREASE IN BENEFITS

11M.. 17550 calls for a 5 percent Increase in ol age, survivors an(] disability
benefits effective January 1, 1971. This Is a step in the right direction but regret-
tably an exceedingly small step. Such an adjustment would not even correct the
level of benefits for the erosion caused by Intervening Increases In the prices of
goods and services that must be purchased by the system's beneficiaries. Nor
would it correct the appalling situation of many beneficiaries whose benefits will
remain much too small and force them to live in the direst poverty. No recognil-
tion is given to the fact that the nation's ability to provide a better living stand-
ard for the beneficiaries Is steadily Improving.

Social security benefits play a most crucial role in sustaining their recipients.
Most of then, as shown by a recent Social Security Administration study,
derive very little Income from any other source : 1

About one-fourth of the beneficiary couples and two-fifths of the non-
married beneficiaries had no money income but their benefits, or less than
$300 per person in 1967. Most of this group that relied so heavily on benefits
had less than $150 per person in income other than benefits .... Some of
those with more in other Income had only )ublic assistance payments, re-
ceipt of which Involves application of a means test.

Thus, In the absence of any other significant Income, the level of social security
benefits determines the quality of life of time beneficiaries and whether or not they
will live in dire poverty. It Is unfortunate that existing benefit amounts-even
after the 5 percent Increase called for by I.R. 17550-fall short in the main of
what Is needed for a most modest livelihood. This becomes apparent when one
considers the level of existing benefits :

$64 a month minimum benefit for a single retired worker or a widow
$96 a month minimum benefit for a retired couple
$112 a month average benefit for a single retired worker
$101 a month average benefit for a widow
$194 a month average benefit for a retired couple

The Insufficiency of these benefits, even after allowance for a 5 pe.'cent up-
ward adjustment, stands out sorely when these amounts are contrasted with
budgetary requirements for retired persons computed by the U.S. Bureau of
Labor Statistics' or with the "index of poverty" originally devised by the Social
Security Administration and subsequently updated by a federal interagency
Committee.'

The Retired Couple's Budget for a Moderate Living Standard compiled by the
Bureau of Labor Statistics provides a sound basis for judging the adequacy of
social security benefit levels. It provides a modest but adequate level of living
which enables a retired couple to maintain a healthful, self-respecting existence
and permits them to participate it the life of their community in accordance
with current American standards. Even though It does not represent all "ideal"
American way of living, this budget, after adjustment for Intervening price
increases, would have required an average retired couple to have all annual in-
come of $4,535, I.e. $378 a month, i June 1970. A single retired person on tihe
same basis would have had to have an annual income of $2,490, I.e. $208 a

I Lenore B. Bixby, "Income of People Aged 65 and Older: An Overview from the 106S
Survey of the Aged", in Social Security Bulletin. April 1970.

'1.S. Bureau of Labor Statistics. "Retired Couple's Budget for a Moderate Living Stand-
ard. Autumn 1966" (Bulletin 1570-4) and "3 Budgets for a Retired Couple In Urban
Areas of the United States, 1007-67S" (Bulletin 1570-6).

'Mollie Orshanskv, "Counting the Poor: Another Look at the Poverty Profile". Social
Security Bulletin, January 10656 "Who's Who Among the Poor: A Demographic View
of Poverty". ibid., July 1905; "1kt.w Poverty Is Measured", Monthly Labor Review,
February 1069. Data for 1909 were published In U.S. Bureau of the Census, Current
Population Reports, Series P-60, No. 11.
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month. The average social security benefit, however, falls shockingly short of
providing anywhere near this modest living standard.

The inadequacy Is even more glaring when one realizes that cur cat benefit
amounts fall short of the level below which the poverty status of Individuals is
beyond question. At the core of this "Index of poverty" devised by federal author-
itles Is the "economy food. plan" designed by the I)epartment of Agriculture for
emergency use by families temporarily short of funds, one which calls for
purchasing and meal planning skills possessed by only a few Individuals. Even
this rock-botton budget required an elderly couple to have an annual Income,
after adjustments for Intervening price Increases, of $2,323 I.e. $194 a month,
as of June 1970. In the case of single persons over 65 the needed Income was
$1,852 per year, i.e. $154 per month. Thus, the existing benefit levels, even after
a 5 percent raise, would still fall far short of the poverty level!

These data clearly demonstrate that far more substantial be nefit Improvements
are in order than those called for by 11.1t. 17550. It is for this reason that ,we
urge your Committee, and through you the Congress of the United States, to
increase existing benefits by not less than 30 percent. This increase should, of
course, also apply to beneficiaries aged 72 or over, now in receipt of special pay-
ments under the law. At the very most, this increase could be split in two parts,
with part of the increase effective January 1, 1971, and the balance a year later.
This Is the only way we can bring benefits into line with current needs. This is
the only way we can hope to reduce the supplemental public assistance pay-
mnents now being paid out due to the meagerness of existing benefit standards.

To this end, it is also essential to substantially raise the mininuin benefit, a
matter neglected by I.R. 17550. The proposed 5 percent increase in this mini-
mum-from $64 to $07.20 a month for a retiree aged 65 or over Is shocking in
its deficiency, particularly In view of the fact that those with the lowest social
security benefits have the smallest amount of income froln other sources. Since
most of those receiving minimum benefit amounts or near:" such minimums have
Incomes so far below the levels of poverty as identified by the federal authorities,
the matter is one of highest priority. For this reason we urge that minimum
benefits be raised to $120 a month for a person retiring at tile age of 5 and,
in addition. $60 for his over-6S spouse. This adjustment should be accomplished

over a perhx of not more than 2 years.

AUTOMATIC ADJUSTMENT OF BENEFITS

11,11. 17550 provides for an annual readjustment of benefit levels whenever
the Consumer Price Index rises by at least 3 percent front the (late of the previous
benefit adjustment. While we are in agreement that belneflts should not be eroded
by intervening price increases, we do not believe that the proposed formulla is
sound. Even after the improvement in benefit standards that we recommended. the
benefit structure would not be ideal. But even if benefits were set at a level of
complete adequacy, their future correction solely in line with the subsequent
price changes would make them lag, within a relatively sho-t period, behind the
living levels attained in tile United States in the wake of rising income levels (lue
to Improved technology and rising prodluctivity. Social Security beneficiaries
would thus be Increasingly kept out of the mainstream of American life. For
this reason, periodic correction made solely on the basis of changes in the Con-
sumer Price Index is not adequate. Adjustment of benefit levels should be based
either on changes in the per-eal)ita incomes of the American people or on change.4
In average wages and salaries In the United States. In the alternative, as an
approximation to the above measures, benefit levels could be corrected In line
with changes in average taxable payrolls between the first quarters of respective
years, as is proposed by I.R. 17550 with respect to the contribution and benefit
base amid the earnings limit for the retirement test. Still, the Congre.zss should, as
a matter of policy, review periodically the benefit structure even If automatic
adju.tmnent is provided for in order to asisure that whatever Inadequacles that
may exist or develop are corrected.

WIDOWS' AND WIDOWERS' INSIURA NCE BENEFITS

We endorse the provision in II.R. 17550 granting widows and widowers who
)ecome entitled to benefits after reaching age O5 a benefit equal to 100 percent of

the deceased worker's retirement benefit. Similarly we support the proposal to
provide widows and widowers retiring betwef.n the ages of 62 and 65 a higher
percentage of the deceased worker's benefit amount than the present P2.5 )percent.
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Widows are particularly (lsatdvantaged In our society. "Many of the 5.0 million
women beneficiaries without husbands were WI¢dows, oftea past 73," reports the
1968 Survey of the Aged.' "Their 0ASDIII benefits were low, they seldom worked,
and they had little retirement Income in addition to OASDHII. As a result, half
of them had total incomes below $1,300 and only 1 In 16 had as much as $4,000.
One in 10 turned to welfare agencies for cash support." These findings are also
echoed by the task force study of the Senate Special Committee on Aging, which
found that 0 out of every 10 women living alone had Incomes that fell below the
poverty line.6

In this connection, we urge your Committee to recommend that disabled
widows, disabled widowers or disabled surviving divorced wives qualify for the
receipt of benefits Irrespective of their age instead of qualifying only after they
reach the age of 50 as Is provided under the existing law. It is In the public Inter-
est, it seems to us, to do so when Individuals are totally disabled .and not able
to vork.

MODERNIZATION OF TIlE RETIREMENT TEST AND BENEFIT COMPUTATION

11.11. 17550 would enable social security beneficiaries to earn from employment
or self-employment as much as $2,000 a year without loss of benefits. Benefits
would be reduced by $1 for each $2 earned In excess of $2,000 with a further
provisz that benefits would not be reduced in any month in which earnings do not
exceed $166.67. Tie proposed amendments thus update the provisions of the
present Act which enable beneficiaries to supplement benefits by working. The
provision for a higher aniount of earnings permitted before benefits are affected
in part or in full, as well as the elimination of the dollar-for-dollar reduction
now in the Act, are sound and equitable. The elimination of the latter test is
particularly desirable since income from employnenit is subject to federal, state
and local income taxes, social security contributions and other payroll reduc-
tions, while benefits are not; consequently, uider the existing dollar-for-dollar
test, and older worker's income after the various deductions Is lower than what
lie gets in the form of benefits while not working. This anomaly Is corrected by
II.R. 17550.

II.R. 17550 l)roperly eliminates an inequity in tihe present law which sometimes
lowers the amount of social security benefits a retiree can collect In the year of
his 72nd birthday when earnings after the age of 72 reduce benefits payable
earlier in the same year. However, the bill falls to make i similar correction for
persons under 72 In the year of their retirement when pro-retirement earnings
may reduce social security benefits payable later in the same year. This anomaly
should be corrected by the Senate.

The House bill also provides automatic bi-annual adjustments in the amount
retirees can earn before suffering a reduction In their benefits. This Is to be
done proportionately to the changes In the first quarter's average taxable earn-
ings, and is a fairly satisfactory approximation to the formula recommended in
this statement for adjusting benefit amounts In proportion to changes in average
per-capita Income of the American people or in average wages and salaries.
It deserves Senate approval.

1.R. 17550 wisely eliminates the Inequity of the present Act which computes
benefit amounts differently for men and women, as a result of which men's
benefits are lower than women's even when their past earnings were Identical.
The bill changes the method of computing benefit amounts and shortens the
computation periods for men to the standard now used for women and thus,
quite properly, eliminates an inequity for men already retired or those who will
retire In the future.

Unfortunately, however, another Important flaw in benefit computation re-
mains. The present formula, while disregarding earnings in the 5 lowest years. is
affected by years of low earnings In the early years of work experience as w.ll
as by those later in life when the worker may be Jobless because of ill health or
otherwise. A much sounder approach Is to gear benefit levels to the earnings
in the more representative years in the individual's work history, such as the
highest 10 out of the last 15 years immediately preceding retirement.

4 Lenore H. BIxby. op. cit., p. 3.
&U.S. Senate, Special Committee on Aging, "Economics of Aging: Toward a Full Share

in Abundance", March 1069, p. 14.
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DISABILITY BENEFITS AND EARLY RETIREMENT

II.R. 17550 provides a number of welcome improvementN in benefits in the
case of disabled persons. Childhood benefits would be payable to children be-
coming totally disabled between the ages of 18 and 22; eligibility for the blind
would be liberalized; social security benefits payable to recipients of workmen's
compensation would not be reduced unless they exceed the worker's average
earnings in the 5 best years of prior consecutive employment; benefits that other-
wise could have been collectable by a disabled person prior to his death would
be paid to his survivors. These are worthwhile improvements that should be
adopted.

There is another problem that deserves attention. A number of workers
become too ill to work after they reach the age of -0 but before they attain 05,
and find it Impossible to obtain any work either because of their age, their
health, occupational changes or Inability to adapt. Yet at the present time they
would not be entitled to receive disability benefits under the Act as long ati
work that they eould perform, in theory If not in fact, call be found "anywhere
in the national economy". The test for disability is much too severe and needs
to be modified to qualify workers who become disabled after age 50 and who
no longer can perform in their usual occupations.

In fact, the functioning of our economic system forces greater numbers to
seek early retirement. This is evident from the fact that despite the low level
of basic benefits, a large proportion of retirees choose to avail themselves of tile
early retirement provisions of the Act through this means even lower benefit
amounts for then. There is no question that this situation is the aftermath of
tile great difficulties older workers encounter in obtaining work once they are
displaced in the wake of technological changes or other economic developments.
Serious consideration must therefore be given to lowering the retirement age to
at least 00 and to providing more moderate reductions lin the early-retirement
benefit rates taian exist at the )resent time, even if these do not fully conform
to actuarial standards, in order to meet a real need.

MISCELLANEOUS AMENDMENTS PERTAINING TO RETIREMENT

II.R. 17550 contains a number of additional provision which we believe the
Senate should support. These include improvement in wage credits for persons
serving in the Armed Forces for the period of such service; extension of cover-
age, elimination of benefit cut-backs due to early retirement when individuals
qItualify for higher benefits after age 65 on the basis of a different entitlement;
elimination of the support requirement for divorced wives; guarantee that no
family would have its total family benefits decreased as a result of an Increase
in the insured person's benefit; and imposition of penalties for furnishing false
information to obtain social security numbers.

LUMP-SUM DEATH BENEFIT

We hope that in its consideration of 1I.R. 17550, the Senate will deal with
a provision left untouched by the other body.

From its inception, the Act provided for the payment of a lump-sum benefit
to cover burial expenses of a deceased worker in the amount of 3 times the
deceased's monthly benefit rate. The upper limit on such payments, despite iu-
creased funeral costs, remained unchanged since 1951, at $255, even though it
was periodically raised prior to that time. We recommend that the maximum
limit on funeral expenses be removed and that lump-sum death benefits be
comluted solely by tripling the amount of the primary benefit rate. Even the
highest lumpI-smm death benefit under this formula would fall short of actual
funeral costs that have to be met by the survivors of the deceased person.

MEDICARE AND MEDICAID

The enactment of Medicare for the aged and Medicaid for individuals with
low income is an historic and highly beneficial advance In the social Insurance
fleld. Nevertheless, serious gaps an! problems exist in this field. Costs of hos-
pital and doctor care have been skyrocketing. The amount of deductibles, the
premiums and the cost of co-insurance under the Medicare program have lin-
ereased substantially and may rise even higher. Thus the monthly premium for
Medical Insurance has been Increased from the initial $3.00 to $5.30 in a short
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spant of 4 years. Many inedical expenses of the age(d are not covered, such as
prescrilptions outside the hospital, dental care, eyeglasses etc. (in fiscal year
l903, the Medicare lrograil covered only 45 percent of the medical costs of the
aged; the individuals themselves, or their families, paid for 30 percent of the
total and the remaining 25 percent was a drain on other public agencies)."
Te low incomes of the aged simply (1o not permit them, to make the necessary
medical care expenditures without causing undue sacrifice.

Coverage under the Medicare provisions of the Act also falls short af the
existing needs. No protection is offered for dependents of elderly persons find
they have to meet these medical expenses out of their meager incomes. At the
saeni time individuals under age 05 are not covered by Medicare even when
they qualify for disability benefits despite the fact that they have to meet
medical costs and even though they are in no position to augment their pensions
by taking on employment.

The financing of Medicare also leaves much to be desired. Financing of 'Medical
Insurance by voluntary contributions after age 65 places an onerous burden on
the aged worker at a time when lie is least able to afford it. We therefore hope
that the Senate would provide financing of both Hospital Insurance and Medical
Insurance by contributions over the working life of potential beneficiariesi.

Any new program, no matter how well planned, is likely to permit a number
of unforeseen problems to come to the fore. Medicare and Medicaid are no
exception. II.R. 17550 seeks to (teal with a number of these. Thus, it seeks to
eliminate the possible duplication of benefits whenever this might arise, extends
time for enrollment or filing claims, permits reimbursement of Medicaid ex-
penses Incurred within a limited period of time prior to filing of formal appli-
cation for benefits, allows use of hospitals outside the United States in special
emergencies, enables dentists to make hospital referrals whenever needed for
dental treatment, provides the same rules for recovery of overpayments made to
a deceased beneficiary under Medicare as now exist under other provisions of the
Social Security Act, and extends coverage to persons over 65 who do not other-
wise qualify for Medicare Hospital Insurance though unfortunately at a cost
many potential beneficiaries would not be able to meet (something that the
Senate may hopefully remedy).

The House bill also makes a worthy effort to limit rising medical and hospital
costs for services rendered under Medicare by permitting the termination of
payments to suppliers guilty of program abuses, by limiting payments to cus-
tomnary charges when these are lower than so-called "reasonable charges", by
tightening rules to prevent Improper admissions to hospitals, by preventing im-
proper reassignments of claims to benefits, by modernizing the reimbursement
formula to the states in case of Medicaid and by subsidizing states for Installa-
tion and operation of claims processing and information retrieval systems. The
Senate, however, will hopefully make certain that limitations on reimbursement
of costs to states or Individuals should not be utilized to Increase the financial
burden to the patients. Otherwise, the very intent of the program would be (le-
feated if this were to take place. It Is also essential to prevent continued escala-
tion of medical service costs by providing for their rendition on a contractual
basis spelling out negotiated fee schedules.

An important improvement in the present Act, easing the burden on older
persons, is the provision of H.R. 175.50 which enables the federal Ho.spital In-
surance and Supplementary Medical Insurance Trust Funds to pay the insurance
premiums to private or public health maintenance organizations for future serv-
lees to be rendered Medicare beneficiaries under both parts A and B. There Is
no similar provision under the present Act for part A of Medicare. The pro-
posed amendment, sound In principle, takes advantage of the existence and
growth of group prepayment practice and its ability to provide improved hospital
and medical care in a more efficient way. Hopefully the proposed amendment
would encourage further growth of such plans. To fissure that this does take
place, it Is essential that H.R. 17550 be strengthened by requiring that group
prepayments under Medicare be limited to non-profit health maintenance orga-
nizations. Such organizations should be guaranteed a payment of at least 95
percent of the cost that would be incurred in providing the particular services
by other than the health maintenance organizations. In the case of new group

8 Dorothy P. Rice and Barbara S. Cooper, "Medical Care Outlays for Aged and Non-
aged Persons, 1966-1068" In SocIal Security Bulletin, September 1969.
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plans, in order to stimulate their establishment, the reimbursement should equal
100 percent of such costs over a limited number of years. however, the health
maintenance organizations should be required to spend whatever excess income
they derive from such premiums over their costs to provide services not now
furnished under Medicare. Thus, while the Trust Funds would save money corn-
pared to the costs that would have been incurred if health maintenance plans
were not utilized, a further extension of health care protection to the elderly
would be fostered.

There are a number of provisions in II.R. 17550 which call for substantial
modification. The bill would permit the states to impose flat deductibles or
co-payments on some items of health care or services presumably because they
are provided in large part at the patient's initiative. Even though in some eases
such payments might check the utilization of unneeded services, their primary
Impact would prevent many of the Indigent from receiving the care they need
because of Inability to meet even modest flat costs. The trend should be towards
the elimination of deductibles and co-payments in all cases, including services
rendered under Medicare, and not in the opposite direction. We hope tnat Mue
Senate will correct this situation. Any cost limitation which forces the patient
to go without essential medical services because he cannot afford the deductibles
or co-payments is self-defeating. Similarly, if he cannot afford to purchase pre-
scribed medicinal drugs while out of the hospital, the medical services rendered
under part B of Medicare are rendered Impotent. It is hoped, therefore, that the
Senate will, while reviewing 11.11. 17550, move towards elimination of all de-
ductibles and co-payments and arrange for Medicare to meet time cost of prescrip-
tion drugs while patients are out of the hospital. Also, we hope the Senate will
take the initiative bypassed by the House of Representatives to extend the pro-
tection of Medicare to those on social security rolls who draw disability benefits
while inler the age of 65. At the same time, federal standards for hospital and
medical care should be gradually developed in accordance with a specific mandate
to be provided by statute.

Although Section 1903(e) of the Medicaid statute, according to the Report of
the Ways and Means Committee of the House of Representatives on II.R. 17550,
induced time states to move more rapidly in the direction of expanding Medicaid
programs, only 28 states have so far adopted the joint federal-state programs to
assist the medically needy. It is shocking, therefore, to find that II.R. 17550
seeks to remove that particular incentive from the Act. If anything, the provi-
sions should be strengthened by additional inducements for all states to improve
Medicaid programs to broaden federal standards for the operation of state pro-
grams and thus lessen the wide variations that now exist in the participating
states. The desirable alternative would have to be a complete federalization of
the Medicaid system, uniform everywhere.

In the hope of improving the use of Medicaid services, II.R. 17550 introduced
disincentives for long patient stays in hospitals or nursing homes by reducing
the amounts by which the federal government matches state outlays, and pro-
vided added incentives for out-patient and home health services by increasing
the allowances payable to the states for such purposes. However laudable the
objective, it would have a most unfortunate impact on persons in need of long-
term treatment. Confronted with a reduction in matching grants, states are
prone to eliminate some" of the unavoidably essential institutional care for
long-term patients. Obviously other solutions than those proposed by II.R. 17550
have to be sought to reduce unnecessarily overlong institutional confinements

H.R. 17550 bars appeals from carriers' decisions in Medical Insurance cases
involving under $100. This would unfortunately permit non-governnental agencies
to act both as judge and Jury in such cases without giving a fair hearing to the
claimant. Even if the amounts are small, appellants should not be denied this
right and hopefully the Senate will see to It that they are not.

The complexities of time Medicare-Medicaid program and the large number of
individuals not now protected by such insurance programs suggest that the time
may be at hand to consider the enactment of a system of national health
insurance. The outlines of such a program are contained in 11.1t. 15779 introduced
by lion. Martha W'. Griffiths. We commend this bill to your attention.

FINANCING

11.11. 17550 proposes to finance the Improved benefits by increasing the contri-
bution ase to $9,000 per year to be automatically raised bi-annually proportion-
ately te, Increases in average first quarter's taxable payrolls, and proposes a
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niodifled schedule of contribution rates for the coining years both for Old Age.
Survivors and Disability Insurance- and Hospital Insurance.

Unfortunately, the proposed modifications are Inadequate inasmuch as they
leave a substantial fraction of covered Imyrolls outside the pale of taxation. At
the tine social security system was first introduced in 1938, only 3 percent of
covered workers earned more than the maximum taxable under tile law, the
objective being to provide substantially total coverage. At the present time the
corresponding coverage of taxable earnings would require tie adoption of a
contribution base of at least $15,000.' The adoption of this amount as the
contribution and benefit base would assure the needed funds and would equalize
percentagewise the burden currently Imposed on lower-pald individuals with
that borne by those in the higher Income brackets.

In any case, it would bring the ceiling closer into line with current Income
patterns and as-sure more adequate protection for persons covered by the social
security system. At the same time it would not require the promulgation of
increases in contributions currently planned for 1975 and thereafte-te $15,000
contribution base and Its bi-annual automatic readjustment woald yield the
needed additional funds. The federal government, however, sholhl also help
to finance the social security system out of general revenue, as is already done
in some portions of the ilrograi. The amended Act shoul I provide for iIerercd-d
government contribution until it is respon-ible for one-third of the total ces.
Such federal contribution out of general revenue vonld I;o a long way towards
alleviating the regressive effect of tile present financing method and help linaneL
Medical Insurance under Medicare over the working life of cove red l)ersoils (as
Is pre.-ently done for ]Iospital Insurance).

IN CONCLUSION

Your Committee has before it a monumental task. The inprovemlet and
modernization of the social security system is a vital responsibility. Americans
with few other resources look to this program to maintain their health and
well-being. I.R. 17550 offers a useful starting point for the necessary updating.
We hope that our comments will assist the Committee in tile development of
sound legislation.

STATEMENT OF NATHAN T. AVOLKOMIR, PRESIDENT, NATIONAL FEDERATION OF
FEDERAL EMPLOYEES, O OPTIONAL SOCIAL SECURITY COVERAGE FOR FEDERAL
EMPLOYEES

Mr. Chairman and Members of the Committee, My name is Nathaln T. Wolko-
mir, I am President of the National Federation of Federal Employees, which Is
tile first and largest of the Independent general organizations of Federal em-
p)loyees with members in virtually all Government departments and agencies
world-wide. For over 50 years the NFFE has been promoting the welfare of
Federal employes and time public interest.

Tile Committee Is holding hearings on social security legislation including
House Bill, IL. 17550. The National Federation of Federal Employees strongly
favors legislation having for its object the granting Qf optional social security
coverage for Federal employees. Wilie 11.R. 17550 does not include this provision,
during this session and in the past sessions of Congress a number of bills have
been introduced providing for such optional coverage. We tank tile Committee
for affording um the opportunity to submit our views on this matter. Mr. Chair-
man, we are grateful to you and to the luembers of the\Colnilittee for tile interest
manifested In this whole subject of social security as evidenced by these hear-
ings.

Tite Social Security System does not generally cover Government employees
although certain state, county and municipal employees are given social security
coverage and this is also true of employees working in Federal Reserve Bamks
and In Federal Credit Unions. Likewise if a member of the uniformed services
of the United States performed active duty In 1957 and thereafter his military

T Social Security Bulletin, October 1968. p. 25, shows that the percentage of covered
workers with annual earnings In excess of $15,000 amounted to 2.1 percent of their
number In 1060. Between 1900 and 1069, however, total wages and salaries In the private
economy rose 21.8 percent, while employment increased 7.0 percent (Survey of Current
Business, July 1970. Np. 39), Indicating a nearly 19 percent rise In per-capita wages and
salaries. 'The likelihood Is great therefore that in 1970 the percentage of covered employees'
earnings in excess of $15,000 a year is apt to be greater than 3 peromt.
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service counts toward social security protection for him. Social security credits
may be also given under certain circumstances for active duty performed after
September 15, 1910 and before 1957. It is discriminatory not to permit all Federal
employee to elect social security coverage when the above-mentioned groups
of Individuals are covered under the Social Security System. In each of the
situations mentioned above the individuals also are covered under other pension
systems.

In our daily contacts with our members throughout the country, we find a
very deep Interest In optional social security coverage for Federal emldoyees.
Indeed, we know of few employment issues of greater interest to Federal work-
ers and their families than this. They feel that a Federal employees should b
allowed to elect social security coverage if lie so desires. Federal eml)oyees can
see no sound reason for denying them such coverage. Employees in (lie private
sector have social security coverage and company iwnson pin.s which provide
them with retirement benefls. Why not the Federal employee? The Federal
employees are tie largest group of employees, iti fact tile only large gro1). wilh-
out social security coverage.

Mr. Chairman, In addition to these daily contacts with our members iII which
their Interest in this matter is so manifest, this widespread interest and concern
also has revealed itself in very concrete form in resolutions adopted by our
Locals and then Introducled at our national conventions.

For many years, such resolutions have been Introduced in large and growing
numbers. For example, at our last national convention, held in St. Louis, Mis-
souri, in September of 1968, there were over 25 resolutions on this one subject
alone, all urging optional Social Security coverage for Federal employees.

For the information of the Committee, and for the record, I am attaching to
this Testimony, as Exhibit A, tile text of the master resolution (No. 180) dealing
With this issue which was unanimously adopted by that convention. It will be
noted that this resolution cites the rationale and the-precedents for Such action,
proposes joint eniployee-Government contributions, and recommends that the two
systems be maintained separate and distinct throughout.

The NFFE urges the enactment of legislation to provide optional social securityy
coverage for Federal employees separate and apart from the Civil Service Retire-
ment System. We would like to stress this point of keeping the Social Security
and Civil Service Retirement Systems separate and apart and without merger or
interrelation between the two Systems. Our organization sponsored and Pecured
enactment of the original Sterhing-Lehlbach Retirement Law passed 11 1920 and
has worked unremittingly for improvement in the Civil Service Retirement
System since that time.

Under the legislation proposed in various bills Federal employees would be
permitted to elect social security coverage. The social security contribution ortax from the Federal employee's salary would not be matched by the Federal
Government. The Federal department or agency would simply withhold this
contribution or tax front tile employee's salary. The coverage would be at no
cost to the Government. While the NFFF would go along with such provision
we would prefer that the employee and the Federal Government contribute
to the coverage. In other words, we would not like to see tlie employee carry
the total load of the contribution or tax.

We have noted that the Social Security Administration has expressed opposi-
tion to the proposal to accomplish Ahat we believe would be very significant aml
progressive broadening and improvement in the law, namely, by l)rovidlng
optional coverage.

The Social Security Administration's chief objections on this can be reduced
to a single word: Cost. But we do not believe that is a valid or meaningful
objection since we see no reason either in logic or in actuarial factors why the
question of cost can not be met quite adequately by a reasonable approach with
respect to fair and acceptable payments by employees and Government. We find
specious the contention that this very large group of employees should be singledout for exclusion from Social Security coverage because their inclusion would
mean very minor adjust nents administratively and actuarially.

With respect to the Social Security Administration's contention that tie over-
all program would suffer from so-called "adverse selection" from the Federal
employee group, we regard this as setting up a palpable straw man. It Is our
view, base on many years of Intimate contact with the aspirations of career
Federal employees, that the overwhelming majority of all of these workers would
in practical fact elect the optional coverage. Moreover, the Social Security Ad-

47-580--70-pt. 8-20
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ministration has adduced no hard evidence to dispute this view and simply
rests upon that very general statement of curbstone opinion. Our position Is
based upon direct daily and extensive contacts with Federal employees at the
grassroots. There Is no doubt whatever, based on this evidence plus the proof
afforded by scores of resolutions on the subject adopted by our Locals, State
Federations, and National Conventions, that the great bulk of all employees
would elect the optional coverage. Adverse selection simply would not be an issue.

Mr. Chairman and Members of the Committee, on behalf of the National Fed-
eration of Federal Enployees, I wish to express our appreciation for your very
active and constructive interest with this and other related matters pertaining
to the Social Security System. It Is our hope that legislative actions on optional
social security coverage for Federal employees will be forthcoming soon. Many
Federal retirees not only live on less than subsistence incomes but resort to
food-stamp programs to survive. Present Federal employees who will be future
retirees should not have to look forward to this kind of an existence. They should
be allowed to elect during their working careers optional social security coverage
to supplement their civil service annuities.

Again, Mr. Chairman, I express my thanks to you and to the members of
tile Conmnittee for tile opportunity to state the views of the National Federation
of Federal Emllployees.

ExXIBIT A ATTACHED TO TESTIMONY OF NATIIAN T. A'OLKOMIR, PRESIDENT,
NATIONAL FEDERATION OF FEDERAL EMPLOYEES

TFxT oE 'MASTER RESOLUTION ON OPTIONAL SOCIAL SECURITY COVERAGE FOR FED-
ERAL E'!.IPLOYEES, ADOPTED UNANIMOUSLY BY NIHFE NATIONAL CONVENTION,
ST. Louis, MISSOURI, SEPTEMBER, 1968

RESOLUTION 1S0

(Optional Social Security Coverage)

Whereas, Under tie Federal Retirement System, most employees upon retire-
inent, or employee survivors, will receive an annuity inadequate for their needs;
and

Whereas, Private enterprise retirement programs are in addition to Social
Security coverage and many city and state governments have, in addition to their
retirement program, made available optionally tile benefits of Social Security;
and

Whereas, Military personnel enjoy the privilege of joint l)artlcipation in their
retirement system and the Social Security System; therefore be it

Resolved, That the NFFE continue to sponsor legislation to provide Federal
employees the option of full coverage under the Social Security System, In addi-
tion to and separated from the Federal Retirement system, by joint contributions
by employee and the Government.

STATEMENT OF II AMERICAN RETAIL FEDERATIO.N

The American Retall Federation Is a national organization which, through
its 50 state and 28 national trade association affiliates, represents more than
00,000 retail establishments across the country.

The American Retail Federation wishes to make four points in connection with
amendments to our social security system now being considered:

I. The American Retail Federation supports an increase in the Old Age
Survivors and Disability Insurance (OASDI) benefits to the extent that it
can he accomiplished without increasing social security taxes.

2. The fiscal Integrity of the three separate trust funds must be maintained.
The proposed bill, 11.11. 17550, would accelerate the Hospital Insurance rate
by more than 17 years. Tie Federation submits that vigorous supervision
must be given to the Health Insurance system In order to prevent drastic
rate acceleration.

3. The American Retail Federation supports the principle of liberalizing
the retirement test so as to enable retired workers to earn more than $1,080
a year without being severely penalized by reductions in benefits.

4. Tile American Retail Federation is opposed to an automatic increase
in OASDI benefits or wage base levels, tied to either the cost-of-living index
or wage levels, respectively.
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BENEFIT INCREASES

The major objective of social security is tile prevention of destitution for a
substantial majority of the aged. Old age benefits are intended to provide a
foundation, on which savings, insurance, or private pensions call be built for
retirement. Social Security was never intended as a total substitute for private
savings or private pension plans.

The Federation recognizes that due to increases In the cost of living an upward
adjustment In benefits Is necessary from time to time. The Federation supports
an increase in benefits that actuaiaily can be supported without increasing taxes.
We supported the 15% increase enacted into law on December 30 of last year.
In doing so Congress provided benefits nearly half again as large as was necessary
to make up for increases in the cost of living. Despite this, II.R. 17550 would
provide an additional 5 percent benefit increase payable next January 1. This
results in combined Increases on nearly 21 percent within a 1-year period, which
as substantially above the erosion in benefits that has resulted front Inflation
slnce the last Increase in 1908. The practice of bunching increases of tids magni-
tude back to back will, in tie long run, lead to further substantial increases in
the tax burdens that miust be Imposed.

The members of the Federation urge, therefore, that Congress should give
serious shudy to the economic Impact of a payroll tax on the economy. These taxes
cannot be Increased ad infinitum. A payroll tax is not an inexhaustible mine.
It has limits beyond which it should not go. And, according to many, the progres-
sion in the I)resent law now is close to, or may even exceed that limit.

The Federation Is seriously concerned with the remarkably large acceleration
in the hospital insurance segment of the tax. The hospital insurance system must
be vigorously supervised so that drastic rate Increases are no longer necessary.

RETIREMENT TEST

The American Retail Federation supports Increasing the retirement test so
that a retired worker may earn more than $1.6,0 a year without being penalized
by a reduction in benefits. 1i.R. 17550 would raise this figure to $2,000.

Tie retirement test was, originally, Intended to keep retired workers out of
the labor market. It was born in a depression period with substantial uneniploy-
ment. Economic conditions have changed since then, and it Is socially and
economically desirable to keep workers in the labor force, particularly those
with advanced skills.

Ietailing Is particularly interested il this provision, since many retailers have
found that retired workers make excellent part-the employees to hell) take care
of the daily and seasonal peaks in business. The difficulty has been that these
employees are forced to quit, after a period of employment, In order to avoid
heneit reduction.

AUTOMATIC COST OF LIVINO INCREASES

The members of the Federation are opposed to AUTOMATIo COST OF LIV-
INO INCREASES. The key word Is "automatic." Retailers do not oppose periodic
reviews of the benefit structure by the Congress nor do they oppose periodic
adjustments to bring benefits up to cost-of-living Increases under some circum-
stances. The obectioln to the automatic adjustment is based on the fact that ,in
upward adjustment might be made no matter what had caused the increase in
the Cost-of-Living Index. For example, drastic Increases in medical and hospital
costs would not affect retired workers receiving old age benefits as much as
if the increa,-se were caused by increases in food prices, since they have the pro-
tection of medicare. If the increase in benefits were not automatic, Congress could
consider the factors which caused the Index to rise, and deteirnine whether an
adjustment was neces.sary or not.

STATEMENT or ASSOCIATED OREGON INDUSTRIES, INC., SUBMITTED BY

KARL FREDERICK, 'MEMBER RELATIONS DIRECTOR

Gentlemen, Associated Oregon Industries, Inc., Is the primary representative
of business and industry in the State of Oregon with over 1,300 member firms.
We respectfully submit the following written statement In opposition to the
proposed amendments to Section 224 of the Social Security Act contained Inl
H.R. 17550.

II.. 17550 proposes to amend Section 224 of the Social Security Act so as to
permit a beneficiary to receive state workmen's compensation simultaneously
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with Social Security disability insurance, so long as the combined payments (1o
not exceed 100 percent of his average earnings before he became disabled. III
our opinion, it is a serious mistake to liberalize the S0 percent provision. Work-
men's compensation and Social Security benefits are not taxable. Accordingly, a
claimant receiving state and federal benefits under present law, limited to 80
percent of his former gross wages, is now receiving virtually 100 percent of
his former take-home pay. If lie is allowed to receive up to 100 percent of gross
earnings as proposed in l1.R. 17550, lie could be making more money off the job
than he was taking homo while lie was working. This clearly diminishes an in-
Jured worker's Incentive to return to work. It also stifles any incentive lie might
have for entering a rehabilitation program and rehabilitation is the cornerstone
of a sound workmen's compensation system.

Furthermore, It Is our opinion that opponents to the continuation of tile state
ssytein of workmen's compensation are advocating this change In the law. Their
goal Is to abolish the state programs ultimately in favor of a national program
administered under the Social Security system. Since 1950 Congress has slowly
broadened the scope of the Social Security Act to embrace areas historically
within the field of workmen's compensation. In that year the Act was extended
to cover persons over 50 years of age who became permanently disabled, whether
on the Job or off. In 190 the 50 year age lilt was removed. Subsequently, at-
tempts were made to provide dNablilty benefits for any person who was disabled
for more than six months. In 1905 Social Security disability benefits were made
payable to any eligible, iudustrially-disabled worker who Is or who call be ex-
iected to lie totally disabled for a year or more after a six-month waiting period.
In that same year, an amendment to the Social Security law was adopted which
attempted to assure that state and federal benefits added together did not exceed
80 percent of tie employee's usual pay.

The thrust of these changes Is most unfortunate, as the workmen's compen-
satlon !and Social Security systems have different goals and objectives. The un-
derlying philosophy of workmen's compensation Is to resolve problems arising
out of work-related injury, disease and death. The approach to solving these
problems also concerns safety, accident prevention and rehabilitation programs,
as well as compensating an Injured workman or his beneficiary. The total ap-
proach goes far beyond "cash payment" as a panacea to a complex problem. It
Is Important that the states be permitted to retain the administration of these
programs antd adapt them to local conditions.

On the other hand, the Social Security system Is fundamentally designed for
non-workers. It Is a "cash payment" approach ,touching persons who are no
longer In the labor market and have no Intention of returning to it. There seems
to be little merit In attempting to reform the Social Security system by getting
Into an area more appropriately handled by the employment-related workmen's
compensation system. We feel that passage of 1I.R. 17550 with the proposed
amendments to Section 224 will be a further step away from the basic philosophy
of Social Security and a definite threat to the workmen's compensation system.

STATEMENT OF TIF. COMMERCE AND INDUSTRY ASSOCIATION OF NEW YORK, INC.
SUBMITTED BY MATILON 7. EUBANK, DIRECTOR OF THE INSURANCE DEPARTMENT
OF COMMERCE AND INDUSTRY AssocIArIoN OF Nnw YORK, INe.

Commerce and Industry is not only the largest business association in New
York hut his9 one of the largest In the nation. Among its approximately 3,500
members are many corporations headquartered In New York but engaged in
multi-state operations. Through ItA Committee on Social Security, which includes
executives from leading national business organizations specializing inI this field
and its Social Insurance Department, the Association studies and actively pre-
sents management thinking on the federal social security program and signifi-
cant social insurance Issues at both national and state levels.

In l)ecember 1096 a 15% across-the-board increase In social security benefits
was enacted into law (P11 91-172). Prior to that inc'rease seven across-the-board
increases had been enacted since the inception of the program atid Congressional
actions had increased cash benefits to 191.1% whereas benefit levels would have
risen only to 151.9% If increases had been tied to the Consumer Price Index.
II.R. 17550 would grant another Increase of 5%.

An analysis of I[.1t. 17550 as passed by the House reveals provisions which
are favored and others which are opposed. For the puropse of brevity we are
setting out below our principal objections.
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A. WORKMEN'S COMPENSATION OFFSET FOR DISABILITY INSURANCE BENEFICIARIES

1. History
(a) 1956--The Social Security Law was amended to provide disability bene-

fits for those under 65 years of age. As enacted, a disabled person receiving
social security disability benefits would have such benefits reduced by workmen's
compensation benefits received under a state program.

(b) 1958-Eliminated by an amendment was the provision for offsetting state
workmen's compensation benefits against social security disability benefits. By
this amendment a beneficiary was able to draw both state workmen's compensa-
tion and social security disability benefits for a single injury.

(c) 1065-The law was again amended so that a disabled worker who qualified
for both workmen's compensation and social security disability benefits would
have social security benefits payablQ to him and/or his family reduced by the
amount, if any, that the total monthly benefits payable under the two programs
exceeded 80% of his social security taxable wages.

(d) 1907-The Act was again amended which permitted a beneficiary to re-
cover the larger of 1) the average monthly earnings used for computing his
social security benefits, or 2) his average monthly earnings In employment or
self-employment covered by social security during the 5 consecutive years of
highest covered earnings after 1950, comnputed without regard to the limitations
which specify a maximum amount of earnings creditable and taxable under
social security.

2. Amendment made in H.R. 17550, Section 114 (a)
Effective after December, 1970, II.R. 17M0 amends the Social Security Act to

provide that where workmen's compensation is payable, social security dis-
ability benefits will be reduced only by the amount by which the combined wrok-
men's compensation and social security payments exceed 100 percent of the
worker's average current earnings before he became disabled.
3. Reasons for Opposing the Above House Amendment

(a) The proposed House amendment could allow by the payment of both
benefits an amount almost the same or in excess of his pre-injury take-home pay
because both social security and workmen's compensation benefits are tax exempt.
This would be particularly true in New York because state income taxes are
quite high and in addition, New York City has an income tax law.

(b) Prevention of injuries and the restoration of those injured to useful
occupations as promptly as possible is one of the major objectives of any work-
men's compensation system. This is accomplished by present rehabilitation pro-
grams which this Association has supported and which the New York State
Workmen's Compensation Board has consistently developed. To the extent that
a disabled worker could receive In combined benefits as much or more than
his pre-injury take-home pay, a strong incentive toward rehabilitation would
deteriorate. It should further be noted that the 1905 social security Senate
Finance Committee report stated that it was desirable to avoid the payment of
excessive benefits. If the amendment were enacted, there could be a wasteful
duplication resulting in unnecessary cost.

(c) The enactment of the House amendment could have an adverse effect on
state workmen's compensation benefits. The attention of members of this Com-
mittee is directed to the fact that prior to the enactment of social security dis-
ability benefits maximum benefits for permanent total disability were the same
as for temporary total disability. Since then 9 states have provided lower benefits
for permanent total disability, the area where duplication of social security and
workmen's compensation is likely to occur. These are Alaska (1959), California
(1959), Illinois (1065), Iowa (1959), Missouri (1959), New York (19068), Ohio
(1967), Oregon (1059), Rhode Island (1959 but difference restored 1969). In
New York workmen's compensation benefits for temporary total disability were
this year increased to $95 a week but persons suffering from permanent total or
partial disability will receive only $80 a week. But many of these individuals are
not entitled to social security disability benefits and they lose $15 a week as a
result of even the current supplementary provision in the Social Security Act.
In addition there would be a temptation on the part of the state to offset work-
men's compensation benefits when social security disability benefits are received.

If the House provision is eflacted in its present form, it could be a foot in the
door for the absorption of workmen's compensation into the social security
system. This is a trend that has developed in other countries. Presently there are
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117 countries which have a workmen's compensation program but 70 of these
are presently Integrated under their social security programs. In the last 7 years
there have been 14 countries which have made the change from a private in-
su-anco program to that of social insurance.

We as-.ert that the overlap of social security into the workmen's compensation
program can only be detrimental to the proper development of the latter system.
Commerce and Industry Association fears that such an amendment to our pro-
gram could be fatal to our present workmen's compensation program. If the
workmen's compensation program is absorbed into our social security program,
it would no longer constitute an exclusive system, and empolyces eventually, as
In Great Britain and other countries, would have a right to bring actions at law
against their employees on a liability basis. Likewise social security would not
provide any incentive for safety., The absorption of workmen's compensation
into the social security system would he detrimental to both the employer and
employee.

I. AUTOMATIC INCREASES IN BENEFITS IN TIlE EVENT OF FUTURE INCREASES IN TIll.

COST OF LIVING

An escalator clause In II.R. 17550 provides an automatic increase in benefits
every time the Consumer Price Index rises at least 3 percent in the preceding
year, starting In 1972.

( 'omerce and Industry Association opposes the cractmen. of the above
prol)osal for the following reasons:

1. Automatic increases in cash social security benikofqi would contribute to
inflationary trends that could occur when Inflationai-" pressures are greatest.

2. The additional money coming into the system Il.,,n automatic financing
adjustments could inut the social security program h, a straitjacket and might
prevent Congress from making other improvements in the program called for
by future changes In our economic and social conditions.

3. Increases in the cost of social security resulting from automatic increases
in cash social security benefits might discourage employers in Improving present
pension plans.

4. If an automatic escalator for social security cash benefits is enacted into
law, we fear it might .,et a dangerous precedent automatically to increase interest
on government bonds, where many social security beneficiaries keep their nest
egg, public assistance, etc.

5. Presently Congress Is exploring whether to expand the social security and
other income and/or welfare maintenance programs. We point out to this Comi-
mittee that everything proposed In these areas cannot be done at once. Congress, ;
in each of these areas should determine short term objectives in relation to long
tern and make such adjustments from time to time that are called for by change
in our financial and economic situation.

Congress in the past has followed the procedure to review every two to four
years the icessity of increasing cash social security benefits. Satisfactory
changes have resulted by this procedure, and Congress has fulfilled its responsi-
bility that tile increases granted are in accordance with tie economic and social
conditions existing at those times. The Association sees no adequate or good
reason wily this past procedure should be changed now.

C. RETIREMENT TST-AUTO-MATIC ADJU.Sr3ENT

The Association favors the retirement test proposed in 11.11. 17550 except that
part which provides for an automatic upward adjuslmcnt of the annual exempt
amount in the monthly tcMt. Our opposition to the automatic escalatlon clause
is essentially the same as stated on Page 5 under the leading "Automatic In-
creases in Beneflits in the Event of Future Increase in the Cost of Living."

D. FINANCING

The taxable wage base would be increased in II.R. 17550 from $7800 per
year to $9000, effective January 1, 1971. Beginning In 1973 the maximum would
be increased automatically every two years as the general level of wages rose
In order to pay for the proposed increases in cash benefits provided by proposed
escalation clauses. Assume that average wages in the first quarter of 1972 were
up 5 percent from early 1971. Thus, by order of the Secretary of Htealth, Educa-
tion and Welfare, tile niaximunm annual earnings on which tile tax is Imposed
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would be raised from the $9000 provided in 11.11. 17550 for 1971 to $9600 after
"rounding", tile rise to take effect in 1973.
This escalating tax proposal, with adjustments determined by the Execvutive

Branch of tile government, would seem to set a dangerous precedent it future
tax legislation, with Congress losing much of its control to initiate tax refforis
and changes.

There is no automatic increase in the rate of tie payroll tax as set out in the
bill-only in the maximum earnings on which the tax is imposed. Forecasting a
consistent rise, the U. S. News and World Report in its June 8 issue, estimates
a taxable wage base of $18,000 by 1989. Taxes to pay for all future increases in
benefits would be taken wholly from workers and their employers. The maximum
tax on each the employee and the employer would rise from $46S uext year to
$084 in 1077 ad reach $1,170 by 1989.

The escalation-clauses In respect to finaiteing raise the question at ,;ome
future date whether the economy would have tie ability to supl)rt tile social
security program at that time. It might be an undue burden on the eliploye(l
members of our society and on employers who pay half tie cost. In making the
judgment whether an escalation clau.<e sh1ouh( be enacted, consideration should
be given to its effect on private pension plans, particularly those integrated with
social security cash benefits, and savings. If these are adversely affected, nvw
investment capital to thiance growth and productlity would be impaired.

Since 1950 Congress has increased the taxable wage base to help pay for
liberalizations in the program, thereby keeping it actuarily sound, and also
to keel) cash benefits more closely related to an individual's cash earnings at the
time of his retirement. The proposal to raise the tax bast. to $9000 on January
1, 1971 currently meets neither of these objectives. Its purpose, as we see it,
Is to be a part of the long-range goal to provide the tinamcing of the automatic
cycle of increased benefits tied to a cost-of-living escalator.

If Congress follows our suggestion and eliminates the automatic increases ill
cash benefits, there is no need to increase the tax base ift 1971. |tndoubtedily
Congress will follow tie traditional pattern to review again the social security
program prior to further enactments. At that time Congre'ss call adjust the tax-
able wage base if it is ncessary lin the light of wage levels, economic and cost
considerations, and any other pertinent factors.

In 1007 adjustments were made in tax rates and the taxable wage base in-
creased to $7800. As a result of this change the social security trust fund. for
the fiscal year that ended on June 30, 1969 showed an exces:s of Income over
outgo amounting to about $4 billion. It has further been estimated that at the
end of the current fiscal year ending June 30. 1970, the excess of income over
outgo for the social security trust funds would be between $0 billion and $7
billion. The flancing formula In 19067 was unnecessarily high, and we believe
that any overall Increases In tax rates or the taxable wage is not appropriate at
this time, It Is necessary this year to make changes il the tax rates applicable to
the trust funds in view of the fact that the hospital Insurance trust finid has a
minus balance of 0.77 percent under the present law anl tile cash benefit trust
funds appear to be over-financed. Congress should review the tax rates applicable
to the trust funds anl make such chang,-s to see that all are adequately fi:manced.

We recommend that the past practice of Congress to make the necessary
changes in the social security program iand the tinanclng to keep them actuarily
sound, be continued on a short-range basis.

CONCLUSION

"Mankind should slow down its social revolution to a sled that human
beings can cope with." That is the recommendation of Arnold J. Toynbee,
famous British historian. Man's social nature, lie said, has been changing "at
an accelerating rate" that alarmed him.

We are alarmed at the number of social measures that Congress has enacted
into law during the past few years. It appears to us that It may be difficult for
our economy to absorb then. We suggest that to prevent acceleration, Congress
and the Government should slow down in enacting new legislation and at tie
sanie time make a new evaluation of ol programs. If this is not done, it aplars
that an additional tax burden must be placed oil the American public ill order
to carry out and supplement the purposes that led to time enactment of such
legislation.

We appreciate this opportunity to submit a statement to your Committee on
11.11. 17550 co;ncerning certain of the proposed amendments to the Social Security
Act.
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(The following communication was forwarded to the Committee
by -fon. Robert W. Packwood, a U.S. Senator from the State of
Oregon :)

ORmoN ASSOCIATION OF HOSPITALS,
Portland, Oreg., September 14, 1970.

lion. ROERT PACKWOOD,
U.S. Senate,
Senate Ofice Building,
W1ashiugton, D.C.

)EAR SENATOR PACKWOOD: It is our understanding that the Senate Finance
Committee is now considering Amendment 851 to the Social Security Amend-
ments of 1970.

Hospital administrators are extremely concerned about this amendment and
urge you to consider its effects. It would remove quality control and utilization
review from the hospital staff and place it in the hands of the county medical
society. The Professional Standards Review Organization which would result
would have the authority, among other things, to review all physicians' and
hospital medical records, and grant approval before any patient can be granted
admission, except in an emergency, for ill cases in which payment is made
under Medicare and Medicaid.

While hospital personnel in Oregon approve of control of quality and utiliza-
tion of medical care by peer review, it is believed that medical audit and utiliza-
tion review are medical staff functions within the institution and that they
represent physician responsibility as an integral part of management.
The concept of prior authorization for admissions is strongly opposed as a

barrier to the delivery of patient care. It is actually a step backward in medical
practice to establish averages to which all patients must conform either to
enter a hospital cr to remain for treatment.

We will sincerely appreciate your continued attention to the Social Security
Amendments of 1970.

Sincerely yours,
P. D. FLEISSNER,
Executive Director.

PRELIMINARY STATEMENT BY FRANKLIN S. NUSBAUM, D.D.S.

The goals of health care in this nation should be quality, equality, and econ-
omy. The guidelines used to achieve these ultimate goals should be quality,
equality, and economy. The main concern of the finance committee Is the econ-
omy aspect of health care. And I am sure the committee realizes that the dollars
involved in health care have an effect upon the other two, generally.

The health care problem in the United States is not an underprivileged prob-
lem, exclusively; it Is not an old age problem, exclusively-it is a citizenry prob-
tern. (Of the first degree, I may add, socially, morally, and medically.)

What concerns me most in this issue Is that there are no blueprints forth-
coming from responsible individuals, groups, organizations, and associations on
the health care scene (and that includes health care professionals and govern-
ment representatives) that fully encompass the answers needed to remedy the
health care delivery "ills" of this society.

I (1o believe the American public is entitled to this "visionary blueprint".
Indeed, I (to not know how a finance committee can perform its financial duties
on either a short-range or long-range basis, without knowing where the tnmo
system of health care Is going in this nation. For sure, to continue along these
lines that we have taken up to now, budget bankruptcy of the health care bin
Is assured. More important, the human being in need of health care will be the
guarantee(] victim.

Medicare and Medical can only be looked upon as a natural social response
to the needs of people in the overall history of society and medicine in this
country. At the same time, it has been a growing pain In the form of a thorn
for those who are tryli.g to administer and regulate these programs. The only
solace that can be offeied at this time of chaos, confusion, and catastrophe In
all of health care for at! the pi'ople is that these are "growing pains," part of
the growing-up processof health care delivery in a nation that has no sytem.
Accompanying the "no system" is what I personally refer to as a MEDOP-
OLY. (spelled M-E-J) as In medicine, O-P-O-L-Y)--all together spelling,
CATASTROPHE.
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This nation needs at this time a national overhaul-ndeed, the building anew
of health care scheme that replaces tile medical mess that supposedly is supposed
to serve the people of this nation. Until the plans or blueprints for this future
health care scheme are known, and until commitments are made to them we can
only expect the same of what we have been having-but much more of it as
precious time passes.

The Senate Finance Committee can take a leadership role in this challenging
phase of society, and medicine. And this challenge of a new society with new
medicine Is not so much in terms of dollars, as it is in terms of ingenuity and
execution. While the Senate Finance Committee is not charged with creating
health care concepts, It does have within Its power the ability to motivate,
change, curb, initiate, etc. health care currents. At this time I beseech you
gentlemen to act in those ways that will bring forth a national plan from the
responsible sources that are charged with the care and health of the people of
this nation.

Having been in tile health care profession for over 15 years, having spent the
last few years identifying what is going on with various segments of the health
care complex (such as hospitals, third party, doctors, patients, universities of
the health professions, government etc.) and having recently completed tile
writing of a book on this vast subject, I do feel it would be in order for me
at this time to suggest at least a few points that I believe should be considered
in developing a new health scheme for American society:

(1) hospitals be placed, managed and developed within the framework cf a
francht e or quasi-publio corporation concept.

(2) the education of future doctors be available for qualified individuals on
a free or nearly free basis, that such education be structured under a national
plan that meets the needs of this nation's care and delivery, and that these
doctors render health care within the framework of the national scheme.

(3) national health care insurance be made available to every citizen and
the delivery of such care be provided within the national health delivery system.

I wish to thank the prestigious members of this committee for the opportunity
of speaking to you on behalf of the American public and would further welcome
the opportunity of speaking witk you.

Thank you.

STATEMENT OF LOUISIANA STATE MEDICAL SOCIETY, SuSiMIrTED BY
W. CHARLE S MILLER, M.D., PRESIDENT

The Louisiana State Medical Society is vitally interested in all federal legisla-
tion which affects the health care of the American public and especially the
citizens of the State of Louisiana. The Society also recognizes and agrees with
the concern of the Congress and the Nation for an overall reduction in all federal
expenditures. In view of this, we believe that certain provisions of 1IR 17550
not only adversely affect the delivery of good health care, but also will Increase
the cost for the delivery thereof.

The Society is particularly interested in Title II of the Bill which contains
amendments relating to the Medicare, Medicaid and Maternal and Child Health
Programs, and generally endorses and supports the provisions contained therein
with the exception of the following five (5) sections of the Bill:
A. Section 227-Authorlty of Secretary to Terminate Payments to Suppliers of

Services.
B. Section 224-Limits on Prevailing Charges.
0. Sections 233-Advance Approval for Extended Care and Health Care Cover-

age under Medicare Program.
D. Section 239-Payment to Health Mailtenance Organizations.
E. Section 263-Study of Chiropractic Coverage.

I. SEOTION 227-AUTHORITY OF SECRETARY TO TERMINATE PAYMENTS TO
SUPPLIERS OF SERVICES

Under this section of the bill, the Secretary of II.E.W. is given 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.
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The Society strenuously opposes the establishment of such "program review
learns" for the reasons hereinafter set forth.

We fully concur that the Secretary should be given authority to terminate
lpaY'ients made to suppliers of services based upon a false statement or inisrepre-
senitation of any material fact used in making application for such payment.
Siih functions are the responsibility of the intermediaries and carriers in their
administration of the program. Also, there are ample federal laws which provide
ior criminal penalties for any person making false claims In this and all other
federal pirograins.

For many decades, the Louisiana State Medical Society, parish medical societies
and hospital medical staffs within the State have established review procedures
for settling controversies lI)ertaining to matters such as to the charges;, quality
and utilization of medical services. The State and parish medical societies have
(stablished procedures which provide for the settlement of any differences or
disputes between physicians, physicians and their patients, and third parties.
In the event such differences cannot be resolved satisfactorily on a one to one
basis. the matter is then referred to tie local parish medical society with a
request for a review of the controversy In question. If the dispute Is not resolved
to the satisfaction of the parties involved by the local parish medical society,
then an appeal for review may be made in writing to the State Medical Society
so that the matter might be acted upon by the Board of Councilors. The Board
of Councilors is the judicial authority for the State Society and Is composed of
eight (8) councilors elected by the House of Delegates. The Board of COmneilors
has the authority to dispose of the case in any appropriate manner, ranging from
dismissal of the case to taking of disciplinary action.

Each hospital in the United States, under the Standards of the Joint Comi-
mils.4on on the Accreditation of Hospitals, is required to have various committees
to review the activities of the medical staff to assure that high professional
standards are maintained and that the medical staffs shall partlelpate in the
per review of all matters pertalning to patient care. These committees cover all
phases of medical care and, for example, Include a "Tissue" Committee which
requires that all selcimens removed during a surgical prcedure shall be prop-
erly labeled and sent to the lathologist for microscopic examinations and diag-
nostic purposes. For example, if a surgeon removes several "healthy appendices".
this surgeon is called before the "Tissue" Committee for an explanation thereof.
and thmi committee may direct that henceforth, before the surgeon is allowed
to perform further appendectomies, lie must call in consultants to assure that
the appendix is diseased and its removal is necessary.

As to how these committees operate, the following story will give a much clearer
picture. Not long ago, the members of the local bar association were meeting with
the medical society to discuss certain civic matters. Prior thereto, the medical
society which held joint meetings with the medical staff of the local hospitalheld Its business meeting at which time a report was made by the chairman of the
"Tissue" Committee regarding several surgical cases (lint had been reviewed
Iby the Committee.

The attorneys could not understand the functions of the "Tissue" Committee
until it was explained that it would be like a Committee of the local Bar Associa-
tion being called In to review "last will and testament" which had been prepared
by an attorney for his client to determine whether or not lie had fulfilled all the
statutory requirements which must be incorporated in such a will. The moral of
this story is that the medical profession, through its code of ethical standards,
maintains a higher degree of peer review over its members than any of the otherprofessions.

We are In sympathy and agreement with the intent of this section to assure
that only the highest quality of medical services Is provided and only that thosemedical services which are needed by the patient will be supplied. However, the

establishment of such review teams as contemplated by this bill will require the
use of a large amount of medical manpower to perform these administrative and
fiscal review functions. This Committee Is well aware that there already exists
a critical shortage of physicians and such review tennis will only add thereto by
)lacing further administrative functions on the already overworked doctor.

We fully concur with the comments of the distinguished senior Senator from
Utah, Senator Bennett, when he said:

"As a matter of fact, careful and detailed study has indicated that the Federal
Clovernment and Its agents do not presently have the capacity to properly admin-
Ister medicare and medicaid-let alone to cope with the health care needs of
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millions of additional persons and reorganize the American medical care system."
(Congressional Record, 7/1/70, 810509)

The adding of such program review teams to the responsibility of the Federal
Government will only further emphasize the inability of the Government to prop-
erly administer these programs.

The principal purpose for the establishment of such "program review teams" is
to reduce the cost of these programs. We firmly believe that they will not reduce
cost, but will increase the same because, by necessity, they will require additional
federal expenditures to be made covering the cost of their operation in that it
will reqpuilre additional staff and other similar services to provide for ther opera-
tion. Such review teams wil greatly add to the large administrative expenses
which are now being experienced in the Medicare and Medicaid Programs.

The Society firmly believes that the cost of operation of such teams ivill not
produce savings comparable to the cost thereof. In Louisiana, time carrier for
Part "it" of Medicare, under Title XVIII, for the fiscal year July 1, 1969-June
30, 1970, processed 630,754 claims and paid benefits totaling $18,614,370.00. Cur-
rently, there are approximately 2500 I)hysicians participating In the Part "ll"
Program in the State of Louisiana. Of this number of physicians, there are less
than 2% whose claims are being closely reviewed by the carrier in order to ma in-
lain program Integrity. Less than 1% of the participating physicians either

submitted claims for processing wherein the carrier thought it necessary to ask
for a formal review thereof by the parish medical society, or were listed In the
Report of the Staff to the Finance Committee entitled, "Medicare-Medicaid
Problems, Issues and Alternatives" as having received l)ayments in excess of
R25,000 In 1908.

In listing the ten (10) physicians in the State of Louisiana who had received
more than $25,000 in 198 (Appendix 1) it the Medicare-Medicaid Program,
the Committee Staff did not make any comment in Chapter 7 of the Report re-
garding the fact that the physician expends about 35 to 40% of the gross moneys
he receives for his services in the operation and maintenance of his office. Also,
the Committee Staff made no comment as to whether or not the practice of these
physicans consisted primarily of persons uver 65 or that their practice was in a
low income area. We believe that the Committee Staff was grossly unfair in re-
porting these physicans as having received "substantial" sums without including
any comment as to either the cost of maintaining their offices or their type or
area of practice. This report received nationwide publicity and since only the
gross amounts received were reported without any of these major factors being
Included there, it presented an unfavorable image of the profession. Thus, the
public was given the Impression that "substantial" Income of the 4,284 phy-
sicians who were reimbursed $25,000 or more in 1968 was unreasonable. (Table
3, Staff Report.) At the same time, the public was not made aware of the many
thousands (more than 9,000 as of September 15, 1968) Federal employees In
Grades 10, 17 and 18 whose basic annual salaries are $20,517, $30,714 and $35,505
respectively and who have no office expense or overt.ead.

We urgently request that the provision pertahning to the establishment of
peer review teams as provided for in Section 227 be deleted and that the review
of physician charges, utilization and quality of services be continued as they
have been in the past. No doubt there have been and will continue to be a few
providers of services who will attempt to exploit these programs as has been
the practice by all groups of human being since the beginning of time. However,
in order to reach this very small minority, we urge greater emphasis be given
to establishing a closer working relationship on a non-contractual basis between
the Intermediaries, carriers and the professional organizations representing the
various suppliers so that appropriate action can be taken In regard thereto. We
firmly believe that the present system is most adequate and through such a close
working relationship we can accomplish the same results and with greater sav-
ings of federal dollars.

1I. AMENDMENT N O. 851 TO H.R. 17550

Senator Bennett, in his Amendment No. 851, proposed that "Professional
Standard Review Organizations" be established for the purpose of promoting
effective, efficient and economical delivery of health services for which payment
may be made under the Social Security Act through application of professional
standard review procedures so as to assure that such services are of appropriate
quality, are provided only when necessary, and in the most economical fashion
consistent with professional recognized health care standards.
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For all intents and purposes, Senator Bennett's amendment expands the pro-
visions contained in Section 227 of II.R. 17550 and spells out in greater detail
the functions to be performed by the PSRO. Under this amendment, the Secre-
tary would not only have the authority to terminate payments to suppliers of
services but would also have the authority to require that practitioners and pro-
viders pay monetary penalties for failure to comply with the regulations pre-
scribed for the operation of PSRO in an amount not to exceed $5,000. Also, the
Secretary may either temporarily or permanently exclude such iractitioner or
provider from the program. Thus, this amendment would give the Secretary of
Health, Education and Welfare the authority to establish P8110, contract for
the operation thereof, issue the rules and regulations tinder which the PSRO
would operate and then have them to serve as the prosecutor, judge and jury of
those providers brought before the PSRO.

The P110 would review, not only medical services being provided by physi-
clans, but also would include all providers Including hospitals, pharmacies, den-
tists and all other health care providers. In addition to acting as the prosecutor,
judge and jury with regard to services rendered by providers, each P110 shall
determine, in advance, which elective in-patient admissions or extended, costly
out-patient courses of therapy will meet the established criteria for such admis-
sions. The requirements placed upon the members of such PSRO under such legis-
lation would create unreasonable limitations upon physician and would be very
detrimental to delivery of good medical and health care to the beneficiaries of
those federal programs.

The Louisiana State Medical Society, in a Special Session of Its House of Dele-
gates held on September 13, unanimously voiced its opposition to such organi-
zations for the reasons as set forth above and urges that this amendment or any
similar one be not adopted.

Il. SECTION 224-LIMITS ON PREVAILING CHARGE LEVELS

Section 1842(b) (3) of the Social Security Act as enacted on July 30, 1965, pro-
vided that

"In determining the reasonable charge for services for purposes of this Iar-
agraph, there shall be taken Into consideration the customary charges for similar
services generally made by the physician or other person furnishing such services,
as well as the prevailing charges in the locality for similar services." (Emphasis
added)

Section 224 or H.R. 17550 amends this section by adding a new sentence which
defines "reasonable". Under this definition, no charge may be determined to be
"reasonable" for services rendered after June 30, 1970, and before July 1, 1971, if
it exceeds the higher of (I) the prevailing charge recognized by the carrier for
the similar services in the same locality on June 30, 1970, or (i) the prevailing
charge level that would cover 75% of the customary charges made for similar
services in the same locality during the calendar year 1969. The section further
provides that after June 30, 1971, charges recognized as prevailing within the
locality may be increased in any fiscal year only to the extent found necessary
to cover 75 percent of the customary charges made for similar services in the
locality during the last preceding elapsed calendar year beyond the levels de-
scribed in clause (i) above on the basis of the appropriate economic index
data and that such adjustments are justified for economic changes.

This section of H.R. 17550 is grossly discriminatory in that it singles out one
profession and, in effect, establishes price controls over that profession by the
Federal Government. It is difficult to understand how the Congress can single
out one group of its citizens and enact laws which will freeze, as of June 30,
1970, the customary charges of physicians furnishing services to beneficiaries
of these federal programs. In other words, in the first part of this section, physi-
cian customary fees are frozen at the level prevailing in the locality on the base
date of June 30, 1070.

The second portion of this section will roll back the customary fees prevailing
in the locality for the various physclans so that the fees charged in any locality
will only cover 75% of the customary charges made for similar services in the
same locality for the calendar year 1969. For example, if In a certain locality
the charges of the various physicians for an appendectomy tire at five different
levels, that is to say, 5% of the physicians charge $160, 30% charge $200, 45%
charge $250, 15% charge $300 and the remaining 5% charges are in excess of
$300, then and in that event the prevailing fee would be limited to $250. Thus,
those physicians who by reason of their training, broad experience and who have
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during the calendar year of 1069 charged all of their patients $300 or $350 for
and appendectomy, this amendment, If enacted, would roll back the customary
charges of these physicians to $250.

The Executive Branch arbitrarily made a cut off, in violation to their statutory
authority under the 19065 Act, at 83%. Now, by tils amendment, the Congress
is setting the cut off at 75 percent and Is likewise rolling back tie customary fees
of those physicians who have customarily charged more than 75 percent of
their colleagues. Even during the height of World War II, Congress did not
attempt to "roll back" the prices of commodities, services or wages beyond those
established in the base period. This legislation is the rankest form of discrinina-
tion that has been, in our humble opinion, proposed to the Congress of the United
States in modern times.

If the Congress, in its wisdom, determines that this Nation should have over-
all wage and price controls, the medical profession would gladly concur that
any Increase in customary charges prevailing in a locality should be tied to the
cost of living index. However, to single out one profession and tie any Increase
of charges for services to the cost of living Index is very discriminatory and
unjust.

We urgently request that this Committee delete Section 22-1 from Jil1 17530.

IV. SECTION 233-ADVANCE APPROVAL OF EXTENDED CARE AND HOME HEALTH
COVERAGE UNDER MEDICARE PROGRAM

Under the present law, post hospital extended care benefits and post hospital
honie health benefits are limited to Medlcare beneficiaries who, while no longer
it need of In-patient hospital care, still require skilled nursing home care, or
in the case of home health benefltq, physical or social therapy. Likewise, a
determination of whether a patient requires the level of care which is niece&sary
to qualify for extended care facilities or home health benefits cannot generally
be made until soeotine after the services have been furnished. We agree that
there Is an uncertainty about the ellibility for those benefits which under the
present law cannot be determined until after the services have been rendered,
aid, by reason thereof, if benefits are denied retroactively, It could create a
burden upon the patient.

Under the provision of Section 233, In attempting to remedy such a situation,
it is placing the responsibility upon the physician to certify that, prior to the
admission of a patient to such a facility, a plan must be prepared outlining the
type and frequency of services that are going to be required.

We agree with the idea behind this section and the efforts to reduce the cost
of the program. However, it places an unreasonable burden upon the profession
to demand that physicians, before admitting a patient to an extended care
facility or prescribing a home health plan, must set forth all of the pertinent
facts which can be or may be presumed to be needed or necessary for this
patient. The physician must take into consideration the condition and age of
the patient, how he will respond to the treatments, and what effect the pre-
scribed treatment will have on him. lim other words, it appears that the Con-
gress Is attempting to make the physician practice an "exact" science when he Is
treating a patient whose needs include admission to an extended care facility.

This Committee Is fully aware of the problems that are facing the medical
profession with its professional liability insurance coverage, and that tihe
problems resulting therefrom are increasing the cost of medical services. To
protect oneself, the physician must make many tests, take every precaution to
Insure that he is not made a defendant in a malpractice action. Since the
practice of medicine is not an exact science, no physician can guarantee the
results of drugs or treatments he prescribes. However, time Congre.s now, If
this section is enacted, is placing upon the physician a requirement that lie
mak these determinations in advance and that these determinations will produce
the desired results.

If the patient does not respond as anticipated and has an adverse effect as a
result thereof, the Congress is making a "sure thing" for the patient in his
claim for damages against the physician who made the certification required
under Section 233 of 1IR 17550.

We fully agree with the Intention of the Congress to save federal dollars in
all its programs, however, from the experience of the medical profession, this
will increase instead of reducing the cost of the program because any reasonable
physician will not stick his neck out by making such a certification. For the
reasons stated, we urge that this section of the bill be deleted.
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V. SECTION 230-PAYMENTS TO HEALTH MAINTENANCE ORGANIZATION

The lniyment to such organiv.itions is to be made fromin tihe Ilo-pital Insurance
Trust Fund and the Federal Supplementary Medical Trust Fund.

It allows payment to organizitions of phy.cians on a pre)aid and per capita
basis not to exceed 95% of Secretary's estimated cost for such services, and
providedl that the organization's enrollment includes members at least half of
whom consist of individuals under age 65.

There has been no factual evidence that prepaid per capita programs offer any
economy in the costs of medical services nor has there been any clear cut evidence
that the quality of care is as good as or better than that received through regular
channels. In fact, were a group to be paid for medical services for subscribers,
and it was noted as time progiesse(l, that there bad been some underestimation
of what actual costs would be, it is only natural that persons applying later would
receive restricted benefits to diminish costs, in order to arrive at a non-crip)ling
b:ilane. The Staff report to the Senate Finance Comnittee recommended that the
scheduled allowances be adjusted downward. This is not conducive to quality
care. Further, we feel that. a isalarled )hysician working in a group has less
incentives to (o in (lepth studies to determine the causse of ailments than in
instances where there is a direct patient-physician relationship and the patient
is made to feel that lie is individually being cared for rather than a number
in an assembly line. This lack of Incentive clearly explains the statistics frequently
seen that show that less surgery and less laboratory procedures are done In
such orgativatlions.

We fcel that the only documentary work In this regard Is just underway and
will ta ke live years until concluded. Any assumptions otherwise are premature
and inconclusive and need to be relegated to pure guess work.

One of our officers contacted the office of Dr. Paul J. Sanazaro, Director of the
National Center of Health Services le.search and Development, seeking infornma-
tion concerning tie relative effectiveness, Including cost effectiveness, of various
patterns of delivering health care. We learned that such documentary inforna-
tion is not yet available from any known source.

Although the alleged shortcomings of present, day systenis indicate that a
number of s6lutlons have been proposed and tried, no consistent method has yet
been developed and proven to evaluate diete proposed solutions.

It was encouraging to learn that the National Center for Health Services
Research and I)evelopment had contracted with GEOMET, Inc., a well-respected
research organization in Rockville, Maryland, to design a measuring stick by
which alternative health care delivery systems could be specified and evaluated,
also to seek a possible role for bringing industry into the system and to plan
the implementation of one or more alternative systems. We have contacted
GOMET, Inc. and have had in opportunity to examine the proposal under which
they are persuing the above objectives (Contract No. IISM-110-69-86, the Role
of Private Industry in Community Personal Health Care Services).

In validating such a measuring stick, we must maike sure that it does on sone
limited small project first, then expand it to a larger segment. Thus far they
have Identified about fourteen different types of delivery of health care, Including
private practice, informal partnerships, single specialty partnerships, multi-
speclal partnerships, pre-pair per capita plans, etc. In attempting to quantify
various factors relating to the delivery of care by these various patterns, the
measuring device as has been designed seems most practical. The measuring
device has been designed, Ias been validated, and Is now in the act of being
imllemented as far as getting the evidence upon which a decision can be made.
It will take at least five years of experience, with digestion of the Information,
before any real hard conclusions can be drawn. Just as physicians have an obli-
gation to assess new treatments and drugs that are utilized for the benefit of
their patients, and are not obligated to accept without skepticism the first reports
that come out on new drugs, so do medical organizations have a severe obliga-
tion to carefully assess different patterns of delivery of care before wide prescrip-
tion thereof. The failure to make such an assessment is just as severe as a failure
as the failure of the physician who uses untried methods on his patient. An appro-
priate study of this overall problem Is most necessary before jumping to con-
clusions. p to now. we have had so-called pinaccas with all sorts of magic
answers that need to be looked at carefully and without haste before delving into
unproven mechanisms.

We of the Louisiana State Medical Society are vitally Interested In quality
care that can be effiefently delivered to the whole mass of people of the United
States. and we feel, thus far, that this has been adequately attained.
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For these reasons, we urge that legislative action on Section 239 be delayed
until more definite informal on has been developed on which the Congress call
determine the proper course of action to be followed in this regard.

VI. SECTION 203-STUDY OF CIIIROPRACTICE COVERAGE

Section 263 directs the Secretary of II.E.W. to conduct a study of the coverage
performed by chiropractors under State Medicaid plans approved under Title
XIX of the Social Security Act to determine whether, and to what extent, chiro-
practic services should be covered nnder Part "I' of Title XVIII. The study is
to focus on the limitations which should be placed upon such coverage and on
the amounts to be paid for whatever services might be provided. The Secretary is
to report the results to the Congress within two years together with his findings
and recommendations.

Chiropractic has been shown to be a significant health hazard and in authoriz-
ing a study which would involve the actual payment for chiropractic services.
the intent of Congress could be erroneously interpreted as actually condoning
and therefore endorsing chiiropI-actie.

This Society has submitted chiropractic to critical scrutiny for the past fifty
years and has demonstrated that chiropractic as taught in approved chlropra.ti.
schools and as currently practiced represents an attempt to mimic medical
practice. Additionally, it has found that the theory and practice of chiropractic
are based upon invalid and dangerous principles. Te application of these
principlies deprives patients of a timely opportunity to reap the benefits of
modern science in matters of health services. Oftentime, the delay occasioned
before persons receive the proper medical care has caused serious damages and
may delay or totally prevent his recovery.

In addition to many independent studies which uphold the validity of the
position taken in this matter by the Louisiana State Medical Society at least
three officially appointed bodies have spoken on this matter.

The report in 196S from the Secretary of IIEW entitled Independent
Practitloncrs Under Medicarc recommended:

"Chiropractic theory and practice are not based upon the body of basic
knowledge related to health, disease and health care that has been widely ac-
cepted by the scientific community. Moreover, irrespective of its theory, the
scope and quality of chiropractic education do not prepare the practitioner to
make an adequate diagnosis and provide appropriate treatment. Therefore.
is it recommended that chiropiactic services not be covered in the Medicare
Program."

The Report of the National Advisory Committee on Ilealth Manpower, Volume
II, dated November 1967, published in 1968, observes, "Although chiropractic is
not the only existing cult, it Is the only one which still constitutes a significant
hazard to the public." Also ". . . the only legal 18sue regarding chiropractic is
how best to protect the pliblic from its dangers." Additionally, "The experience
of the last half century which attempts to control chiropratic,.through icensure
laws leads to the conclusion that morc effcctlirc safeguards are needed."
(Emphasis added)

The Task Force on Medicaid and Related Programs, DIIEW, in June 1970
recommended, "A legislative amendment should be enacted denying Federal
financial participation in Medicaid payments to chiropractors and naturopaths."

The Louisiana State Medical Society feels that the Congress should provide
for specific exclusion of any chiropractic services under Social Security
legislation and urges that Section 263 of 11R 17550 bt deleted.

We appreciate the opportunity of presenting our views -to the Committee
on Finance.

STATEMENT OF HERBERT J. WEBER, CIIICAGO, ILLINOIS

FULL SOCIAL SECURITY

(Partly contained in tl'-, Full Social Security Bill of 1949, S. 2337, 81st
Congress)

This Is a proposal to establish full social securlty-compensation for Involun-
tary unemployment at the rate of 85% of previousearnings, unlimited In dura-
tion and amount, accompanied by equivalent disability, retirement, and
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survlvorslilp annuities. Where there were no previous earnings the rate would
lie based on the minimum wage.

ThIs proposal provides that everyone without regard to any means test is
eligible for full compensation against economic vicissitudes, unlimited In duration
and amount. A democratic society does not classify its people Into patricians
and plebeians with acceptance of plebeian class status through a means test
required for eligibility for income maintenance payments. In a democratic
society any income maintenance payments are made available to everyone without
the degradation of acceptance of plebeian class status through a means test.

Taxes to pay for Income maintenance payments can be based on income. Income,
though no factor in eligibility for receipt of payments, is part of the basis of
the taxes to pay for the payments under this proposal.

Full social security eliminates the pall of individual economic insecurity. It
spreads among the whole people the cost of Individual losses of income front
vicissitudes. It takes from everyone the continuous present fear of future
economic want.

In addition to Its basic effect upon Individual want in bad times and individual
peace of mind in good times, full social security has basic economic effects. It
facilitates continuously increasing production and prevents unemployment due
to deficlenit purchasing power or to fear of it.

Realization of world cooperation for collective security can reasonalbly be
expected if with full social security we make it evident to all nation, 'bnt
unemployment and want will never drive us to militarism for reemplr.,iient
and recoupment.

Dispossessing nobody, full social security is the means to active basic objec-
tives of labor, farmers, and business alike. A means to active basic objectives
of labor, farmers, and business is within the limits of political practicability.

Full tmeniployment compensation prevents flnemployment due to deflo(ent pur-
chasing power or to fear of it

There must be cumulative unemployment whenever producers, knowing that
layoffs are occurring, dare not produce freely for fear that their customers will
lack funds for purchasing their products. The possibility of public enterprises
to give reemployment is not enough to allay this fear. With full compensation
for involuntary unemployment, however, layoffs do not substantially dliinilsh
the purchasing power of the workers laid off. If layoffs do not substantially
diminish the purchasing power of the workers laid off, there is nothing about
layoffs occurring in one industry to cause producers in other industries to curtail
their production. Unemployment cannot cumulate when full compensation for
involuntary unemployment is available Just as bank failures cannot cumulate
wchen adequate bank deposit insurance Is available.

Time social security fund would Invest In bonds when Its revenue was exceeding
its compensation payments and would have to sell Its bonds to raise money
when its compensation payments were exceeding its revenue. Purchase of these
bonds by the public would draw In any savings that were Idle because of scarcity
of safe investments. The savings so drawn In by the social security fund would
immediately become purchasing power in the hands of unemployment compen-
sation recipients. The nation's savings would thus be kept Invested to the extent
needed to maintain Its substantially full continuous purchasing power. Idle
savings could not remain idle.

Thero can be no material problem in administering full uncnployment
compensation

Full unemployment compensation involves registration for work and acceptance
of suitable work. With full unemployment compensation entailing nearly full
emiployinent, there can be no material administrative problem. No one could
sham involuntary unemployment when he was receiving one Job opportunity after
another and would have to develop a new sham every other day-a hundred
eighty-three times in a year.

Taxes for full social security add nothing to the burden of taxes

Eliminating Individual economic insecurity, full social security-full unem-
ployment compensation accompanied by equivalent disability, retirement, and
survivorship annuitles-makes individual savings against vicissitudes unneces-
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sary. Taxes for full social security are a substitute for such savings, not all
added tax burden.

A 12 % social security tax should be paid by each Individual on Income after
other taxes, from whatever source derived, with exemption of personal earnings
equal to the lowest legal minimuin wage for regular workers in his Industry ; by
each employer on the part of each employee's pay equal to the lowest miniu
wage for regular workers in his industry; and by each corporation on undis-
tributed income after other taxes. Elimination of the cost of relict and charity
warrants placing a portion of social security taxes upon incomes from property
and business.

The social security tax rate should be studied for adequacy at periodic
lt ervals.

Full UIlmploy/Ient compensation facilitates coltl it 1ously inclcasing production

The basic economic objective that we all want to see attained Is continuously
increasing production of goods and services. To attain this objective we must
continuously advance the efficiency of our productive technology and organiza-
tion. We cannot get continuously advancing ethiclency as loig as increased
efficiency keeps workers hostile to it by carrying the threat of income-less
unemployment.

To eliminate hostility of workers to increased efficiency we must eliminate the
threat to the worker's Income from Increased efficiency. To accomplish this we
must adopt the principle that the involuntarily unemployed worker is a worker
held in reserve, entitled to approximately his full previous earnings for the
full duration of his availability for active duty. With the threat from Increased
efficiency thus eliminated, we attain a national Incentive economy under which
effiTective efforts can be concentrated upon increasing efficiency continuously.

With full social security Increased efficiency leads to increased production.
If any business increases its efficiency without Iroportionately increasing its
production, it lays off some workers and adds the amount of their wages to Its
profits and to the wages and working conditions of Its remaining workers while
the workers laid off draw full unemployment compensation. The increased
aggregate income is Increased purchasing power, in response to which nev
production normally develops.

Coordinated advances iW production and in wages and working conditions

With full social security, incentive programs can operate to make increased
efficiency directly profitable to both workers and businesses. One such program
could be based upon bipartisan boards in industries giving continuing business
and labor majority approval. A board (which would have nothing to do with
bargaining between businesses and workers) would have the duty of working
continuously with engineers to Improve efficiency. Government financing of
necessary capital additions would be made available at rates based on risk.
After the businesses had had the savings from these Improvements available
for a year, the labor members of a board would have the right to order advances
]i wages or working conditions in the Industry equal in cost to around Sr/c
of recurrent savings and 50% of temporary savings.

Under such an Incentive program wages and working conditions can advance
continuously, not out of profits or Increased prices but out of Increased efficiency.

Partial social security Is not a partial substitstc for full social security

Partial social security has only slight economic effect. It lessens the effect of
layoffs on purchasing power but not on fear of impending deflelent purchasJng
power. It does not end individual economic insecurity or hostility to Increasedefficiency.

[From the Congresslonml Record, July 27, 1091]

FULL SocIAl. SMcURITf BILL OF 1919

ExTENSION' OF REMARKS OF lION. OLEN I. TAYLOR OF IDAHO IN TilE SENATE OF TIHE
UNITED STATES WEDNESDAY, JULY 27, 1949

Mr. TAYLOR. Mr. President, I introduce for npprolrlate reference a bill cited
as the Full Social Secuirity Act of 1049, and I ask unanlimous consent that tihe
bill, together with a brief statement I have Prepared and a short summary pre-
pared by Herbert 3. Weber be rentedd In the Ilecord.

47-530-70-pt. 3--21
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The VIcE PREsIIsNT. The bill will be received and appropriately referred, and,
without objection, the bill, statement, and sumniary will be printed in the Record.

The statement and summary are as follows:

FULL SOCIAL SYCVRITY ACT OF 1049
(Statement by Senator Taylor)

I have today introduce a bill setting up a comprehensive system of unemploy-
ment and disability benefits and I'd like to make a brief explanation of what
the program would do, and why it is needed.

Unemployment, with its resultant loss of income, is one of the greatest threats
to our economic system. The prospect of disability or loss of Jobs Is a constant
menace to all workers. It is impossible for them now to have a sense of security.
'i'hey are confronted continually by the realization that in case of unemployment
all that can be expected Is a temporary pittance insufficient to meet even mini-
mum needs. If a slump comes, those that lose their jobs will receive a few small
payments, after which they must attempt to exist with absolutely no money
coming in. This is one of the Imperfections of our democracy that must be cor-
rected to provide security for all workers.

Equally important Is the disastrous effect such unemployment has on the entire
economy. This loss of purchasing power, coming at a time when buying is already
dropping off, could be responsible for turning a temporary slump in to a serious
depression. Another depression would be catastrophic not only to ourselves, but
to the entire world, and we must take every possible step to avert it. Enactment
of this legislation would mean a stable purchasing power, providing a guaranteed
market for Industrial and farm products. The knowledge that demand will not
drop off would result In continued high production and high employment, main-
taining a prosperous economy. Unemployment would consequently remain at a low
level, so that the costs of this unemployment compensation program would not
be large.

The provisions of the bill can be stated quite briefly and simply. Every person
willing to work but unable to secure employment because of disability or lack of
Job openings Is paid 85 percent of his previous weekly earnings until he secures
employment. If he Is partially disabled and can be employed only at a lower rate
because of the disability, payment is made for the earnings loss suffered because
of his disability. Complete safeguards are provided in the bill to Insure against
abuse of the program by workers who refuse suitable employment.

Ifere Is the way the program will work. First any person who loses his job can
draw compensation amounting to 85 percent of his previous weekly earnings by
complying with a few necessary requirements. He must register with the Employ-
ment Service and agree to accept any suitable employment offered by the Service
or an employer. The term "suitable employment" means a Job that be is qualified
to hold and which will pay the prevailing wage for that vicinity. He Is not forced
to accept a Job that Involves strikebreaking, dangerous working conditions, or
similar unreasonable requirements, but must accept any position approved by
the Service as suitable for him. If he voluntarily quits such a suitable Job without
valid reasons, he is Ineligible for compensation for a period of 4 months. These
provisions are designed to prevent abuse of the system by those who have no
desire to work, and at the same time give full protection to the unemployed who
are out of work through no fault of their own.

Special provision is made for our elder citizens who have reached the age
of 60. They will not be required to continue in the labor market and will receive
retirement benefits ranging from 40 percent to 70 percent of previous average
earnings, according to the number of their dependents. For example, a man 60
years of age with a dependent wife could receive 60 percent of his previous
earnings, allowing them to retire in comfort and live decently for the rest of their
days.

Thus, full protection Is provided for our working population, regardless of
Injury, unemployment, sickness, or old age. If a worker loses his job, he will
continue to receive 8.5 percent of his normal Income, sufficient to take care of- his
needs until a job Is secured. Ile must accept any reasonable Job offer and cannot
refuse to work or quit a Job without valid reasons. If he becomes Ill, or Is injured
so that lie Is physically unable to work, he will receive disability compensation
amounting to 85 percent of his previous earnings. All that is needed to establish
his disability Is a doctor's certificate or examination by the United States Public
Health Service. This compensation continues until he Is able to work and a job
is available for him.
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If nn employee is partially disabled, and cannot handle his previous work
because of the disability, a new Job that he Is qualified to 1111 will be given him.
Loss in earning power because of his partial disability will be made up by
disability payments amounting to 90 percent of the difference in pay resulting
from his injury.

Opponents of unemployment insurance have always concentrated on two
points-the cost of the program and the possibility of men refusing to work.
As I have already pointed out, the bill contains strict requirements that unem-
ployed workers accept suitable jobs, and payments are not made to those who
voluntarily quit such jobs o,- refuse to work. Detailed provisions contain guaran-
ties against such abuses.

In it large portion of the population were unemployed or disabled, it is true
that the cost would be high. However, with such a program in operttio, there
could not be much unemployment since tie continuation of high purchasing power
in the hands of all the people would guarantee a steady demand for both
industrial and farm products. Assurance of ready markets would mean continu-
ous high production and full employment, making for a permanently prosperous
economy with minimum unemployment.

The bill is the result of years of work, research and study by a prominent
Washington, D.C., economist, Herbert J. Weber. It Js an Important part of a
complete economic program that Mr. Weber has developed.

FULL SOCIAL SECURITY

(Summary by Herbert J. Weber)

This paper sets up a proposal for the establishment of full social security-
compensation for involuntary unemployment at the rate of 85 percent of previous
earnings, unlimited in duration and amount, accompanied by equivalent disability,
retirement, and survivorship annuities. It further suggests the establishment of
bipartisan Industry boards employing engineers with the function of continuously
seeking advances in efficiency coupled with quivalent .dvalnces in wages and
working conditions.

Full social security eliminates the pall of Individual economic insecurity. It
spreads among the whole people the cost of Individual lowes of Income from
vicissitudes. It takes from everyone the continuous present fear of future eco-
nomic want.

In addition to Its basic effect upon individual want in bad tinier and Individual
peace of mind in good times, full social security has basic economic effects.
It facilitates continuously increasing production and prevents employment due
to deficient purchasing power or to fear of it.

Realization of world cooperation for collective security can reasonably be
expected if with full social security we make it evident to all nations that uneni-
ploynment and want will never drive us to militarism or reemployment and
recoupment.

Dispossessing nobody, full social security is the means to active basic objectives
of labor, farmers, and businessmen alike. A means to active basic objectives of
labor, farmers, and businessmen is within the limits of political practicability.

FULL UNEMPLOYMENT COMPENSATION PREVENTS UNEMPLOYMENT DUE TO DEFICIENT
PURCHASING POWER OR FEAR OF IT

There must be cumulative unemployment whenever producers, knowing that
lay-offs are occurring, dare not produce freely for fear that their customers will
lack funds for purchasing their products. The possibility of public enterprises
to give reemployment is not enough to allay this fear. With full compensation for
involuntary unemployment, however, lay-offs do not substantially diminish the
purchasing power of the workers laid off. If lay-offs do not substantially diminish
time purchasing power of the workers laid off, there is nothing about layoffs
occurring in one industry to cause producers in other industries to curtail their
production. Unemployment cannot cumulate when full compensation for Involhn-
tary unemployment is available Just as bank failures cannot cumulate when ade-
quate bank-deposit insurance is available.

Full compensation for involuntary unemployment assures the farmer as the
manufacturer of the Nation's substantially full continuous purchasing power for
his products.
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Tie social-securlty fund would linv:,t i bonds when its revenue was exceed-
lig compensation payments and would have to sell its bonds to raise money when
its compensation payments were exceeding its revenue. Purchase of these bonds
by the public would draw in any savings that were idle because of scarcity of
safe Investments. Tie savings so drawn in by the social-security fund would
immediately become purchasing power in the hands of unl)loyleut-conpensa-
tion reclpients. The Nation's saviiigs would thus be kept invested to the extent
needed to maintain its substantially full continuous purchasing power. Idle
savings could not remain Idle.

FUll UNEMPLOYMENT COMPENSATION FUNDS CAN SIMULTANEOUSLY BE

FULL EMPLOYMENT FUNDS

Social-security funds would be available for financing public enterprises to the
extent of such unemployment compensation as was otherwise anticipated. Ap-
proiriatlon and financlig of a small percentage more would maintain virtually
full employment.

THERE CAN BE NO MATERIAL PROBLEM IN ADMINISTERING FULL

UNEMPLOYMENT COMPENSATION

Full unemployment, compensation Involves registration for work anid ac-
cejltaice of suitable work. With full unemployment compensation entailing near-
Iy full employment, there can be no material administrative problem. No one
could sham Involuntary unemployment when ho was receiving one job opportu-
nity after another and would have to develop a new sham every other day-183
i:lme, in a year.

TAXES FOR FULL SOCIAL SECURITY ADD NOTHING TO TIlE IJUIRDEN OF TAXES

Eiinating individual economic Insecurity, full social security-full ulem-
ploymient compensation accompanied by equivalent disbility, retirement, and
survivorship ammitles-akes inldividnll savings against vicis-itudes lilt-
necessary. Taxes for full social security are a substitute for such savings, not
an added tax burden.

FULL UNEM PLOYM ENT COMPENSATION FACILITATES CONTINUOUSLY

INCREASING PRODUCTION

The basic economic objective that we all want to see attained is continuously
increasing l)roduction of goods and services. To attain this objective w'_± must
continuously advance the efficiency of our productive technology and organlza-
tion. We cannot get continuously advancing efficiency as long as Increased
efficiency keeps workers hostile to it by carrying the threat of incomeless
unemployment.

To eliminate hostility of workers to increased efficiency we must eliinlate the
threat to the worker's Income from the increased efficiency. To accomplish this
we must adopt the princl)le that tie iivoluntarily unemployed worker is a
worker lid id reserve, entitled to approximately his full previous earnings for
the full duration of his availability for active duty. With time threat from
increased efficiency thus eliminated, we attain a national incentive ecomiomny
under which effective efforts can b concentrated upon Increasing efficiency
continuously.

COORDINATED ADVANCES IN PRODUCTION AND IN WA';ES AND WORKING CONDITIONS

With full social security, incentive programs can operate to make Increased
efficiency directly profitable to both workers and businesses. One such program
could be based upon bipartisan boards in industries giving contimuilng business
and labor majority approval. A board (which would have nothing to (1o with
bargainiing between businesses and workers) would have the duly of working
continuously with engineers to improve the efficiency of Its industry. Govern-
ment llnancig of necessary capital additions would be made available at rates
based upon risk. After the businesses had had the savings from these hni-
provemients available for a year, the labor members of a board would have "the
right to order advances in wages or working com(litions it the industry equal
in cost to S8 percent of recurrent savings amid 50 percent of temporary savings.
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Under such all Incentive program wages and working conditions call advance
Continuously, not out of profits or increased prices but out of increased efficiency.

With full social security, increased efficiency leads to increased production. If
any business increases its efficiency without proportionately Increasing its
production, it lays off some workers and adds the amount of their wages to its
profits and to the wages and working conditions of its remaining workers while
the workers laid off draw full unemployment compensation. The increased ag-
gregate Income Is Increased Iurchaslng power, in response to which new pro-
duction normally develops.

PARTIAL SOCIAL SECURITY IS NOT A PARTIAL SUBSTITUTE FOR FULL SOCIAL SECURITY

Partial social security has only slight economic effect. It lessens the effect of
lay-offs on purchasing power but not oil fear of impending deficient purchasing
power. It does not end individual economic insecurity or hostility to increased
efficiency.

Tie bill (S. 2337) to provide substantially full compensation for loss of
income from involuntary unem)loyment and from disability, and for oilier

purposes, introduced by Mr. TAYLOR, was read twice by its title, referred to ther
Committee on Finance, and ordered to be printed in the RECORD, as follows:

SHORT TITLE, FINDINGS, AND DECLARATIONS OF POLICY

SEC. 1. (a) This act may be cited as the "Full Social Security Act of 1949."
(b) The greatest obstructions to tie free flow of commerce are economic

depression and social unrest. The principal cause of economic depression and
social unrest Is insecurity of income. Apprehension of diminishing demand for
the products of labor instigates construction of Industrial activity ar1d con-
sequent unemployment, which in turn reduces purchasing power and further
curtails demand. So long as there Is Insecurity of income economic depression
and social unrest are imminent.

(c) It Is hereby declared to be the policy of the United States to elininate tile
principal cause of economic depression and social unrest, thereby removing the
greatest obstructions to the free flow of commerce, by providing security of
income through tie establishment of substantially full compensation for loss of
income from involuntary unemploynlent and from disabilityy.

TITLE I-NEMPLOYMENT COMPENSATION

SEC. 101. Thirty days after the effective date of this act, and each week
thereafter so long as lie continues to be involuntarily unemployed.

(a) Every reserve worker under the age of 60 years shall be entitled to
receive and the Treasury of the United States is hereby authorized and directed
to pay to such worker niemoloyment compensation iii an amount equal to S5
percent of his previous weekly earrings.

(b) Every reserve worker 60 years of age or over shall be entitled to receive
and time Treasury of time United States is hereby authlori'ed and directed to pay
to such worker unemployment compensation 1in all amount exlual to (1) 40 per-
cent of his previous weekly earnings if he has no dependeL spouse; (2) 60
percent of his previous weekly earnings if lie has a dependent spouse; and (3)
an additional 10 1wreent of his previous weekly earnings for each citi,! under
the age of 21 years: P'roridcd, That in no event shall lie be entitled to receive
more than 70 percent of his previous weekly earnings.

SEC. 102. Every unemployed person aged 21 years or over and otherwise quali-
fied as provided in title V, section 501, subsection (b) of this act shall become a
reserve worker entitled to receive the unemployment compensation providA for
in section 101 hereof by registering with the United States Employment servicee,
hereinafter called the Employment Service, and shall continue to be a reserve
worker so long as he continues to be so qualified and complies with all of the
rules and regulations issued by the Employment Service which promote the pur-
pose. of and are in conformity with this act.

Sc:(,. 103. The Enmployment Servlhe is hereby authorized and directed forth-
with to register every unemployed person who applies for such registration and
proves to its satisfaction that he is involuntarily unemployed, who agrees to
accept suitable employment at fair remuneration offered to him by tie Employ-
ment Service and to notify the Employment Service in writing immediately
upon his acceptance of employment, and who otherwise complies with all rules
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and regulations issued by the Employment Servce which promote the purposes of
and are in conformity with this act. Such registration shall be applied for per-
sonally by said unemployed persons except tinder conditions under which the
Employment Service shall provide by regulation for registration by proxy, at-
torney, or executor.

SEc. 104. In effecting said registration of unemployed persons the Emhnployment
Service is hereby authorized and( directed to require of each applicant for regis-
tration a statement under oath setting forth (a) his name, address, and age; (b)
his previous weekly earnings; (c) his trade, occupation, or profession; (d) that
he is Involuntarily unemployed; and (e) such other information as said Em-
ployment Service shall require to perform its functions tinder this act.

SEC. 105. (a) Every person claiming to be a reserve worker because of dis-
ability or illness shall, in addition to registering with the Eml)Ioyment Service,
apply for registration with the United States Public Health Service, hereinafter
called the Ilealth Service. The Health Service is hereby authorized and directed
to register every such person applying to it who proves to its satisfaction that
during the period claimed to he a period of involuntary unemployment either that
lie is unable to work or that abstention from work is essential to the maintenance
of his earning capacity, and who otherwise complies with all rules and regulations
issued by the Health Service which promote the purposes of and are In conform-
ity this act: Provided, That the certificate of any doctor of medicine duly licensed
to practice in the State or Territory or Federal district or possession of the

nlted States in which a disabled or sick person resides, or of any qualified
official of the United States or any State or Territorial government or the govern-
ment of any Federal district or possession of the United States, shall constitute
prima face proof of such disability or illness. Such application for registration
shall be made by mail by a physician or other qualifit person on behalf of the
person claiming to be a reserve worker except as the Health Service shall pro-
vide by regulation for such applications by other procedures.

(b) The Ilealth Service is hereby authorized and directed forthwith to
certify to the Employment Service the degree of disability or Illness of every
person whom it registers as disabled or ill, and the l.,mployment Service shall
accept certification as conclusive proof of disability or Illness amid prina face
proof of unemployment because of disability or illness.

I Sro. 109. In effecting registration of persons claiming to be reserve workers
because of disability or illness, the Health Service Is hereby authorized and di-
rected to make such examinations as It may deem advisable and is authorized to
require of each applicant for registration a statement under oath setting for such
information as the Health Service shall require to perform its fum tons under
this title.

SEc. 107. Immediately after completing the registration of any reserve worker,
the Employment Service shall certify to the Treasury (1) that Auch a person is a
reserve worker; (2) his previous weekly earnings; and (3) -the amount of un-
employment compensation to be paid to him nnder the provisions of this title.

TITLE II-COMPENSATION FOR PARTIAl. DISABILITY

SF~e. 201. Thirty days after the effective date of this act, and each week there-
after so long as he continues to be partially disabled, every certified partially dis-
abled worker, including reserve workers, shall be entitled to receive and the
Treasury of the United States Is hereby authorized and directed to pay to such
a person disability compensation In an amount equal to his loss of earnings due
to partial disability: Provided, That If said person Is also a reserve worker, said
disability compensation shall be paid in addition to and shall not in any manner
diminish the unemployment compensation to which said reserve worker Is en-
titled under the provisions of title I of this act.

Smc. 202. Every partially disabled worker shall become a certified partially dis-
abled worker entitled to receive the disability compensation provided for in sec-
tion 201 hereof when lie has been registered by the Health Service and has been
tvrtifled to be a partially disabled worker by the Health Service to the United
Stntes Treas,,'v. and shall continue to be a a certified partially disabled worker so
long as he remains a partially disabled worker and complies with all of the rules
and regulation issued by the Health Service which promote the purposes of and
are In conformity with this act.

Sze. 203. The Health Service is hereby authorized and directed forthwith to
register every partially disabled worker who applies for such registration and
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proves to the satisfaction of said Health Service that lie is a partially disabled
worker, who agrees in writing to notify said Health Service in writing of any
change in the degree of his disability, and who otherwise complies with all rules
and regulations issued by the IHealth Service which promote the purposes of and
are in conformity of this act: Provided, That the certificate of any doctor of med-
icine duly licensed to practice in the State, Territory, Federal district, or posses-
sion of the United States in which said partially disabled person resides, or of
any qualified official or employee of the United States or of the government of any
State, Territory, Federal district, or pos.fession of the United States, shall consti-
tute prima face proof of partial disability and the degree thereof.

SiEc. 204. In effecting said registration of partially disabled workers, the Health
Service Is hereby authorized and directed to make stich examinations as It may
deem advisable and to require of each applicant for registration a statement
under oath setting forth such Information as the Health Service shall require to
perform its functions under this title. Such registration shall be applied for per-
sonally except under conditions under which the Health Service shall provide
by regulation for registration by proxy, attorney, or executor.

SmC. 205. Immediately after completing the registration of any partially dis-
abled worker the Health Service shall certify to the Treasury (1) that such
worker is partially disabled: (2) the degree of his disability; and (3) the amount
of disability compensation to be paid to him under the provisions of this title.

TITLE II-UNITED STATES EMPLOYMENT SERVICE

S c. 301. Section 3 of the act of June 0, 1033, as amended (48 Stat. 114), is
amended, as follows:

1. In the first line of the first subparagraph, after the word "bureau" insert'

2. After the subparagraph (a)-. add the following new subparagraphs:
"-2. To render full, adequate, impartial, and prompt employment placement

service to every person and to every prospective employer who complies with
all laws affecting labor relations or standards, to assist every reserve worker
to find suitable employment as rapidly as possible, aud to assist every partially
disabled worker to find suitable employment in which the impairment of his
earning capacity by his disability will be minimized: Provided, That in rendering
placement service no preference shall be given in favor of reserve workers and
against employed persons seeking new employment.

"-3. To undertake and carry out periodical national surveys to ascertain the
facts with respect to employment and unemployment and report the same to the
Congress; to plan, encourage, and operate training programs designed to enable
reserve workers to acquire new skills to qualify for new types of work required
by technological and economic developments; and to accomplish measures de-
signed to facilitate orderly and economic transfer of reserve workers from one
geographical area to another as the general welfare may require."

TITLE I-MISCELANEOUS PROVISIONS

SFo. 401. Any determination by the Employment Service or the Health Service
under any provision of this act may be appealed to the Unitedt States Circuit
Court of Appeals of the judicial circuit having jurisdiction at the place where the
act occurred which was the subject of the determination appealed. Reasonable
findings of fact by the Employment Service or Health Service shall be accepted
as conclusive by such court of appeals.

Src. 402. The Secretary of Commerce is hereby authorized and directed to
determine and to publish monthly an Index of consumer prices which shall be
a weighted average of the Department of Labor index of urban consumer prices
and the I)epartment of Agriculture Index of price of goods bought by farmers
for use in living. The weights used in said weighted average shall be proportional
to the respective populations represented.

Src. 403. This act shall take effect 60 days after the date of its enactment
and shall be in effect in the continental United States and all Territories and
possessions of the United States except Puerto Rico.

Snc. 404. There are hereby authorized to be appropriated such sums as may
be determined by the Congress to be necessary to carry out the provision of this
act.

SEo. 405. The act of August 10, 1939 (53 Stat. 1387), as amended, is amended
as follows (so as to reduce by 80 percent the unemployment taxes thereunder



1234

and to repeal provision therein for disability compensation to persons aged 21
and over) :

(a) Under title VI, section 608, delete the words "3 percent" and in lieu thereof
Insert the words "three-fifths of I percent" ;

(b) Under title VI, section 009, subsection (b), delete the words "2.7 percent"
and inlien thereof insert the words "fifty-four hundredths of 1 percent";

(c) Under title VI, section 611, paragraph (4), Insert after the word "compen-
sation" the words "to persons under age 21."

SEc. 400. Section 416 of the act of August 10, 1940 (60 Stat. 991) Is hereby
amended (so as to repeal provision therein for disability compensation to persons
aged 25 and over) by inserting in subsection (a), after the word "individuals", the
words "under age 21."

SEC. 407. Paragraphs 4 and 5 of Section 205 in division II of the net of July 31,
196 (60 Stat. 727) (providing for disability compensation) are hereby repealed.

SEc. 408. Section 2 of the act of June 25, 1938 (52 Stat. 1096), as amended,
Is hereby amended (so as to repeal provision therein for disability compensation
to persons aged 21 and over) by inserting In subsections (a), after the words
"Benefits shall be payable to any qualilfled employee " the words "under the ago
of 21 years."

SEc. 409. Sections 3 and 3b of the act of August 4, 1939 (53 Stat. 1202), as
amended (providing for disability compensation), are hereby repealed.

Sc. 410. Section 5 of the act of May 22, 1920 (41 Stat. 016), as amended (pro-
viding for disability compensation), is hereby repealed.

SEC. -411. Section 4 of the act of June 29, 1936 (49 Stat. 2018), as amended
(providing for disability compensation), is hereby repealed.

SEC. 412. Section 22 in subchapter B of chapter I of the Internal Revenue
Code is hereby amended (so as to provIde for the inclusion of unemployment
compensation and disability compensation inder this act in gross taxable income)
by inserting in subsection (a), immediately before the period at the end of the
first sentence, a semicolon followed by the words "and also unemployment com-
pensation and disability compensation received under provisions of the full Social
Security Act of 1949."

SEC. 413. All acts mid parts of acts in conflict with any provision of this act
and not specifically cited in sections 405 through 412 of this title, are hereby
repealed insofar as such conflict exists.

TITLE V-DEFNITIONS

SEc. 501. When used in this act-
(a) The terms "workingman" and "workingwoman" shall mean a person who

during 80 percent of the decade immediately preceding a period of involuntary
unemployment (or, if said person is under age 35, during 80 percent of the period
between said person's twenty-first birthday and the beginning of a period of in-
voluntary unemployment) has been either employed, involuntarily unemployed,
unemployed because of a labor dispute directly or indirectly involving himself,
or devoting substantially full time to education.

(b) The term "reserve worker" shall mean an involuntarily unemployed
workingman or workingwoman 21 years of age or over who applies or has qp-
plied for registration with the Employment Service as provided herein and who
for I week or more during the 30 days prior to the date of such application had
been involuntarily unemployed, either continuously or intermittently.

(c) The term "person" shall mean a natural person.
(d) The term "involuntarily unemployed" includes any person within the

continental United States or any Territory or possession of the United States ex-
cept Puerto Rico, aged 21 years or over, who is Involuntarily without remunera-
tive employment and who is not voluntarily unavailable for acceptance of an
offer of suitable employment from the Employment Service during its usual
hours of business. The terLI shall not Include any person whose unemployment is
due to a current labor dispute directly or Indirectly Involving himself or Include
any person whose unemployment is due to Imprisonment for crime unless such
imprisonment was on a charge later dismissed, nolle prossed, or otherwise aban-
doned or of which said person was acquitted. It shall not Include any person
who voluntarily fails to attend and satisfy the requirements of an occupational
retraining course prescribed by the Employment Service in accordance with the
provisions of title II of this act, or who falls to comply with the rules and
regulations issued by the Employment lkcrvlce which promote the purposes of and
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are in conformity with this act; nor any person who, within 120 days next pre-
ceding the date of his application for registration by the Employment Service,
refused to accept suitable employment or voluntarily terminated suitable em-
ployment unless (1) at tile time of said refusal or termination said person was
under the age of 21 years; (2) said termination was a result of a labor dispute no
longer in progress; or (3) said termination was for the bona fide purpose of en-
gaging in self-employment or of devoting substantially full time to education.
Any person who when Involuntarily unemployed shall refuse to accept suitable
employment shall thereupon immediately cease to be Involuntarily unemployed.

(e) The term "suitable employment" shall mean employment in i trade,
occupation, or profession not Inconsistent with past training and experience
for which fair remuneration Is offered: 'rovidcd, That an offer of employment
at an unreasonable distance from the legal residence of a reserve worker shall
not constitute suitable employment. No employment shall lie construed to be
suitable employment which is illegal, or contrary to public policy, or inimical
to the national defense, or contrary to bona fide religious convictions professed
for more than 2 years by a reserve worker, or at any place of employment at
which a labor dispute is in progress, or which In any respect violates any law
affecting labor relations or standards, or with respect to which the working
conditions are substandard or dangerous, as determined by the Employment
Service, or which was avoidably offered by time Employment Service in disregard
of a reserve worker's stated desires with respect to labor union affiliation or
other working conditions.

(f) The term "fair remuneration" shall mean the prevailing wage scale or
salary rate in any given locality for work for which a reserve worker is qualified
by training, experience, physical condition, and quality of past performance:
Provided That such wage scale or salary rate is not less than the minimum rate
of wages fixed for workers other than apprentices by Federal or State law: And
provided further, That the l)rima face proof of fair remuneration for any reserve
worker shall be that such remuneration is not less than one hundred-eighty-fifths
of the unemployment compensation lie Is receiving plus or minus an amount pro-
portional to fluietuatfnis', since the date of reserve worker's registration with
the Employment Service, In the index of consumer prices provided for in section
402 in title IV of this act.

(g) The term "previous weekly earnings" shall mean the average weekly
earnings, less overtime compensation and unearned bonuses, received in money,
goods, or services by a reserve worker during his last period of 260 days (con-
tinuous or Intermittent) of suitable employment next preceding the (late of his
registration with the Employment Service: I'rovidcd, That if there were no
such earnings or such earnings are not ascertainable the term shall mean the
minimum rate of wages fixed for workers other than al)l)rentlces by Federal law.

(i) Time term "voluntarily terminated," as applied to employment, includes
(1) termination of employment by resignation or other voluntary act of a person
who thereby becomes unemployed: (2) unemployment resulting from wilful
refusal or grossly negligent failure to abide by reasonable safety, efficiency, or
disciplinary rules generally enforced, or made necessary by special conditions,
in the trade, occupation, or profession involved ; and (3) unemployment resulting
from wilful and unreasonable underutilization of ability to perform the usual
duties of the trade, occupation, or profession involved.

(I) The term "refuse to accept," as applied to eml)loyment, includes (1) actual
refusal to accept suitable employment and (2) refusal or failure to make reason-
able effort to obtain suitable employment pursuant to notification by the
Employment Service..

(j) The term "degree of disability" shall mean the degree of impairment In
earning capacity equal to that set forth in the schedules of ratings of reductions
in earning capacity from Injuries )r combinations of injuries by the Veteranis'
Administration at the date of enactment of this act.

(k) The term "loss of earnings due to partial disability" shall meai the differ-
enee betw(,en (1) then amount of earnings or one hundred-elghty-fifths of the
amount of unemployment compensation actually obtained by a certified partially
disabled worker while partially disabled and (2) 90 percent of the amount which
in the opinion of the Health Service would constitute fair remuneration for suit-
able employment for such worker If he were not partially disabled.

(1) The term "partially disabled worker" shall mean a workingman or work-
Ingwoman aged 21 years or over whose earning calaclty Is Impaired for 1 week
or longer by physical or mental illnesal, physical congenital defect, or Injury
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whose degree of disability is greater than 10 percent; who is employed at the
date of his application to the Health Service for registration as a partially
disabled worker; and who after such registration is either employed or a
reserve worker.

(m) The term "dependent spouse" shall mean a lawful spouse or a divorced
spouse awarded alimony, whose income from employment, unemployment com-
pensation, and disability compensation 19 less than that of the other spouse or the
other divorced spouse.

(n) The term "child under the age, of 21 years" shall mean a child by blood
or adoption or a stepchild under the ag6 of 21 years.

(o) The term "voluntary unavalldbility for acceptance of an offer of suitable
employment" includes voluntary failure to respond to an offer of suitable employ-
ment from the Employment Service and voluntary failure to perform such acts
as iniay be reasonably necessary to enable a reserve worker to accept an offer of
suitable employment

(p) The term "employed" shall mean employment for compensation, including
periods for which compensation Is received but in which no specific work is
performed for such compensation, or self-employment.

TITLE VI-SEPARABILIT Y

SEC. 601. If any provision of this act, or the application of such provision to
any person or circumstance, shall be held invalid the remainder of this act, or
the application of such provision to persons or circumstances other than those as
to which it is held invalid, shall not be affected thereby.

STATEMENT OF TlE NATIONAiL ASSOCIATION OF LIFE UNDERWRITERS, BY JOHN P.

MEEMAX, CLU, CHAIRMAN, NALU COMMITFE ON FEDERAL LAW AND LEGISLATION

INTRODUCTORY REMARKS

I am John 1,. Meehan, CLU, of Boston, Massachusetts, and I am appearing
before your Committee today as the Chairman of the Committee on Federal Law
& Legislation of The National Association of Life Underwriters and also as
Vice President of the Association's Board of Trustees. For your information
our organization is a trade association composed of over 950 state and local life
underwriter associations representing a membership In excess of 100,000 life-
insurance agents, general agents and managers residing and doing business in
virtually every locality of the United States.

We appreciate this opportunity to present our views with respect to certain
of the proposed revisions in the Social Security system.

Prior to making specific comments on the recommendations contained in H.R.
17550, I should like to summarize our basic position with regard to the OASDI
program, its objectives and purposes.

NALU's Basie Philosophy Regarding Social Security

We believe that the Old-Age, Survivors, and Disability Insurance program was
designed to provide what is commonly referred to as a "basic floor of protection"
against economic want and need, financed by earmarked taxes imposed upon
employers, employees and self-employed individuals and, to a small extent, by
interest earnings on the Social Security trust funds. It was intended that upon
this basic floor, each covered person, by individual and employer initiative,
would plan and build additional economic security for himself and his family by
means of private savings, investments, insurance, pension programs and the like.

As thus originally conceived and designed, the Soc.1al Security program Is
socially and economically desirable; but to assure its continued existence, it is
essential that the program be soundly maintained. Orcreapansion of the program
must be avoided, since such overexpansion would contravene what we believe
to bo the basic philosophy behind the program, substantially increase the tre-
mendous financial burden already facing present and future Social Security
taxpayers, and pose a threat to the safety and continued existence of the pro-
gram itself.
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NALU Conclusion Regarding Major Features of H.R. 17550

NALU believes that the major OASDI features of I.R. 17550 are in keeping
with the basic floor of protection concept. Therefore, NALU endorses and sup-
ports the provisions of the bill which would increase Social Security benefits
5%, make benefits automatically responsive to the "Cost of living" in the future,
increase the earnings base to $9,000, empower automatic adjustments to the
wage base, and liberalize the earnings test. However, NALU opposes the sections
of the bill which would provide larger benefits to men retiring at age 62 and
would allow widows and widowers a benefit equal to 100% of the primary in-
surance amount if the benefit is applied for at age 65 or over. Also, we oppose an
OASDI employer-employee withholding tax rate of more than 10%, as is sched-
uled in the bill for 19S0 and after.

Autoni atic Adjustments of Benefits

The Department of Htealth, Education, and Welfare witnesses have described
the "purchasing power guarantee" section of the bill as the most significant
reform effort in the current legislative proposals. We concur in that character-
ization of that aspect of the measure. It represents a marked departure from
past methods of keeping Social Security benefits up to date. While it appears
to be far-reaching, we think it Is an Idea that has great merit.

One need only consult the recent history of Social Security benefits to gain
an appreciation for the "cost of living" idea. Hearings on Social Security, both
by this Committee and the House Ways and Means Committee, have been held
approxinmitely every two years during the past ten years. The dominant theme
of the hearings usually revolves around an increase in Social Security benefits
necessitated by the erosion of the value of the dollar by inflation. If a means
could be found to make Social Security benefits automatically responsive to the
cost of living, it seems to our Association such a feature would be highly desira-
ble. Fortunately, H.R. 17550 contains such a provision.

As contemplated by the bill, Social Security benefits would be increased, auto-
nmatically, whenever the Consumer Price Index was 3% or more above the Con-
sumer Price Index for the last "cost of living computation quarter." Thus, If the
cost of living rose, benefits would be Increased. If the cost of Iving remained
stable, benefits would remain at their then current level. NALU believes that
the automatic adjustment of benefits provision of II.R. 1750 would allow a
rapid, precise realignment between any significant increase in the cost of living
and cash benefits under Social Security. Therefore. NALU endorses the automatic
cost of living provision and would urge that the Congress enact it.

In one further comment on this aspect of the bill I would like to draw the
Committees' attention to a point of which It is probably well aware, and that Is,
that the bill contains no provision for reducing benefits if the cost of living goes
down. On the off chance that such a downturn should occur, we think that a
provision should be added to the bill to make a corresponding change in the
benefit amounts.

Automatio adjustent it the teage baso

If the concept of automatic benefit increases is valid and we think It is. then
it follows that an automatic method of paying for the Increase Is also valid.
There are three methods of financing benefit Increases without doing violence
to the philosophy of the Social Security system as it exists today, and the way
we think it should be maintained in the future. The three methods are increases
in Social Security Tax Rates, Increases in the Social Security Wage Base, use of
any "actuarial surplus" that develops (such as can arise from Increases In
taxable wages), or a combination thereof.

Gt'en the proper starting point, a mechanism for the automatic adjustment
of the wage base to reflect relative changes in the total earned income of covered
workers has valid appeal. While the wage base has increased in absolute dollar
amounts over the years, it is an historical fact that the wage base has remained
nearly constant since 1951 if expressed In terms of a percent of total annual
earnings in covered work subject to Social Security contributions. The proposal
presently before this Committee seeks to retain the percentage relationship that
history and the Congress has found to be highly successful, except that, appar-
ently, this section of the bill lacks a means to reflect a decrease in wages. .ust as
we have suggested under the automatic benefit section, we would urge the com-
mittee to add a decreasing feature to this provision of the bill.
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By making the "antomatics" a part of the system, the workers of the Uniteit
States can depend upon Social Security benefits keeping pace with the economy
and, at the same time, be assured that the financing of those benefits will be
handled in a responsible manner. For its part, management will be able to look
upon the Social Security program with confidence, knowing at all times what
percentage of average earned income of workers reaching retirement will be
rt-llaced by Social Security payments, allowing close correlation of private pen-
slon and retirement programs with Social Security , o provide a greater measure
of retirement security to the working public. And finally, the average working
Individual will know with certainty just how much economic security lie must
provide for himself If lie is to enjoy the full measure of his retirement years.

Increase in wage base to $9,000

The bill before this Committee proposes to increase the Social Security wage
ba.,e to $9,000, effective January 1971. While NAIU endorses the proposal to
increase the wage base to $9,000, we oppose the effective date of 1971 and urge
that the new wage base become operative one year later, January 1972.

Originally when the Administration proposed changes in the Social Security
system, it was contemplated that restructuring would take substantially tile
same form as is now being considered by this Committee. However, one major
difference between the proposal made in the fall of 1969 and the present one
was the effective (late of the increased wage base. The Administration proposed
that the increase take place January 1972 and in that date NALU concurred.
Our support was based upon tile best estimates supplied by tile Social Security
Administration indicating that the ratio between total earnings and earnings
subject to tax wouhl be sustained substantially as had been maintained in the
li--:t. Since 1951 that ratio has been maintained at about 80%. No data has been
presented which indicates that the picture has changed. Believing as it does that
the 80% ratio should he maintained, NALU supports a wage base increase to
$9,000, but only (ffcetire January 1972.

5% benefit increase

It is a well known fact that among the Individuals most affected by the loss
of buying power of the dollar resulting from inflation are those maintaining a
household by means of a fixed income. There Is little that I can add to the
public knowledge about inflation. Suffice it to say that a means should be
foumid to alleviate the problem. In the case of Social Security beneficiaries, the
preferable way would be to halt inflation. Until that goal is achieved, however,
the benefit schedule will require examination.

The Consumer Price Index tells us that the cost of living marches incessantly
on. Sinco the 15% increase in benefits voted by Congress last December became
operative, the cost of living has been shrinking the value of the dollar at an
annual rate of about 6%. Last fall, NALU testified before the House Ways and
Means Committee to the effect that a 10% increase In benefits was necessary to
replace the lost purchasing power of Social Security benefits. Most of the portion
of the benefit increase that NALU considered excessive last fall (15% instead
o 10%) h-s now been eroded an(, frankly, we find it very difficult to argue
that Social Security beneficiaries should not have a 5% increase in benefits,
effective January 1, 1971. By Jauary 1971 the inflationary spiral will leave, in
all probability, a mere 4% difference between the increase in the benefits voted
by Congress in tile last year plus the Increase proliosed in the bill as compared
with the Increase in the cost of living. While strictly speaking NALU supports
only cost of living increases in Social Security benefits, we believe that a 5%
increase is merited at this time.

l'h ilosophically, NALU maintains that the Social Security program was de-
signed to accomplish the specific goal of providing a basic income for people
w ho are no longer able to earn income for themselves. We believe that the
program has, by and large, accomplished that goal. 'rite only requirement that
needs to be met on a continuing basis Is to retain the relative position of
benefits to the economy as a whole. A 5% increase in benefits next January
and thereafter automatically adjusting benefits by the means spelled out in
11.11. 17550 will accomplish that goal.
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Liberalization of retired ent tcst

"NA1 1U supports the provision contemplated by II.R. 17550 to increase the
amount of earnings that an individual may have without affecting his Social
Security beiiefits. -Under tile bill, the earnings exemption would be increased to
$2,000 from $1,680, allowing an individual btiieflclary to earn up to $2,000 per
year without affecting his benefits. Earnings above $2,000 would result in a
deduction of $1 for every $2 earned. NAIU agrees with the principle of reducing
Social Security costs wherever possible and, for that reason, we believe that the
Retirement Test is needed. However, we believe that reasonable allowances
should be made for personal initiative in supplementing retirement income. We
support the bill out of a realization that this aspect of the Social Security system t
should keep pace with the economy just as the benefit structure does in order to
stimulate personal initiative rather than stifle it.

Balance of testimony

The balance of NALU's testimony concerns itself with major OASDI sections
of II.. 17550 which we do not endorse. NALU does not favor 1) the Increase
in the combined employer-employee OASDI tax to 11%, ultimately, 2) the "early"
retirement for men, or 3) the provision for providing a widow or wilower aged
05 or over at time of. claim 100% of a deceased spouse's primary benefit.

Combined employcr-enmployee tax rate

Limiting the ultimate combined OASDI tax rate to 10% produces reasonable
controls on benefit levels. It is a result of our desire to restrict the Increase in
the tax rate that we do not approve of the foregoing three features of 11.11. 17550.
Presumably, it would be desirable to have benefit expansion if an acceptable
means could be found to finance it. But based uppn the philosophical underpin-
nings of Social Security that It should provide o!ily tile basic floor of protection,
excessive tax rates can and should be avoided.

At nviy Income levels, even OASDJ taxes at the 10% rate could exceed federal
income taxes. It appears to NALU that the benefit and financing structure of
Social Security are Ill balance and that the Social Security system is now doing
the job of providing the "basic floor of protection." Increasing taxes to go beyond
the basic floor seems to our organization to strike directly at the philosophical
heart of the system. A i 62 computation point for men 

In addition to objecting to a lowering of the retirement benefit calculation
point for men on fiscal grounds, NALU disagrees with the philosophical thrust.
as well. The bill provides that the ending point of the period that is used to
determine insured status for men and the ending point of the period that is used
to determine the number of years over which a man's average niontlily earnings
must be calculated will be the beginning of the year In which lie reaches 12.
instead of age 65 as under present law. allowing "early" retirement for men with
larger benefits than is provided under present law. The rationale behind this
proposed change in computation point Is that women have been given the age 62
computation point and, therefore, to be fair, men should be afforded the saIme
treatment.

NALU believes that this rationale is suspect at best, since, as you know, two
wrongs do not make a right. We believe that this is the type of gradual over-
expansion of the program to which we most strenuously object. We cautioned In
the past that there was no reason why, outside of disability, early retirement is
beneficial. And we urged in the past that if such treatment were extended to
women, it would serve as precedent, encouraging like treatment for men. 'I'lie
committee now has before It a proposal which we believe is unnecessary and
undesirable. In view of the Increased life expectancy and useful economic life
of the average American. we believe that to the extent that any further liberaliza-
tion il benefits for early retirement would operate to induce covered workers to
choose, or be forced into, earlier retirement, such a result wouhl tend to be
detrinental both the best social and economic interests of the workers theil-
selves and to the economic growth of the nation. Therefore, we respectfully urge
that the section of the bill providing an age-62 computation point for mel not be
adopted.
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One-hundred percent benefits for widows or vidowers

Like the provision for aln age-62 2onlputation point for nienl, NAL obJects
to this section of the bill oil financial grounds and for that reason alone would
suggest that it not be adopted. But further, It has beeu shown that, under
certain fairly common circumstances, the terms of this proposal would permit
a widow (or widower) to receive a higher benefit thou had been received by
the decreased spouse, or that would have ben received by the worker if the
widow had died flrst. Clearly, this result is manifestly unfair and should
not be tolerated. Therefore, this section should be deleted.

Summary

As you can discern from the testimony, NALU is In favor of the major pro-
visions of 11.11. 17.530. We hope our testimony will be considered as one more
example of NAILU's continuing interest In the Social Security program, an
interest which requires that we constantly work for the Improvement of the
system within the bounds of phllosoiphy appropriate for a social Insutance
system.

Independent review and study of the social security system

In order to define the future role of Social Security and unearth Improvements
which may help to round out the program, NAIA wishes to renew its request
to the committee that a high caliber study committee be established to iuake a
comprehensive review of the goals, priorities and costs of the Social Security
program. We believe that such a committee should be made up of experts from
all zectors of the economic spectrum, both private and public, actually repre-
senting the varying segments of the public. We are aware of the existence of an
advisory committee that purports to do this but, frankly, we do not agree that
the committee actually meets our definitional requirements.

We would hope that appropriate analysis of the role of privateretrement
eneilt. would be included as irt of any such study. The role of the private

sector and Its present and future impact on retiren:ait progruaiu 511hould be
thoroughly studied prior to an expansion of the public role beyond reasonable
boundaries. We hope, therefore, that the Congress will consider the very real
relationship between private and public benefits and that It wilil refuse to
accept the views of those who would expand Social Security to such unreasonable
limits as to Impede the growth of private pension plans and other retirement
programs, or even largely destroy them. We further contend that a thorough
examination of the Social Security program would serve to nroperly focus the
attention of all citizens on the objectives and purposes of . systom and, in
so doing, remove inequities.

STATEMENT OF JOHN F. GRINER, NATIONAL PRESIDENT, AMERICAN ', rL.ATION OF
GOVERNMENT EMPLOYEES

The American Federation of Government ,mployeez, the largest Federal
employee union in the history of the United States. appreciates the opportunity
and the privilege granted It to submit the Federation's views oi I.I.R. !7559, a
Bill to amend and improve the Social Security Act andi systeni. We are most
concerned that this Bill, which passed the House on May 21, 1970, omits a
provision enabling Federal employees to participate Individually on a wholly
voluntary basis through contributions to the Social Security System.

Our union today represents over 050,000 Federal employees in all types of
work in every department and agency, at lhonme and abroad, in exclusive recogni-
tion units. Our dues-paying membership exceeds 325,000 employees. Thus, we
are aware of the problems which concern Federal employees the wost.

A major issue which regularly confronts our members is their denial of par-
ticipation on a voluntary and Individual basis In the Social Security System
after they begin to contribute to the Federal Civil Service Retirement Fund.
Many Federal employees have worked for private employers and for states and
municipalities which participated in the Social Security System. Consequently,
they have already contributed monies in the form of Social Security tax to
the System. They feel that they should not be denied continued participation in
the Social Security System solely because they are working for the Federal
Government.
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To understand the kind of serious discrimination and inequity IWIposed oil
Federal employees, solely because they work for the Federal Govcrmwiet, I
should like to present a simple, hypothetical case. To make the case even more
relevant to the purposes of this Hearing, I am assuming that the Federal eia-
ployce will be 05 years old In December 1971. Thus, the remedy we are requesting
in this legislation would apply to this hypothetical case as well as to other
cases In the future.

This Federal employee, born In 1900 earned 19 quarters of social security
credit in the last nine years. Ile joined the Federal service in Iecember 1969.
i0 would like to continue to contribute to the Social Security System because
of his advanced age.

What is his current situation?
First of all, If he becomes disabled today he will not receive any benefits from

Social Security because he must have earned twenty quarters out of the last
forty to qualify for disability benefits. Up to December 1969, he has earned
nineteen out of the last thirty-six. If he had been able to contribute voluntarily,
he could have earned twenty-three out of the last forty. Thus, by rigid operation
of the Social Security System, he has been mandatorily precluded from providing
basic coverage to himself and his family, solely bcca use he has been a Federal
employee since December 1969.

Moreover, if lie Is disabled and Is no longer employable, due to this (l.billty,
he will then not be able ever to obtain that last quarter lie needs to qualify
for old-ago retirement benefits when he becomes 6V In I)e.ember 1971. Thus lie
is exposed to double Jeopardy, to double discrimination. And the sole reason
for this double Jeopardy is that he Is a Federal employee. If lie were self-em-
ployed he would be eligible today to participate in the Social Security System to
obtain that last quarter. If lie were employed by a private employer, he would
be eligible. If lie were employed by most state and local governments, he would
be eligible. But solely by reason of his Federal einlioynient, lie suffers
discrimination.

And yet, what would be the maximum benefit this man could he receiving even
if lie were eligible. What is the so-called "saving" to the (wizal Sev.uimty System
for denying this man a basic coverage? Assuming he was paying In the maxilmmn
allowable amount during this period, his Social Security old-age pension would
be $126.00 per month (five times $7,800.00 equals $39,000 divided by 5/14 equals
average of $2,785.71, providing a monthly payment of $120.00).

But the fact Is that even this seriously reduced retirement benefit is being
denied to him and to other Federal employees today. Federal employees are
prevented by law from participating in the Social Security System on a voluntary
and individual basis. Consequently, In the case of disability benefits, they can
lose the benefits they have already acquired simply because of the elapse of thie.
In the case of old-age benefits, they can be prevented from achieving minimal
qualification for their specific age group. In both Instances, they are being
punished solely for being Federal employees.

Over the last several years we have testified on many Bills designed to elim-
inate the inequities which have arisen from the absence of any kind of inter-
change between the Social Security System and the Civil Service Retirement
Fund. We have previously stated that the present existence of a working inter-
relationship between the Social Security System and the Railroad Retirement
Fund should serve as a model for a working relationship between the Social
Security System and the Civil Service Retirement System. Such a model would
put an end t) the present inequities resulting from Federal employees "falling
between the two stools" of Social Security and Civil Service retirement and
getting nothing from either.

We are, of course, Just as much opposed as in tne past to any attempt to
"consolidate" the Civil Service Retirement and the Social Security Systemna
The goals and purposes of the two programs are essentially different. The Social
Security System is a social insurance, health and welfare system designed to
providic financial income, partially replacing work-related earnings, to the entire
population during old age and during such misfortunes within the normal work-
ing year as death or injury to the breadwinner.

The Ci :l Service Retirement System, which Incidentally is fifteen years older
than the Social Security System, was originally enacted, a1( has been continued
to be amended, so as to provide annuities to Federal employees priniarily on the
career principle, therefore basing Its annuities on lenFth of service and highest
level of earnings while in the Federal employ.
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We reognize and wish to maintain this distinction between the Social
Security and"te Civil Service Retirement Systems. Consequently, we are not
proposing any kil- of consolidation resulting in mandatory participation by
Federal employees under the Social Security System.

Nevertheless, our position does not exclude, and In fact is not in conflict with,
the desirability of making Social Security benefits also available to Federal
workers generally on an indivi(ual and voluntary basis. We understand that
the Social Security Administration hasoopposed such "selective" participation on
the grounds that only those people would-partleipate who wouhl "profit" front a
voluntary participation system and that flo-s Federal employees who would
not "profit" would abstain. The Social Securlit-Administration has contended
that there would not be present the actuarial conditions necessary to maintain
"In balance" the "profit" and the "loss" participants. -

We seriously doubt that this fear of tlie Social Security Adlnistratlon is well-
grounded. There Is little actuarial basis or experience for substajitiating it. But,
even if we were to concede for the sake of argument that there might be some
net loss, It appears to us that it would be of marginal Importance and should
not exceed a few hundred thousand dollars a year. On the other hand, by risking
such a small net loss on the part of the Social Security System, the Congress
would eliminate very serious inequities to many American citizens who happen
to be Federal employees and who suffer real poverty and hardship front the
present situation where they are denied participation.

For example, participation In Social Security would extend much more realistic
survivorship and disability protection to young workers. Those employees who
leave the Federal service before retirement would be assured of survivor and
disability rights because their government service would have been credited, under
a voluntaryand Individual status, for Social Security purposes. Even those Fed-
eral workers with five years or more Federal service would be able to ameliorate
the deficiency between the higher payments under the Social Security System
and the lower payments under the Civil Service Retirement System because bene-
fit amounts would always be at least at the level of Social Security, which at the
minimum pension level Is now $64.00 per month. The level of the annuities of
th0 Civil Service has been as low as $10.00 per month.

In conclusion, I most earnestly petition this Committee to amend H.R. 17550
to provide for participation by Federal employees while in the employment of
their government on a voluntary and individual basis In the Social Security Sys-
tem. I wish to thank once again the Chairman of this Committee, Senator Rus-
sell Long, and Its other members for the opportunity to present this statement
and I shall be pleased to answer any questions either here or by submitting
supplemental comments for the record.

GILBERT CLINIC, INo.,
Bethany, Okla., Septeuber 17, 1970.

Senator RUSSELL B. Toxo,
chairman, Commintfeo on Finance,
Ncw Scnate Officc Building,
Wash ington, D.C.

DEAR Sin: As a practicing physician, treating a large number of elderly pa-
tients, many of whom are in nursing homes and extended care facilities, I wish
to advise that in my opinion there Is an urgent need to change one of the pro-
visions of the law as concerns terminal patients.

We are occasionally presented with the dilemma of treating a patient with
a terminal disease such as a malignancy and for whlch further medical treat-
ment Is of no avail, leaving the only alternative as good nursing care. 11owever,
some of these people die very slowly and their 100 days, as provided for under
the present law, expires making it necessary to move these patients from an
extended care facility to a nursing home, thus working an extreme hardship
upon both the patient's family and the patient.

I believe that in certain specific cases, such as the terminal patient with uremia
or the terminal patient with a proved malignancy should be granted an extension
upon request by the attending physician and approval by the Utilization Com-
mittee of the extended care facility.

Sincerely yours,
LEON N. GILBERT, M.D.
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OKLAHIOMA CITY, OKLA., Scptembcr 16, 1970.Senator RUSSELL LONG,

Committee on Finance
SENATOR RUSSELL LoN G: I write this statement as per your request by tele-

grain on Sept. 16, 1970 for the committee oil finance. My statement and request is
for the committee to add an amendment to the medicare, medicaid bill before the
committee at this time. My amendment. s:

1. All old age patients who are critical or terminal so stated by their doctor
that death will soon follow be allowed to die In peace. As the bill now stands any
and all patients must be moved to another hospital after 100 days this Is tile
medicare law as it now stands, or the patient must pay day rates in a General
hospital of 35.00 to 40.00 a day or pay extended care cost of $1000.00 per month
most patients can't affoid this cost. Patients may request re-entry after 10 to 30
days but the terminal or comatose patient it is to late many die in moving them a
lot die after being moved Gentleman, and most old age patients who are critical
ask the nurse please leave them alone and let them die in peace.

2. I ask the amendment to say that the doctor in charge who knows the patients
condition best enter on the patient's chart terminal (eminence of death) or
comatose. Patient should not be moved. This gives the old age patient dignity and
lets him die in and with peace of mind.

3. I request the amendment to say that medicare, medicaid will pay all bills both
doctor and hospital for patient until ltient expires. Most patients expire within
V2 hr or 5 days. Any type of movement could cause death and any type of saving
the government may think they save is false saving. It cost more to move then.

Gentleman, I am a male nurse working with these patients for 20 years, I have
seen the tears the worry by patients and their family how to Day the llls after
the 100 days. I close my request by telling each man on the board if the old age
person could tell them, God bless each and ever one of you for we need your help
now.

3IIO01AEL, M'[URRIiiY, LPN.

STATEMENT OF I'FYTON FORD, ON BEIIIAL. OF TIlE NATIONAL ASSOCIATION OF
INDEPENDENT INSURERS

Mr. Peyton Ford, Washington Counsel for time National Association of Life
Companies, which represents medium sized stock companies as well as an ap-
preciable number of casualty companies, has asked me to make this statement on
his behalf, since he is preparing for the trial of a protracted case which will last
approximately six weeks, with preliminary proceedfings to commence on Friday,
September 25 and formal trial scheduled to begin on September 28. 'Mr. Ford has
consulted with Mr. DeWitt Roberts, Executive Secretary of NALC, J. W. Baker, a
Director of the Association as well as President of the Continental Service Life
and Health Insurance Company, John E. Neff, Jr. of American Founders Life,
Austin, Texas, a Director of the Association, and Claude Poindexter of Coastal
States Life, Atlanta, Georgia, who is a Director and Treasurer of NALO.

It is the consensus of this group that the joint IRS/Insurance Industry Task
Force, in preparing its report on the subject of Information Reporting of Pay-
ment to Health Care providers, has performed an extensive study of this sub-
Ject. We, of course, have had the opportunity to see these studies and, In spite
of their extremely technical nature, there are three conclusions which stand out:
(1) It will be an extremely difficult and expensive operation as to Individual
policies; (2) it will be a virtually impossible task or project as to unassigned
payments (in this connection, it Is impossible to supply social security numbers,
thus adding to the burden) ; (3) it will in all probability cost the Government in
excess of $37,500,000.00 in lost taxes front insurance companies. It will, of course,
cost the companic approximately the same amount.

The money that will be lost is money that is now being paid by iLurance
companies in taxes-their loss is money that is now being distributed to stock
companies and taxed to them. Wlhcthcr this equals or exceeds the amount of
taxes whch might be collected from a few physicians and dealers hi prosthetics
who should make fraudulent returns Is the most important question.

To us, the figures arrived at as to standardhealth policies seem low, [ndt( are
based oil atypical companies.with a heavy volume of "group." We accept these
figures, however, even though they are on the low side.

We would like at this time to urge the Finance Committee's consideration of
the following:

4 7-530-70-pt. 3-22
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(1) The elimination of individual contracts.
('2) The elimination of unassigned payments, or delay reporting until further

and more typical figures can be obtained.
(3) The estimate as to cost vis-a-vis the Internal Revenue Service.
Along with the Chairman and the entire Committee, we would be the first to

condemn any fraudulent practices in reporting. It Is our sincere belief, however,
that through proper and vigorous enforcement any such practices can be remedied
without placing the unnecessary burden on the relatively few companies that
write individual Accident and health policies, thereby avoiding the high costs
that would be necessary to deal with the relatively few and isolated Instances
of abuse.

MARTIN RENTs Co.,
Los Angeles, Calif., September 22, 1970.

lie: II.R. 17550.
CONGRESS S OF TIlE UNITED STATES,
Senate Finance Con m ittee.

"With respect to medical services, supplies and equipment that do not vary
significantly in quality from one supplier to another, after June 30, 1970, a charge
will be deemed to be unreasonable if it exceeds the lowest levels at which such
services, supplies and equipment are widely available; in a locality unless an
exemption is granted by the Secretary. This section further provides that payment
wvill not be made for items or services furnished to the extent that it would
exceed the amount determined by the Secretary to be reasonable."

Question: What are the possible effects of implenentation of the above pro.
poalt If the carrier undertakes to hew to the semantio line of this proposal a
common fty could be affccled as 1oll6ics:

ABC Feed & Fuel Company havihig six feed and fuel stores in an area decies
to have a sideline department In crutches, canes and wheelchairs. They buy
this equipment from well known suppliers and the quality Is good. They base
their rates 20% under the rates of three other full line DME dealers in the area.
The carrier could well assume that it was a proper exercise to establish this rate
as the community rate. You may well ar-k why not? I will tell you wmi not!

First of all, such reasoning does not take into consideration the number of
times the service is rendered. This is an absolute essential In any statistical
study which purports to show at what the price level a community's needs are met.
Thus, ABC Feed may have only 30 chairs in rental service while the full line
companies have 300 . . . in the absence of the full line companies' facilities and
resources we submit that ABC could not fill the needs of the community at that
price level.

Second: A full line J)MI dealer provides the following list of facilities and
services:

1. Repair and maintenance facilities on premises with skilled mechanics em-
ployed to provide service where and when needed.

2. lle stocks a full line of equipment; not just equipment which an Inexpert-
enced supplier thinks is easy to supply . . . he will have oxygen services, sup-
plied by skilled technicians . . . . traction equipment ranging from the simplest
cervical types to the most sophisticated full-bed traction units for Involved cases
and the know-how to set them up. He will have a full range of wheelchairs de-
signed for the many different handicaps (wheelchairs come in over 1200 different
models). Ile will stock a full line of rehabilitation and self-care devices and lie
will know how to install them and to instruct the patient in their use.

3. lte will have 24-hour service available for emergency needs of his patients.
4. Ile will have and maintain sanitary premises and facilities for delivery of

equipment.
Gentlemen, the professional durable medical equipment dealer is a paramedical

service of wide range and ability. I am sure you want the Medicare program
supported by this type of supplier. I submit that our Industry merits the same
consideration given the physicians in determination of their charges. If a 75th
percentile is to be used, and weight given to the number of times a service is
rendered, ample protection will accrue to both the program and the beneficiary.
When by means of the proposal that leads this letter, you open a door that
could be destructive to this industry, you do yourselves and Medicare no service.
This concept of low dollar regardless of any other factor must result in damage
to the Medicare program. Our industry Is an equal mi of services end product
and low dollar is not a proper measure.

Let me point out that a patient lifter, sold mail order by a non-expemienced
supplier at low dollar can set the pricing for the community, but the patient can
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be dropped In the absence of the full indoctrination provided by the professional
DJM" dealer. Thus, the patient can end up in the hospital for an unrelated injury
as a result.

Another serious down side effect of the proposal from 1II1 17550 Is that it
would almost certainly lead to abandonment of the assignment procedure by the
industry. The cost of claims processing would escalate as a result and you would
find the amount to be substantial.

Keep in mind that the honie is the lowest cost extension of hospital care
available to you under the Medicare program. Great caution should be exercised
in making it more difficult for the beneficiary to use that low cost facility
successfully in his convalescence.

The special paragraphs for 11R 17550 are not necessary. Ample protection to
the program existed in the percentile method of cost controls. Adoption of this
other proposal would produce endless problems for that segment of the health
care delivery system that gives you the lowest cost per day of care . . . THE
HOME OF THE BENEFICIARY!

Let me now touch upon the other problems of the durable medical equipment
industry as related to Medicare.

We are constantly being cortfronted by HEW with the phrase "intent of
Congress". What then is tine intent of Congress re the Medicare beneficiary?
It is my understanding that the intent was not to pauperize our senior popula-
tion by the advent of serious Illness or injury. It was my understanding that the
intent of Congress was to help provide care with the lowest cost methods consi8-
tent with good medical practice. It is my understanding that the intent of
Congress is to utilize as intensively as possible those areas of care that produce
results at the lowest cost. If these are truly the intents of Congress, then there
are parts of the Medicare Act in our field which are self-dceating.

Most health care experts agree that the lowest cost and often the best results
are obtained in home care of the patient. Why then does Congress, through
HIW, make It so difficult for the beneficiary to make the home an efficient, safe,
rehabilitative low-cost extension of hospital care? Where Is the logic in policy
Ihat separates hygienic procedures from medical care? Where is the logic in
policy that courts risk of serious injury or aggravation of an existing condition
by making many safety and assistive devices prohibited from payment by
Medicare? HIow much virtue is there in the doctrine of exhaustion? First, we
prohibit the electric bed in 90% of the cases, which exhausts the aged
spouse . . then the aged spouse no longer able to withstand 24-hour nursing
duty puts the patient in the nursing home, which at $400.00 to $S00.00 or more,
exhausts his money . . . which, in turn, places both of them on Medicaid
(or welfare, if you prefer) which exhausts our money . . . at what point do
we say to ourselves that this effort to realize short-term low-dollar savings
makes us risk long-term, large-dollar costs. Adequate home care equipment and
lower long-term costs are not mutually exclusive. Congress must be made cogni-
zant of the money psychology of the senior citizens . . . they will not often
enough, spend what they should to stay within the range of acceptable risk in
the c-are of the patient . . . thus, if Medicare will not pay a share of the toilet
safety devices, the beneficiary will forego the device for the sake of economy
how many redone hips at $4,000.00 must we pay for, to realize it's better to spend
820.00 for a safety frame? How many preventable hip fractures during a stroke
convalescence do we pay for before we realize that a tub grab bar is a better
economy at $22.00?

What about the doctrine of "no comfort or convenience items"? This spartan
philosophy has resulted in such items as a raised toilet seat being ruled a
comfort or convenience item because it could be used in the absence of an illness
or injury. Can you picture yourself sitting on a commode raised 4 to 0 inches as
a matter of comfort or convenience? But how about the severely involved arthritic
who cannot get up from a low level . . . is It a comfort or convenience, or
is it a medical necessity? Suppose there is a residual benefit to an attendant In
the use of a device . . . have you ever witnessed a 75.year-oldster bending to
hand crank a hospital bed for her paralyzed spouses? It's not a pretty picture
and if it were your parent, you would leap to do the job yourself or pay the
less-than-70-cents.per-day difference it costs to have an electric bed! I quote
you from a carrier letter in my files.

"We get many requests for electric beds from people who are dying of cancer.
We disallow most of these for the reason that the person can roll over from
side to side to forestall bed sores, and there is no bed that does this at the
present time."
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'his statement assumes that there Is no other reason for a dying cancer
patient to have an electric bed. The writer has obviously never seen anyone
dying of cancer; the pain lpatterns that are relieved by the changes inI position
are evident . . . pressure is relieved in some configurations by electric beds
and nil that notwithstanding, the presence of a manual bed also requires a close
attendance of an attendant. Of nil the faults in the Durable Medical Equipment
section of Medicare, the highly restricted use of the electric bed is the worst.
If you are a candidate for a hospital bed, you should have an electric bed in
most cases.

I suggest thst the Act be changed to read that where illness or injury is
present that coulul reasonably lead to the use of an assistive, retabIlitative or
safety device, and when ordered by the attending physician ih the course -of
inedical management of the existing condition, Medicare should participate in
the payment subject to the cost safeguards provided in the Act. Many of tile
more enlightened State Medicaid programs have this feature now.
% Your carriers will tell you that assignment is the desirable method of pay-
inent for them. The claiiuis are most often properly prepared and the cost of
processing claims submitted by suppliers is lower by a wide margin than that
of clains sent in by individual beneficiaries. Yet we have problems. You do not
say to aiu orthopedic surgeon, "I will pay you $0.00 per month for your hip
prosthesis until your fee of $600.00 is paid, but If the patient dies, I will stop
payment or if the leg is subsequently amputated, I will stop payment because
then we no longer need the hip procedure." What you say to the durable medical
equipment industry is that our services must be paid on a time basis related
to the use of the equipment and services. You also say you will pay a carrying
charge for this privileg'. If you could get support for sales assignments, you
would be paying more III carrying charges than you could ever conceivably hope
to gain by terminating payments due to short-term expiration of medical need.
Tile fact is that assignment purchase just doesn't work. Your carriers will
inform you that very little assignment purchase is submitted by suppliers. We
urge adoption of lump sum payments for durable medical equipment when
approved by the attending physician, when approved by the carrier review
physician and when decided upon by the beneficiary. The argument given us boy
sonic departments of HEW that this is an opportunity for unjust enrichment
of the beneficiary is without merit in view of the proposed controls.

Industry efforts to support the assignment reital program have yielded us a
nearly insupportable burden. The 1969 rate freeze has left us with rates that are
grossly inadequate. Our industry has historically avoided annual rate increases.
Thus, we withheld increases in many areas of the country as long as we
could . . . many companies have rates in effect which prevailed in 1907 . . .
when raised in 1969, and then only by a modest amount, we were told by the
carriers that these new rates could not be recognized. We were also told that
in June of 1970, we could expect some rate relief. This has not been forthcoming.
HEW has instructed carriers to withhold rate increases until Congress acts on
changes in the Medicare AeL Thus, many of us approach 1971 with rates
established in 1907, or before. I am sure I need not point out the changes in tie
Bureau of Labor statistics index since then, or bury you under documentary
evidence of the number of price increases we have had In every area of our
business. This industry will cooperate in any equitable plan to control annual
increases, or limit them to the BLS index changes, but what you have done is
legislate price control in only one segment of the field, letting steel, manu-
facturers, labor, taxes, rents and every other overhead expense escalate without
control. This is grossly unfair. We seek immediate relief in an instruction to
IUW to permit increases not to exceed BLS Index percentages for those

companies who can demonstrate that they did not raise rates annually prior to
1969.

In closing, our industry contends that your short-term savings are too dearly
bought . . . that home care should be intensively utilized and encouraged as time
least expensive facility for the care of the patient .. . that modern labor-
saving devices not be prohibited because of their marginal benefit to tie at-
tendant, that safety and hygienic equipment for the already involved patient i.k
a proper extension of the Medicare program.

WHAT IS TIlE INTENT OF CONORESS?

MARTIN FRANK,
Director, California Rental Association.
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STATEMENT OF PATRICK J. NILAN , LEGISLATIVE DiRECTOR, UNITED FEDERATION OF
POSTAL CLERKS

Mr. Chairman and Members of the Committee, I am P'atrick J. Nilan, Legisla-
tive Director of the United Federation of Lostal Clerks with offices at 82T-1-1th
Street, N.\., Washington, J).C.

We appreciate the Opportunity to present this statement concerning 11.11. 17550
on behalf of the nation's 310,000 postal clerks for hli)m we are the Exclusive
National Representative for labor-management relations and collective bargain-
ing with the Post Office Department. Our membership Is entirely within the
postal clerk craft and employed in post slices in all 50 states, the District of
Columbia, Puerto Rico, Virgin Islaa1- and Guam.

When Public Law 86-382 was enacted in 1959, the United Federation of
Postal Clerks Hospital Plan subsequently bcoamie a charter underwriter under
this "Federal Employees Health Benefits Act." Our plan was approved by the
United States Civil Service omissionn to partlcii,ate under the Act and has
a continuing contract with the Coinmission.

Mr. Chairman and Members of the Committee, our orginization is concerned
only with TITLE II, Part A, Section 201 of 11.1R. 17550, which has to do with
"Coverage Under Medicare Program-PAYMENT UNDER MIEDICARE PRO-
GRAM TO INDIVIDUALS COVERED BY FEDERAL EMPLOYEES III)ALTII
BENDFITS PROGRAM." The United Federation of Postal Clerks and our
Hospital Plan are opposed to the provisions of Section 201 and respectfully urge
the Committee to delete this section from H1.R. 17550.

While we are not completely familiar with all aspects of the Medicare Act
or the pending legislation, we are convinced that if the provisions of Section 201
should become law that Federal employees participating i health an'd hospital
plans under Public Law 86-382 will certainly not benefit as we are sure the
House of Representatives intended when 1I.R. 17550 was approved by the other
body.

There is no question that Federal employees and their health plans would
suddenly become obligated for the payment of millions of dollars in benefits
each year which rightfully have been and should continue to be the responsibility
of the Medicare Act.

In order to exl)lain the reasons why we are opposed to Section 201 of the
pending legislation we would like to refer the Committee to the "Report Of The
Committee on Ways and Means on 11.11. 17550." Speciflcally, we refer to pages 24
antid 25 of the Report under the heading "General Discussion of Medicare, Medi-
caid, and Maternal and Child Health Provisions." Under Part 1, which discusses
coverage under medicare program, we would like to correct the Impression that
the Federal Employees Health Benefit program is not voluntary. Participation
in the health l)lans, under Public Law 8-3,S2 is ctircly voluntary, both for em-
ployees and annuitant,'. In reality. FEIIB basically provides. supplementary
benefits to Medicare, similar to the situation in the private sector where employees
who are eligible for Medicare can obtain private insurance such as "Blue Cross-
Over 65" and other similar policies as supplemental coverage and pay the addi-
tional premium cost.

In paragraphs 4 and 5 of this part of the Report, we would like to Point out
that the experience of our United Federation of Postal Clerks Hospital Plan
indicates that only approximately 33% of our members over 65 are eligible for
Medicare, "Part A." The experience of our Plan contradicts the Report which
states, "About 50% of retired and active employees age 65 and over are entitled
to hospital insurance benefits under medicare."

Mr. Chairman and members of the Committee, again in paragraph 6 of the
Report, we must challenge the statement contained therein, particularly as
far as the UFPC Plan Is concerned. The UFPC Hospital Plan provides spcciflo
credit for all Medicare members. Our policy is to credit any savings realized by
the UFI'C Hospital I'ian, resulting from medicare payments on charges which
our Plan would normally have paid if there had been no medicare coverage
and these credits can be used by the member to receive additional benefits which
exceed thenormal medical, diagnostic and first-aid maximum benefits applicable
under both our Low and High Option Health Plan Coverages. In addition, this
credit can be used by a member to pay the $30 deductible and 20% co-Insurance
not normally allowed under drug coverage, and also to exceed the normal $25
daily allowance for special mursing care in regard to Hligh Option benefit pay-
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meits. Thcse additional benefit credits are ore, and above the benefits provided
for those health plan members rrho do not have mcdie(are.

In regard to the final paragraph on page 25 of the Report by the House Com.
mittee ,.,n Ways and Means, we would like to emphasize that If this provision Is
enacted Into law, tile more than 75,000 members of the UFPC Hospital Plan
would recessarily have to pay an Increased premium resulting from the Increased
cost of benefits which our plan would be required to make In lieu of present
medicare benefits. Such Increased premium costs for our 75,000 plus members
would actually be discriminatory, since the vast majority of our members are
not entitled to Medicare benefits, "PART A". Therefore, these members would
be paying substantially increased premiums for which they would receive ab-
solutely no additional benefits, unless they obtained other employment in the
private sector to earn sufficient social security credits to become eligible for
Medicare benefits under "PART A".

The Health Benefits Act of 1959, amended July 1960, provides that there be
only two Health Plans available to Federal Employees, that is, H1igh Option or
Liow Option, Self-Only, or Self and Family Coverage. In order for the UFPC
Hospital Plan to provide the coverage suggested In TITLE I, PART A, Section
201, (c) (1), of I.R. 17550, existing law would have to be changed to allow
a third health plan option. If this should be done, an additional problem is
created, for example, a man over 65 is entitled to Medicare "PART A". The
member has a wife and children. We ask what plan would then be made avail-
able to cover the wife and children, In order that they would be given benefits
that a member over 65, who does not have medicare, with a wife and family,
would be entitled to at the same cost.

We feel that the proposed amendment to the Social Security Act, which would
apply to hospital plan coverage under the Federal Employees' Health Benefits
Program, would be patently unfair as this is discriminatory legislation. This
legislation selects only that insurance in the Federal Employees' Health Benefits
Program.

The insurance carriers have no control over the modification of the Federal
Employees' Health Benefits Program and cannot unilaterally make available
a supplemental coverage for members who have Medicare.

One of the major problems, In offering supplemental care, would involve a
member who would be eligible for Medicare coverage and a spouse who was
considerably younger, with no Medicare eligibility in the near future. As a
matter of fact, our Plan has several members In their sixties who have spouses
who are less than thirty years old.

We also have numbers whose age would entitle them to Medicare, who have
young children by virtue of recent marriages to wives who are much younger
than our members.

It would seem that this legislation, if enacted, would make It mandatory for
a hospital plan to charge a lesser premium for a member with Medicare, and
who had a younger wife and several small children, than the premium that
we would charge a member and spouse with no children. Patently, such a pro-
cedure would be unfair.

Mr. Chairman and Members of the Committee, it is our sincere hope that, in
view of the position of the United Federation of Postal Clerks anl our HIospital
Plan as provided In this statement, you will delete Section under TITLE li, from
II.R. 17550 in the best Interests of the membership which we represent and the.
health benefits coverage which we provide efficiently and economically within
the premium cost structure of our Health Plan. We shall be happy to provide
this Committee with any additional information and a further explanation of
this statement if requested to do so.

STATEMENT or TioM.ts V. MITCHIELL, ExE.CUTIVE REPRESENTATIVE,
GEORGIA-PACIWIO CORPORATION, WASHINGTON, D.C.

My name Is Thomas F. Mitchell of Washington, D.C., and I appear here as
a representative of Georgia-Pacific Corporati-n, one of this Natlon's major wood
products manufacturers. Georgia-Pacific Corporation has long felt an obligation
to its employees and to the public to advocate Improved state workmen's com-
pein;ation laws. We appear here today because we believe state orkmvn's com-
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pensation systems would be weakened by a proposed amendment to Section 22-1
of the Social Security Act, contained in 11.11, 11550.

Section 224 of the Sochil Security Act now permits a beneficiary to receive
state workmen's compensation simultaneously with social security disability
benefits so long as the combinedI payments do not exceed 80% of his average
earnings before he became disabled. Benefits payable under the Social Security
Act are presently offset against state workmen's compensation payments. 1R.
17550 proposes to amend Section 2"24 to eliminate the social security offset. to
permit a beneficiary to receive combined state workmen's compensation and
social security payments not to exceed 100% of his average earnings before
he became disabled without regard to comparative income tax impact. We
oppose this amendment as we would oppose any amendment which would allow
a person to receive a higher income for not working thm for working. But
perhaps there is a more important factor we should consider first.

We have felt for some time that there may be some who wculd like to abolish
state workmen's compensation programs in favor of a national program admnimis-
tered under the Social Security System. Section 224 is amended, as proposed,
would be a signiflcanti step towards ultimate realization of that goal.

If Section 224 is amended as proposed, Incentive for continued upgrading of
state workmen's compensation laws will be removed. The states now have the
incentive to adequately care for the industrially disabled through state admin-
istered workmen's compensation programs. Remove that incentive and a more
costly and far less effective "federal" system will be established. In truth, this
proposal will encourage the states to neglect their workmen's compensation
programs and eventually welcome a complete Federal workmen's compensation
program under the Social Security System.

This would be a tragedy for injured workmen who would become pensioners
under the federal government just when state workmen's compensation programs
have been moving from the original emphasis on monetary and medical benefits
to increasing emphasis on rehabilitation. This new emphasis recognizes that
the concept of "buying off" or "paying off" the disabled workman is shortsighted
and cruel. This new emphasis; on rehabilitation and restortation to work recog-
nizes the need to return a disabled workman to his rightful place as a productive
contributor to our system, not to add another name to the pension roles. The
proposed amendment to Section 244 would deal a damaging blow to this new
conceptual emphasis.

Actually Congress has in other legislative fields encouraged the states to
rehabilitate the disabled. Millions of dollars have been voted by Congre.%s under
a State-Federal matching fund program to encourage development of state
physical and vocational rehabilitation programs. It doesn't make sense for Con-
gress on the one hand to encourage the states to rehabilitate the disabled and
on the other to approve a proposal which will minure the failure of the
rehabilitation effort.

Worse yet, weakening state workmen's compensation programs would weaken
accident prevention programs. In the long run, the goal of everyone should be
eliminating on-the-Job Injuries. Accident prevention under state merit premln
rating systems encourages the employer to be constantly striving to Improve the
safety record. Since the employer, in most states, pays the entire cost of state
workmen's compensation, the most effective way to materially reduce his cost
Is to prevent accidents thereby reducing his Insurance premium.

If the benefits are determined and paid by the Federal government, employer
interest and incentive is discouraged.

I have tried to show how the proposed amendment will remove Incentives-
incentives to states to Improve their workmen's compensation programs, and
Incentives to employers to better accident prevention. What about motivation,
that fragile force needed to spur the disability wrorkman to make every effort to
get off the disability rolls. We fear the proposed amendment to Section 224 creates
a negative force which will undermine this mnolihation. Even the proposed Family
Assistance Plan recognizes the motivation problem-it is even more relevant in
disability cases where the proposed pension levels would reinforce the natural
tendency not to work because of the disability.

The national economy is as strong and vital as its smallest divisable part-the
workman upon whose efforts the economy will flourish or will fail. If we encour-
age the workman to withdraw from the work force by demonstrating to him it is



1250

no longer necessary that lie work, who but the strongest willed shall not eventu-
ally choose to "retire"? 1low long will our economy remain strong and viable
uider a compensation system which encourages the workman once Injured to
reinm disabled? How can anyone justify a proposal which seeks to make an
industrial disability a fortuitous financial event?

What of alternatives? Are we locked into programs which must surely lead to
the eventual abandoinent of state workmen's compensation programs. Should
we stand idly by and watch ielples.sly as state programs are replaced by a Fed-
eral workmen's compensation system. We at Georgia-Pacific think not. We think
it p.,olper and appropriate that the Federal government release funds to the
vartai, s-ntes to stimulate the more deficient states to improve existing programs
which would atteml)t (1) to further develop and enforce meaningful accident
)revention programs, (2) to further develop and continue support of l)rograins

and facilities for "In-state" rehabilitation efforts, and (3) to implement internal
studyx programs in the area of workmen's compensation.

Ratmer than weakening state programs as the amendment to Section 224 would
do, we believe the efforts of Congress should be directed towards realization
of goals which will strengthen existing state programs. We urge this committee
to riject the amendment to Section 224.

In addition, I would like to express our strong opposition to Section 103 which
provides for an automatic benefit increase tied to a cost of living increase. 1tI.
17550, as approved by the House, does not provide for a corresponding benefit
reduction if the cost of living should decrease.

We believe that the Congress has always acted promptly and responsibly to
protect the aged recipients of Social Security against the ravages of inflation.
We do not support the theory that benefit increases tied to a fluctuating, me-
chanical device would be removed from the political arena and thus be pref-
erable to the present system which relies on the considered judgment of Congress.

All of us, employers and employees, are affected by the Social Security pro-
gram. We believe this program should be responsive to the will of the electorate
through their elected representatives.

Georgia-Pacific Corporation, therefore, urges the Committee to reject the
proposed automatic benefit escalator because of the inherent unsoundness of the
program and the far-ranging impact this automatic escalator would have on
other public programs such as Workman's Compensation, Unemployment Com-
pensation and state and local retirement systems which would inevitably have
to adopt a similar principle.

Finally, Georgia-Pacific Corporation Is also opposed to the proposal which
would allow the Secretary of Health, Education and Welf.vre to increase auto-
matically the taxable wage base in order to finance added costs resulting from
operation of the automatic benefit escalator. We feel this option, also, should
rest with the Congress rather than be at the sole discretion of the Secretary of
Health, Education and Welfare. We also support previous testimony with re-
gard to the obligation of all workers to share in added costs arising from in-
creased benefit payments.

To the Honorablc Members of the Senate Finance Commcittee:
On March 22. 11167, I appeared before the Ways and Means Committee to dis-

cuss the subject of Social Security for Federal employees. A copy of my testhiihy
is annexed hereto.1 In that testimony, I pointed out by facts and figures that all
Federal employees in the lower income brackets of 15 years or less duration
were being shortchanged by the Government from what they would have obtained
as retirement benefits had they been employed by any other employer.

The facts and figures were verified by the Civil Service Commission, whose
letter is also annexed. President Johnson submitted to Congress in 1907 legisla-
tion designed to correct these inequities. There were two Admninistratioi Bills
introduced at that time : 11.11. 5710. § 116. which would have allowed for a trans-
fer of credit from the Federal Retirement System to the Soci1l Security System
for employees who retired, died or became disabled within 5p years of commenc-
ing Federal service. These persons presently have no insurance coverage whatso-
ever. The other bill was 11.11. 6784 which would have guaranteed a civil service
annuity not less than what w-ould be authorized by Social Security had it been

i See House Ways and Means Committee hearings entitled "Social Security Amendments
zof 1067", pp. 1540-1543.
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covering such Government service. The Ways and Means Committee deleted
§ 116 from the Final Version of the Social Security Act of 1967 but noted that It
was aware of the gaps in coverage but was deferring action pending a study
of the problem by the Social Security Administration which is to be completed by
Jan. 1, 1969. The Finance Committee stated in Its report (No. 744), at page 61:

"The committee is aware of the gaps which exist in the protection of the Fed-
eral workers who do not have survivorship, disability, or retirement protection
based on that employment.

"A particular hardship exists in many instances when an individual dies during
the first 5 years of Government service, when he is not yet entitled to survivorship
protection under his Federal staff retirement system but he has lost his social
security protection. A similar situation occurs when an individual (lies shortly
after leaving Fedcral service and before he has worked under social security
long enough to be covered for survivorship benefits."

Nevertheless, your Committee concurred in the decision of the Ways and
Means Committee to send the entire matter back to the Social Security Admin-
istration for further study, although the subject had undergone comprehensive
studies over the years by various committees, commissions, advisory bodies,
staff reports, etc. On January 17, 19069, the Social Security Administration did
submit a lengthy report to both committees wherein it restated its prior recom-
mendation to allow a transfer of credits for employees of less than 5 years
duration and to guarantee an annuity which would be equal social security bene-
fits for all other Government employees. The report was completely ignored
in the Social Security Bill submitted by the Administration and by the House
Committee.

How much longer must this matter wait for its resolution? Almost every group
which studied the problem has pointed out the gross injustices and inequities
under the existing system, and yet no action is taken.

Just to use my father's case as an example, as I did in my testimony before
the Ways and Means Committee, he would be entitled to about M35 more per
month if he was under Social Security than he would obtain from the Federal
Retirement System and social security based on his earning prior to Government
employment combined. Surely, a person who worked for Government as an
underpaid postal clerk for 12 years should not wind up with substantially re-
duced retirement benefits merely because his eml)loyer was the United States
and not any one else. There is no justification for further delay. The time for
action is now. I am sending you a copy of § 116 of 1.R. 5710 of 1967 and strongly
urge its inclusion into the present bill, although you may choose to make the
effective date June 30, 1970 instead of June 30, 1960 to facilitate administrative
problems involved in retroactivity.

I plead with all of time members of the committee to take immediate action on
this legislation and not postpone again, and again and again as it has been for the
past three decades.

Respectfully submitted.
JUDAit DICic,

Attorney at Law.
Attachment.

U.S. CiviL SERVICE COMMISSION,
BUREAU OF RETIREMENT AND INSURANCE,

Wllash Ington, D.C. May 15, 1967
Mr. JUDAII DICK,
Attorney at Law,
New Yor', N.Y.

Dr. Mr. Dick: This is reference to your letter of May 4, 1067 in support of your
proposal to the Committee on Ways and Means that the provision in 11.R. 5710
with respect to transfer of crett for Federal service to the social security system
be extended to provide for the transfer to be retroactive to 1930 or 1951. You also
made this proposal in your testimony at the hearing held by the House Subcom-
mittee on Retirement, Iusurance and Health Benefits on IR. 61S. I notice from
your letter to Chairman Mills that you now suggest the transfer be retroactive at
the option of the retiring employee.

In most cases under present law a retiring employee eligible for both civil
service retirement and social security gets more total retirement income from
the two than he would receive had his Federal employment kAen under social
security. A short-term Federal employee (over 5 years) usually does not suffer
much reduelion in his life-time average computedd under social security because
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5 years of the non-social security employment is dropped from the computation.
The longer lie works in Federal service the more hi.. spo'lal security life-time
average Is reduced but the more his civil service annuity Increases.

It is only in rare cases, such as your father's, where the employee has short-
time and relatively low-income service under social security, or none at all, and
also has relatively short-time Federal service that a complete transfer of credit
to the .-Iwial se(ll-ity ;ystemis Imay result in more retirement income. However,
tlib, is trile only uldler present law and will be changed if 1.tll. 67,44 and 11.
5710. -e act('l led.

It is the purpose of 1M.R. 0784 to assure Federal employees the basic retire-
ment. disability, and survivor protection which the social security system pro-
vides for non-Federal workers. The transfer-of-credit provision Is only one part
of the two-fold approach to the overall objective. Its purpose Is to fill a gap In
the protection afforded by the civil service retirement system, i.e.. It provides the
basic social security protection for employees who are not entltlel to a civil
service annuity because they do not have enough Federal service or withdraw
their withholdings. It puts these pcr.sons iln the same position they would have
been in if they had worked in private Industry rather than for the Government.
It is not intended to do the entire job of providing tihe floor of basic social security
protection.

The transfer-of-credit provision, like any other legislation extending coverage
of social security, Is prospective in its application. It is retroactive only, and to
the extent necessary, to provide survivor protection for present employees who
may (lie before they have worked long enough after the provision becomes effec-
tive to have survivor protection through a transfer of credit. The six quarters of
coverage between June 30, 1966 and January 1, 19068 will give the currently-
insured status necessary for survivor benefits under social security.

The other provision of tI.R. 6784, referred to as the "social security minimum"
or "guaranteed benefit level" provision, is designed to correct - the deficiencies in
the civil service retirement system. i.e., the relatively small annuities for short-
term (over 5 years) employees. It applies to persons like your father who are or
will be entitled to civil service annuity and accomplishes what you propose for
the transfer-of-credit provision. It assures that the civil service annuity payable
when added to the social security benefit payable is at least at the level that would
have been payable if the Federal service had been covered under social security.
Admittedly, the guaranteed benefit level for a retired wage earner does not al.
ways equal total family income under social security since it does not provide
benefits for wives or children as does social security. On the other hand; survivor
benefits are greater because they are based on the high-5 average rather than the
life-time average as under social security. Nevertheless, we believe the provision
for guaranteed benefit levels accomplishes the limited objective of your proposal
and provides better overall protection for employees generally.

For an example of how 11.11. 6784 will apply, we will take your father's ease
and your calculations. You are correct, with one exception, as to your father's
annuity at age 02. The reduction In annuity to provide a survivor benefit for a
spouse is only 21A percent of the first $3,600. This would reduce your father's
annuity to $80 per month, instead of $74. This $80 plus the social security bene-
fits of $,5.50 (We presume you arrive at this figure as t56 for your father, $2.50
for lils wife) equals retirement Income of $165.50 per month, a little short of the
$172.80 you compute as the social security benefits that would have been payable
If the Federal service had been transferred to social security.

At age 65. however, your father's civil service annuity would be Increased to
$129, the difference between ill social security benefit of $56 and the guaranteed
benefit level of $185 which is payable on the basis of an average salary of $6,232
(See Section 1 of H.R. 6784). This $185 plus the social security benefit of $29.50
for his wife would result in total retirement Income of $214.50 per month instead
of the $172.80 if lie had social security benefits only. Ills wife would have sur-
vivor protection from the tIme she attained age 62 at S2, percent of his guaran-
teed benefit level based on his high-5 average salary Instead of 82,1. percent of Ills
social security PIA.

Assuming your proposal for a voluntary election of transfer of credit retro-
active of 1950 were incorporated in H.R. 0784 and HR. 6710, your father would
have a difficult decision to make upon retirement at age 62. The question will be
,whether he should trade $41.70 per month in additional retirement income at age
65 and thereafter plus better survivor protection for. by electing a transfer, a re-
fund of withholdings in the amount of $1,561 and additional retirement income
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of $7.30 per month for three years. We do not think your father would make the
trade. In any event, the ease illustrates why we consider 11.1t. 6784 as the most
satisfactory remedy for the deficiencies of the civil service retirement system
with respect to short-term Federal employees and why we do not believe your
proposal would any better serve the interests of these employees.

Sincerely yours,
ANmDRw E. ltuw)1Pmc1,

Director.

STATEMENT BY TiE NATIONAL COUNCIL OF HEALTH CARE SERVICES,

BERtKELEY V. BENNEU'F, EXECUTIVE VICE PRESIDENT

ABOuT TIlE COUNCIL

The National Council of Health Care Services, organized In October 1969,
h; an assf(wiation of Imulti-facility health care companies. Approximately 90 per-
cent of the council'ss member companies are publicly held. As a condition of
membership, each company In the Council owns and operates at least three
nursing home facilities with a minimum of 300 cerdfiabie beus. Members of
the National Council of Health Care Services are united in a common objective:
to promote and maintain a professionally and economically snund health care
program. with emphasis on providing the best possible care for the patient at
the lowest i)O.Sll)Ie cost.

Our members recognize that their first obligation Is to the patient, and they
believe that any health care facility that falls to show proper concern for the
patient's welfare does not deserve to stay In business. Council members further
believe that there Is nothing inherently "immoral" in profit motivating people
to provide time best service for the money, consistent with the patient's best
interest. Lower cost does not necessarily mean lower quality of patient care.
The multl-facility concept of operating nursing homes has brought significant
improvement in the quality of medical care available to many Americans. This
movement will continue in the years ua'ead, raising the standards of care avail-
able in nursing homes.

The National Council of Health Care Services believes that the existence of
healthy competition between voluntary" and proprietary nursing facilities will
work to improve the quality of care and efficiency of operation of each type of
facility.

Members of the National Council of Health Care Services, as health care
professionals and as business men, recognize the necessity of creating a more
efficient system for the administration and delivery of health care in order to
combat the spiralling costs of the American health care system. In the Council's

-opinion some provisions of HR 17550 do a great deal to promote efficiency of
operation while keeping standards of care high. There are, however, some
provisionslof this bill which will. if enacted, place obstacles In the path of
efficient operation of the health care system and will serve to stifle competition:

SECTION 221 -LIMITATION ON FEDERAL, PARTICIPATION FOR CAPITAL EXPENDITURES

This section will require that expenditures of capital funds for improvements,
additions, and the building or leasing of new facilities be approved by a planning
agency. Reimhurenment under Medicare and Medicaid for depreciation, interest
on borrowed funds, return on equIty capital, and other expenses related to such
capital expenditures will be dependent upon such approval.

The stated purpose of this provision is to ensure National development of health
care facilities and eliminate unnecessary program costs due to overbuilding. The
Staff Report of the Senate Committee on Finance (pg. 48) supports the contention
thrut expenditure of capital funds should be related to comprehensive health plan-
ning. The House Committee on Ways and Means in the report accompanying this
bill states that it "believes that the connection between sound health facility
planning and the prudent use of capital funds must be recognized If any significant
gains in controlling health costs are to be made" (pg. 28). TeI National Council
of Health Care Services agrees with the Committee on Ways and Means. Besides
controlling health costs, other benefits of such a connection, which the Committee
must have had in mind, can be obtained. Optimum use of health dollars can begin
to be realized. Assurance can be obtained that health care delivery systems will be
distributed so as to achieve optimum population coverage.
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The controlling of health costs, optimum use of health dollars, and optimum
distribution of health care delivery systems are aims which the Council can and
does st rongly support.

llowever, the system established to tie reimbursement to capital expenditure
provided for in Section 221 has serious drawbacks at this time. In instances where
a expenditure is disallowed by an agency in clause (i1) of subsection (d) (1) (B),
the affected party has no further recourse until such time as the Secretary makes
a decision in the matter. The McNerney Report in referring to the very compre-
hiensive health planning agencies who will have initial and therefore considerable
impact on this decision process, cites their "relative immaturity", and their deli-
cate and still emerging relationships (pg. 85). The National Council of Health
Care Services submits that while it agrees in theory with the intent of this section,
the "relative immaturity" of many of these agencies which will have so significant
an impact on capital expenditure )recludes agreement with the substance of the
section. The Council further suggests that a formal appeal process be instituted.
Such an appeal procedure should offer an injured party an immediate or timely
opportunity to present to the next level in the decision-making process, testimony
and information to substantiate his )rol)osed expenditures.

SECTION 222--PROSPECTIVE PAYMENT EXPERIMENTS

This section lays out in stronger and more specific language than the 1967 Act,
the thoughts and intent of Congress. W1'here the 1967 Act authorized HEIV to con-
duct experiments, this section states that the Secretary of 11RW is required to
"conduct experiments and demonstration projects . ." In addition to obtaining
advice from qualified specialists, the Secretary must file reports of the proposed
experiments with the House Committee on Ways and Means and the Senate Com-
mittce on Finance prior to putting the experiment into operation.

The staff of this Committee, the Committee on Ways and Means, the agencies
who supervise the programs, as well as -many who render service to Medicare
beneficiaries have testified to their unhappiness with the current system of reim-
bursement. The inadequacies of the present system, which is based on reasonable
(csts, have been well documented by the staff of the Slenate ('omnittee on Finance
and others. Tite incentives for ellicieney and economy which this systemn offers
have been, and continue to be, widely heralded as non-existent.

The National Council of Health Care Services strongly endorses the emphasis
which tile House Committee on Ways and Means has placed on experimental rein-
bursement programs. We also realize that the Committee on Finance is very much
interested in incentive reimbursement, and we commend the Committee Staff on
its efforts to develop an incentive relmbursenent system.

In view of the widespread dissatisfaction with the present system and the
efforts which have been expanded by the staff, we are confident that the Coin-
mittee on Finance will act favorably on this measure which encourages the Secre-
tary of IIEW to expand this effort at determining time relative advantages and
disadvantages of various alternative methods of payment.

Since this provision directs the Secretary to report on the results of expert-
mental programs by July 1972, less than two years from now, the Council further
recommends that administrative procedures necessary to qualify for participation
in experimental programs be simplified and kept to minimum, so that programs
can ie inithite'd without further, unnecessary delay.

SECTION 223-LIMITATION OF COSTS RECOGNIZED AS REASONABLE UNDER MEDICARE

This section is an attempt to disallow costs incurred by providers which are
the result of (1) excessive or miore expensive than necessary costs, and (2) costs
resulting from inefficient operation of a facility. Section 223 gives the Secretary
of HEW complete authority to decide which and by how much a provider's costs
are "unnecessary in the efficient delivery of needed h call services."

The National Council of Health Care Services supports any measures which
will discourage inefficient operation of health care facilities. Section 223 Is de-
signed to discourage inefficiency by placing limits on reasonablee co.-ts" which
will be reimbursed by Medicare. Th Committee Report issued as a comIpamlon
to H.R. 17550, however, points out the real obstacle to efficient and economical
delivery of health care by providers, stating, "Unfortunately, a reimbursement
mechanism that responds to whatever costs a particular Institution incurs
presents obstacles to the achlevement of the objective." (Pg. 32)
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The Committee on Ways and Means has acted to remedy the root causv of this
situation in another section of this bill, Section 222, which requires the Secretary
of HEW to conduct experiments with prospective rate setting and other methods
of payment designed to place a premium on efficient operation of health care facil-
ities. The Secretary is directed to report back to the Congress by July 1972 on
the re.ults of these experiments.

The National Council of Health Care Services is concerned that Section 223(b)
gives the Secretary of IMA'W unlimited, blanket authority to set the "limits on the
direct or indirect overall incurred costs or Incurred costs of specific items or serv-
ices or group of Items or services to be recognized as reasonable based on esti-
mates of the costs necessary inI the efficient delivery of needed health services to
individuals" covered by Medicare. The legislation provides no guidelines from
which the Secretary shall set these limits. The Conmnittee Report for the bill
notes that limits will be established on the basis of available cost data, about
which the Report notes, "The data which Is available for this purpose will often
be less than perfectly reliable . . . The Initial ceilings imposed will of necessity
be imprecise InI defining the actuial costs of efficiently delivering needed health
care." (Pg. 33) It appears very likely that adoption of this section as it Is now
written, will result in the same confusion which has surrounded administrative
regulations and their subsequent differing Interpretations by fiscal intermediaries
that has occurred imA the past with the Medicare program.

Further, adoption of this section will undoubtedly cause a large anrd slgnlfl,,ant
incease in the already high administrative costs of the Medicare program. A i tie

House Committee Report notes, "Your Committee is aware of the magnitude
of the task this proposal will impose on the Social Security Administration and
on the components of tha Department of Health, Education, and Welfare that
will be involved In implementing the authority It grants. Difficulties will be en-
countered as a result of deficiencies In the adequacy and timeliness of cost (iata
and as a result of limitations in current methodology for comparing costs neCes-
sary to the efficient delivery of health care." (P1g. 33)

Given these drawbacks, Section 223 has little chance of saving the government
money or of promoting efficiency on the part of providers. Therefore, the National
Coincil of Health Care Services recommends that Section 223 be deleted from
11.11. 17550. If this section Is not deleted, the Council respectfully recommends
tile following changes.

Under Section 223, providers would have "time right to obtain reconsideration
(emphasis supplied) of their classification for purposes of cost limits applied to
themn and to obtain relief from the effect of time cost limits on the basis of evidence
of the need for such all exception." The National Council of Health Care Services
opposes such a retroactive appeals procedure. If Section 223 is adopted, the
Council recomlen(s the adoption of legislation guaranteeing the right of pro-
viders to a hearing before an impartial body before the Secretary is permitted
to "cla.sify" providers for "the purpose of cost limits."

InI addition, if Section 223 is adopted. the Council ivcoinnends that time Secre-
tary be limited to placing limits on a facility's total costs. In order to allow the
provider some leeway and initiative to develop efficiency In Ils operation, such a
limitation (pit the Secretary's authority is ne.evssary.

Finally. If Section 223 Is adopted, time Council recommends time inclusion Into
tile legislation of sletlli lllgliag( which votill make clear tihe Congressional
intent behind this section to make any limits on allowable costs ruled on pros-
pcetircly. Providers of health care services have been subjected too often in the
past to retroactive determinations of covered costs. The Congressional intent is
clear that rulings on cost limits would be on a prospective basis, but the legislation
is not.

SECTION 225-ESTABISIIMENT O" INCENTIVES FOR STATES TO EMPIIASIZE OUTPATIENT
CARE UNDER MEDICAID PROGRAMS

Subsection 225(a) proridcs for reductions bi V of Federal matching ftinds for
long term institutional care after fixed time limits for specific types of care
hare elapsed. The time limit in the instance of skilled nursing homcs is 90 days.

The purpose of subsection 225 (a), to encourage use of more effective and lower
cost patterns of service is sound. The method by which this section proposes to
achieve this purpose suffers from serious weaknesses. Medical science has not
yet progressed to that state where we may establish a time limit for a level of
patient care and still have a reasonable exlctation that all the patients affected
will recover to a sufficient degree from their illness that they no longer need
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constant skilled nursing services. Cmcer, arthritis, emphysema, stroke, paralysis,
and the names of many other afflictions common to the elderly surface often
enough In our daily conversation to suggest that there will be many patients
who will need skitled nursing home services long after tile 90 day time limit
has expired.

What is going to happen to these people after the 90 day time limit? Many
state officials, Including the National Governors Conference, have stated that to
absorb the cost of these requIl'd services would work an extreme hardship on
their budgets. Therefore, and in all likelihood, the required services will not
be rendered.

To render care at levels lower than what a patient's condition requires will
only present the opportunity for a relapse of the acute conditions which Initially
institutionalized him. Should even a small percentage of relapses occur, no
program economies would be realized. A more rational approach would dictate
that the patient's health be restored as much as possible, and that efforts be made
to assist him in maintaining his health.

If economies are to be realized through curbing overutilizalion and the pro-
gram Intentions of Congress are to be achieved, it would appear that a method
other than an arbitrary time limit should be employed. The National Council of
Health Care Services believes that both of these goals can be achieved by em-
ploying the Utilization Review Committee provided for in Section 235 and in
the review 'procedure of the State Iheaith Agencies under Subsection 238(d).
Only by judging the need of the individual patient can Congress be assured of
achieving the necessary program economies without unnecessarily penalizing
those who have not recovered within the 90 days time limit.

Further, the Staff Report of your Committee, released February 9, 1970, in its
discussion of "wholesale transfer of patients" from the skilled nursing home
program to intermediate care facilities, note that "This appears COMPLETELY
INCONSISTENT WITII THI, CONGRESSIONALLY EVALUATED to deter-
mine whether his needs can be satisfactorily met in an intermediate care facil-
ity . . . Blanket reclassification of patients . . . is not authorized under either
tile s' tute or legislative history. It is a subterfuge which distorts what was in-
tended to ENCOURAGE PIOPER PLACESMENT OF TlE INDIVIDUAL IN
A PROPER INSTITUTIONAL SEffTING." (Emphasis supplied) (Pg. 100)

If Congressional intent in the Medicaid program was to professionally evaluate-
an individual's need for a particular type of care, then Section 225(a) flies In
the face of the Congressional intent and should be deleted.

SECTION 227-AUTIIORITY OF SECRETARY TO TERMINATE TO SUPPLIERS OF SERVICES

This section provides a mechanism through which the Secretary may weed out-
those providers, profesional and institutional, who abuse the Medicaid, Medicare,
and maternal and child health care programs. The abuses cited herein are: mnak-
ing false statements in applying for payment, submitting bills in excess of current
cost, furnishing serVcct or supplies which are substantially in excess of patient
needs, harmful to individual ls, or of grossly inferior quality. Any partioipating
provider who i dissatisfied with a determination of the Secretary is entitled to.
ample notice, a hearing and to Judicial review of the Secretary's final decision
after such hearing.

In addition, this section would cause HEW to establish in the states programs
review teams which will review cases -here there is a likelihood of above men-
tioned abuses and report to HEiV the care reviewed along with analyses and
recoi mendat ions.

The National Council of Health Care Services and each of its members offer
our wholehearted support to this measure. The Medicaid and Medicare and ma-
ternal and child health programs have been abused by a few practitioners and
operators In each segment of the health care delivery system, As a segment of this
health system, nursing homes have received more criticism, with regard to abuses,
than we can accept. Of course, it is the patient who really suffers the most from
these abuses, and on that basis alone, enactment of this measure is more than
merely justified. Also hurt by these abuses and the resultant public criticism are
those honest, well-intentioned operators or facilities whose reputations, are be-
smirched by the actions of a few.

As a segment of this health system that Is seeking more public recognition for
the services that It can provide, we cannot afford a tarnished image which
unchecked abuses will bestow upon us. We look to the Secretary of Health,
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Education, and Welfare, when and if this measure is enacted, to penalize the
malefactors and to restore to the lionest and well-intentioned operator tie public
confidence lie should have.

SECTION 228-ELIMINATION OF REQUIREMENTS THAT STATES MOVE TOWARD

COMPREHENSIVE MEDICAID PROGRAMS

Section 228 of this bill would repeal 8cction 1903(c) of the Social Security
Act and section 2(b) of P.L. 91-56, which requires states to move toward con prc-
hcnsire care services to all who mcct Medicaid eligibility standards.

We who render health care services to the public would like to see the nation
maintain its current program commitments in this regard. If this commitment Is
suspended, even temporarily, can it ever be regained?

The National Council of Health Care Services also believes that no time should
be wasted In working toward Improvement in the operation of state Medicaid
programs. In its report of February 9, 1970, the staff of your Committee cited
Federal leadership under a more fully staffed Medical Services Administration
as a "key element which is essential if the program Is to function as intended."
(Pg. 127) If MSA is to be expected to provide the leadership necessary to assist
states in Improving their Medlcald programs, the Council recommends that they
be given the manpower with which to accomplish that task.

SECTION 230-AMOUNT OF PAYMENT WHERE CUSTOMARY CHARGES ARE LESS THAN

REASONABLE COSTS

Subsection 230(a) would require payment for Medicare Part A benefits to be
the lesser of reasonable costs or customary charges. The House Committee on
Ways and Means believes that it is inequitable for these programs to pay tnore
for these services than the provider charges to the general public. (Companion
Report, Pg. 4f5)

The Staff Report of your Committee (February 9, 1970) proposed essentially
the same changes in reimbursement provision (Pg. 52) as a Means to eliminate
abuses associated with high Medicare costs due to low occupancy rates.

Under the present cost reimbursement system, an extended care facility could
be reimbursed for all its empty beds as long as it rendered services to at least
one Medlcarv patient. The National Council of Health Care Services believes
that this is a serious weakness in the law. The abuses which take place because.
of this weakness should be eliminated.

The Council believes that the provisions contained in Section 230(a) will elim-
inate the potential for these abuses. We submit, however, that under a prospec-
tive rate systems, such abuses could not occur.

SECTION 231-INSTITUTIONAL PLANNING UNDER MEDICARE PROGRAMS

Section 231 requires institutional providers under the Medicare program to
have (1) a written annual operating budget, and (2) a written three-year capital
empenditures plan to be prepared under the direction of the provider's governing
body.

The National Council of Health Care Services supports the idea that Institu-
tional providers be encouraged to participate In health planning on an individual
basis, and believes that budgeting is a necessary step toward efficient operation,
of facilities.

The Companion Report to the House bill states that "The plan would not be
reviewed for substance by the Government or any of its agents. The purpose
of the provision is to assure that such institutions carry on budgeting and plan-
ning on their own. It is not intended that the Goveri~nent will play any role in
that process." The Council recommends that language assuring this intent be in-
corporated in to this section to prevent possible conflict with Section 1801 of Title
XVIII, which states that the government will "not exercise any supervision or
control over the practice of medicine or over operation or administration of-

- medical facilities.
The Council further recommends that specific provision be added to this section

to prohibit disclosure of such budgets or plans, since public disclosure out of
context might be harmful to a providers' plans for financing or operating.
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SECTION 232-PAYMENTS TO STATES fO IMPROVE AND MODJXRWIZE CLAIMS PROCESSING

IN MEDICAID

Section 232 provides for the Improvement an-d modernization of states' claims
procedures and information retrieval systems. The need for these Improvements
has been amply documented by, the6staff of the Committee on Finance. The
National Council strongly-uports this measure. Yet, we submit that in im-
plementing these 1wogflins, the states would be remiss if they did not Include
in their progroalifinlng provisions to eradicate another abuse cited as typical by
thestaff* slow payment to suppliers of health care goods and services. (Pg. 125)

SECTION 233-ADVANCE APPROVAL OF EXTENDED CARE AND HOME HEALTH COVERAGE
UNDER MEDICARE PROGRAMS

This section sets up procedures for advance approvals of extended care bene-
fits and home health benefits after discharge from a hospital, based on medical
Con dition.

The National Council of Health Care Services strongly supports this section as
a partial solution to one of the major problems experienced by extended care
facilities and their patients alike-retroactive denial of benefits. Since physi-
clans, iu- the face of these retroactive denials, have tended to retain patients in
high costs hospitals after their leed for acute care has passed to assure coverage,
this measure may also serve as an economy measure for the Medicare program.

SECTION 235-UTILIZATION REVIEW COMMII'IEES UNDER MEDICAID

This section will require that Medicaid cases in hospitals and skilled nursing
homes be reviewed by the same utilization rericw conilttcc that reviews their
Medicare cases. Where such Utilization Revicw Committees do not exist, a
committee that meets the requirements of Title XVIII is to bc established. The
Staff Report of The Senate Gomminttee on Finance supports the provisions of
this section.

It is the understanding of the National Council that under Section 235 utiliza-
tion review procedures similar to those of Medicare would be required of state
Medicaid plans. Utilization Review Committees would review Medicaid patients
with the purpose of checking and diminishing unnessary and excessive usage of
Institutional care and services. These are worthy aims, yet, as presently con-
stituted, this section appears not to contain a provision for reimbursement of
costs incurred by providers for the Utilization Review Committees. Should such
a provision be included, the National Council could offer its support to this
measure.

SECTION 23S-USE OF STATE HEALTH AGENCIES TO PERFORM CERTAIN FUNCTIONS

UNDER MEDICAID

The purpose of this section Is to establish at the state level the capacity for
supervising the Medicaid program properly. Included In this section are pro-
visions for the establishnient and maintenance of health staillards for public
and private institutlons, by the state health agency, for the review of the ap-
l)ropriateness and quality of care and services furnished! to Medicaid recipients.

The Senate Committee on Finance Staff Report would appear to lend support
to Section 238, Page 133 contains commentary on the need for states to develop
the capacity to establish utilization fraud and abuse investigation, and medical
audit units. Te provision for establishing review of the care and services
provided to recipients would appear to supllcate the utilization review provisions
of Section 235.

Such apparent duplication is defensible on the basis that it ensures the reli-
ability of both systems. It ensures the accuracy of the facts found by either
unit: the URC for the provider of services, the state health agency for the
state government.

The measure to eliminate dupication of effort by making the State Health
Agency responsible for the establishment and maintenance of standards for
public and private health facilities is definitely a worthwhile one. The National
Council would like to offer two notes of caution. First, we believe that as these
standards are established (tihe health and other standards referred to in II
under Subsection 238(a)) they should apply equally to public and private'
facilities. Secondly, we believe that in establishing standards, the States should
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be g-,i(led by Federal recommended miniums, promulgated iii the Fedcral
Rcgiste of June 10, 1970.

The requirement that state health agencies develop the capacity to review
the appropriateness and quality of the care and services provided to recipients,
on the surfaee would appear to be a needless duplication of the function of
Utilization Review Committees. However, since it will give added reliability to
the program, rhe National Council lends its support to this measure.

SECTION 239-PAYMENT TO HEALTH MAINTENANCE ORGANIZATIONS

Thin section provides for capitation payments to Inclusive Health Maintenance
Organizations to encourage efficiency an( economy in health care delivery by
making choices available to beneficiaries.

The National Council of Health Care Services strongly supports the provisions
made In this section for the establishment and encouragement of alternative
methods of health care delivery. We believe that the Health Malitenance
Organization offers. a realistic alternative to the skyrocketing costs of fee-for-
service health care.

The Council recommends, however, that the requirement that no more than
half of the persons served by an individual 1IMO be over 05 be removed for
experimental purposes.

SECTION 251-COVERAGE PRIOR TO APPLICATION FOR MEDICAL ASSISTANCE

This provision would require the states to provide to Individuals who have
been determined eligible assistance for care and services rendered in or after
the third month prior to becoming eligible. Under present law, states may
provide this assistance attheir own option.

Under Section 251 of this bill, the Committee on Ways and Meajis has Included
a provision which will require states to provide to Individuals who have been
determined eligible asistance for care and services rendered In or after the
third month prior to becoming eligible. The National Council of Health Care
Services agrees with the Committee on Ways and Means that such coverage Is
reasonable and desirable. Accordingly, we offer our support to this measure.

TESTIMONY OF THE CALIFORNIA MEDICAL AsSOCIATION PRESENTED BY
RALPh W. BURNETT, M.D.

I am Ralph W. Burnett, a physician in the general practice of medicine in
Bakersfield, California, where I am a member of a small group, which Includes
three other physicians. I have practiced medicine In Bakersfield for 25 years.
This year, - lave the privilege of holding tile office of President of the California
MediealAssociation, representing some20,000 doctors. I am pleased to have this
opportunity to prc-ent the views of California's physicians on some of the
provision- of tile Social Security Amendments of 1970 as contained InI H.R. 17550.

Permit me, first, to commend the efforts of this committee to take a thorough
and objective approach in analyzing ways in which the Medicare and Medicaid
legislatlop can be refined and strengthened to meet the goals for which it was
designed. As physicians, the medical profession in California Is particularly
concerfied that the quality of health care provided to patients under these
prolgialns is as high as that received by the patient-public at large. As physicians
a tax-payers, we are also deeply concerned that this care be provided in the
.most economical way compatible with quality care. We believe this committee
'has demonstrated that it shares this dual concern, on which we will base our
comments.

I would like to take two of the sections we have selected for comment out of
order In view of their importance and because we believe the medical profession
has been playing and can continue to play a particularly significant role in
strengthening their Intent. These are sections 240 and 234.

PROFESSIONAL REVIEW OROANIZATIONS

Section 240, as modified by Senator Bennett's amendment 851, Is of special
Interest to us In that it attempts to formalize and extend the ongoing efforts
of the medical profession In monitoring the cost and quality of medical care.

47-530----0--pt. 3-23
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While we appreciate this recognition of tho imlartance of profesional or
peer review systems, we believe that no nationwide "blanket" approach will fit
our needs In California. We have been developing and inmplementing jIcreas-
ingly complex systems of peer review over the past two decades. and we have
learned that: 1) Any system must he viable enough to allow for local variations-
no approach will encompass all aslmects of peer review; 2) Any system must be
designed to serve the public interest by being geared first to quality and set.ond-
darily to economy."Te ('alifornia Medical Association hal- been Instrumental In initiating and
overseeing a multitude of peer review activities; for example, hospital com-
mittees uch as tisue, medical recorti and utilization committees, county
medical society mediation (grievance) committees, ongoing claihs review by
insurance and prepayment organizations in concert with the state and local
medical societies and finally the state medical association Appeals Coln-
mittee and Jndiclal CommiRSion.

,This year we expect our CMA Medical Staff Survey Program to Increase the
number of hospitals evaluated per year to 200. At the ,qime time we are launch-
Ing a similar statewide program to evaluate extended care facilities.

We believe that states of proven capabilities in the area of per review, such -is
California, should be allowed to continue to advance their quality and cost
monitoring systems, in concert with fiscal intermediaries and county societies.

If this kind of desirable latitude is not written into whichever peer review
legislation is adopted at the national level, then we hope that such legislation
will at least allow for significant local variations in the national plan and
specify that there should be one designated re.ponsible organization in each
state, such as the state medical association. We feel that such a statewide
approach Is vital to the profession's ability to carry out a cohesive program.
In California we are currently exploring with other provider organizations the
feasibility of establishing a separate corporation with representation from all
vendors which would oversee and coordinate review of all health services.

In short, we urge you to recognize the tremendous amount of ongoing or-
ganized effort by the medical profession in the area of peer review and encourage
its continuation and refinement. We do not want government, at this late stage
in the evolution of peer review fit our state, placed, In the role of attempting
to specify by law how peer review should be done. Instead we believe that
government should allow us to enlarge the scope of existing peer review mecha-
nisms using a variety of local approaches to assure quality care for the public in
the most economical ways.
We wish to express particular concbrn regarding Section 1168 of the Bennett

Amendment entitled "Federal Ownership of Files, Records and Materials." This
Section says in so many words that everything a peer review organization
acquires in the way of knowledge regarding physicians' practices becomes the
property of the government. We have opposed this concept In the past and we
oppose it vigorously In this current legislative proposal. The medical profession
sees no reason for confidential patient records becoming political property.

HEALTIr MAINTENANCE OROANIZATIONS

Tho other section we wish to take out of order because of Its Importance is
229, relating to payments to Healthi Maintenance Organizations. The medical
profession In California has serious doubts about the efficacy of this new ap-
proach in terms of safeguarding quality. The public interest cannot be best
served by a cost approach only.

If it is enacted, however, we hope that every consideration will be given to
making It possible for medical society sponsored plans to gain easier entry
under this provision. Such a mechanism represents a marked departure for a
number of prepayment plans not historically identified with the capitation ele-
ments of prepaid group activities. We therefore see all the greater necessity
for the provision of technical and administrative assistance to medical society
plans so that they may qualify and actively participate as health maintenance
organization, if they so desire. We would, however, recommend that the provi-
sion relating to the necessity of enrolling members, at least half of whom should
be under age 65, be removed, since this provision would not only be a deterrent
but would also serve to disqualify medical society sponsored plans (and possibly
some group practice plans) which might otherwise be eligible.
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I also would like to express CMA's concern that, unless rigid controls and
Ierlmeters are Instituted, this section might pave the way to the qualification
of certain types of plans organized as profit corporations and lacking in the
capabilities of assuring the provision of good medical care or lnthe motivation
for professional commitment directed essentially toward the provision of prompt,
efficient and comprehensive patient care. The lMe concept as currently stated
In IhR. 17550 does not preclude "investor-owned" plans, nor (loes It rule out
profit taking by those laymen who may invest in IMO ownership. We believe
that the definition of "health maintenance organizations" should be strengthened
in order to exclude or discourage solely profit-orlented organizations from par-
tililting and that legislative safeguards should be incorporated to assure the
guarantees of conformance with fiscal social and professional responsibilities.
The public mast be protected against organizations that cannot deliver what they
promi e in this area. We also urge you to examine the Impact of this approach
on the Voluntary Health Insurance movement in light of avoiding actions which
would undermine this uniquely American Innovation In health care financing.

REASONABLE CHAROES

I now would like to return to earlier portions of ll.R. 17550 and comment on
selected sections. The physicians of California are disquieted over the provision
whereby Section 224 would be amended to impose limits on prevailing charge
levels (page 81, H.R. 17550) which are even more restrictive than present
administrative policy permits. Although the original legislation specified no
percentile designation, lIEW now specifies that the prevailing limit to determine
the reasonable charge is the 83rd percentile of the customary charges of physlicans
in their respective communities. The proposed revision would reduce this level
to the 75th percentile.

We continue to urge that the original Intent of the Medicare legislation on
this subject be reinstituted and that levels of physician payment under the
Social Security Act reflect what we in California term "Usual, Customary or
Reasonable." The definition of this concept, as applied by CMA in its peer review
activities, iM as follows:

Usual: "The 'usual' fee Is that fee usually charged, for a given service,
by an individual physician to his private patient (i.e. his own usual fee)."

Customary: "A fee Is 'customary' when it is within the range of usual
fees charged by physicians of similar training and experience, for the same
service within the same specific and limited geographical area (Aoclo-eco-
notiae area of a metropolitan area or soclo-economic area of a county)."

Reasonable: "A fee is 'reasonable' when it meets the above two criteria,
or in the opinion of the responsible Medical Association's Review Com-
mittee, Is justifiable, considering the special circumstances of the particular
case in question."

We also must take issue with the projected method of updating levels of
payment to physicians by attempting to provide for increases in the level of pre-
vailing charges to reflect changes in the operating expenses of physicians and
in other adjustments "as Justified by economic changes." It Is our opinion that
such a provision Is discriminatory, not only on the basis of a subjective deter-
mination as to what constitutes a prevailing level of charges for similar serv-
ices rendered, but also by the fact that the total BLLS Consumer Price Index as a
basis for adjustment is an insufficient and inadequate instrument on which to
base such adjustments.

Although the report of the.Committee on Ways and Means (page 30, line 14,
el. al) states that the increase in the BLS Consumer Price IndeX "would be con-
sidered to indicate the justifiable Increase In fees to take account of increases
in costs . . . 1" the fact is that the service component of the OPI is woefully
inadequate in reflecting the wages of allied health employees (e.g., nurses and
other health-related personnel), wages and salaries which have been rising
rapidly and which evidence Indicates will continue to rise. Nor does it take into
account practice overhead costs, such as equipment, rent and malpractice in-
surance premiums, which can vary widely according to specialty and location of
practice. Thus the physician would be penalized in two ways: 1) through an
arbitrary reduction In percentile levels; and 2) through the application of an
economic indek which does not accurately reflect changes in the costs of an In-
dividual physician's practice. We strongly urge, therefore, that the 83rd per-
centile or other arbitrary percentile designations be rejected in favor of "Usual,
Customary or Reasonable" charges monitored by Professional Review Organiza.
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tions. If a percentile must be established, we request that it be adjusted on a
'yearly basis using as an index of change the Medical Care Component of tile
Oonsuncr Price Index, which Is a relatively more accurate reflection of changes
in the costs of medical care.

PAYMENT TO TEACIIINO PHYSICIANS

Although the report of the Committee on Ways and MeanS discusses in some
detail (pages 39-3) some of the administrative problems in pyment for serv-
Ices of teaching physicians under Medicare, it is our opinion that Section 226 of
the Social Security Act should not be changed to provide reimbursement for
teaching physician services from a fee-for-service basis to a cost reimburse-
ment as contained on pages 87-90 of II.R. 17650, merely to resolve administrative
problems. Our recommendation is based upon an extensive review of this prob-
lem, not only by the California Medical Association but by the Health Review
and Program Council of the Department, of Health Care Services of the State
of California, which administers our Title X- K program. As a result of a series
of eight meetings in 1068 and 1969, a special committee appointed to study the
problem as it applied to Medicaid (Medi-Cal in California) arrived at recom-
mendations which were subsequently approved by the Health Review and Pro-
grain CoUncil (Attachment 1). We believe that these recommendations, which
provide for alternative methods of reimbursing for services of teaching physi-
cians, would be most appropriate for consideration by the committee in lieu of
the provision presently contained in 1I.R. 17550.

Also appended (Attachment 2) for the information of the committee is a
copy of a resolution adopted by the 1970 House of Delegates of the California
Association which deals with this subject and establishes a framework of ethics
for your consideration. We therefore recommend that Section 226 be modified
and offer Attachments 2 and 3 as suggestions for the basis of such revision.

TERMINATION OF PAYMENTS TO PROVIDERS

Section 221, which authorizes the Secretary to terminate payments to sup-
pliers of services, if adopted, would In our opinion not only aggravate a serious
problem as It relates to malpractice suits, but would also interfere with profes-
sional judgments and represent Intervention in the practice of medicine. Inten-
sive professional efforts, both in-hospital and out-patient, are taking place to
exercise the surveillance over the costs and quality of care provided. Tile intro-
duction of vague definitions such as "grossly inferior quality," and determina-
tions by "other professional personnel" (page 91, line 14, H.R. 17550) would
dilute the effectiveness of systems of peer review which are constantly being
improved. The danger of retroactively applied malpractice suits, which would
add to the cost of medical care, would be just one of the major unfortunate out-
comes of such a provision. The California Medical Association as well as
California Blue Shield anti California's Foundations for Medical Care have In-
stituted innovative mechanisms and approaches in systematic appraisals of the
cost and quality of medical care. We feel that these mechanisms provide a basis
for accomplishing the Intent of this section, yet avoid the dangers and pitfalls
Inherent in Section 227 as now written.

COMPREHENSIT MEDICAID PROGRAMS

We further express considerable alarm over the provisions of Section 228 which
would eliminate the requirement that states move toward comprehensive Medi-
caid programs. Such a retrogressive step would defeat the objective of providing
the indigent population with the components of medical care necessary for health
maintenance.

It is the opinion of the California Medical Association that such a proposed
retreat from social commitment as contained In Section 228 would also retard
the development of other programs which can be expanded to the total popula-
tion. The proposal of this Association for a Voluntary Universally Available
Health Benefits Program (Attachment 3) Is evidence of the Interest of Califor-
nia's physicians In establishing components and standards of care which would
embrace all individuals and families. Approved by the House of Delegates of
the California Medical Association in March 1970 and approved in principle by
the House of Delegates of the American Medical Association in June 1970, this
proposal provides impelling evidence of the profession's interest and concern not
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only with the needs of the Medicaid population but also with those of tile total
American public. It offers all opportunity to embark upon a coherent and Inte-
grated approach to the organization and financing of health care for all people.
It Is designed as a long-range planning proposal whose implementation can be
begun now and expanded over the coming years. We deem it worthy of your
serious consideration. Since Section 228 would hinder us from attaining such
an objective, we therefore recommended that this section be deleted.

I would also, at this time, comment on Section 222 since its provision for
experimentation and demonstration projects in prospective reimbursement offers
an excellent opportunity to Implement in the State of California some of the In-
novative aspects of our Proposal for a Voluntary Universally Available Health
Benefits Program. Through the cooperative efforts of the Secretary, the Califor-
nia Medical Association, other providers and other organization involved In
proposal, it would be possible to select California to engage in this broad scale
effort, not only for Medicare and Medicaid recipients, but also for tile entire
State population. The approval by your committee of the concepts embodied in
our proposal could stimulate the initiation of an effort by representatives of
the public and private sectors to implement the proposal, phasing in its various
provisions as they are judged to be feasible of application at various points in
time. We therefore strongly urge your support in encouraging such a statewide
demonstration effort which could serve as a model for future developments in
the country.

CllIROPRACrIcI SERVICES

My final remarks relate to Section 263, which would involve a study of chiro-
practic services furnished under Title XIX to determine whether such services
should be covered under Part B of Title XVIII. The Rcpoi-t to the Con grcis of
December 28, 1968, by former Secretary of III'W, Wilbur J. Cohen, recoinmended
that "No changes be made In coverage in relation to the services of chiropractors."
Tile Report is a product of a detailed study and we believe that Its finding is Just
as applicable today. We therefore, suggest that no further expenditure of public
funds is necessary since the evidence does not support such a proposal. It is our
belief that it would be a disservice to the American public to include chiropractic
services as a part of any medical progranl, regardless of funding sources.

I wish to thank you for this opportunity to present my views on behalf of the
California Medical Association and of the vast majority of the physicians in
California who have played a dynamic and, progressive role in attempting to
provide the highest quality of medical care to the American people and who will
continue to do so, given the opportunities to exercise their profe.lonal judgments
and to participate In the development of programs to enhance the quality of life
for the people of these United States.

ATTACHiMENT 1

REIMBURSEMENT FOR PHYSICIAN SERVIcES TO 'MEDI-CAL PATIENTS IN
TEACIHINO AND COUNTY HOSPITALS

1. That medical services provided to eligible beneficiaries under Title XIX in a
county or teaching hospital, by a salaried physician or a member of an organized
faculty of a medical school, be billed to the carrier designated by tihe Department
of Hleaith Care Services on a fee-for-service basis to tile same extent that such
services would be billable to the Medl-Cal program for private patient care in the
particular comnunity where such service is provided. Out of the fees paid for
such services, the hospital shall be relinbursed the cost to the hospital of providing
such services. The costs of medical care referred to above should include all
expenses of the medical staff which are incurred by the hospital.

2. That such paid hospital staffs may be organized into groups for the purpose
of appropriate billing of the fee for such care, as well as maintaining an
organized and disciplined staff approach to the providing of such care. However.
nothing herein contained shall be construed to prevent an Individual member of
such a hospital staff from entering into all arrangement with the hospital, as
recommended In 1. above, on his own behalf.

3. That any salaried physician declining to utilize fee income for reimbursing
related hospital costs should be precluded from collecting fees nnler the program
for services rendered in the hospital.

4. That provision be made for tile waiver of any regulations governing thls
subject matter to encourage experimentation and demonstration or alternative
system for paying for medical care in teaching'and county hospitals.
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ATTACiiMENT 2

HOSPITAL TEACIIING SERVICES

Resolution No. 135-70: Committee C.
Introduced by: James 0. Farley, M.).
Representing: Sacramento County Medical Society.

Whereas, California physicians are dedicated to undergraduate and postgradu-
ate medical education and:

1. California physicians and surgeons are active staff members in private,
community, district, and county hospitals that have recognized a(ld certified
internships and resident training programs ; and

2. California physicians and surgeons instructing Interns and residents In
medical, surgical, psychiatric and laboratory patient services and skills assume
professional and legal responsibility for said services ; and

3. Certain governmental agencies and private insurance companies have denied
payment to California physicians and surgeons for services rendered during the
course of discharging their responsibilities to teach interns and residents in the
aforementioned skills and services; now, therefore be It

Itc.oi'cd: That CMA considers a physician on the staff of a recognized teaching
service or hospital to be professionally responsible for the services rendered by
interns and residents under is personal and direct supervision for a specific
patient while in his direct presence ; and be It further

Ilc., ohcd: That the WIA considers it to be an ethical practice for the teaching
physician and surgeon to Le designated the attending physician or surgeon In
any medical or surgical report, consultation, hospital record or other medical
record that describes patient services that may have been performed In such
teaching hospital or service under his direct supervision and in his presence;
and be it further

Resolved: That the C1A considers it an ethical practice for such teaching
physician and surgeon, under circumstances' described above, to submit a chinrge
to the patient and/or to iny private Insurance carrier, or governmental agency
usually responsible for such charges, when the teaching physician has, in fact,
personally performed such services: and be it further

llcolrd: That the CMA (toes not consider it ethical for services performed
outside the presence of the teaching physician and surgeon to be charged to the
patient and/or the private Insurance carriers or governmental agencies.

ACTION: Adopted.
Referred to: ad h oo Cormn ittce on Medical Pract fee.

AirA a MT 8
CALIFORNIA MEDICAL AssoCIATIox FOR A VOLUNTARY UNiVFRSALLY AVAILAlI.E

HEALTH BENEFITS PROGRAM

All Individuals and families, regardless of income, age, or employment status,
would be eligible, subject to the conditions and criteria cited below, either for:

A. Coverage of acceptable levels of benefits through the issuance of vouchers, or
B. Tax credits for the purchase of acceptable levels of benefits, as defined below.

1. All individuals and families, regardless of income, would be entitled
to additional medical expense tax credits based upon a graduated per-
centage of such additional expenses but in no case less than 50 percent
of such additional expenses.

2. The determination of those individuals and families eligible to receive
vouchers for acceptable levels of health benefit coverage would be based
on budgets of adequate, but moderate, living costs as estimated by the
Bureau of Labor Statistics, Division of Living Conditions Studies, and
up-dated on a bi-annual basis for all areas of the country.

3 Where health care benefits are finaticed in whole or In part by an
employer, tax credits to the individual or family would be applicable to
supplement coverage to designated acceptable levels of benefits. Such tax
credits would constitute tile difference between the costs of benefits previously
purchased and the health care budget component established by the Bureau
of Iabor Statistics.

4. Acceptable levels are defined as "low" or "high" options which contain
essential and adequMte health care provions but which may be limited
in some respects. The attached guidelines reflect the optimal (high) and
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acceptable (low) options to be made available; benefit levels and content
of coverage may exceed those Indicated.

5. Each lndildual would have a choice of plan or program which qualifies
as an acceptable level of coverage.

0. Each individual would have an option of selecting his plan of coverage
on an annual basis.

7. In view of the experience of the Bureau of Retirement and Insurance of
the United States Civil Service Commission in administering the Federal
Employees' Health Benefits Program, the Commission would be the Federal
agency responsible for admnistering the Voluntary Universally Available
Health Benefits Program. It would:

a. Serve as a repository for all Federal funds, i.e., Social Security
trust fund, general tax revenues, etc.;

b. with the assistance of a National Advisory Medical Council, estab-
lish criteria for the definition of acceptable levels of benefit coverage;
and

c. establish rules and guidelines for the guidance of State Civil
Service Commissions or other similar agencies which would administer
the program on State and territorial levels.

8. The foregoing Voluntary Universally Available Health Benefits Program
would make it the responsibility of the Federal government to finance benefit
coverage for Medicaid recipients, for an acceptable level of such coverage,
with the State assuming the responsibility for financing the costs of any
nece.sary supplemental coverage. This program would eliminate the present
Medicare program and absorb it within the provisions cited above. Wherever
feasible, the program would also absorb all other Federal programs financ-
ing health care benefits for other specialized categories of the population.

9. Other components and requirements:
a. In order to be eligible to receive payment, all institutions providing

services would have to be accredited.
b. All institutions providing services would have to provide evidence

of active utilization review committees.
c. All plans or programs approved to finance or provide services

would have to furnish evidence of peer review activities to evaluate
(1) the appropriateness of care provided and (2) the reasonableness
of the charges made by providers of services.

10. In order to stimulate demonstration and experimental programs In
the organization and delivery of health care, including utilization of new
types of manpower, the Federal agency would, upon recommendation of its
Medical Advisory Committee, provide grants for such purposes. Approval
of grant applications by State Comprehensive Health Planning Agencies
would be a prerequisite to funding consideration and approval by the Civil
Service Commission.

GUIDELINES TO COMPONENTS OP ADEQUATE IHEALTii CARE COVERAGE

OPTIMAL LEVEL

1. PROFESSIONAL SERVICES

A. Medical
1. Outpatient Medical Benefits:

(a) Physicians' services, including consultations, for the diagnosis or
treatment of illness or injuries.

(b) Psychiatric care. (Minimal benefits would be for acute psychiatric
care.)

(c) Profesional services for all baby care from birth through the first
year of life. This should include provision for "well baby care."

(d) Inoculation and immunization of Infants and adults against com-
inunicable diseases on a periodic basis, as indicated by good immunological
opinion.

(e) Physical examinations on a periodic basis. (Adult and child periodic
health surveys should be available.)

(f) Diagnostic X-ray and laboratory.
(g) Radiation therapy.
(h) Physical therapy-performed by, or under the direct supervision of,

a physician.
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2. In-flospital Medical Benefits:
(a) X-ray and laboratory services. (Where employed, co-insurance should

apply equally to in. and outpatient)
(b) Radiation therapy.
(c) Consultation.
(d) Physicians' services for the treatment of illness or injuries during

a period of necessary hospitalization.
(e) Acute psychiatric care.

B. Surgical
All surgical procedures Intended to bring about the care of illness or the repair

of injury, In or out of hospital.
1. Assistant Surgeons, as required.
2. Physicians' services for pregnancy, including prenatal, obstetrical and post-

partum care.
3. Complications of pregnancy, e.g., ectople pregnancy, caesarean section,

spontaneous abortion.
4. Medically Indicated sterilization procedures.

U. Alnesthesiology
Anesthesiologists, as required.

II. Hospital benefits
A. Impatient Hospital Benefcts required for the treatment of illness or

injuries in a licensed hospital as follows:
1. At least 75% of the cost of a hospital's established two-bed rate (includes

board and nursing services) for 305 days.
2. Drugs supplied by and used in the hospital, as well as oxygen, blood and

plasma.
3. The costs of all other hospital services, excluding charges for personal items

expressly provided for the pleasure of the patient (e.g., TV, telephone, etc.).
4. Hospital extras:

(a) This item should not include any professional services.
(b) It should, however, include the use of the surgery or delivery room,

recovery rooms, Intensive care units, coronary care units, rehabilitation
care units, supplies, etc.

5. Hospital care for pregnancy or any of its complications.
6. Psychiatric care, Including psychiatric day care.

B. Outpatient Hospital Benefits for services provided by a licensed
hospital:

1. The cost of operating. cystoscopie and cast rooms and their supplies.
2. The cost of emergency room and supplies when needed for medical and

surgical emergencies.

III. Extended care facilities
A. Following hospitalization, or where medically Indicated.
B. The cost of all necessary professional services, excluding personal services

(for patient enjoyment).

11'. Home health and outpatient rehabilitation, services
Home visits by medical ancillary personnel of a recognized home health agency

to provide, under direction of the attending physician, nursing care, treatments,
health teaching and rehabilitative instruction necessary with respect to the
treatment of illness or injury.
V. Ambulance services

As ordered by physician.

VL. Prosthetic aids
Based upon medical need, as determined or approved by the physician.

VII. Drugs; outpatient

VIII. Dental care
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ACCEPTABLE LEVEL

I. Professional SVerviceCs

A. Medical
1. Outpatient Medical Beneflts:

(a) Physicians' services, Including consultations, for the diagnosis or
treatment of illness or Injuries.

(b) Acute psychiatric care.
(c) Diagnostic X-ray and laboratory.
(.d) Radiation therapy.

2. In-IlospItal Medical Benefits:
(a) X-ray and laboratory services. (Where employed, co-Insurance should

apply equally to In- and outpatient.)
(b) Consultation.
(c) Physicians' services for the treatment of Illness or injuries during

a period of necessary hospitalization.
(d) Acute psychiatric care.
(e) Radiation therapy.
B. Surgical

All surgical iorcedures intended to bring about the care of illness or the
relpa' of Injury, In cr out of hospital.

1. Assistant iurgevis, as required.
2. Complications of pregnancy, e.g.. eetop! pregnancy, caesarean -ection,

spontaneous abortion.
U. Aiieslhe1ioloyy

Anesthesiologists. as required.
No.-E-xample of Contract Exclusion: Cosmetic Surgery; other than those procedures

related to birth defects and burns and scars due to Injuries and Illness.

I1. HOSPITAL B, IENEPIT,
A. Inpatient Hospital lienc/its

Ilequired for the treatment of illness or Injuries in a licensed hospital as
follows:

1. At least 75% of the cost of a hospital's established two-hed rate (includes
board and nursing services) for 90 days.

A. Inpatient hospital Benefits
2. )rugs supplied by and used in the hospital, as well as oxygen, blood and

plasma.
3. The cost of all other hospital services, excluding charges for personal Items

expressly provided for the pleasure of the patient (TV, telephone, etc.).
.1. Ilospital Extras

(a) This Item should not Include any profesional se.vice.
(b) It should include, however, the use of the surgery or recovery rooms,

Intensive care units, coronary care units, rehabilitation care units, supplies,
etc.

5. hospital care for complications of pregnancy.
0. Phychlatric care, Including psychiatric day care.

B. Outpatient Hospital Bcnefits for services provided by/ a licensed hospital

1. The cost of operating, cystoscopic and cast rooms and their supplies.
2. The cost of emergency room and supplies when needed for medical and

surgical emergencies.

III. PIROSTHETIC AIDS
Prosthetic Aids: Based upon medical need, as determined or approved by the

physician.
2oT.-Example of Contract Exclusion: Cosmetic Surgery; other than those procedures

related to birth defects and burns and scars due to Injuries and Illness.
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STATEMENT or TIlE AIICAN OSTFOPATIIIC ASSOCIATION ON SENATE AMENOMENI
No. 851 TO I.R. 17550, SUBMITTED BY ROY J. IIARVEY, D.D.

Mr. Chairman'and Members of the committee, the American Osteopathic As-
sociation appreciates this opportunity to express its view on pending Senate
Amendment 851, proposed by Senator Bennett.

Time American Osteopathic Association shares Senator Bennett's concern over
the )resent problems in professional standards review under Medicare and
Medicaid. Our Association most recently manifested its recognition of the nieed
for and Its support of the concept of an Improved system of peer review last
July in Atlanta, Georgia, where our Association's House of l)elegates, during
its annual meeting, adopted a resolution urging that

.. . The American Osteopathic Association . . . establish a Task Force of]
Peer Review and make a rational effort to convey the concept of Peer Review to
all divisional societies and establish a uniform I)rovedure of Peer Review through
the leadership of the American Osteopathic Association."

While we are convinced that Senator Bennett is attempting to respond to the
need for a more streamlined and uniform system of pleer review, which we lliost
strongly en(lorse,- we are not persuaded that the provision of Senate Anmemd-
ment 851. provide the most desirable method of solving any of the present
shortcomings in peer review. In fact, it appears that the language of the amend-
nient could actually operate In derogation of the concept of peer review as it i-
now known.

,That concept, as it has been applied, entails the review of health care services
by professional colleagues who are educationally and professionally experienced
iu the same field of health care. In short, that every health care- delieverer
should lie subject to professional revIew by his own kind-his "peners".

Under Senate Amendment 851 the proposed Professional Standards. Review
Organization would be "a nonprofit professional society ... which has available
l)rofesdonal competence to review health care services of all types and kinds. .. "

,We respectfully submit that there Is no one organization which wouli be
professIonally competent to review the professional standards of all health
care professions.

Our physicians are not profpsslonally competent to pass on the quality of care
or the necessity of services rendered by a dentist, nor should a doctor of medicine
or podiatrist be charged with the responsibility of determining the propriety or
quality of treatment rendered by an osteopathic physician. Yet, If Senate Amend-
ment 851 is passed In its present form, one organization of professionals will
have the responsibility for ridging the professional standards of other health care
professions, about which Its members may well have no academic or practical
knowledge. Such a system cannot be accurately construed as being "peer review".

The implementation of such a system would place a terrible responsibility on
the professional organization designated as the Professional Standards Review
Organization and would inevitably lead to a failure of professional standards
review.

The purpose of peer review Is to Insure that the consumer of health care
services Is receiving fair treatment and the highest quality of health care. This
objective will most certainly be foiled if those given the responsibility for safe-
guarding the patient are not professionally equipped to make an enlightened
judgment. The patient will only receive the protection he deserves if the pro-
fessional conduct of his practitioner' Is judged by another practitioner from the
same health profession who has equivalent training and experience.

In summary, while the American Osteopathic Association recognizes the need
for effetive professional standards review, we believe that the effectiveness of
any review organization rests on the principle that each health profession must
have the responsibility to scrutinize the professional practices of the membership
within its discipline. Accordingly, we respectfully urge that the Professional
Standards Review Organization, contemplated in the amendment, be organiza-
tions composed of the individual health disciplines in the program rather than
under the administration of any of them.
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STATEMENT OF TIlE MEDICARE ADMINISTRATION Co~iMIirrE OF TIlE hIEALTU INSUR-
ANCE ASSOCIATION oF AMERICA, SUBMIrTEU BY PAUL M. HAWKINS, COUNSEL.

This statement is presented on behalf of the Medicare Administration Commit-
tee of the Health Insurance Association of America. The Committee is composed
of representatives of the following Insurance companies: Aetna Life & Casualty,
Mutual of Omaha Insurance Company, Nationwide Mutual Insurance Company,
Ti Prudential Insurance Company of America, The Travelers Insurance Com-
pany, Connecticut General Life Insurance Company, CNA/insuranco, Equitable
Life Assurance Society of the United States, General American Life Insurance
Company, Metropolitan Life Insurance Company, Occidental Life Insurance
Company of California, Pan-Americant Life Insurance Company and Union
Mutual Life Insurance Company. Collectively, these thirteen carriers admin-
ister Part B (Supplementary Medical Insurance) benefits for approximately
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 lnternedlaries for hospitals, home health agencies, and ex-
tended care facilities under Part A (Hospital Insurance Benefits).

On April 14, 1970, Mr. William C. White presented testimony on behalf of the
('onmlttee before the Subcommittee on Medicare and Medicaid of tie Senate
Finance Committee. Certain specific suggestions were made by Mr. White for
changes in the law to Improve the administration of time Medicare program.
To avoid repetition, we would request that the Sulcommittee testimony be in-
corporated by reference as a part of this statement, and( t-ge that the sugges-
tions made be given your serious consideration.

in addition, we would like to direct your attention to three sections of the
Ilouse-passled bill (ii. R. 17550) and suggest changes in then].

Physical therapy services under medicare (8cc. 25-1)
We are in complete agreement with that portion of this provision which removes

restrictions limiting the coverage of physical therapy services Vy providers to
their Inpatlents. This will permit an inpatient of a particular hospital or ECP
to continue to receive physical therapy servictv. inder the Supplementary Medical
Insurancee Program in those cases where the patient had exhausted Inpatient
benefits or where he is otherwise Ineligible for hospital Inpatient benefits.

It i:our strong feeling that the physical therapy benefit should not be expanded
to include services furnished by a licensed physical therapist In his office or In
the patient's home for the following reasons:

1. Physical therapy services are already available under the present law and
regulations on an outpatient basis at cost to the providers rendering time service.
The usefulness of the added provision Is really quitee limited ill that the pro-
visont would allow therapy in a physical therapist's office which might be
closer'to the patient's residence.

2. This provision would increase Program costs for tile same services pres-
Cnlly available by making these services payable oni a fee for service basis from
physical therapist rather than a cost basis (salaried employee) from the exist-
ing outpatient physical therapy providers.

3. The objective of limiting physleal therapy costs to providers to what would
have been paid as salary If the services were performed by a lroviler's employee
(contained in this same section of II.R. 17550) would he frustrated. The result
wouhl be that physical therapists who fiad 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 praetlee-thus
retaining the fee for service payment with the accompanying excessive costs
which II.R. 17550 Is attempting to eliminate.

4. 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 tie 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 pay-
ment for services.

5. Tile additional record keeping involved In keeping track of the $100 in
charges each year would be very expensive.
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6. Carriers and intermediaries would be vulnerable for duplicate billings since
in most areas they are not the same organization.

7. If physical Itherapists are allowed to treat in their office, will not the speech
therapists, occupational thrapists, etc., want the same privilege?
.ldrance Approval of Extendcd Care and Home Health Coverage Under .lcdi-

care Program (Sco. 233)
While the proposed amendment provides sone relief for extended care facilities

and patients by authorizing administrative procedures that will minimize retro-
active denials of Medicare benefits, it (toes little to promote greater use of these
iower-cost facilities in lieu of higher-cost hospital facilities. Benefits are still
limited to those patients who require intensive skilled care, thus promoting tn-
necessary'djetalunent in higher-cost hospitals of those patients who continue to
require institutional medical care prior to discharge home but to a less intensive
degree than for which coverage is presently provided for confliiement In an
extended care facility.

Congress has frequently expressed grave concern over the costs of the Medi-
care Program. If costs are to be controlled, legislation should be enacted which
will change the existing benefit structure for confinement In hospitals and ex-
tended care facilities.

Throughout the Medicare hearings held during the past year, your Committee
and staff expressed deep concern over the spiraling costs of the Medicare Pro-
grain and solicited recommendations which might reduce these costs. Various
individuals, on behalf of various organizations, recommended a restructuring
of the benefits payable for care provided by hospitals and extended care facili-
ties. A theme common to many of these recommendations is to establish incen-
tives which will promote more efficient use of both types of facilities; i.e.,
restructuring the benefits to promote the progressive care concept so that, it
tihe majority of instances, patients will be discharged home from lower-cost
extended care facilities rather than directly from higher-cost hospitals. The
progressive care concept that was envisioned when Medicare was enacted Is not.
working. This fact is one major reason for high Program costs. According to
Social Security Administration statistics, since the beginning of the Program,
only about 8% of the Medicare patients discharged from hospitals have been
admitted to extended care facilities. This would seem to indicate that many
beneficiaries were retained in higher cost hospitals until they convalesced to tihe
point of safe discharge to their homes. If the progressive care concept were
working as envisioned, a greater percentage of beneficiaries would be leaving
the hospital earlier and utilizing the extended care facility benefit.

What might be the potential savings to the Program if the progressive care
concept were working? Based on published government reports, Medicare paid
approximately 6 million claims for inpatient confinements Ii short-term hospitals
In 1969. The average length of hospital stay for each of these claims was about
13 days. Assuming that some portion of each of the hospital conliements could
have been safely and adequately handled by ain extended care facility at an
average per diem cost $35 to $40 lower than the average hospital per diem, the
potential Program savings for 19069 would have bTen very substantial. IHowever,
as previously mentioned, only about 8% of the hospital discharges worked
towards this potential savings by transferring to lower-cost extended care
facilities.

The Medicare Administration Committee of the Hlealth Insurance Association
of America is available to me t with representatives of Congress, your Corn-
mittee or staff at their convenience for time purpose of redesigning the hospital
and extended care benefit structure to include the following changes which we
feel are essential to reduction and control of Program costs:

1. Provide an extended care benefit that will accommodate patients who need
convalescent medical care in an institutional setting without regard to the level
or intensity of such care, i.e., remove the continuous skilled care requirement.

2. Build patient financial incentives into the hospital benefit that will motivate
the patient, his family, physician and hospital Administration to utilize lower-
cost extended care facilities as soon as medically feasible.

3. Redirect the activities of utilization review committees whereby positive
action will be required to retain the patient in the hospital or extended care
facility, if medically necessary, rather than requiring positive action for dis-
charge or transfer.
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The following suggested change benefit structure is but one example of how
what we are proposing might be accomplished:

Hospital conflnements.-First 15 days: Medicare pays for all covered services
except for the first $52 (deductible). 16th through 90th day: No Medicare pay-
ments unless patient's physician and hospital's URO certify in writing that
continued hospital confinement Is required and that patient's medical needs can-
not bo safely and adequately provided in a certified extended care facility or at
home. With such certification for each extension period tip to 15 days. Medicare
continues to pay for all covered services except for $13 a day. Lifetime reserve:
As at present but with same physician and URC certification requirements ap-
plicable to the 16th through 90th day.

Rrtended care facility confincmcts.-First 20 (lays: Medicare pays for all
covered services. 21st through 60th day: Medicare pays for all covered services,
except $0.50 per day, for each extended period of up to 20 days for which the
lpatient's physician and the facility's Utilization Review Committee certify in
writing that patient requires convalescent medical care.

A benefit structure such as outlined above has the following advantages:
1. Provide the patient with -I reasonable period of full coverage (except for

deductible) to accommodate his acute Intensive care hospital needs. The period
provided, 15 days, is In keeping with the average length of hospital stay experl-
enced by Medicare patients during 19069.

2. Provides the patient an additional 20 days fult coverage for convalescent
care in a certified extended (care facility, thus giving him a total of 35 (lays
continuous free Institutional care, except for the initial hospital deductible.

3. Reduction in the number of (lays coverage In an extended care facility from
the present 100 days to 60 days provides reasonable control against prolonged
benefit payments for domiciliary or custodial confinements.

4. Provides a financial Incentive for the patient to transfer to the lower-cost
extended care facility as soon as is mneileally feasible and yet provides substan-
tial financial assistance to those who require more than 15 (lays Intensive hos-
Dual care,

5. Reductles patient and family pressures On the attending physician to keel)
the patient fi the bigh-cost hospital.

6. Promotes more effective use of URC physicians' time.
Advance approval of ertidcd care and home health corcragc under nzcdlearc

program (se. 233)
It is our opinion that the requirement that a plan for furnishing services be

submitted to the extended ,.are facility prior to the patient's admission will delay
the patient anywhere from one to three days in the hospital while the physician
complees the necessary paperwork. Tim result would be the reverse of what Is
really intended, i.e., getting patient out of the expensive hospital into a less
expensive extended care facility. It is recommended that this requirement be
dropped.

STATEMENT Op Joiix A. DECEr, PRESIDENT, "MEDICENTERS oF AMERICA, IxV.,
3MElPhuIS, '1X.

Last week at the Annual American Hospital Association Convention in Houmston,
Dr. Roger Egeberg, hI.I.W. Assistant Secretary for Health and Scientific Affairs,
stated that there would be a saving of $.500,000,000 to the Medicare Program if the
average length of stay in the hospital were reduced by only one (lay for each
Medicare patient. The average length of stay for Medicare patients Is currently
about thirteen days, almost twice the average for non-Medic-are patients, so the
potential saving becomes astonishingly evident.

A mechanism already exists whereby such cost saving can be achieved. The
Congress was far sighted and innovative in 1905 when it provided for extended
care benefits in the Medicare Program. Extended care was intended to be an
alternative to continued hospitalization, a substitution of less expensive facilities
anfi services for those patients who are still reculerating but who no longer
need all of the services of an acute hospital. It was never Intended to be the long-
term custodial type of' care so often associated with nursing homes. Instead of
providing an additional benefit at an additional c6st to the Program, extended
care was designed to save money for the Program by providing a lower cost al-
ternative for a portion of the normal hospital stay. The concept is so sensible,
and yet it fr not working as it was intended.



1272

Senator Moss has charged that the extended care portion of the Medicare Pro-
grain is being "systematically dismantled" by the Department of Health, Edu-
cation, and Welfare, and many others have repeated this charge. We do not be-
lieve that the Program Is being deliberately sabotaged by those who administer
it, but deliberate or not, the extended care concept Is certainly being Impeded. You
have all heard about retroactive denials, about delays In payment and audits,
about clerks overruling physicians' judgment, and about other problems which
have plagued the Program. All over the country, the attitude now is to just
leave the patient in the hospital where relatively few questions are asked rather
than transfer him to an extended care facility where so many problems are
encountered with Medicare. Consequently, patients are remaining In the hospital,
and the Program Is paying full hospital costs for their entire length of stay.

Because the extended care concept Is so practical and sound, and has such
cost-saving potential, it must be encouraged. There should be a reaffirmation of
support by the Congress, and this support should be implemented by changes in
the existing law and regulations. II.R. 17550 takes a small step in the right
direction by proposing to guarantee a certain number of covered days in an ex-
tended care facility. This should help redu(e* the reluctance to transfer patients
to an H.C.F., but it does not go far enough. It does not propose any real Incentives
to get patients to leave the hospital sooner, and this Is vital In our opinion.

On June 2, 1970, I testified before the Special Committee on Medicare and
Medicaid and presented specifle recommendations to help encourage the transfer
of patients from hospital to extended care facility as soon as practical. The most
significant of these recommendations had to do with: (1) making It easier to ad-
mit and treat a patient up to the normal recovery time for his condition and then
becoming more strict In the requirements for continued hospitalization ; (2). in-
troducing a financial Incentive for patients to leave the hospital earlier by re-
quiring a co-insurance payment after the fourteenth day; and (3) offering a
financial incentive to physicians to utilize the lowest-cost type of service which
Is appropriate. Certainly these recommendations are subject to modification and
Improvement, but we urge you again to give them serious consideration.

Iet me comment briefly on three other provisions of I.R. 17550. We feel that
it places too much power in the hands of the Secretary of Health, Education,
and Welfare. Certainly lie should have the authority to make decisions, but
then should also be an avenue of appeal. The absence of an appropriate appeal
mechanism is Inconsistent with the principles upon which this nation was built.

rThe provision which limits reimbursement to reasonable, cost or current
charges, whichever is less, is equitable for a mature Institution. For a new facility
It Is not, and special consideration should be granted in this instance. To say
that "Medicare should not put a new facility into business by paying more than
it charges" is reasonable only If the facility is permitted to collect Its full charges
after It becomes established.

Finally, H.R. 17550 proposes different effective dates for the different provi-
slons of the bill, and some of these dates are already past. We would plead on the
basis of fair play that none of the dates are made effective retroactively.

Thank you for the opportunity of presenting this additional statement.

STATEMENT BY E. WILLIAM SMOCK, PRESIDENT, SRS CONSULTANTS, IC.,

BOSTON, MASS., AND MNEMPiiIS, TEENN.

Mr. Chairman, distinguished committee members, the report No. 91-809 of the
Committee on Goverinent Operations, United States Senate, made by its Sub-
committee on Executive Reorganization and Government Research, published in
April, 1970, "Federal Role in Health," strikes a responsive note in our organi-
zation. We have developed a realistic solution to a major aspect of the national
crisis of spiraling hospital costs, inequality of distribution of medical care and
a declining level of health among our citizens as compared with other Western
nations. Our approach has been described by experts in the health field as "the
single most exlcting breakthrough in free enterprise health care."

SRS Consultants, Inc., in association, with Tompe, Inc. of New Jersey, have
applied managerial and facility planning capabilities to the problem of delivery of
a health service program suCh that a 400 bed facility in the Parsippany-Trop 1ills
Area will operate at a fifty-five dollar per day bed cost exclusive of drugs.

Tle project addresses three major components of a health care delivery sys-
ten : (1) high quality, low cost health care to the patient; (2) development of
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trained health care personnel on the professional and para-professional levels;
and (3) community participation and control through proprietary management
and allocation of voting stock,

(1) The first aspect of the complex will combine advanced management tech-
nology with related skills required to develop and manage the Parsippany Medi-
cal Complex. Parsippany Medical Complex will combine a 300 bed General Iospi-
tal, a 100 bed Extended Care Center, a Medical Arts Building for the medical
progression and necessary ancillary functions to support the above operation.

The proposed Parsippany Medical Complex has extended the traditional goal
of medical excellence to include efficiency, effectiveness and profitability by the
application of the systems approach. The hospital continues as the focal point for
health care, yet it is but an element within a total system aiming toward an Inter-face of the latest achievements In medical and management sciences. Similarly,
the need to retain the humanness of the hospital through sensitive and responsive
medical care is fundamental to our goals.

Guided by these goals, a total Information Interface program for the medical
and administrative data base will provide the physician, the hospital adminis-
trator and all functional groups with the 'ability to analyze information as well as
the ability to simply make use of it. Underlying the system, an information
matrix will pilow each group to effectively set standards and objectives, evaluate
progress, measure performance, direct and allocate resources efficiently.

The systems approach, rooted in all the varied facets of electronic data process-Ing equipment-patient monitoring systems, financial budgeting systens-will
open new vistas in medical and managerial capabilities.

(2) With the expansion of post secondary education under the Vocational
Education Amendment of 1008 (PL 90-576) opportunities are available for com-
hiaing the medical facility with Junior College and Technical Institute Training
Programs. Advantages to the educational institution are:

(a) Availability of a student health service paid for by Tompe
(b) Reduction of construction cost to the college bemuse Tompe must

provide for power, food, laundry, accounting, data process and manage-
ment needs. Space for these services would not be required in the college
complex. Further the cost to th* college of these services would be minimal
when purchased from Tempe and the overhead of the college would be reduced
considerably.

(o) Joint appointments of Tompe professional personnel to the college
faculty brings a new life stream into the academic campus, e.g. a psy.
chiatrist teaches English using psychoanalytic theory to evaluate literary
characterization.

(d) Operational departments within Tempe will provide a reality base
for the college's offerings in accounting, social studies, nursing, business
administration, biology, psychology, physical education, physics, etc.

(c) The life style of the college and that of Tempe as service institutions
are so compatible that the presence of Tompe on campus represents an
appropriate land use.
(./) Students would find employment within the health complex involves
them in relevant social activity dealing with rcal opportunities for working
within the system for the betterment of society.

(3) The whole issue of user control of institutions finds particular' focus in
the health care field. As the report on "Federal Role In Health" points out in
its summary and findings:

Specialization had reduced the number of physicians serving the basic
health needs of the population. Many turned to hospital emergency rooms
as their "Family Doctor", placing heavy and unexpected demands upon
these facilities.

Health insurance plans, by generally covering only care administered in
hospitals, encouraged the most expensive care possible. In addition, by
covering treatment instead of prevention, the plans were paying for sickness
more than health.

As for the health services and professions, they had failed, as the Na-
tional Advisory Commission on Health Manpower pointed out in 1967, to
keep pace with advances in medical science and changes in society. They
appeared to be organized more for the convenience and concerns of their
practitioners and filnant:ial security of the patient.
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Tompe offers a solution with, the free enterprise system, to the problem
described above, by provililng for a block of stock to be set aside for community
allocation. Where community action agncles exist within the community, thisstock wouhl be. allocated under an appropriate arrangement with the federal

Office of Economic Opportunity. The constitution of community action boards
under the Greene amendment to the Economic Opportunity Act provides all
equitable means of ensuring participation by all segments of tihe community.
Where a community action agency does not exist we would contempalte either
urging the Office of Economic Opportunity to create one or would utilize our
resources to ensure adequate representation from all elements of the community.

(The following communication was forwarded to the Committee
by Hon. John 0. Pastore and Hoiin. Claiborne Poll, U.S. Senators from
tohe State of Ihode Island:)

I[OSPITAl, ASSOCIATION OF It IIODE ISLAND.
Providence, R.I., Scptcmber 22, 1970.

l1on. JoHN 0. PASTORE,
New Scmatc 0/lice Butildhig,
W1'ashington, D.C.

I)r.Aa SENATOR PASTORE: The Hospital Association of Rhode Island woll like
to take this opportunity to express its deep concern over Amendmnent 851-The
Bennett Amendment-to the Social Security Amendments of 1970, II.R. 17550,
which Is presently consideration inl time Senate Finance Committee.

As we discussed with you inl Washington on August 18, the hospitals of Rhode
Island are of the opinion that H.R. 17550 and now Amendment 851 contain
provisions that are contrary to time best Interest of time people of Rhode Island
as beneficiaries of our voluntar' system of hospital care. Our specific objections
to the Bennett Amendment are detailed in the enclosed addendulm to our earlier
position statement. on II.R. 17550.

We respectfully ask that you request our enclosed addendum be Included In
the record of the Senate Finance Committee with our original statement, which
you previously had Inserted in the Committee's record.Sincerely,

WADE C. JOHNSON,
Executive Director.] ADDENDUM

HOSPITAL ASSOCIATION OF RHODE ISLAND POSITION STATEMENT ON TITLE II or

11.1. 17550 AMENDING TIE 'MEDICARE, 11EDIc.%ID AND MATERNAL AND Cmxl.13
HEALTH PROGRAMS UNDER THE SOCIAL SECURITY AMENDMENTS OF 1070

It is the positloy of the Hospital Association of Rhode Island and its member
hospitals that Amednment 851 (The Bennett Anendmndnt) to the Social Security
Amendments of 19T0, ILR. 17550, 1, not In the best interest of the people of
Rhodo Island as bent-flciaries of hospital services.

The Bennett Amendmeat would take the responsibility for health care quality
control and utilization review out of the hospital and its medical staff and place
it, improperly, with the county medical society. While the present hospital-based
programs of quality control and utilization review may not be perfect, they have
been developed and Improved substantially over the past few years and are
continuing to develop. The standards of the Joint Commission on Accreditation
of HIospitals (JCAII) and the services of the nonprofit Commission of Profes-
sional and Hospital Activities (CPHIA) are Important resources for this develop-
ment and are centered around hospitals. All of Rhode Island's voluntary
acute-care hospitals are accredited by the JCAII and subscribe to the services
of the CPIIA.Most Important of all, Inl our view, i:, that tile ho-plital 1., the p~la'e wve the
inedical staff, management, and trustees, working collectively, eaul be m1ade
accountable for quality of care and effective use of resources. It should beparticularly kept in mind that the hospital board of trustees has tihe legal
responsibility fir all care rendered by the hospital.

If tile responsibility for quality control and utilization review were trans-
ferred from the hospital to the county medical society, we fail to .see how tile
resources, the team approved, and the safeguards described above would be
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effectively duplicate(], and we therefore see a potential danger to tile pu1iblic
Interest and 'afety.

In addition, we think there is danger of conflict-of-Interest allegations inter-
fering with a program's effectiveness under a program of peer review conducted
by a county medical society.

We therefore urge that the Congress reaffirm the existing Federal policy of
supporting, encouraging and strengthening utilization review and quality con-
trol efforts under present hospital-based auspices, and that Anenhineiit 851 be
defeated.

FARMERS UNION,
OFFICE OF TIlE PRESIDENT,

Septciber 23, 1970.
Ilon. RUSSELL 13. LONo,
Chairman, Committcc on Finance, U.S. Senate, Washington, D.C.

I)EAR MR. CHAIRMAN: I ain taking tlls opportunity to express the position
of the National Parmers Union on the OASDI section of I11 17550, the Social
Security Amendments of 1970 now pending before your Committee. I re.plct-
fully request that this correspondence be made a part of the record of the hear-
ings on [he bill.

We strongly support all of the hprovelnents in the OASl)I program contained
in the House bill. Particularly signiflemit in our view are the provisions for a
five percent increase in payments effective January 1, 1971, for automatic
benefit increases thereafter, and for the amount a beneficiary under age 72 could
earn in a year and still be eligible for OASI benefits to be raised to $2,000 and
then raised biennially to match Increases in average taxable wages.

We firmly urge that your Committee take one additional step, and give top
priority to Increasing the linimnumt social stecurity payment to I00 per month
for individuals. The additional cost of this mininum payment can be financed
by an Increase in the OASDI wage base, from general revenue, or a combinition
of these two sources.

Even If the five percent Increase in social security benefits contained in the
House bill is enacted, the miniature payment for Individuals will be only $07.20
per month. An increase to $100 at this time would Improve time economic status
of more people now stricken by poverty than any other action that this Congress
could take. Today about 40 percent of all of the American peol)le over 05 live
in rural areas, and our older rural people are por. Parm fanilles which are
headed by persons over 05 had an average income of less than $3,000 in 1966,
compared with about $3,700 for non-farm families. Consequently, a substantial
portion of tie people who would beziellt front a $100 floor under social security
payments are farm people.

Shice Farmers Union elaborated Its position on the Medicare amdl Medicaid
programs in oral tedlmony before your Committee and alm accompanying state-
meat on October 23, 1969, we will not reiterate that position at the present time.

Sincerely,
To.' T. DECHANT.

STATEMENT BY GEOROE J. OTi.OWvSKi, DIREeTOR, BOARII or ChosEN FREEIIOLDERS,
MIDDIfESEX COUNTY, AND CHAIRMAN, DEPARTMENT OF HEALTH AND SOCIAL
SERVICES

I wish to thank the Committee on Finance for entering my views into the
record. I especially want to thank (he Committee members for considering my
comments on the Social Security Amendments of 1970.

I have serious reservations about these amendnients. They would adversely
affect the operation of our Roosevelt Hospital, Middlesex County in particular,
and hospitals throughout the country lit general.

In the first place, these amendments will give the secretary of IIPW the
autliority to cut funds front any part of the Medicare prograin if he d(eitis thi.l
part to be unnecessary in the efficient delivery of medical health eare servi(e.-.
There would be no appeal front his ruling. Even the courts recognize the basic
right to appeal. I don't think such authority should be above a lawful method of
operation. Secondly, the secretary would have the authority to exclude deprecia-
tion, Interest on borrowed funds or equity capital, or expenses related to such
capital expenditures If they were "not 1in conformance with standards, criteria,
or plans." Again there would be no appeal front the final decision of the secretary.

47-530--70-pt. 3-24
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Third, these amendments would prevent each state from developing separate
methods and standards for determining reasonable costs under medicaid. This
would result in reimbursement limitations by the various states and would pro-
duce an administrative snarl for hospitals caring for Medicaid patients from
states with different Medicaid reimbursement formulas. I don't have to tell you
that we have enough bureaucracy as it Is. Instead of complicating our methods,
we ought to set out simplifying them.

Fourth, tinder these amendments, each participating hospital is required to
submit, annually, a three year operating capital budget. Implicit in this provision
is the possibility of centralized federal review of hospitals' operating budgets. I
fail to see the need for this kind of federal intervention. At the Roosevelt Ilos-
pital in Middelsex County, for example, only a part of our institution services
medicaid patients. A federal review of our entire operating budget goes beyond
proper Jurisdiction of control and review.

Fifth, this bill eliminates the requirement that states move toward com-
prehensive Medicaid Programs. This would remove a powerful influence on states
that have already shown a growing reluctance to establish Medicaid programs to
the extent envisioned and promised the American people. Here is an area where
the federal government should step in.

Finally, I understand that, in addition to the provisions of this legislation,
the Finance Committee may consider revisions in the tax exempt status of non-
profit hospitals. Hospitals should be granted tax exemption on the basis that
they provide a community service.

In a time of rising costs, especially in health care, a denial of tax exemptions
to hospitals would be a disaster. It would increase costs to all patients, Includ-
ing Medicare and Medicaid patients by the amounts needed to pay real estate,
advalorem, sales anti other taxes at state and local levels. How will patients ab-
sorb these costs? Denial of tax exemption would increase costs to patients by the
amounts previously contributed by donors who would now refuse their assistance
because of previously contributed by donors who would now refuse their aslst-
anco because of the effect on their tax status.

My particular concern rests with the Roosevelt Hospital in Middlesex County
but I believe that all hospitals will suffer if the provisions I've mentioned are
favorably considered. Thank you.

WORKINO RETIREES OF AMERICA, INC.,
Boston (Brighton), Mass., July 29, 1970.

IIo. RUSSELL B. LoNo,Senate 0fflee Building,
Wash ington, D.C.

MY DEA. SENATOR LONG: We appreciate the fact that your office must get
thousands and thousands of letters on the subject of Social Security, and that It
is physically impossible to wade through each one individually. However, the
problem is an individual problem because It affects the personal lives of each of
the millions of Social Security recipients affected by the inequities of the Social
Security Act as now amended.

Our group is interested directly in the limitations on earnings and the retire-
ment test features of the Social Security Act. It is our sincere belief that these
two are the most important features for the many millions of workers who are
looking forward to retirement In the next few years, and that the disposition of
these two features will make the difference between a state of enforced poverty
and a state of individual dignity.

We maintain that the limitation on earnings, namely, $1,60, Is a serious error
because there is no relationship between this amount ($1,680) and previous
earnings, or current wage rates, or cost of living, or any other tangible guide-
post. It is merely someone's idea of what it should be. The article by Robert J.
Micrs in the RRADBR'S DIOEST, April, 1970, must not be permitted to in-
timidate Congress. Nor should it be permitted to panic the American people into
a status quo situation on Social Security legislation.

The fact that so many Congressmen and Senators file bills annually to liberal-
ize this amount is living testimony to the fact that there is no logical or tangible
reason for it. Therefore, the limitation on income should be abolished.

The retirement test, so-called, Lq a cruel and degrading bit of legislation which
should be abolished completely. Perhaps an example will illustrate the rationale
for this statement.
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Let us take the case of an average retired couple who receive $1,800 per year
Social Security benefits. If the man earns $1,80 as the present law prescribes, he
will have a disposable income after deduction for Social Security taxes of about
$3,400. At $2.25 per hour, it will take him an average of 141/ hours work weekly
to earn the $1,680. The retirement test provides for a forfeiture of $1.00 in bene-
fits for each $2.00 of earnings up to $2,880 total per year. If the man in this case
earned $2,880, then there would be deducted from his earnings $182.00 for in-
come taxes (3 exemptions) and $138.32 Social Security tax, leaving a balance
of $2,560 in his earnings. Then there will be a deduction of $600.00 in accordance
with the terms of the retirement test from his benefits, leaving the balance of
$1,200 in benefits, which, when added to his balance of earnings, will be $3,760
total disposable income.

It is noteworthy that in the above example the man who earned $2,880 will
receive only $280 additional over the amount that he would have received if
he had earned by working only $1,680. It Is degrading to expect a man to earn
$1,200 and realize only $280 net after all deductions.

It seems that the full Intent of the retirement test is to force retirees Out of
te labor market, even though they are able and willing to work In order to meet
the requirements of a moderate standard of living, which, as you know, in our
area of Metropolitan Boston, is approximately $4,700 per year for a retired
couple. It is unthinkable, rather it Is unreasonable to any thinking person why
any law should prevent a man from attaining a moderate standard of living
through this own efforts in the traditional American way.

This man does not require any special Federal programs or training or help
of any kind. No law should prevent him from supporting himself and his wife
in a moderate standard of living. Therefore, in the words of a prominent Senator,
"It Is positively sinful to limit the earnings of Social Security retirees." We
believe the retirement test should be abolished completely.

We would appreciate your comments.
Sincerely yours,

PHILIP SAPANARO,
Chairman, omnittee on Legislation.

STATEMENT OF THE MEDICAL GROUP MANAGEMENT AssOCIATION, SUBMITTED By
DEL U. CAYWOOD, CHAIRMAN, LIAIsON & PUBLIC RELATIONS COMMIrFEE, AND
B. B. STEVENS, EXECUTIVE DIREO'roR

Mr. Chairman and members of the committee, this written statement concern-
Ing I.R. 17550, the Social Security Amendments of 1970, is jointly prepared by
Del H. Caywood, for more than seventeen years the administrator of the Smith-
Glynn-Callaway Clinic of Springfield, Missouri, a Past President of Medical
Group Management Association and presently the Chairman of the Liaison
and Public Relations Committee of the Association and Edward B. Stevens, the
Executive Director of Medical Group Management Association, who was the
administrator of a medical group owned prepayment medical care plan In Ta-
coma, Washington from 1939 until 1957.

MEDICAL GROUP MANAGEMENT ASSOCIATION

The Medical Group Management Association, with executive offices located at
956 Metropolitan Building, Denver, Colorado is an organization formed in 1926.
Members of the Association are the business administrators of medical groups
or clinics in the United States. Both fee-for-service and prepayment groups are
represented In the Association. Members come from the largest groups, such as
the Mayo Clinic or the Kaiser Permanente Groups, down to the small groups of
physlcans serving the health needs of the small community. Over 800 medical
groups are represented in our membership and this constitutes over 75% of the
bsuine ss administrators of medical groups or clinics in the United States. Accord.
ing to the American Medical Association Survey of 1069, there are, 0,371 groups
of three or more physicians in the United States. 4,827 of these groups, accord-
lng to the survey, consist of five or less physicians. A very few of these groups
would employ business administrators. The average size group represented by
members In Medical Group Management Association is between 14 and 15
physicians.
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The interest of Medical Groiip Management Association In 1i.1. 17550 is
prompted by the fact that we represent the business administrators of the great
majority of fee-for-service and prepayment type groups in the United States and
the groups represented by our members will be directly affected by the adoption
of this legislation.

If.R. 17550

We are primarily concerned with the provisions of the bill which seek to reduce
the cost of health care for niedicare and medicaid beneficiaries. We are aware
that the cost of health care can become needlessly expensive under the present
system. No grollp of men or women In the country are more cognizant of this
fMel than the business administrators of medical groups who are engaged in
daily dealings with patients and carriers Involving the economics of health care.

1. We are convinced that one area of wasteful costs is due to the unnecessary
and excessive use of hospital beds. Patients are placed In hospitals unnecessarily
for diagnostic procedures such as laboratory tests and x-ray examinations which
could be performed outside the hospital In facilities providing ant equal quality of
care.' Major, economies may be secured and enjoyed in this area through changes
and Improvements in the system of providing health care. The abuses prevalent in
this area Involve hundreds of millions or perhaps several billions of dollars in the
total health care bill and stem from the practice long followed by carriers of
refusing to pay for this type of service for the patient unless lie or she was
confined to a hospital bed. This provides a financial Incentive to the patient to
help perpetuate this long established practice. An example of the abuses may be
apparent in the present cost of care far medicare recipients. We have been told
that the Bureau of Health Insurance is spending $27.00 per month per recipient
for hospital care under the present law. Payments for medical services under
Part B of Medicare have not exceeded $10.00 per month per recipient on a
capitation basis. The ratio Is, therefor, 73%y for hospital care and 23% for medical
services. Group practice prepayment plans owned and controlled by medical
groups or Blue Shield Plans providing equal benefits in or out of hospital for
diagnostlo procedures spend 35-45% of their premnun or dues income for hospital
care and the total premium rate or cost (hoes not conme close to $37.00 per month
per subscriber. This differential certainly indicates that there must be some waste
in other systems.

2. The provisions in the proposed bill relating to the use of Health Maintenance
Organizations Is intended to effect alterations In the system of the delivery
of health care which will help eliminate this waste. Tile objective is laudable.
1 the proposed bill is enacted as it is now drawcn we believe it will not accomplish
its purpose for two principal reasons:

A. There is no Incentive for a person eligible for medicare or medicaid to
enroll with a IHealth Maintenance Organization. lie will receive exactly the
same benefits and pay the same monthly fee as any other medicare or medi-
caid reelpient. If lie enrolls with an lIMO, lie will give up his right to choose
his own physicians or hospital. Ills care will be provhled by is 1IMO and
lie will be prevented from seeking care in the major referral clinics and
specialty centers found in this country. Ills HIMO will not be obligated to nor
could they contract to pay for his care in such centers. With these limitations,
why would he choose to enroll with an 1IMO?

B. The bill contains a built-li deterrent which will discourage medical
groups, now engaged in fee-for-.ervice practice, from qualifying as a Ifealth
Maintenance Organization. The bill provides that the medical group must
furnish the saimie services which are now covered under Medicare or Medi-
caid. This will Include the obligation to provide such unusual and expensive
procedures as open heart surgery, organ transplants, kidney dialysis treat-
nients and several others, none of which are included as covered hazards
under the prepayment medical service agreements ordinarily executed by
miedieal groups. The cost of these procedures, plus the cost of providing
)rostheses. wheel chairs, home nursing care, nursing home care and other
Benefits of this type could spell disaster for a group of 20-30 physicians
insuring such risks under the law. Nor eouhl the group re-Ifisure these risks
at a realistic cost, We could not consclentiously recommend to any group
represented in Medical Group Management Assoclation that they become
obligated to pay for all the coverages now provided for in Medicare at a
premium rate based on 95% of the cost of the provision of such core by the
Bureau of lealtht Insurance. The group would not enjoy a sufficient distribu-
tion of risk to justify the hazards ismurtl.
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An additional objection to the provisions of the current bill can be based on
its possible effect on the large referral clinics In the United States. For instance,
the Mayo Clinic could not possibly continue in existence if its patients catte only
from Olmsted County, Minnesota. If It were to become an lIMO, would It be likely
to have any subscribers outside of that county? Probably not and If the Mayo
Clinics of this country are to continue they must have wide geographical support.If the lIMO is to be the future vehicle for the delivery of health care to our
patient population, what will become of these large referral centers which con-
tribute so much to the development of medical care? There are many of these
centers and their future Is uncertain under the propo-sed bill. Steps should be
taken to make certain they are not legislated out ot exist(nce causing their
facilities to stand empty and their personnel scattered.

SOLUTfIONS

We realize that it is easy to find fault and criticize but much more difficult
to come up with meaningful alternatives. We sympathize with the objectives of
this bill. We want to offer our help to lower the costs of health care, whether time
patient be under age 65 or a Medicare recipient. We believe that the aost economy can be secured by keeping the patient out of a hospital bed. To that end, we sug-
gest that the bill be amended so as to permit the Bureau of Health Insurance to
provide by regulation for new and less costly coverages.

1. We suggest that provision be made for 1009 payment of first dollar cover-age for laboratory and x-ray diagnostic proecdures to be performed in a diagnos-
tic center containing no hospital beds or In the offices of a medical group or aphysician under the supervision of persons properly trained and equipped to
provide such services.

2. We suggest that the provision for time use of Health Maintenance Organiza-
tions be modified to permit the Bureau of Health Insurance to contract with
such organizations for the type of care which can be offered by an IIMO. In order
to encourage the Medicare or Medicaid population to subscribe to an IIMO we
would recommend the inclusion of first dollar coverage in such contracts for all
diagnostic procedures, the elimination of the $50.00 deductible payment by the
patient and the retention of the present 20% co-insurance provision.3. To encourage a fee-for-service type existing clinic to qualify as an lIMO,
we would recommend that the Bureau of Ihealth Insurance retain a portion of
tihe proposed 95% premium and use this money to provide catastrophic coverage
for those patients who may need open heart surgery, organ transplants, pros-
thesws, kidney dialysis treatments and other types of care ordinarily excluded inprepayment medical service agreements signed by clinics or medical groups. We
also recommend the elimination of the requirement in the bill that 50% of thosecovered under prepayment service contracts must be less than 65 years of age.

The adoption of proposals such as we have outlined could discourage the use of
hospitals by patients who do not need hosl)italizatlon but are occupying a bed be-
cause of financial advantage to themselves or because it is more convenient for
the patient or the physician.

All of these things can be accomplished by regulations witi the proper legis-
lative authorization. Once percentages and coverages are written Into the law,
It takes another law to change them. Properly administered regulations provide
more flexibility ard can be adapted to meet the exigencies of the situation.

We would add a word of caution-it has taken 40 years of health Insurance
benefit; tied to hospital bed occupancy to build this costly and inefficient system
of health care. Abuses of the system will be not cured overnight or by the adop-
tion of half-way measures. The health care delivery system needs improvement.
We believe that medical group managers who are Involved daily with the prob-
lems of the delivery of health care to large numbers of people can be of help to
those who are conscientiously attempting to lower the cost of health care. We are
prepared as an association to provide that help. Call on us!

STATEMENT OF SOLOMON I. IIhRsI, CHICAGO, ILTINOIS

My m is Solomon I. Illrsh. I am an attorney with the firm of Jacobs, Gore,
Burns & Sugarman. located in Chicago. Illinois. We represent a numinber of
plhysical therapists who are qualified and licensed to practice under the laws
of Illinois (Ill. Rev. Stat. 1909, ch. 91, Sees. 22.1-22.29). Thmey have been engaged
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in their profession for up to 20 years. working in public and private hospiltals,
extended care facilities and home health agencle., and maintaining their own
clinics to treat patients referred by physicians. However. IIW' has promulgated
regulations under the Medicare Act which threaten to drive them out of their
profession simply because they were not members of the American Physical
Therapy Association (APTA) prior to January 1, 1966. These physical therapists
have asked ine to tell you their story in the hope that Congress will take some
actor to remedy this gross abuse of power by IFKW which threatens the liveli-
hood of several thousand physical therapists throughout the United States, and
contributes to tMe continued existence of unnecessarily costly-and chronically
ina(lequate-physlcal therapy care for Medicare patients.

In October 1967, 111W promulgated regulations establishing conditions of
participation for nursing lines and other extended care facilities in the Mcdl-
care program. 20 C.F.R. See. 405. 1100, et seq. Section 1126(c) (1) thereof
proviled :

IPhysical therapy Is given or supervised by a therapist who meets one of the
following requirements:

(1) lie has graduated from a physical therapy curriculun approved by:
(A) The American Physical Therapy Association; or
(B) The Council on Medical Education and Mospitals of the American Medi-

cal Association; or
(C) The Council on Medical Education of the American Medical Association

in collaboration with the American Physical Therapy Assoclation ; or
(ii) Prior to January 1, 196-
(A) Has been admitted to membership by the American Physical Therapy

A-soclatlon; or
(15) Ias been admitted to registration by the Anierican Registry of Physical

Therapists; or
(C) Has graduated from a physical therapy curriculum fit a four year college

or university approved by a State department of education, Is licensed or
registered as a physical therapist, and where appropriate, has passed a State
examination for licensure as a physical therapist; or

t111) If trained outside the United States-
(A) Has graduated since 1928 from a physical therapy curriculum approved

in the country in which the curriculu was located and in which there is a
member organization of the World Confederation for Physical Therapy: and

(B) Is a member of a member organization of the World Confederation for
Physical Therapy; and

(C) tins completed one year's experience under the supervision of an active
member of the American Physical Therapy Association ; and

()) Ias successfully completed a qualifying examination as pree-rllwd by
the American Physical Therapy Association.

Analysis of the foregoing section reveals that subparagraph (1i) thereof
constitutes a Grandfather Clause which permits persons to provide physical
therapy to Medicare patients regardless of their training or experience, I)rovide(l
only that they were members of APTA prior to January 1, 1066. At the saie
time. the regulation prohibits physical therapists who are duly qualified and
licensed under state laws from treating Medici re patlentq only because they
were not inenmhers of APTA prior to January 1, 1960. There are approxiniately
3.000 pracicing physical therapists in tie United State,; who are not nieinbers
of APTA. A number of them are members of other associations of physical
therapists.

Under Illinois law. a person can be licensed as a physical therapist If he his
met certain specified education requiremneiits in a school al)proved by the
State's Department of Registration and Education and has Iassed a test,
administered by that department. If the person was practicing physical therapy
on August 31, 1965, the test is waived If lie met the educational requireimients
"or in the Judgment. of the Department has the equivalent training or expelence"
(Ill. Rev. Stat. 1969, Ch. 91. See. 22. 9(4) ).

APTA has admitted to tuembershil) both physical therapists who were licensed
upon satisfaction of the educational and testing requirements of the Illins
law, and physical therapists who, like our clients, were licensed under ilie
"equivalence" provision therof. Thus. membership in APTA is no greater
guarantee of ability, proficiency and skill as a physical therapist than is ileeijsure
by the State of Illinois under its law regulating the practice of physical therapy.
I)espite this fact, and ignoring State licensing requirements, the IIKW regulathii
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draws a dIstiletfoil based on Ineiib:r.hip in kPTA whereby APTA nwatl, rs
could treat Medicare patients, but non-menibers could not.

As a result of this regulation, a number of phy.leai therapists iti Iliis,
who were licenseI and registered by the State but who were not APTA meii-
ber.s, lost their jobs because nursing homes did not want to risk their eerlItfica-
tion under Medicare by employing "unqual ifid" physical therapists. One suchphysical therapist, James J. McCoy, brought suit against HIEW to enjoin the
enforcement of this discriminatory regulation as to him. On June 25, 1970, Judge
X. Sam Perry, of the United States District Court for the Northern District of
Illinois, Eastern l)lvision (Chicago), Issued a preliminary injunction againstIIEW enjoining the enforcement of Scection 105.1120(c) (1) as to Air. McCoy.
based on his finding and conclusion that the regulation was arbitrary and
discriminatory, and therefore unconstitutional. A copy of Judge Perry's fiiaing,
of fact, conclusions of law, and order, is attached to this statement as Exhibit
A. The Government has let the time go by for appealing this injunction, antd it
remains in effect today.

Two days after theinjunction was granted, however, and without )r!or notice
or providing Interested persons an opportunity to be heard, IHEW promulgated
an amendment to Section 405.1126(c) (1). The amendment does not change the
favored status conferred on physical theral)ists who were members of APTA
prior to January 1, 1966. Itather, it merely provides a way by which physical
therapists who were already licensed under State laws could establish to the
satisfaction of HEW that they were also qualified to treat Medicare patients.
The amendment of June 27, 1070, provides:

Subparagraph (e) (1) of 5 405.1120 Is amended by redesignating subdivision
(11) as subdivision (iv) and adding a new subdivision (iii) to such subparagraph
to read as follows:

Section 405.1120 Condition of particlpatlon-restorative services.

(c) Standard; therapy services.
(1) Physical therapy is given or supervised by a therapist who meets one of

the following requirements:

(i1) If he is currently licensed or registered to )ractice physical therapy pur-
siant to State law, he:

(a) Was licensed or registered prior to January 1, 1970, and has achieved a
satisfactory grade through the examination conducted by or under tihe slponsor-
slilli of the Public health Service; or

(b) Was licensed or registered prior to January 1, 1966, and prior to January 1,
1970, had 15 years of full-time experience in the treatment of illne.S or injury
through the practice of physical therapy In which he rendered services upon the
order of and under the direction of attending and referring physicians ; or

Thus, physical therapists who, prior to January 1, 1960, were not members
of APTA will be permitted to treat Medicare patients If they show they were
licensed by a State prior to that date and that they hind 15 years of full-time
experience. And physical therapists who were licensed by a State before Janu-
ary 1, 1970, and who do not have 15 years full-time experience will be permitted
to treat Me'dleare patients if they ean pass a test prepared and conducted "by
or under the sponsorship of the Public Health Service."

The requirement that practicing physical therapists, who have satisfied the
licensing standards such as Illinois imposes, must now prove themselves anew
to HOW is Insulting to the physical therapists, denigrates Illinois and the many
other States that have adopted and enforced licensing requirements, and unfairly
discriminates In favor of one of several voluntary assoclations of physical thera-
plsts. hIPV has never offered a satisfactory explanation for not accepting Illi-nois llceim e as satisfacory evidence that a physical therapist Is qualified to treat
Medicare patients. The sole excuse It has given Is that regulations cannot be
written to fit the situation in only a few States, but must be applicable throughout
the country. That is a patently specious excuse. In the first place, HIW has
written Medicare regulations tailored to fit situations in only a few States. Sub-
part (11) (c) of Section 450.1126(e) was included for the specific purpose of
approving physical therapy licenses Issued by the State of 'New York.
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Moreover, Section 1395z of the Medicare Act states In relevant port:
lit carrying out his functions, relating to deterlmination of conditions of par-

ticipation by providers of services.. the Secretary shall consult with the
Ilealth Insurance lleneflts Advisory Council established by section 1395dd of
this title, appropriate State agencies, and recognized national listing or accredit-
Ing bodies, and may consult with appropriate local agencies. Such conditions
prescribed under anyl of su-ch subsections may be raricd for different arcas or
different classes of institutions or agencies and may, at the request of a State,
provide higher requirements for such State than for other States . . . [Emphasis
added. ]

And in Section 1395aa(a), Congress expressly authorized IhEW to do that
which it has refused to do here-accept a State license as evidence of qualifica-
tion. This section provides:

(a) The Secretary shall make an agreement with any State which is able and
willing to (o so under which the services of the State health agency or other
apropriate State agency (or the appropriate local agencies) will be utilized
by him for the purpose of determining whether an institution therein Is a hos-
lital or extended care facility, or whether ai agency therein is a home health
agency, or whether a laboratory meets the requirements of paragrphs (10)
and (11) of section 1395x(s) of this title, or whether a clilie, rehabillitation
agency or public health agency inmeets the requirements of subparagraph (A)
or (B), as the ease may be, of section 1395x(p) (4) of this title. To the extent
that the Secretary finds It appropriate, an institution or agency which such a
State (or local) agency certifies is a hospital, extended care facility, or honle
health agency (as those terms are defined in section 1395x of this title) may be
treated as such by the Secretary.

That ilEW (loes not really find It difficult or Impossible to establish and apply
different standards for certain health care services to different areas of the
nation is evidenced by the various addenda it has made to the Medicare regula-
tions establishing such varying standards. See 20 C.F.R. Sections 405.1222, 1223,
1228 and 1236. See also 20 C.F.It. Section 1310. Thus, it iII behooves hIEW to
allege in the case of physical theralplsts that it cannot be done.

In suin, we respectfully request that Congress take Immediate steps to require
[IW to accept State licensure of physical therapists where, as in the case of
Illinois, tho State requirements assure that the person licensed has a reasonable
level of skill and knowledge. In this way, many physical therapists wNill be able
to continue their profession, and more and cheaper physical therapy care will
become available to Medicare patients.

Thank you for affording me this opportunity to appear before you.

IN TIlE UNITED STATES DISTRICT COURT FOR TIlE NORTIIERN DISTRICT OF
ILLINOIS EASTERN DivisIoN

(No. 70 C 630)

EILEEN IASUILIS, ETC., ET AL, PLAINTIFFS

V.

RoiErT II. FixciI, As SECRETARY OF HEALTIT, EDUCATION & WELFARE, DEFENDANT

(No. 70 C 631)

JAMES J. MCCOY, PLAINTIFF

V.

ROBERT hi. FixcI, As SECRETARY OF IIEALTIr, EDUCATION & WELFARE, DEFENDANT

FINDINGS OF FACT-CONCLUSIONS OF LAW

A. FINDINGS OF FACT

1. Plaintiff Eileen Rasulis is president and sole stockholder of plaintiff Illinois
Physical Therapy Clinics, Inc. (hereinafter referred to as "the Clinic"). The
Clinic is engaged in the business of furnishing physical therapy to Medicare
and other patients in extended care facilities (nursing homes). Plaintiff James
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J. McCoy has been a practicing physical therapist for twenty years and is licensed
under the laws of the State of Illinois (Ii. Rev. Stat. 1969, ch. 91, See. 22.1, c
seq.). Between April 1067 and May 1968 Mr. McCoy oWned and operated a
physical therapy clinic in which h6 treated Medicare and other patients in nursing
homes. All the plaintiffs are resident of, and do business it Cook County, Illinois,
within this Judicial district.

2. Defendant, as Secretary of Health, Education and WLfare, is charged with
administering Title XVIII of the Social Security Act, commonly known as the
Medicare Program or Health Insurance for the Aged (42 U.S.C. See. 1395, ct seq.).
He has the power to make, amend, modify and rescind regulations implementing
the provisions of that Act, except that under 42 U.S.C. Sec. 1395, he does not have
the power "to exercise any supervisions or control . . . over the selection, tenure,
or compensation of any officer or employee of any institution, agency. or person
providing health services; or to exercise any supervisions or control over the
administration or operation of any such institution, agency, or person."

3. In June 1067, pursuant to the provisions of the Administration Procedure
Act, defendant's predecessor promulgated regulations establishing conditions of
participation for hospitals in the Medicare program. 20 C.F.R. Sec. 405.1001, et
seq., Section 1031(d) (3) thereof provides:

If physical therapy services are offered, the services are given by or under the
supervision of a qualified physical therapist. A qualified physical therapist is
a graduate of a program in physical therapy approved by the Council on Medical
Education of the American Medical Association (in collaboration with the
American Physical Therapy Assoclatlon) or its equivalent. Additional properly
trained and supervised personnel are sufficient to meet the needs of the
departfmient

4. In October 1967, pursuant to the provisions of the Administrative Proce-
dure Act, defendant's predecessor promulgated regulations establishing condi-
tions of participation for nursing homes and other extended care facilities in
the Medicare program. 20 C.P.I. Sec. 405.1i00, Ct scq., Section 112(c) (1) thereof
provides:

Physical therapy Is given or supervised by a therapist who meets one of the
following requirements:
(1) lie has graduated from a physical therapy curriculum approved by-

(A) The American Physical Therapy Association; or
(B) The Council on Medical Education and Hospitals of the American Medi-

cal Association; or
(C) The Council on Medical Education of the American Medical Association

in collaboration with the American Physical Therapy Association; or
(1i) Prior to January 1, 1966--

(A) Has been admitted to membership by the American Physical Therapy As-
sociation; or

(B) Has been admitted to registration by the American Registry of Physical
Therapists; or
(0) Has graduated from a physical therapy curriculum In a four year college

or university approved by a kztate department of education, is licensed or reg-
istered as a physical therapist, and' where appropriate, has passed a State ex-
aminmtion for licensure as a physical therapist; or
(1i1) If trained outside the United States-

(A) has graduated since 1928 from a physical therapy curriculum approved in
the country ti which the curriculum was located and in which there is a member
organization of the World Confederation for Physical Therapy; and

(13) Is a member of a member organization of the World Confederation for
Physical Therapy; and

(0) Ilas completed one year's experience under the supervision of an active
member of the American Physical Therapy Association; and

(D) Has successfully completed a qualifying examination as prescribed by the
American Physical Therapy Association.

4. Under Illinois law, a person can be licensed as a physical therapist if he has
met certain specified educational requirements in a school approved by the
State's Department of Registration and Education and has passed a test admin-
istered by that department; if the person was practicing physical therapy on
August 31, 1905, the test Is waived if he met the educational requirements "or in
tihe judgment of the Department hab the equivalent training or experience" (Ill.
Rev. Stat. 1909, Ch. 01, Sec. 22.9 (4)). The waiver provision is known as the
"grandfather clause."
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5. Plantiff McCoy does not have the educational training specified in subpara-
graphs (I) and (ti) of 20 C.F.R. Sec. 405.1126(c) (1), nor did lie meet the educa-
tional requirements established by the Illinois law regulating the practice of
physical therapy. Rather Mr. McCoy received his Illinois license under the"
"grandfather clause" in said law.

6. Prior to January 1, 190, ir. McCoy was not admitted to registration by the
American Registry of Physical Therapists. Mr. McCoy has never been admitted
to membership Lj the American Physical Therapy Association (APTA). How-
ever, APTA has admitted to membership both physical therapists who were
licensed upon satisfaction of the educational and testing requirements of the
Illinois law, and physical therapists who, like Mr. McCoy were licensed under
the grandfatherr clause" thereof.

7. Membership In APTA, or satisfying the educational requirements for mem-
bership in APTA, is no greater guarantee or ability, proficiency and skill as a
physical therapist than is licensure by the State of Illinois under its law regu-
lating the practice of physical therapy.

8. Between April 1K7 and June 30, 1960, Mr. McCoy provided physical therapy
to Medicare patients In extended care facilities. As a result of the promulgation
and enforcement of Section 1126(c) (1) of the Medicare Regulations, Mr. McCoy
lwhemn ineligible to provide such services and was obliged to cease treating
thmiri on June 30, 1969. Under the regulation, however, physical therapists no
itter qualified by education or training than Mr. McCoy are permitted to pro-
vide physical therapy to Medicare patients in nursing homes solely because
they were admitted to membership in APTA prior to January 1, 1966.

9. Although Mr. McCoy is ineligible to treat Medicare patients in nursing
homes tinder the provisions of Section 1126(c) (1) of the Medicare Regulations,
lie is eligible to treat Medicare patients in hospitals under the provisions of
Section 1031(d) (3) of the same regulations, because his training and experience
satisfies the equivalence provision thereof. Indeed, all physical therapists If-
cen.,ed tinder the "grandfather clause" of the Illinois statute regulating the
practice of physical therapy are eligible by their training and experience tO
treat Medicare patients In hospitals under the provisions of Section 1031(.d) (3)
even though they may not be eligible to treat Medicare patients in nursing homes
under the provisions of Section 1126(c) (1).

10. After the promulgation of Section 1120(c) (1), and as a direct result there-
(if, the Clinic was threatened with cancellation of its contracts with the extended
care facilities it was serving because many of the patients therein were cvered
by Medicare and Mr. McCoy, its chief physical therapist, was ineligible to treat
Medicare patients. A nursing home found by agents of IIEW to be treating Medi-
care patients with an Ineligible physical therapist would have its certificatoR
as a qualifying extended care facility revoked.

11. In order to keep its contracts with the extended care facilities, the Clinic
was forced to remove Mr. McCoy as chief physical therapist and to replace him
with a member of APTA.

12. There are approximately 00 physical therapists licensed and registered
pursuant to the laws of the State of Illinois and eligible to practice therein.
However, only about half of these physical therapists qualify under Section
1126(c) (1). There is thus an acute shortage of physical therapists who are
eligible to treat Medicare patients In extended care facilities. As a result, In
order to secure an eligible physical therapist to replace Mr. McCoy, the Clinic
was forced to pay five hundred dollars more per month than It was paying
Mr. McCoy, even though the replacement had less ability, experience and skill
than Mr. McCoy.

13. The replacement for Mr. McCoy proved very unsatisfactory, and was re-
slonsible for a substantial drop In the Clinic's revenues; however, no physical
therapist eligible under Section 1126(c) (1) was available, to replace him at a
wage the Clinic could afford. The replacement's employment was finally termin-
ated on May 29, 1970, and the Clinic was threatened with the loss of all its
contracts with nursing homes because none would use the Clinic's services
unless the Clinic's physical therapist was eligible to treat the home' Medicare
i'ttents. The Court issued a temporary restraining order on May 28, 1970,

suspending enforcement of the regulation as to the Clinic and Mr. McCoy, thus
enabling the Clinic to reemploy Mr. McCoy as its physical therapist and continue
to serve the nursing homes wlh which it had contracts.
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14. As a further effect of the lack of eligible physical therapists under Section
1126(c) (1), the Clinic was prevented from expanding its business to serve addi-
tional nursing homes because it could not obtain physical therapists eligible to
treat Medlcare patients, although licensed physical therapists are available to
treat Medlcare patients In hospitals, or to treat patients whose bills are not
paid by Medicare. Most extended care facilities have both Medicare and ron-
Medicare patients, but it is uneconomic and impractical for the facilities to
have different personnel treat each group separately. As a result, these facilities
seek only personnel who are eligible to serve all patients; In the case of physical
therapists, that means those who qualify under Section 1120(c) (1).

16. Neither the Medicare Act nor HEW provides for the certification of in-
dividual physical therapists. Hence, there Is no way under the Act that Mr.
McCoy can obtain administrative and judicial review of Section 1126(c) (1) of
the Medicare Regulations. There Is no administrative remedy available to him.

17. Similarly, as a practical matter, there is no administrative remedy avail-
able to the Clinic and its owner, Miss Rasulls, to obtain review of the
requirements of Section 1126(c) (1). For, were the Clinic to hire a physical
therapist ineligible to treat Medicare patients In nursing homes, it would lose
its nursing home contracts and be forced out of business before its certification
could be administratively reviewed by HEW, thus rendering moot any further
administrative or judicial proceedings.

1M Unless an injunction Issues restraining and enjoining defendant from
enforcing 20 C.lI.R. Section 405.1126(c) (1) against them, plaintiffs will suffer
Irreparable harmn and Injury in that they will Ie deprived of their rights to
engage in their chosen occupation and business of providing physical therapy to
patients in extended care facilities.

H. CONCLUSIONS OF LAW

1. The Court has jurisdiction over the parties and the subject matter of the
action. 5 U.S.C. See. 702-70; and 28 U.S.C. Sees. 1331(a), 1361, 1301(e) and
2201. Abbott Laboratories v. Gardner, 387 U.S. 136, 140-141 (1967) ; Toilet Goods
Association v. Gardner, 360 F. 2(d 077, 683, n. 0 (C.A. 2, 1966), aff'd 387 U.S.
167 (1967).

2. The Medicare Act (42 U.S.C. See. 1395, et seq.) does not preclude judicial
review of the challenged regulation In a proceeding such as this. Rosado v.
Wyman, - U.S. -, 90 S.Ct. 1207 (1970) ; (Jappadora v. (Jelebrezze, 356 F. 2d 1
(C.A. 2, 1966); Beers v. Federal Security Admnistrator, 172 F. 2d 34, 3T-37
(C.A. 2, 1949). See also Abbott Laboratories v. Gardner, supra; Toilet Goodg
Association v. Gardner, supra.

3. There is a great likelihood that plaintiffs will prevail In the final disposition
of this case. The uncontradlcted allegations of fact in the verified complaint
and the evidence adduced at tile hearing on tile notion for preliminary Injunc-
tion warrant the conclusion that, 20 C.P.R. Section 405.1120(c) (1) constitutes an
arbitrary and discriminatory distinction between the qualifications of physical
therapists eligible to treat Medicare patients In hospitals, and the qualifications
of physical therapists eligible to treat Medicare patients inextended care facili-
ties; and between members antd non-members of AP'PA prior to January 1, 19641.
As a physical therapist licensed under the laws of the State of Illinois, Mr.
McCoy is eligible to treat Medicare patients In hospitals; no rational basis has
been shown why lie should be declared Ineligible to treat Medicare patent. in
extended care facilities. Such a discriminatory distinction deprives plantiffs
of the equal protection of the laws and deprives them of properly without due
process of law, in violation of the Fifth Amendment to the Constitution of tile
United States. For, "a statutory discrimination must be based on difference
which are reasonably related to the purposes of the Act in which It is found."
Morcll v. Doud, 35 I.S. 457, 465 (1957). See Shapiro v. Thompson, 391 U. S. 61S
(1969) ; Carrington v. Rash, 380 U.S. 89, 93 (1965) ; McLaughlin v. Florida, 370
U.S. 1,4, 191 (191). There is no imeasonable relationship between the challenged
regulation and Its purpose of assuring quality care for Medicare patients, In
light of the fact that tile same requirement is not Imposed on hospitals as is
imposed on extended care facilities.
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C. CONCLUSION

For the foregoing reasons, the Court finds and concludes that a preliminary
injunction should issue against defendant In the terms and on the conditions
set forth in the order attached to these Findings and Conclusions.

)ated this 2.5th (lay of June, 1970.
S/3. SAM PERRY.

United Statcs District Judge.

IN TIE UNITED STATES DISTRIcT COURV, FOR TiE NORTHERN DISTRICT OF ILLINOIS,
HASTEY' DivisIoN

Civil action No. 70 C 630

EILEEN RASULIS, AS PRESIDENT OF TIlE ILLINOIS PitYSICAl. TihERAPY CLINICS,
INC., AND ILLINOIS PHYSICAL THERAPY CLINICS, INC., PLAINTIFFS

ROI1ERT II. FINCH, AS SECRETARY OF IIEALTII, EDUCATION AND WELFARE, DEFENDANT
Civil action No. 70 C 6.31

JAMES J. MIcCoY, PLAINTIiF

ROBERT II. FINCH, AS SECRETARY OF HJEALTII, EDUCATION AND WELFARE, DEFENDANT

PRELIMINARY INJUNCTION

These causes coming oIl to be heard on plaintiff's motion for preliminary in-
junction, and the Court being fully advised in thi premises and having heard
testimony and argument of counsel and having made findings of fact and coll
clnrsions.

IT IS IEREBY ORDERED, ADJUDGEi) ANI) DECREEI) that, pending
further Order of this Court, the defendant, Robert If. Finch, as Secretary of
IHealth, Education and Welfare, his successors, officers, agents, representatives,
employees, attorneys, insurance carriers andl all persons acting In concert aird
alhrticlition with him, be and hereby are restrained and enjoined from:

A. Giving any force or effect to 20 C.F.R. Section 405. 1126 (c) insofar as it
declares ineligible plaintiffs Eileen Rasulls, as President of the Illinois Physical
Therapy Clinics, Inc. ; Illinois Physical Therapy Clinics, Inc.; James J. McCoy,
andl any other physical therapist authorized to engage in that profession under
the laws of the State of Illinois and employed by the Clinic from treating
patients in extended care facilities under either Part A or Part B of tile
Medicare Program;

B. Withholding, refusing or falling to remit any funds due and owing to
plaintiffs or any physical therapist authorized to engage in that profession
iuder the laws of tire State of Illinois as payment for services rendered to

patients iIn extended care facilities under either Part A or Part B of tile Medi-
care Program.

IT IS FURTihER ORDERED, ADJUDGED AND DECREI)D that, this order
shall be effective from and after 4:00 p.m., June 23, 1970;

IT IS FURTHERED ORDERED, ADJU)GEI) AND DECREED that, plain-
tiffs file their bonds, with each other as surety, to be approved by this Court,
in the sum of TEN THOUSAND AND NO/100 )OLLARS ($10,000), conditioned
for the payment of such costs and damages as may be Incurred or suffered by
any party who is found by this Court to have been wrongfully enjoined or
rest rained.

Enter.
S/J. SAM PERRY,

Judge, U.S. District Court for the Northc'n District of Illinois,
Eastern Division

STATEMENT OF TIE AMERICAN COLLEGE OF RADIOLOGY

The American College of Radiology appreciates this opportunity to comment
on the Social Security Amendments of 1970 (II.R. 17550).
The members of the College are over 7,000 doctors of medicine who specialize

In the use of X-rays and radioactive materials in diagnosis and treatment.
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We will confine our statement to a few specific items in MR. 17550 and Amend-

meat 851 offered by Senator Bennett.
The purpose of Section 222 is to provide the Secretary with authority to carry

out and determine the results of experiments and demonstration projects in
paying for services under Medicare and Medicaid. This Section permits the
Secretary of use "alternative methods for classifying providers", "waive coin-
pliance with the requirements of Titles XVIII, XIX and V of the Social Security
Act iasofar as such requirements relate to methods of payment for services",
and make a single combined rate of reimbursement for teaching activities and
patient care rendered by residents, interns and teaching physicians In graduate
medical education programs.

The need for experiments aimed at producing quality care at the least possible
expense to the government is recognized. The special medical service reimburse-
mient problems of physicians practicing in teaching institutions are well known.

We request, however, that the report of the Senate Finance Committee plainly
state that such experiments and demonstration projects shall not be selectively
apple( to, or in connection with, a single medical specialty, radiology. On the
basis of experience since Medicare and Medicaid became effective, we know that
there is a tendency within the Social Security Administration to seek to merge
Parts A and 13 of Medicare insofar as payments for radiology services are con-
cerned (eliminate Part B might be a more accurate description). Radiologists seek
to retain an ability equal to that of other physicians to adjust and accommodate
to changes in medical delivery and financing systems now and In the future.
Radiologists have not sought special privileges and resists special disabilities.
We Ask for the assistance of the Senate Finance Committee In achieving equal
treatment under the law and In regulations issued under the law.

Section 226 deals with payment for services of teaching physicians under the
Medicare program. As noted earlier, we are sympathetic to the special problems
in this area for attending physicians practicing in a teaching setting.

Radiologits are medical consultants, not attending physicians. Radiologists
do, however, practice In teaching settings. Because they do, and because Section
220 may be applied to radiologists, we would note that: each radiologic examina-
tion is a physician's service to a patient; each is specific and Identifiable; each
is direct; the purpose of each and the consultative report on the examination
is to help the patient. In the practice of radiology, the fact that teaching is
involved is Incidental because the radiologist-teacher is 100 percent responsible
to the patient and provides the patient 100 percent of his time and knowledge
in rendering the Individual service. This is a full Part B service and we can
see no reason to discount this service because a student is being taught In con-
nection with its delivery, or could we see any reason to cover this service as a
part of Part A hospital reimbursement.

The American College of Radiology supports the concept of peer review of the
necessity, propriety and quality of professional services. The College currently
evaluates the quality of radiologic services being rendered in hospital depart-
ments of radiology, private offices and clinics by visitation or radiologist-sur-
veyors. Radiologists meeting standards of practice acceptable to experienced and
recognized surveyors are accredited. Radiologists welcome peer review by respon-
sible and professionally qualified physicians.

We are not expert in respect to the speclflc provisions and ramifications of
Amendment 851. We believe, however, that the peer review system would be
clearer, cleaner and less cluttered if the Secretary contracted with only one
organization in each state, preferably the state medical assoiation. The state
medical association could then make subsidiary local arrangements for peer
review with county medical societies or groups of such societies.

We question extending the concept of review of physicians' services by physi-
cians to the review of all health services by physicians. It Is not at all clear that
physicians are the best available experts to review all of the facets of hospital
service, extended care and nursing home service. Further, given a need for all
possible physicians In active practice taking care of patients, it is probably a
poor use of scarce resources to require physicians to devote time to act as the
sole evaluators of all health care, Individual and Institutional.

We particularly support. peer review of the necessity of performing diagnosis
radiologie services on an In-patient basis, rather than on an ambulatory basis.
"Diagnostic" admissions have been an expensive curse in medical economics ever
since the initial error of insuring diagnostic services only for hospital In-patients
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was made in tile early 1930s. Indeed, the development of hospitalization insurance
well in advance of medical care Insurance was historically most unfortunate li
terns of results. This helped create a hospital oriented psychology In genera-
tions of administrators of health care Insurance programs ,nd in the public at
large.

The Medicare law has largely rectified this problem. in respect to those over
65, but even here we find a residuum of pro-hospital discrimination. In 1967,
Congress, to simplify administration of the Medicare law, amended Part B so
as to eliminate the application of co-insurance and the deductible to pathology
and radiology services provided Medicare in-patients. Pathology and radiology
services to flmbulatory patients remained subject to co-Insurance and the deduc-
tible. The American College of Radiology at that time testified against creating
this imbalance which would lead some patients to seek hospitalization in order
to avoid out-of-i)ocket expenditures.

When an Insurance plan does not cover medicine as it is practiced and creates
economic incentives to seek services at certain sites and under certain circumn-
stances, logical practice patterns become distorted. Bad insurance drives out
good and rational medical practice. We believe that the Senate Finance Commit-
tee might well address Itself to the matter of restoring good medical practice.
This could be accomplished by reimposing appropriate co-insurance and deduc-
tible provisions 1in respect to radiology services provided to Medicare beneficiaries
who are hospital in-patlents, or by deleting these requirements In respect to all
rad biology services.

'arenthetlcally, if distortions of practice are to be written into Medicare,
it woulh be more logical to selectively eliminate payments for services to hospital
bed patients and provide them for ambulatory patients. Tills would, of course,
impose burdens omi some of those insured, but It would at least have the virtue
of saving the insurance fund from paying for a good deal of unnecess-ary
hosptalizatlon.

In conclusion, Time American College of Radiology again thanks the Senate
Finance Committee for the privilege of offering these comments.

MASSACImusErs LEGISLATIVE COUNCIl, FOR OLDER AMERICANS,
Boston, Mass., September 22, 1970.

1li11. RUSSELL LONG,
Chairman, Senate Finance Committee,
U.S. Senate,
i'ashington, D.C.

DEAR SENATOR LoNG: The purpose of this letter Is to urge you to favorably
consider a 12% increase in cash social security benefits this year. Previous In-
creases have been largely eroded by the steady advance in the cost of living and
the financial status of our retired population is still critical.

In a recent statement, Senator Harrison A. Williams, Jr. declared that since
190G the number of older Americans living in poverty has actually increased by
nearly 200,000. Our retired population are being left far behind as the rest of
our society moves steadily toward Improving living standards.

Your Committee can do a great service to millions of Older Americans by
proposing an Increase in social security of at least 12%.

Your consideration of this request will be greatly appreciated.
Sincerely yours,

FRAN K J. MANNING, President.

STATEMENT OF TIE COMMUNITY SERVICE SoCIEry, CoMMItrrtm ON AGINO,
SUBMITED BY ELIIIU SCHmOTT, Vi;E CHAIRMAN

The Committee on Aging of the Community Service Society of New York
submits this statement to the Senate Finance Committee for Its consideration in
reviewing the proposed amendments to the Social Security Act in H.R. 17550.

The Community Service Society of New York is a voluntary nonprollt agency
dedicated since 1848 to the strengthening of family life and the betterment of
community life. The Committee on Aging within the Department of Public
Affairs Is a citizens' committee concerned particularly about the well-being of
the aged.
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We have examined II.R. 17550 and the report of the House Committee on
Ways and Means in detail together with related materials. We find and note
below that several of the provisions of the bill are commendable improvements
of the social security and health Insurance system. But there are omissions and
deflcielnces, lit our opinion, which we call to your attention.

Our recommendations do not purport to solve totally the problems of income
and health maintenance of older men and women, so many of whom are poor
and needful. Rather they represent quite modest steps to improve their situa-
tiont. The additional costs involved can clearly be financed within the natton'1
current resources.

First, in respect to the social security cash benefits program, we endorse the
provisions that would:

Provide an automatic cost-of-living adjustment mechanism beginning in 1972,
to keel) benefits current with rises in the cost of living. Across-the-board In-
creases In benefits have been made by Congressional action from time to time.
Preferable is the proposal for an automatic adjustment in benefits when the
Consumer Price Index has increased three per vx-nt, coupled with a comparable
increase it the taxable payroll base to keep the OASDI Trust Funds in balance.
Approval of this automatic adjustment is predicated on an increase in the
minimum benefit to $90 a month and an across-the-board increase of ten per
cent effective in 1971, and, in time, an increase in all benefits to more realistic
levels.

Liberalize the retirement test by permitting a beneficiary under age 72, be-
ginning In 1971, to receive full benefits each month If his annual earnings do
not exceed $2,000, instead of $1,080 as of now; tn receive benefits reduced by
$1 for each $2 of earnings between $2,000 and 83,200 (instead of the current
range of $1,680-$2,880) and for each $1 thereaft-r. The bill would also increase
from $140 to $160.66 the amount of monthly wages allowable without loss of
benefits. These changes represent a quite modest updating of the retirement test.

Increase survivors' benefits at age 05 from 82% per cent to 100 per cent of
the deceased spouse's primary insurance amount, the effective (late being Janu-
ary 1, 1971. This provision recognizes the economic needs of dependent widows
and widowers.

Set age 62 as the computation point for figuring benefits and benefit eligibility
for mien as it now is for women. There Is no logic for the existing differential
which can result in lower benefits for a retired man than for a retired woman
with the same wages.

We iecomnend two changes in the provisions of II.R. 17550 that would:
Provide a ten per cent across-the-beard increase in monthly cash benefits

above the current benefit rather than five per cent, effective January 1971. A
ten per cent increase is considered a modest effort that takes into account the
escalation in the cost of living and the level of average benefits which is sub-
stantially below minimum needs. By this increase the monthly benefit for an
average retired single worker would go from $110 to $127.60; for an average,
retired couple from $1906 to $215.60. This Is not an adequate level to meet
living needs but it is an achievable Inprovement at this time.

Provide an Increase in the minimum monthly benefit to $90, effective January
1971. This increase has been proposed in other bills introduced in the Senate.
It is viewed as a step in the right direction and possible of achievement, at this
time, although still below a minimumstandard of subsistence. It is hoped that,
in the future, a program based upon social security payments and payments
from other sources will result in an adequate minimum. Since a $90 minimum
monthly payment is unrelated to the taxes paid by employees and employers
and the self-employed into the Trust Fund, the difference between this amount
and the amount that would be provided by a ten per cent increase should be
financed from general revenues.

Second, in respect to selected Med(care provusfon, where the Committee on
Aging is joined by the Committee on Health:

We support the provisions that would:
Remove the existing requirement that a person must enroll in Part B (Sup-

plementary Medical Insurance) of Title XVII[ within three years after becom-
Ing eligible.

Authorize the Secretary of Health,- VducationAnd Welfare to terminate pay-
ment for services rendered by suppliers of health and medical services found
to be guilty of program abuses Including overcharging, furnishing inferior or
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harmful or excessive services, or making a false statement to obtain payment.
Authorize the Secretary of Health, Education, and Welfare to establish specific

perlods of time after hospitalization during which a patient would be presumed
to require nursing home or home health services. This provides protection against
retroactive denial by fiscal intermediaries of extended care benefits, which has
caused hardships for patients and the suppliers of services.

Extend coverage to hiclude services rendered by a licensed physical therapist
in his office, up to a limit of $100 per calendar year.

We support in principle, but question the utility, of a provision that would:
Allow persons ineligible for Part A (Hlospital Insurance) of Title XVIII to

enroll for coverage for $27 a month, an amount figured to be the full cost of pro-
tection currently, and subject to increase as hospital costs rise; and require en-
rollnent in Part B at an additional monthly fee. This is a high cost for the unin-
sured to pay for coverage, and beyond the means of many persons. Is it possible
to blanket the uninsured in for hospital insurance as was done for those who
attained age 5 before 1968 even though they were not eligible for cash benefits?
If not, can other progranis be developed which will provide needed protection and
coverage of health costs?

We urge an additional provision that would:
Incorporate an out-of-hospital drug insurance program under Part A of Title

XVIII, such a program to include prescription-requiring drugs prescribed by an
authorized prescriber, and non-prescription drugs (e.g. insulin) specified by the
Secretary of Health, Education, and Welfare and deemed necessary to ensure the
goals of the program; to call for copayment of $1 by the beneficiary for each
original prescription and refill; to provide for reimbursement to the vendor
rather than the beneficiary; to become effective at a date that allows sufficient
time to set up adequate administrative machinery for efficient processing and for
developing utilization, quality and cost controls; to be paid for by an increase
in contributions by employees and employers and the self-employed. In our judg-
ment, the Inclusion of an out-of-hospital drug Insurance progra i would be a great
step forward, reducing the need for higher-cost kinds of care and alleviating a
serious financial burden on the elderly.

Third, in respect to 8clected Medicaid provisions where, again, the Committce
on Aging is joined by the Committee on Health.

We support provisions that would:
Provide a 25 per cent increase In the federal matching share for hospital out-

patient services, clinic services and home health services. This provides an impor-
tant incentive encouraging states to develop and use community-based services.

Authorize the Secretary of Health, Education, and Welfare to establish dif-
ferential rates for skilled nursing homes and intermediate care facilities. Re-
lating reimbursement to the level of care is sound.

Limit increases in physician fees to the 75th percentile of a given area.
Provide federal funding at a 90 per cent level to states to establish mechanized

- claims processing and information retrieval systems, and at a 75 per cent level
for the continued operation of such systems. Desirable is this encouragement of
efficient and modern administration of a system that is complicated Indeed.

We are strongly opposed to provisions that would:
Reduce the federal matching share for inpatient care In general and tubercu-

losis hospitals by one-third after 60 days; In skilled nursing homes by one-third
after 90 days; and in mental hospitals by one-third after 90 days, with a 275-day
life-time limit thereafter, Such arbitrary limits, In our judgment, are unsound
and dangerous. We are not persuaded of the reasonableness of these limits as
advanced by the House Ways and Means Committee. We believe that the present
provisions should be maintained if they cannot be increased and that reimburse-
ment formulas should not provide a leverage for inappropriate transfers to a
lower level of care when this is contra-indicated by a medical diagnosis.

Eliminate the requirement that states establish a comprehensive Medicaid
program by 1977. The original target date for this requirement was 1975; in 1069
it was advanced to 1977. The goal of a comprehensive program should be con-
stantly emphasized. If practical problems of compliance exist, the date can again
be postponed but should not be abandoned.

In sum and in considered conclusion, we urge the Senate Finance Committee to
support constructive changes that will alleviate to a degree the burdens in aosed
on the old and the sick. Amendments to the Social Security Act have far-reach-
ing consequences; should grow out of humane considerations and a balancing of
priorities; should meet evident needs In a way that preserves dignity and inde-
pendence and strengthens family life in these most difficult days.
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STATEMENT OF CON('FPNED STATES COMMITTEE SUBVIIlITED BY 1Ht. lAND 1). WALI.,
CHAIRMAN, IN BEIALIF OF |'Fl TEXAS, ARKANSAS, LOUISIANA, WISCONSIN,
O[Io, K ENTUCKY, MICHIIGAN, AND INDIANA STATE NURSING TOMI: ASSOCIA-
TIONS

I an Land D. Wall, owner and administrator of four nursing homes In tile State
of Texas, one of which is a 130 bed skilled nursing home located in Lubbock,
Texas, the other three being smaller intermediate care facilities located In various
locations II West Texas. I am also the Director of the West Texas lome Health
Agency in Lubbock, Texas, a non-prolit organization sponsored by the Missionary
BJaptist Foundation of America. I have a Master's Degree in Health Care Ad-
ministration from George Washington University, specializing in Long Term i
Care. I am President of the Texas Nursing Home Association, a non-proflt Cor-
poratlon which represents some 550 nursing homes involving more than 35,000
beds. At the present time I serve as Chairman of The Concerned States Committee
which is an unincorlmrated, voluntary Committee of certain State nursing home
associations including Arkansas, Louisiana, Texas, Wisconsin, Ohio, Kentucky-
and there are others.

We voluntarily assembled our respective State asociations because of various
individual State problems, primarily with the Medicaid program, and because
we found the problems In tile programs to he far too massive for a single national
association to effectively cope with. Three of our States gave testimony before the
Sub-coninittee on Oversight Legislation on May 27, 1970, and made it clear that
we supported the Finance Committee Staff Report on Medicare and Medicaid
and enthusiastically endorsed its findings.

In addition to certain recommendations we we would like to bring to your
attention regarding 11.11. 17550, we are also submitting the attached copies of the
above mentioned statement before time Sub-committee as presented by represent-atives of the Arkansas, Louisiana, and Ohio state nursing hoie association.
We continue to support that testimony.'

SECTION 225 INCENTIVES FOR SA'IES TO INSTITUTE UTILIZATION "ONTRO]S

Our Committee is opposed to this section of the House lill since reducing
federal matching funds after 90 (lays for care in skilled nursing homes will work
obvious hardships on informed patients institutions who have no voice in their
determination of need for medical care--nor can they control such need for
medical care. The financial loss to States will serve only to substantially reduce
the quality and level of care now being afforded in qualified skilled nursing
homes. Tie financial Impact iII all States most probably would prove catastrophic
during tines whe lthe available tax dollar has already been stretched beyond
its limit. The intention of Section, however, is not without merit and it is cer-
tainly not our purpose to justify continued over-utilizatibn of skilled nursing home
beds iII State XIX programs. Where States (ho not exercise appropriate and
professional review procedures within their medical .are programs, some measure
of control must be Im)osed to insist on appropriate placement of patients in
institutions equiplped and designed to mieet their needs.

We are concerned also with anl additional danger found in sectionn 225. Time
Secretary of tile apartmentt of Ilealth. Educat lou and Welfare under this
provision would be authorized to determine what rates art, or should lie. as
currently paid to skilled nursing homes and Iitermediate care facilities. Til
present lai:guage of the proposed a mendment not only requires tihe Secretary
to make a oterminationl that there is a "rei.omable cost" differeiltial between
the cost of skilled nirsing home services and tm cost of Intermediate care
facility services in time States. it further authorizes time Secretary to reduce
federal Iaynmens ii accordance with such provision.

In this regard, tile "reasorialie cost" differential is dete:mined to be the excess
of the average amount ipaid per inpatient lay for skilled nursing home ,ervice.
(by calendar year quarter) over the average amioumnt plai(1 in such State per
impatient day for intermediate care facility services. regardless of the source
of payment.

See Committee on Finance irnarings entitled "Medicare nmid Medieaid," pt. 2, Ninety-first
Congress.

47-530-70-pt. 3--25
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'e offer our objection quite frankly becaiist the Se(retary of II'I.V until now
has shown little COmlpe tency lit copiig wili anytlihig associated with tit, word
'rea sonaldh . The beaurocrazcy administering Medicare has absolutely maligned
the term "reasonable cost" front the inception of the Medicare program and it
ires iinally become so notoriously ineconomiteal and inefficient that 11o one
ree',,lizes allymore what congress.s originally intended it, asignig Its lnurlpose.

Should the terminology 'reasonable" again lie assigned to the responsibility of
le Department, of HEW we colld agalm exlpet huttdreds and thoulsaxds of

regulations, policies. etc., seemingly modifying one or more of time other. Such
liatrocratli isis-tece leaves the vast nijority of state agency adinlitstrators
lit a conllete state of frustration as to what is etimally intended or required.
It would create more burdensonmle itd tape, cause a tremendous additional
expense to both State and Federal G~overnment by virtue of audits, new account-
lag methods, (lecks amd Imlaitces, etc., and in short caust State persoumlel to be-
come so leary of tiling themselves in fiscal Jeopardy that the most caustic
Iposition available would b, taken in setting rates for skilled nursing homes
under Title XIX.

'Tihis would all come about at a time when the Nation calls for higher standard.4
and more professional care iii institutions tat are constantly being forced to
spend more anmi more of their thme seeking adequate current tiacing. It would
appear that simpler approach and one whl-ih appropriately directs the Secretary
would be more desirable.

In tile context of the proposed amendment, the "cost differential" is iuaplro-
priate since the average In some states for both skilled and intermediate care
could closely parallel, according to the actual level of services afforded In each
Of tile two kinds of Institutions.
The "cost differential" should relate to rates pald to skilled jtursing hmonme;

and Intermediate (are facilities on a yearly bNsis for similar services. lit other
words, rather than authorize the secretaryy to issue regulations and cminber.some
guidelines to cause control of a State's ability and flexibility to determine wlhat
rates should prevail in the two programs, it would appear sinpler and more
desirable as well as economical to require the States to furnish information tio
the Secretary's satisfaction that the differential il level of payments for skilled
nursing home services and intermediate care facilities Is systematically related
to the differential it the level of services provided by the two kinds of instltu-
tions. Tils will allow States to utilize compatilde inethods' of pmaYlient which
are ntmost consistent with their Individual and lecmdliar programs and at the
satue time 'equire them to exercise fiscal responsibility in administering both
programs.

We are of the opiton, with regard to the reduction it federal nmitching after
00 days, that Senator Bennett's proposal to establish Professional Standards
review Organization (PSO) could encompass tile necessary controls to ac-
compish the Intent of Section 225, if that Intent Is truly to curb over-
utilization.

Although we prefer tile deletion of Section 225, If this cannot be done, w'
woul recommend that the provisions be altered to provide the States suficient
time to Institute either tile provisions of Senator Bennett's amendment or sorer
other appropriate professional review. killing this, then federal matehiug should
be reduced for a probationary period of time until such effective professional
review becomes a matter of fact.

The "reasonable cost differential" lauzagvaph of Section 225 should be re-
written, in any event, to require State agencies administering Title XIX to
furnish to thIc Secretary's satisfaction that the "cost differential" on an annual
basis is reasonably and systematically related to the "services differential" be-
tween the two kinds of Institutilons--skilled nursing homes and Intermediate
care facilities.

AMENDMENT NO. S51 TO H.P. 175to0

Tihe Professional ,Standards Review Organizations provisions of the aniend-
ment offered by Senator Bennett will substantially corrtt the present short-
comings of current methods of utilization review, and we feel confident that for
the first time It will lend to the programs a professionals concern of responsibility
in nuatters of standards and utilization review. We are equally confident that
the amendinent will cause to be effected a more realistic placement of 1iitlents
tit instituttons according to their realistic medical need, rather than to the
synthetic needs of physicians. institutions, or families of iatlents. We are in
ellthusiastie sulp)ort of Senat1tor ]lenlett's amen dInleit and endorse its adoption.



1293

SECTION 233 ADVANCE APPROVAL OF EXTENDED CARE AND fOME HEALTH COVERAGE

UNDER TilE MEDICARE PROGRAM

Perhaps the most unfortunate ci-cuiimstanes surrounding the Medicare pro-
graint has been the constant confusion as to just what constitutes extended care
services for tile purpose of benefits ulder the Act. Guidllines have been isued
and( oft completely changed or altered by the Social Security Admlinistration,
leading to misunderstandings nationwide--on the part of beiieficlarles, families,
providers, certifying hlysilans, government administrators, as well as the
concerned taxpaying publc.

Tito result has been to cause fully qualifled extended care institutions through-
(lilt the country to be forced Into a position of apathy with regard to the Medi-
care program. In many, many instances fiscal Intermediaries, acting under guhh-
lines Issuedi by Social Security, have denied benefits sometimes 1as long as six
months after services were provided-in many instances after lbeneficlarles have
expired.
Tie provision in II.tR. 1755) which guarantees a slx-citic number of days ulwn

transfer or discharge from a hospital will substantially correct this inequity and
bring back into the active Medicare program many facilities that have recently
either withdrawn from larticipation or who passively Ignore Medicare and turn
instead to Iitients who guarantee payment on admission. We sti)port this l)rovi-
sloit in the House 1111 and trust that the Bureau of Health Insurance will act
expelditiously in iniplementing it.
The one suggestion we wouhl make Is that, not only should gul(elites take into

consideration the medical condition of beneflelarle.s lit establishing specified
iumtaers of days upon a hospital transfer, but they should also take into account
tho length of hospital stay prior to an extended care transfer. lit this regard.
If the section was broadened to auld additional ECF lays for shorter hospital
stays (for certain slecifc medical conditions), natural incentives would exist
to encourage timely transfers when the patients' conditions warnut such trans-
fer. We recomend that section 233 be strengthened in this respect.

AII)ITIONA L OuBSERVATIONS AND RECOMMENDATIONSS

By and large, with the exceptions already noted and others as 1re.sente(l by

the American Nursing Home Association in hearings before the Committee, we,
feel [.H. 17550 to lIe desirable, corrective legislation with regard to both the
Medicare and Medlcald programs. Because of the niassive efforts found in the
1ili, however, several areas we think could be further strengthened and both
programs substantially holstered. Following are those areas which we recognize
as critical and which, if appropriately considered and acted upon, will restore
fiscal responstbility to the programs and correct many abuses which currently
plague )roviler, government and benefliclary alike.

UNLICENSED BOARDING HOMES FOR Tilt ELDHLY

'The skilled nursing home aneutdments of 1067 as introduced by Senator 'Moss
and found to be worthy by this Connnittee, were the most respoilble consihlera-
tion ever given toward eliminating silh-standar( nurnsig homes in this Country
and bringing about a miform quality level of care in the Nation's nursing homes.
There yet exists, however, throughout the country many sub-statidard and unli-
ceased fitellitles which provide little more than weather shelter and scant meals.
Throughout the Country Public Assistance recilpilents are allowed to be cared
for in so-called 'boarding hiones' that are neither licensed, regulated or otherwise
governed. We think that Congress is concerned with the cars! of all the Ntion's
elderly pixmlation whose lee(s iecess-nrily must be met iit itistitutions. Th(
conditions in soee such facilities are so bad that Ote can only conlpare them
to the nursig homestof tile "dark ages" some ten or twenty years ago. So that
all our aged ¢ltlzens may expect and receive decent housing, food and soine care,.
we recommend hlint the Committee cons(ler amenling 11.11. 17550 to require
Slates wit1 approi ed Title XIX plans to provide for the licensure and regulation

of 'boarding homes for the el(herlv. Such nomenclature coull include personal
care iomes. rest honm;, tiomici!iary homes. etc., alld could be lentfle(l as those
facilities which house more than two or three unrelated individuals Iuider the
same roof, and whose average population consists of more than ten or twenty
iewrceilt of such persons ahove over the age of 05.
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As a 1iimiiiiul, such facilities .lhoul be rtliuired to iet minimum nursing
home standards for State licensure in the areas of Fire Safety, environment
and dietary services. We urge you to act with dispatch to) Iring about this year
1 his .sorely needed reforin InI behalf of our Nation's ehlerly population.

I ITIX XIX PAYMENTS TO SKILI ED: NURSING HOMES

Thie Social Security Amendments of 1967 wisely included a provision to require
Stale Title XIX programs to provide and issue that payments to providers
"are not in excess of reasonable ch~urgc.s consistent with efficiency, economy, aid
quality of care." We have never felt that payments should exceed this criteria.
aid Justly supported the adoption of this measure, which as you know, was a
result of this Comnitte's concern over exce.ssive layients and utilization of
services. We felt additionally that the Committee voiced its informed opinion
that "reasojiable charges" and not "reasonable cost" should be the upper limit in
sueh payments. The departmentt of hEWAV, however, il implementing the provi-
sions of Section 237, took tile position that reasonablee charges" was in effect
Intended to he reasonable, cost as per the methods and procedures used by
Medicare. This had tie effect of limiting su, 'reasonable charges' or payinents
to skilled nursing lionies by Title XVlI Reasonable Cost Formula, which has
prove to be burdensome anud costly to administer.

It had the additional effect of limiting State agencies' methods of payments
to the extent that any Imetlod which considered economy and efficiency incentives
whichh Medicare doe not recognize as a reasonable cost) could not be considered
in comnlilance with Federal regulations. We are sure that this was not your
intentin mid that the I)eirtment of HE\V hams aborted tie economic wisldoi
coilteillmihlted by the aiiclulment.

SiIce inplenlentlng tile above regulations pursuant to Section 237, the Medical
,Servies Administration. 1)1IEI,', has revised its policy somewhat. However,
(culrrelt regulations Still require a sophisticated Medi are Reasonable Cost aver-
.1ging method to limit payments, and we understand further 'guidelines' are
under preparation. So that States may develop, imlplemnent and maintain economic
and effelient methods of paynient, umrestricted by the inefficiencies of "reasonable
(.eost",. We revolllliellid that Section 237 be amended to make tile record clear that
"reasonable charges" Aiall not, bo- identified with, c.implared with. or otherwise
limited to, "reasonable cost" its that term relates to Title XVIll. Whereats it
k only just and sensible that "reasonable cost" should be limited by "reasonable

charges", It is equally unjusl amnd senseless to apply the reverse order. We do
not feel that the Congress of 1967 intended to eliminate methods of payment to
skilled nursing homes uider Title XIX which contain factors for efficiency mIm
economy, to say nothing of quality of care--especially at a time when quality
standards for jir-sing liomies were soon to become requi.-.d by Federal law.

We urge your consideration of establishing clear-cut intent that State Title
XIX lprograns for skilled nursing homes. may be developed on the basis of
"reasonalle charges" (not reasonable cost and i may ihude incentive factors,
elhiiency factors, etc.. not otherwise conten)lated by present DIIF V regulations,
and not-related to Medicare's costly and inliicient Reasonable Cost formula.

MEDICAL COMIP'E-NCY OF TITLE XIX STATE 'MEDICAL REVIEW 7IEAMS

The i1917 Skilled Nurilng Ilom,,s St,.mndards Amendments iichniled a require-
nlllt that State Agencie., uidminlsiimig Title XIX provide for a regular program
of medical review of eacti patient's ieed for skilled nursing hone care, and
determhations that such care is satisfiaetorily provided. Tile medical review

teams contemplated to make such determinations, as the Finanice Committee
iellort stated, were to lie independent of the institutions providing such care.

Tihe "itflependence" of such Medical Review Teanis have been haminlred in that
Ite present law allows the paying agency in tile States to employ or otherwise
contract such l rsonnliel to carry out this vital function. Thie result II many
states has been on-professional determinations nmiade by the thousands based
oil guidelimis (state) which concern themselves with placing as manly patients
is plossible in how cost, sometimes low quality, facilities that (.an inot possibly
nct. the medical needs of patlentS We support tile fact that lmtients not in
miR44 of skilled care shoul n1 t le allowed to remini in co stlie'r skilled "e.re
failities: however we arte equally insistent. as we are sure you are, that lose
wlo 1-ilre skilld alld intensive muirsing "anid in(lical care .should iot be forced
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to seek care in intermediate care facilliths or boarding lhones not equipped to
meet their tireds. To bring about the reform needed and establ sh true Inde-
Ilfldent Medical Review, we urge your conshIeration of amending the current
law (Title XIX, Section 1902(a) (26) ) to provide that such medical review teams
have tile Inedical competencly to carry olit the requirements of said Section and
that the State Agency employing or contracting their services be separate and
divorced from the pla)ioCeiiient and rate-setting agency administering Title XIX.
Such action would lend Illucl assistance in re-directing the program towards the
appropriate pliteement of Title XIX patients in facilities designed and equipped
to care for their medical needs, and lend equal assurance that ALL facilities would
lt aliropriateiy utilized.

P.IANMNTS TO E:XaENIE EK CMIFl F.cIlITIES FOR MEllICA E SERVICES

As we iiici.vd i our' testliniony before the su-b-coin ttev oil ay 27, 1.DT,
Owe Addi-inn ; M[r. .JoiWielthrv,Pl'e.sihlelt of th(, Whio N Ii'rl llilnt- Assola-
tieo). the most cielielt and economical extended rare facility has ain aimthetie
attitude towards Medicare and nmost ,"tler (1o not admit Medicare hineichiariv.-
or itadmit thiri only vhlenh crcuiiistaice.- a .solute." (lele ild. The bulk of Mtdi-
care admnissiois to EI('ls are thus in (ostly and inefflieient Medicare dominated
facilities wi l) depild oil "itch admissions and the res.ultant "cost" flinelnig with
all its liiio.sslibi, shortcomings. We recommtleld that the "casual" pNvider ECI,
lie treated ill paylment methods more similarly to the over-all patient population

il ordr that we may again enlist their e(imanlieal participation it the Medi-
(care programs. Time casual l Provider, we .uggest, is the ECI with an11 averige anI-
nuol oceillmcny (of 20 ipernt or I,.; of Medicare patients. lI-Aeause tils kt
(of provihe relies upon other than Mi[ediare patients for virtually all of its
operating cash Ihow, its rate structure i5 lore clo ely attittm'd to the totetiwtive.
free eliterpri.'e factors at work in its colulnity anid region. We believe Iliat
such liroviler.i. should be eomIien.at,.d for the relatively small numbers of
Medleare patients. based on their bona-lide average daily charges to other
p:t1ienets for similar serviees.

Implicit ini (his suggestion is our view that the costly and cumlersome record-
keeping, aiid suli.'equeit expensive a1d time-coji-uming audit. tie clinhiated. The
staff report on \hdieare-dhl very aptly refers to tis a (oet if t!e eurreml
formula and its application at tile "a:dit overkill", it phrasee with which we
Iheartily concur.

We believe recognition that there are in fact (lit, unique "casual provihers"
to be of the utniost importance to the future stability of the Title XVIII program.
,me Casual lrovider does not 1ow account for large nunlbers of EC? patients,
largely iect,ause (of tile colplex, costly an(d tunrewarding cost reiinbur'enteit
forinula. (ivuen the OllijkrtuIity to provide services to Medicare patit-its at re-
iiiiur., iiit levels which have Ilroveli coluipetltive and -ould ill the miOr'nlial
operations of the facility, the role of the Casual provi(dr (.i lie expetetd to
accelerate.

Vhie Oh, more substantial d 1111( major providers are itow caFryin.g a atretiv'ly
large mitiltir of ,[edlicare patients, the .4giiticait SiVilig's Ill cost-liihig and
recortl-keethig, and the substaitial savin.s in follow-up audit, will assuie r.ate(.s
charged and lill for Medlieare iatient s that are consistent with ille rates plaid
Iy nill otler use's of tile facility.

COINCLUSION

Ve trust that we have buen helpful in brliiglng to this Committee some added
areas of concern Ilt time MCAi are-Mledleahi programs and hope that wve have
liveni aIle to add additional coniseisus ili your etfforts to strengthii thlem. Thank
you for youir consideration of our comblined State Associations' thoughts and
efforts in this regard.

A IESOLUTION UIaNo 'rlt' , iteo 1 iEALTII COMMISSIONERS ASSOCIATION 'TO
OFFICA.LY SUPI'ORTr Til. P.MSSAG- O TIE PROPOSED . N1F:NDI-.NT NUMBER 714
TO 1I.H. 17550, ix "tit: UNITH: STATES SENATE

Whereas, II.. 17550 is al act which amends the .ocial Security Act to
provide ituch eteted improvement, i til e inidicalre, ineidicaid at( maternal and
child health programs; anid
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Whereas, current amendment Number 714 to said II.R. 1755)0 provides for

tihe wl4iltion of Inspector G(eneral for Ilealth Administration and .sets forth the
functions and authority of said liiotlion : and

Whereas, the passage of this Amendment would be of great benefit to ll-
effective administration of file health care progranis ; and

Whereas, it Is imperative and necessary that &aid Amendment receive the full
suJlwrt of the Ohio health Commimnioners AN,,ouation, now therefore, be It

R1clorcd, that the Ohio Health Commissioners Association Is hereby urged
to officially supl)lrt Amendment Numloer 711 to II.R. 17550, 1n tile United States
"ellate.

introduced by )r. Walter M. Grei-sihiger, M.)., M.l.JI., at th, Ohio llealth
VommimIIssiouers I'onferelice, SvuIteimml'er 9-11, 1970, Columimbis-. Ohio.

NA1 lJA I A NAVUm,ll't.;hlll ,D.C., sepcll~bcr 2.3, 19,10.
lIomI. ItuSSEI.L It. Lo.(,
(hairmaii. Committee on Pinatimv, IWash gto, D.C.

)ear Mir. C.m in.tx : 'The National Grange relresents 7000 local coniIlty(-maig&s aeros.4 IMe atiom , with a total memllershl of IOIO0. It is more lmit
at farmi organizations. Its lir)ose Is to serve the total Interest of the rural coin-
Iumity and the nation.

Social Security is a subject which has drawn considerable attention- darimag
time last several Annual Sesloils of the National (Gralge, alld I would Hihe too
use this meamins of transmitting the thinking of the Oranmge to you and through
you to the Committee.

Without any question, tile cost of the Social Sctwurity tax falls most lmeavil.v
on the self-emloyed. Tims ltluldes the total of our farm population, In the midst
of a continuing cost-price squeeze on Americam farmers, they are naturally and
rightfully concerned about the amount they call earn while collecting Social
Security paynients.

At the Annual Session of the National Grange 1mm 1969, time delegate body
•adol)ted the following resolution

SOCIAL SCUHITY BENEFITS

Whereas. Sowhal Security benefits currently lag far- behind the cost of living.
anid

Whereas, allowable earnings, now limited to $160S per year, (1o not raise the
total Income of inany Social Security beneficiaries to even a poverty level, nd

Whereas, Social Security taxes, both on emPlloyer and emmployee, have bveti
imreased, therefore be It

Rlcsoh'cd, that the National Grange urge Congress to):
(1) Increase So(ial Security benefits.
(2) Change the period by which benefits are computed to the three (3) hlighcst

years of earnings.
(3) Raise allowable earnings to $3,000 IK,r year.
We recognize that whell time Social Security law was pass4 that there were

other social factors that. were Involved, one of temm being the high proportion
of umnln)loyed in tile United States. It would seen obviouss to uls at the present
timue. that with this change which we have seen during the last few years when
the unemployed employables are at nearly tile minmimuim number Iossible il a
free society, that tile social objectives of getting someone to quit work at 65 to
make room for younger people Is no longer as valid as It wa.s. This Is particularly
true if tOw person Is self-employed.

Therefore, It seems logical and reasonable to us, that 1in tihe present period of
high cost of living plus relatively high employment that considerable flexibility
should be written Into the law to lermnit elderly retirel people to earn a com-
bination ( ' social security benefits ilus earn income that would place them at
least a couple of steps up the ecoionmic ladder above the poverty level.

Thus, the Committee will understand the Grange's concern with the low
level of social security which is s)vailable to many of our elderly citizens. aml

.. which does put them In a rather precarious situation unless they have otherincome to fall back on. WVe would, however, hope that you could see fit to consider
,.tlte Increase in the allowable earnings which would not cost the taxpayer any
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additional money and which would go a long way toward completely removing
the possibility of those who are without additional resources being limited to
an mireasonably low earning and total income level during their declining years.

We would also )oilnt out that this provision would not affect many of these
people very long, but in the case of sonie self-employed people and sonic who are
not self-employed, it would permit themt to extend the time in which they could
live with increased decency and dignlty-the real objectives of this legislation
in the first place.

We appreciate this opportunity to present the views of the National Orange
on tils Iportant matter, and ask that this letter be made a part of the
hearing record.

Sincerely,
JOSEP1 . QUIN,

Lrgislatire Representatirc.

STATEMENT BY WILLIAM F. ANDREWS, SE., ADMINISTRATOR, WAK(E COUNTY IIos-

PITAL SYSTEM, INc.-ADDITIONAL COMMENTS REOARDINO TIlE "BENNErT"
AMENDMENT TO TIIE 1970 SOCIAL SECURITY AMENDMENTS

Individual patient health needs will be Ignored under the proposed amendment.
With national and regional "norms of health care services for various Illnesses
or health conditions" Iposed upon the physicians and providers of care (hos-
pitals) it will be Impossible for the total health needs of the Individual to be
considered. (Norms) may be appropriate when. dealing with airplanes or auto-
mobiles or other "things" however, people are different front "things" and
accordingly their total health needs cannot always be fitted into a set of
given "norms."

The rights, responsibliies and authorities of tlhe governing boards of the
hospitals will be in jeol)ardy If the Bennett amendment is l)assed iII Its present
form. The duties and functions of the Professional Standards ReView Organiza-
tion as propose(l, will place serious limitations upon. the performance of the
trustees. How can trustees continue to perform their duties as a body which
is legally accountable for the quality of care rendered within the institution
when certain of these duties will be taken away front them?

The proposed anmndments also Interfere wtlh tlhe legally constituted authority
of tile licensing agencies, particularly of hospitals as providers of service, In
the several states. The inspection of physical facilities, the examination of
pertinent records, atld the evaluation of the quality of services are all responsi-
bilities already, by state's statute, assigned to the state licensing authority.
(In North Carolina this authority Is given to the North Carolina Medical Care
Commission and Is found In Article 13 (A), Subchapter 131 of the General
Statutes of North Carolina.)

At no place lin the lrOlxpsed amendment do we find any Indication as to what
it would cost to iml)lement this additional program. The citizens of the United
States and the Members of Congress have Indicated a keen concern over the cost
of the Medicare, Medicaid and Maternal and Child Hlealth Programs. Info-na-
lion Is not readily available to Indicate what portion of the total expenditure is
for actual health services compared with the amount of money spent to admin-
Ister the program. We Interpret the Bennett amendment to add substantially to
the cost for administration of the program-services which do not relieve the
suffering nor do they meet the health needs of the citizens of our country.

Il summary, It appears that the Bennett amendment will:
1. Seriously interfere with the Individual rights of our citizens il that no

longer will the physicians and hospitals be allowed to l)rovihe services according
to needs, but will be required to treat. persons as "things" under a system of
,,l~nrs."

2. Those public spirited Individuals in every community throughout our coun-
try who serve on hospital boards of trustees-this is a service without reward
or remuneratlon-will have their responsibilities and authorities removed in
that they can no longer act for or assume their total responsibility in the vital
role as hospital trustees.

3. The duly aplinlted public officials, acting under authority granted to them
b.," their respective state governments, will no longer have the authority to
Implement the laws of the states as they pertain to the licepsure of hospitals.

4. All tax paying eltizens will have a further erosion of their tax dollar spent
(or administrative lImrlses rather than for tiie actual provision of health care.
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UPJON 1i0ME.AIEIS, INC.,
ilamaizIO0, Mic'h., Sc'pIct'it~1w-25 1919P.

Tile ]Iloliol0l]o RCSSEIL It. L~ONG,

(air 1rum, h'e/ Senate ,'inteci Coiiiiillw'c,
ii (I Ih lJOII, D.C.

IJEAn SENATOI LONG: Please note At tachnit 1. It conitains recoillieniIllded
cliangvis to 11.11. 17550, "Social Security Alnendiliits of 1970."

iloliinakers, Itc., Is a wholly owied subsidiary of Tite UpJohn Company.
Kalanr'a/oo. Michigan. Hloiiemakers, lite., is a temporary help company, similar
to Mainpower, Kelly sces, pte., except it provides holi and health care
Services to eli lii their own homnie rather thimi servicing comiiiirce and(1
intjuslry.

Oi1r rates are fully competitive In costs with lily organlzationii now providing
services niidoer Medlcare and Medicald. To cite an exilnple: in the City and
Couniity of San1 Frainc(*isco, we supipily loionikers -ervices to cllens receiving
ahl front Aid to the Blind. Aid for the Totally Disabled, Old Age A-ssistance,
and charge $3.25 pe~r hour. The local Home Health Agency fullned through tile
United t1rusade cliarges $0.471" per hour for Hlomiie health Aide Services, and
will not (10 Ilonoeinaker service.

Ilonemaker services include housecleaning, cooking, sholliing, companion,
assistance in personal care such as bathing, hair dressing aind to perform all
these duties courteously, efficiently and proniptly.

Those services are also provided to families receiving ald under the Aid to
Families with Dependent Children program. Under this l)rogran, we provide
substitute mothers at a cost of &3S.00 per 21-hour periods. The local Family
Services Agency of the United Crusade charges q,4T.00 ltr 2-i-houir period, but
has not been able to retail workers to meet demanmids.

It Is my opiion that the addition of lroprietary agencies to tle list of au-
thorized Social Security providers would result in lower costs aild llulrvove the
quality of services lroviled. I have attached COllies of the late of ('alifornlr
Welfare and Institutions Code anthorlzin.- tItl inclhlsion of such agencies ulder
that state's Home Health program.

Addition of proprietary agencies at this tline would pernit tlhe gathering of
statistical data for consideration of tile continuance of this provision nnder the
anticipated Health Security Act of 1973 or later.

V'ry truly yours,
EDWAID J. IVISMANN,

Presidcul.
'Two attachients.

8uo-GEsTrli A .MEND.MFNTS

Add (8) to Section 1801 (in) as follows: (8) Honieinaker services are author-
ized whieni recomncmded by the attending physielan. These services may be pli .-

chased from a proprietary agency tider tlme following condlltions:
(A) The cost of tlhe service does not exceed hy more than 5 percent tile

average cost of tie service beilig lerformned by staff employed by a public
agency.

i i) The proprietary agency agrees to train and elliploy reellents of public
assistance or oilier low-ioiome persons who would qulilify for public assis-
tance i li heabsence of such employment.

Add to SMetion 1861 (o) (1) as follows (additional underlined) : (1) is primarily
engaged In providing skilled nursing services. homenmak>r serrice',?, and otlher
therapeutic services:
Oil uider 'Section 1861(o) after (5) the words: exceptt thlit such term

shall not include a irivalte organization which Is not a non-protlt organization
exempt from Feleral Income taxation under sectIon W01 of the Internal Revellile
Code of 1951 (or a sub-division of such organization) unless It is licensed pur-siniut to State law and It ineets such additional standards and r pqlirenwats as
nay be prewribed lin regulations ;"

Add In lieu of the above words after (5). Section 1861(o) : "except that such
term may Include prolrletary genclies licensed or arccereld hinder State Law antimd
nets those standards and requiremeits as iiay be pre-crlbed in'regilatIons:"
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CHAPTEa 660

An act to amend Section 11172 of, and to add Sections 11171.5 and 13933 to, the
Welfare and Institutions Code, and to add Scetion 32.7 to Chapter 355 of the
Statutes of 1969, relating to public assistance, declaring the urgency thereof,
to take effect immwdiately.

[Approved by Governor July 31, 1969. Filed with Secretary of State July 31, 19069.j

The people of the State of California do enact as follow :s:
SrmioN 1. Section 11171.5 is added to the Welfare and Institutions Code, to

read:
11171.5. Homemaker services may be purchased from a proprietary agency

under the following conditions:
1. The cost of the service does not exceed by more than 5 percent the average

cost of the service being performed by staff employed by a public agency.
2. The proprietary agency agrees to train and employ recipients of public

assistance or other low-income persons who would qualify for public assistance
employment.

3. The cost of the purchase of such service would qualify for federal reim-
bursement

The provisions of this section shall not restrict the right of a chartered county
from providing a civil service classification for homemakers.

SE. 2. Section 11172 of the Welfare and Institutions Code is amended to read:
11172. The county welfare department shall file a certificate with the depart-

ment stating that they have developed a plan pursuant to Section 11171. Not-
withstanding the provisions of Section 12152, 12652, or 13700, upon approval of
the county plan by the department, except as otherwise provided In this section
no further public assistance allowances shall be made by such county to allow
recipients to employ homemaker or attendant care services. State funds appro-
prIated to such county pursuant to the provisions of Sections 15201 to 15204, in-
clusive, for that purpose are hereby allocated to the county as set forth In the
Budget Act for the purpose of providing homeme'ker services pursuant to this
article. The state funds appropriated pursuant to the Budget Act shall cover all
of the nonfederal costs of providing homemaker services.

The costs of attendant care services provided in lieu of homemaker services
through cash payments to recipients during the developmental period of the
homemaker service or In circumstances where such homemaker service Is Imprac-
tical shall be subject to participation by the county in accordance with the regu-
lar state-county sharing formula applicable to the category of public assistance for
which the recipient qualifies.

Src. 3. Section 13933 is added to the Welfare and Institutions Code, to read:
13933. Recipients of public assistance as described by Section 13900 of this

code who require care in a nonmedical protective Ming arrangement shall be
granted aid in accordance with regulations, and rate schedules established by
the Secretary of the Human Relations Agency. Such regulations and rates shall
be promulgated by the State Department of Social Welfare as an integral part of
their regulations Issued for use by county welfare departments In the administra-
tion of public assistance programs.

-Payments to recipients to cover cost of care as set forth in rate schedules made
pursuant to this section shall not be considered expenditures under Chapter 3,
4, 5 and 6 of this part and shall be limited to the amounts and control set forth
in the Budget -Act.

SEo. 4. Section 32.7 is added to Chapter 355 of the Statutes of 1969, to read:
32.7. Funds appropriated under Section 32.5 of this act may be used by the

Department of Social Welfare in an amount not exceeding twenty-eight million
fifty-nine thousand nine hundred dollars ($28,059,00) except as otherwise
provided in this section, for the cost of the state share of homemaker or at-
tendant care services for which federal grants-in-aid are made to the state, as
specified in Sectlon 11172 of the Welfare and Institutions Code, and for the
cost of the state share of board and care rate allowances granted to recipients
of publIc assistance, as described in Section 13000 of the Welfare and Institu-
tions Code, who require a nonmedical protective living arrangement. Such
amount is allocated as follows:

47-530 O-70--pt. 3-26
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(a) Thirteen million nine hundred fifty-seven thousand one hundred dollars
($13,957,100) for homemaker or atttendant care services;

(b) Fourteen million one hundred two thousand eight hundred dollars
($14,102,800) for board and care rate allowance.

If a change In caseload of recipients who require a nonmedical protective liv-
ing arrangement and receive a botrd and care allowance, unrelated to any
change in rule or regulation adopted during the current year, results In expendi-
tures In excess of the amounts included in subdivision (b), the Director of
Finance Is authorized to approve sufficient funds for such purpose In augmenta-
tion of subdivision (b) within the limits of funds appropriated under Section
32.5.

Smx. 5. This act is an urgency statute necessary for the Immediate preservation
of the public peace, health or -afety within tine meaning of Article IV of tine
Constitution and shall go Into Immediate effect. Thie facts constituting such
necessity are:

The orderly implementation of the Homemaker Services Act as enacted by the
1969 Legislature requires the gradual case-by-case transfer from attendant care.
The twofold purpose of keeping the aged and the d-abled In their own homes
in preference to institutionalization and giving able-bodied recipients employ-
ment opportunities can only be achieved by gradual Implementation.

(The following statement was forwarded to the committee by Hon.
John 0. Pastore and Hon. Claiborne Pell, Senators from the tate of
Rhode Island:)

HOSPITAL ASsOCIATIoN OF RHODE ISLAND POSITION STATEMENT

H.R. 17650, the Social Security Amendments of 1970, as passed by the House of
Representatives, is presently before the Senate Finance Committee. This state-
ment, relative to portions of that legislation, reflects the opinion of the Hospital
Association of Rhode Island and the seventeen voluntary, non-profit, community
hospitals throughout Rhode Island which are its members.

It is the position of the Hospital Association of Rhode Island that this legisla-
tion contains many provisions deleterious to the Interests of hospitals and
deleterious to the adequate and efficient delivery of health care to the people of
Rhode Island through our voluntary hospitals.

During a period of inflation and rising hospital costs, we believe it would be
fiscally Irresponsible for the federal government to move to any thing less than
meeting the full financial requirements of health care Institutiobs for the delivery
of health care to the less fortunate to whom the government has agreed to provide
health care. For the federal and/or state governiAents to pay less than the full
reasonable cost to these institutions for the delivery of health care would be a
step backwards to the "welfare" era prior to the Medicare legislation, when the
federal government thought it should be afforded the option of buying services
from the voluntary sector at less than the full cost of that service.

We are also concerned that parts of this legislation attempt to remove the
authority and responsibility for the management and operation of our voluntary
hospitals from the voluntary boards of trustees, and the professional administra-
tors hired by these boards of trustees, legally entrusted by the community with
this responsibility. (We recommend, in light of this, deletion of Section 231.)

Section 229 and Section 230, as written, could lead to the serious underflnanc-
Ing of hospitals. We recommend their deletion from the bill.

We urge that reimbursement to hospitals meet the total monetary resources
that are needed by a hospital to fulfill its role in meeting community health
service objectives.

We recommend federal government leadership and Incentive In bring about
effective prospective rate setting for hospital reimbursement without the overly
burdensome reporting called for in Section 22

Section 221 should be changed to eliminate the possibility of creating unneces-
sary "super planning agencies" and to provide that states with certification-of-
need laws (as Rhode Island) are deemed to meet the requirements of this
section.
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Limitation on federal payment for capital expenditures disapproved by state
or local health facilities plans should be applied only to expenditures related to
the replacement and major modernization of buildings or the expansion of plant
equipment for new services-as is now true under Rhode Island's certification-
of-need statute.

Under this Section, as well as others such as Section 223, the Secretary of
HEW is given considerable authority by which to make flnr.i decisions relative to
matters of reimbursement. There Is provided no appeal process from the Sec-
retary's decision. We urge the insertion, in all cases, of a provision providing
for an adequate and equitable appeal process from all of the Secretary's decisions.

Section 227 very commendably attempts to eliminate fraud and abuse In the
Medicare and Medicaid programs. We believe, however, that the provision therein
which permits the Secretary of HEW to declare that care was "excessive, harm-
ful, or of grossly inferior quality" is dangerous and highly questionable as to its
application because It would interfere with the authority and responsibility of
medical staffs and medical judgment. This part of Section 227 should be elimi-
nated.

We fully support Section 239 and further suggest that the objectives sought
under Section 239, namely the provision of comprehensive health care to the
aged, might more effectively be achieved through a single broad program com-
bining Institutional health care and physicans' services (that is, a combination
of Part A and Part B), as well as preventive care, multiphalic screening and an
expansion of other ambulatory health services.

(The following communication was forwarded to the committee
by Hon. Claiborne Pell.)

HOSPITAL ASSOCIATION OF RHODE ISLAND,
Providence, R.L, September 22, 1970.

Hon. CLAIBORNE PELL.
325 Old Senate Ofcc Building,
Washington, D.O.

DEA SENATOR PELL: The Hospital Association of Rhode Island would like to
take this opportunity to express its deep concern over Amendment 851-The
Bennett Amendment-to the Social, Security Amirndments of 1970, H.R. 17650,
which is presently under consideration it the Senate Finance Committee.

As we discussed with you in Washington on August 18, the hospitals of Rhode
Island are of the opinion that H.R. 17650 and now Amendment 851 contain pro-
visions that are contrary to the best interest of the people of Rhode Island as
beneficiaries of our voluntary system of hospital care. Our specific objectons to
the Bennett Amendment are detailed in the enclosed addendum to our earlier
position statement on H.R. 17550.

We respectfully ask that you request our enclosed addendum be included in
the record of the Senate Finance Committee with our original statement, which
you previously had inserted in the Committee's record.

Sincerely,
WADE C. JOHNSON,

Exccutivc DIrwtor.
ADDENDUM

HOSPITAL ASSOCIATION OF RHODE ISLAND POSITION STATEMENT ON TITLE It OF
Ih.R. 17550 AMENDING THE MEDICARE, MEDICAID, AND MATERNAL AND CHILD
HEALTH PROGRAMS UNDER THE SOCIAL SECURITY AMENDMENTS OF 1970

September 22, 1970

It is the position of the Hospital Association of Rhode Island and its member
hospitals that Amendment 851 (The Bennett Amendment) to the Social Security
Amendments of 1970, H.U. 17650, Is not in the best interest of the people of
Rhode Island as beneficiaries of hospital services.
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The Bennett Amendment would take the responsibility for health care quality
control and utilization review out of the hospital and its medical staff and
place it, improperly, with the county medical society. While tile present hospital-
based programs of quality control and utilization review miay not be perfect, they
have been developed and improved substantially over the past few years and are

continuing to develop. The standards of tile Joint Commission on Accreditation
of Hospitals (JOAII) and the services of the nonprofit Comnmissoion of Profes-
sional and Hospital Activities (CPIIA) are important resources for this develop-
ment and are centered around hospitals. All of Rhode Island's voluntary acute-
care hospitals are accredited by tile JCAI and subscribe to the services of
the CPIIA.

Most Important of all, in our view, is that the hospital Is the place where
the medical staff, management, and trustees, working collectively, call be made
accountable for quollty of care and effective use of resources. It shoul be partic-
ularly kept in mind that the hospital board of trustees lilts the legal responsibility
for all care rendered by the hospital.

If the responsibility for quality control and utilization review were transferred
front the hospital to the county medical society, we fall to see how the resources.
the team approved, and the safeguards described above would be effectively
duplicated, and we therefore see a potential danger to tile public interest and
safety.

In addition, we think there is danger of conflict-of-interest allegations inter-
fering with a program's effectiveness under a program of peer review conducted
by a county medical society.

We therefore urge that the Congress reaffirm the existing Federal policy of
supporting, encouraging and strengthening utilization review and quality con-
trol efforts under present hospital-based auspices, and that Amendnent 851 be
defeated.

NATIONAL ASSOCIATION OF STATE

MENTAL HEALTH PROGRAM DIRECTORS,
Washington, D.C., October 9, 1970.

lion. RUSSELL LONG,
Chairman, Senate Finance Committec, Rooim 2227,
New Senate Officc Building, lVashington, D.C.

DE:Al SENATOR LONG: On September 15, during the hearings, you asked ui'
about federal support for treatment in mental hospitals of medically Indigent
persons under 65 yrs. of age (and over 21 yrs.).

The Social Security Act now discriminates against this group by denying them
the right to federal benefits if they are treated in a specialty hospital.

It is the estimate of the state agencies treating the mentally iII that If you
amended Title 19 of the Social Security Act to provide federal benefits for
active treatment In accredited mental hospitals for eligible persons under 05
yrs. of age (but over 21 yrs.), then tile total (Federal-State) annual cost for
this improvement in care would be $03.6 million.

The accompanying chart shows state-by-state supporting data for the above
figure. Total cost is $63,623,639.

Under Title 19 the Federal Government would pay benefits averaging 52% or
$33,084,202.

All of the hard information on tile attached chart was telegraphed or phoned
to Washington, D.C. Oct. 6-7-8 (1970) from the 50 state capitals, especially for
this study for your committee.

We now respectfully request that you reject the soft "projections" made for
your committee by H.E.W., and once again review the issue of support of fi-
proved treatment of medically indigent persons under 65 yrs. of age and, at your
next executive session on H.R. 17550, adopt the following amendment to the
Social Security Act:

In Section 1905(a) (15) of the Social Security Act-strike out all of paragraph
(B)

Respectively,
HARRY . SOHN1llE,

Executive Director.

1 have been authorized by HIEW aides to re-state their "estimates" for covering
persons "under 05" (including the under 21). Their estimate is $220 million (not $500
million) and this figure applied to a program without controls-like: "accreditation",
"active treatment , "medical audit", etc.
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UNDER 65(OVER 21 YRS)

State

California ..........................................
N ew York ..........................................
Pennsylvaria ....................................
Illin o is -- --- --- --- ---- --- .- -- ------ -- --- . . ... .. ..
T e xas --- ---- ------------------ ------ ----- ------- -- -
O h io --- ---- ---- ----- --- ----- -- --.- -- ---- -- ---....M ic h igan -------------------------------------------
N ew Jersey -----------------------------------------
F lo rid a --------------- ---------- -..- ---------- ......
Massachusetts --------------------------------------
North Carolina .....................................
Ind ia na ------------- -------- -- --.-----------.. .. ...
M issou ri ----------------------------------- ....
Virginia ............................................
G e o rg ia ............... . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
W isconsin ---------..-----------------------........
T en nessee ------ ------------..-------------........
Maryland ..........................................
Louisiana.............................
M in n e so ta .. .. . . . . . . . .... . . . . . . . . . . . . . . . . . . . . . . . . . . .
Alabama ..........................................
W ash ington .... .......... .. . . . . . . . .. . . .. . . . . . . . . .. .
Kentucky ....................................
Connecticut ........ ....................
Iowa ..............................................
South Carolina .....................................
Oklahoma ...................................
M ississip pi . . . . .. . ... . .... . . . . . . . . . . . . . . . . . . . . . . . . . .
Kansas ............................................

1970 patients
in alive

treatment In
public mental

hospitals who
are under 65

(but over 21)
and who are

title 19
eligible

5,400
9.000

5,081
6,185
758

2,462
(1)

1,106
2,000
2,105
1,870
3,109
1,305

1,500
1,120

770

1,394
939

570

Colorado ...........................................

S u btotal -------------------------------------
Oregon ...........................................
Arkansas ..........................................
West Virginia .......................................
Arizona ............................................
Nebraska ..........................................
Utah ..............................................
New Mexico .......................................
Maine .............................................
Rhode Island ......................................
Hawaii .............................................
Idaho ..............................................
New Hampshire ....................................
Montana ...........................................
South Dakota .......................................
North Dakota .......................................
Delaware ..........................................
Nevada ...........................................
Vermont ...........................................
Wyoming ...........................................
Alaska ...............................

Total ........................................

942 18 64.00 681, 984
4.50 30.00 4,725,000

.........................................- 5,406,984
731 48 19.57 687,725
272 45 14.50 177,335

M 60 1)  17A 377.4%2
365 50 25.00 456,250

45 12. 32, 311,345 46.4 14.42 911,560

190 3( 20.00 114, 000

S 0 0 360.0

2 17. 645,3
AS 36.4 162~ 1,892.0 )
270 271 16.82 1,229 256
430 51 13.75 301:537
221 460 16.27 1,657.058
131 32 41.24 172,878

58,747 ............................ 63,623,639

I Unable to compute response.
I No JCAH hospitals.

Active
treatment

period (days)

50
42
34
60
25
49

365
90
30.
120
53
147

30
45
60
90

52
88
22

160
28

90

Cost of
treatment

per day

$23.50
20.00
21.67
21.64
10.20
30.00
21.51

18.00
.5 13.39

13.50
17.40
$8.14

23.
13.20
17.00
17.89

23.A
15.00
35.75

19.,g
17.58

Total cost of
treatment

$2,030,400
9. 000.000
3,6"6,020
3, 738,396
3, 785,220

568,500
2,594,913

4. 036, 9
3, 240,000

845,078
3, 29, 40O
2,867,120
1,561,537

113,7M
891,000

1, 142,400
1,233,757

9 88. 42
1, 84D,080

738,523

391,
280, 577
636, 7V31
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TESTIMONY OF TIE COUNCIL OF MEDICAL STAFFS (AMERICAN ASSOCIATION OF

COUNCILS OF MEDICAL STAFFS OF PRIVATE HOSPITALS, INC.) PRESENTED BY DR.
Josl, L. GARCIA OLLER, PRESIDENT

Mr. Chairman, I am Dr. Joss L. Garcia Oiler, Neurological Surgeon, Founder
and President of the Council of Medical Staffs (American Association of Coun-
cilsof Medical Staffs of Private Hospitals, Inc.). With me are: Dr. Kenneth A.
Ritter, practicing *psychiatrist, Dr. Robert Meade, plastic surgeon, Vice Presi-
dents of CMS; Dr. Edward S. Hyman, internist, Secretary; Dr. Wesley N. Segre,
pediatrician, Treasurer of the CMS and also President of the Louisiana Medical
Association representing the Black physicians lit Louisiana, The CMS was
founded in 19M8 "to establish and pursue common goals which will benefit patients
and improve the practice of medicine, to promote cooperation of the Medical
Staffs of Private Hospitals and to determine the consensus of the private prac-
tice of medicine, and to take action in connection therewith." OMS chapters are
presently operating in Louisiana, Texas. Michigan, Oklahoma, representing about
100 hospital medical staffs, and organizing in Kansas, Mississippi, Missouri and
Minnesota. The CMS holds that private practice provides the highest quality of
medical care because of personal dedication to the best interests and welfare of
the individual patient.

The CMS has requested this hearing because it is time that Congress hears the
views of those actually delivering the medical care which Bennett Amendment
No. 851 and [.R. 17550 would most severely and adversely affect:

1. The CMS is opposed to the PSRO provisions of Amendment 851 which require
the prior approval by a government agency of the hospital admissions. (See. 1155)

(a) The CMS feels that such government control of hospital admisions
would create RATIONING OF MEDICAL CARE, with interminable waiting
lines of patients awaiting a hospital bed.

(b) Deterioration of quality medical care would inevitably result from
substituting a cumbersome government committee system to approve hos.
pital admissions Instead of the professional Judgment of the patient's doctor.

2. The OMS Is opposed to the provisions of the 13111 H.R. 17550 which estab-
lishes FEDERAL WAGE AND PRICE CONTROL over medical care, as dis-
criminatory and unprecedented and unwarranted. As previously testified by
Mr. Robert J. Myers, ex-Chief Actuary to S.S.A. the formula contemplated is
certain to eventuate In a fiat fee schedule at the "prevailing charge" instead of
the "usual and customary" as Intended in the "Medicare" Law.

3. The CMS attacks the PSRO provisions of the bill which make every
physician a ward of the government, and medical societies an agent of the
government.

(a) The physician will become a ward of the government since the Sec-
retary of HEW shall have the power to "exclude (permanently or for such
period as the Secretary may prescribe) such practitioner or provider from
eligibility to provide such services on a reimbursable basis."

(b) Medical Societies become an agent of the goverment since they
will undertake contracts with the Secretary of HEW to form PSRO bodies
giving the Secretary of HEW final disciplinary control over the Socletty
membership. This effectively abolishes the role of the medical society as a
free association and changes Its character to a quasi-governmental agency.
(See. 1152).

4. The CMS opposes PSRO provisions which expose to the public government
agencies the private affairs of our citizens which are recorded In patients
hospital charts.

(a) The CMS opposes Sec. 1155(b) (3) which undertakes to review
records of any practitioner or provider; also See. 1155(a) (4) which pro-
vides for profiles of care with respect to each patient. The maintenance
of patient records outside of the physician's office or hospital should not
be accepted, as confidentiality of personal affairs is the basis on which
medicine is founded. Patients will no longer give adequate information
to a physician if the government conp-iter Is to have the information!
Congress should provide safeguards that the confidentiality of office and
hospital records must be preserved. Fiscal audits do not require informa-
tion on the confidential aspects of the patient's chart! Dr. Kenneth A.
Ritter, here with us today, Is vitally interested in this Item of Confiden-
tiality of Records, and will be available for discussion with your Staff.
If time permits.

5. The OMS is opposed to the Bennett Amendment because it is based on
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fundamentally invalid arguments. Senator Bennett states his amendment Is
In response to a "Justifiable concern" of "the American people" "over the tremen-
dous costs of medical care." The CMS propeOs to prove that the charges of
alleged escalating costs and overutilization requiring these oppressive measures
of control, policing and rationing of care, are not valid.

The CMS will present evidence that there has been a deception of the Ameri-
can public as to:

1. Alleged high cost of medical care.
2. Inordinate rise In physicians fees.
3. Inefficiency of our medical care system.
4. Overutilization of our hospitals.
5. The "doctor shortage".
6. "U.S. care is second rate because of high Infant Mortality".
Dr. Edward S. lyman will present some of the material supporting each of

the above 0 arguments.

1. ALLEGED HIGH COST OF MEDICAL OARE

Figure 1 (Fortune Magazine, January 1970) shows the typical misleading and
faulty comparison usually presented between the cost of medical care and the
cost of living with the statement: "The cost of physicians' services and the cost
of medical care have risen 50% since 1959 while the cost of living has gone up
only 20%." This comparison between medical care and the cost of living is im-
proper because physicians' services and medical care consists essentially of
services, not goods, while the consumer price index includes goods and services.
Figure 2 (U.S. News and World Report, August 25, 1969, page 76) demonstrates
that when medical services are compared to all other services, they have each
risen 50% in the same time Interval. Commodities have risen only 20%. In the
same 10 year interval retail store sales have risen 78%, the cost of the U.S. Con-
gress has risen 156%, the 3 cent first class postage has doubled to 6 cents, the
1 cent post card became a 5 cent Item, the Postal Service Is still short of money.
Figure 3 (U.S. News and World Report, Dec. 8, 1969, page 30). Some argue that
the cost of medical care has risen more sharply in the past 2 years, with "Medi-
care". However, the published data refute this information: In two years the cost
of medical care rose 12.9%, but meat, poultry, and fish rose 13.6%, meals at
restaurants rose 12.%, men's clothing rose 12.8%, women's clothing rose 12.0%,
shoes rose 12.7%, and public transportation rose 13.0%. Two other items rose
much more than medical care.

Owning a home rose 18.2%, and insurance and finance costs rose 21.4%. The
cost of medical care has not risen In the past two years as much as these com-
mon items. Figure 4. (1968 Source Book of Health Insurance Data, the Health
Insurance Institute, New York.) Medical care is only 0.7% of the family budget.
These other items, the cost of which have risen as much as or more than medical
costs, are also larger items in the budget. Food is 22.3%, housing is 14.4%, house-
hold operation is 14.2%, transportation is 12.9%, and clothing and accessories
are 10.3% of the budget. Why spotlight the medical profession, when these much
larger items in the budget have risen higher than medical services? Figure 5.
(U.S. News and World Report, February 9, 1970, page 33.) Many of the critics
of medicine are economists in colleges and universities In the same past 11 years
expanses of private colleges increased 80%, which is 00% greater than the
rise in medical care. The CMS would point out to these arm chair critics of
our so called "non-system" of medicine that their argument would have more
credibility If they would control their own costs. Figure a (Wall Street Journal,
January 6, 1070.) According to the Wall Street Journal, personal income has risen
25% in the same two years in which medical care has risen 12.9%. The OMS would
note, therefore, that In relation to the rise in personal income the cost of medical
care has fallen in the past two years.

2. ALLEGED INORDINATE RISE IN PHYSICIANS FEES.

Figure 7. ("Medicare" by Robert J. Myers, McCahan Foundation, Bryn Mawr,
Penn., 1970, page 202.) The alleged Inordinate rise in physician's fees is not real.
Referring to Mr. Robert Myers. Actuary for Social Security, in the past 14
years physicians fees have risen almost Identically with w~iges in general. There
is no change with the onset of Medicare. The OM8 believes that considering these
facts, there is no basis for the proposals of H.R. 17550 for fixing of fees at 75 per-
centile with a cost of living clause, for the proposed cut at previous year's level
and for the proposed policing by PSRO of physicians' services and fees.
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3. THE EITFICIENiY OF OUR MEDICAL CARE SYSTEM

Figurc 8. (Derived from data published it "Hospitals," August 1969.) Con-
cerning the efficiency of our private "non-system" versus Federal and State iedi-
cine, the CMS calls your attention to the following data. The cost of hospitaliza-
ties is not the per dii but the per dien times (lays, Just like a hotel bill. In
Figure 7 is shown the data of New Orleans hospitals. The private hospitals., the
State Charity Hlospital ond the two Federal Hospitals are shown. Note that in
1968 the private hospitals ranged from $392 to $648 per stay. Note that Charity
Hospital, run by the State of IA)ulslana, was as expensive as the niost expensive
private hospitals, yet Charity Hospital claims a desperate and perennial defl-
cit. Furthermore, the two Federal Hospitals were 50% more expensive because
the length of stay In government run hospitals is that much longer. Although
some would point to the prolonged illness cases seen, this is not true i the larger
number of cases, where there is :Aimply no demand for their discharge. Even
minor cases stay long periods before final treatment or surgery, as is well known
by all who have worked in Federal, military or State hospitals. Isn't this Federal
"overuttilization"? It occurs in the "system" of government hospitals but front
the data, not In the "non-system" of private hospitals. The following year shows
the same pattern. The cost per stay in the Federal Hospital rose the same per-
centage as the private hospitals. Clearly the system of Federal Hospitals cannot
control costs any better than the so called "non-system" private hospitals. The
CMS notes that whenever Federal controls are added to the hospital system, the
hospital costs increased and this will certainly result from I'SRO bodies created
by Senator Bennett's Amendment 851.

4. OVERUTILIZATION OF OUR HOSPITALS

Figure 9. If a patient stays twice as long in a hospital, the census of that hos-
pital is twice as high. If these government hospitals had to discharge patients as
quickly as private hospitals discharge patients the census in the Federal Hlos-
piltals would be as low as 25% capacity. One could readily combine both Fed-
eral Iospitals under one roof and not waste $15 million on the proposed new
Public Health Hospital in New Orleans. Clearly the private hospitals are not
the sites of "overutilizatlon." Figure 10. The CMS presents the following data on
hospital utilization by Medicare patients based on our study conducted In the
New Orleans area in 1969,' which disproves the claim that physicians "over-
utilize hospitals" since Medicare. In Figure 10 attached, the number of Medicare
patients discharged on the vertical axis. The broken line is the nationwide data
of fiscal 1966-07 supplied by the Social Security Administration and the solid
line Is the data for the New Orleans hospitals for 5 months ending in November
1069, obtained by the CMS.

Note that Medicare patients In New Orleans were discharged almost 1 day
earlier In 19069 than were the Medicare patients nationwide in 1966-67. Physi-
clans have not overutilized these hospitals.

4(a) CREDIBILITY OF IIEW PRESS RELEASES ON UTILIZATION AND NEED FOR
CERTIFICATION

Appendi3 E. On October 13, 1969 there was a press release from HEW which
stated that there was an unusual number of discharges of Medicare patients
on the 14th and 21st hospital days. The HEW release argued that there was no
medical reason for the large number of discharges on those days and the in-
creased number was attributed to the requirement that a physician must certify
the need of hospitalization on these days. Thus, the release Inferred that patients
were lounging in hospitals, running up physicians' fees and hospital bills and
that physicians discharged them to avoid certification of the need for continued
stay. A regulation was announced, therefore, to move certeficatk.o' from the
14th day to the 12th and from the 21st (lay to the 18th; and thus sweep these
patients out earlier and save money. They gave as an example of savings the
fact that should each Medicare patient go horne 1 day earlier we would save
$400 million per year in the United States. This reasoning appeared in the

' We refer to the study "Statement on Certification; February 1970 American Asso-
clation of Councils of Medical Staffs of Private Hospitals, New Orleans Area Chapter,
Inc., Jose L. Garela Oiler, M.D., President, submitted to the Commissioner of Social
Security.
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October 14 Issue of' the Federal Register, at which time the change In the regu-
lation concerning vertiflcation dates was announced. The public press swiftly
announced that this tightening of certification regulations was going to save
the Government $400 million per year which was heing wasted presumably and
by inference, because of physicians' certification practices. The truth of the
matter is, the OMS feels certain, that the average physicians' decision to dis-
charge a patient'has never been influenced by the requirement to certify the need
for continued hospitalization. We further questioned the inferred savings upon
which the regulation was based.

We therefore collected the data of lischarges of Medicare patients from the
New Orleans Hospitals which you have seen compared to the National data
collected by the office of Research and Statistics 3 years before. We protested
the change in certification regulation, we protested the need for certification
at all, and we have since protested the dollar value assigned to the regulation in
a news release "non-sequitur". Although our protest was received in Washington
within the allowed period of time, our request for a hearing was not granted.
In this graph of Figure 11 there are 2 curves: the upper curve is a plot of num-
ber of discharges vs. date of discharge, the same plot that appears in the graph
above. The lower, saw tooth curve is essentially the first derivative of the dis-
charge curve. It is the rate of discharge, or the number of patients dischl rged that
day divided by the number of patients that were remaining in the hospital as of
that morning. This is the curve that the Social Security Administration published
and this Is the curve that was approved by the Health Insurance Benefits
Advisory Council (IIIBAC) of Medicare.

Note that the shoulder on the upper discharge curve becomes a peak on the
lower rate of discharge curve because there were fewer patients available for dis-
charge on the 14th day than there were on the 13th day. Note also in the lower
curve the peaks at 7 and 28 days, at which times there was no certification.
When we received this data from the Social Security Administration by way of
Congressman Hale Boggs' office we were disturbed that the 1969 Social Security
Administration decision was based upon 1966-67 data, Social Security advised
us that this was the latest data available.

Figure 12. We noted that the deviation from a smooth curve for the rate of
discharge showed that only 10,868 extra patients were discharged on the 14th
day and 6,669 extra patients were discharged on the 21st day, nationwide per
year. This Is .024% and 0.149% of the total respectively. We were struck that
these are not significant increases on the 14th and 21st days. Moreover if the
14th day peak were advanced 2 days to the 12th day and if the 21st day peak
were advanced 3 days to the 18th day, there would presumably be a saving of
41,743 patients days annually, nationwide. Then, If.one assigns $100 per day,
which exceeds the usual medicare allowance, one could theoretically save a lit-
tle over $4 million. This is considerably less than the $400 million advertised!
The whole story struck us as absurd and we could only speculate as to the rea-
son for it. Since the CMS does not believe any physician bases his decision to
discharge a patient on the requirement of certification and since by simple arith-
metic the proposed change could only conceivably save $4 million nationwide
per year, only if the stated reasons were absolutely correct and the added cost
of the additional certification were neglected, we could only conclude that the
prime reason for this story and for its wide dissemination in the public press,
and for the failure of Social Security to correct the misinformation, would be
the desire of the Social Security Administration to tell the public that doctors
are allowing medicare patients to stay in hospitals until the need to certify and
in doing so are wasting $400 million per year.

This deception of the American public by IIDW became certain when the CMS
was shown by Mr. Robert J. Myers, who was Chief Actuary of Social Security at
the time of the HEW press release on certification that he had written 4 separate
memoranda to the Commissioner of Social Security between October 1, 1960 and
January 30, 1970 telling the Commissioner that this release was deceitful and
that the potential savings were at most $5 million dollars. Copies of these 4
letters are appended, with permission from Mr. Myers. (See Appendix A, B,
0,1).)

To date this misinformation has not been corrected and the credibility gal)
widened. The CMS supplies these facts to object to deception being used to tem-
per popular opinion towards the belief that Doctors overutilize and that there
is need for extensive policing such es called for in the present proposed leglsla-
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tion of utilization review teams in I1 17650 and Amendment 851. We do not
overutilize, we resent the deception to sell regulations, and there is no need for
legislation.

5. THE "DOCTOR SHORTAGE"

Is there a Doctor shortage? This graph is from the Monograph on Infant
Mortality (vide Infra). You will note that of the 7 countries compared In tie
study, the population to doctor ratio is lowest in the United States. Where is the
doctor shortage?

6. INFANT MORTALITY

Among the propaganda to discredit the best systems of medical care the world
has ever known, is the constantly running statement iII the pre .s that. "U.S.
Health Care is second rate because we rank lower than 13 other industrial coun-
tries in Infant Mortality." The usual reference is the USPIIS Monograph, Num-
ber 1000, Series 3, Number 6, International Comparison of Perinatal and In-
fant Mortality: The United States and Six West European Countries, March
1907." This Monograph spells out marked differences in definition of terms of
neonatal death and variations in reliability of collecting of data among the various
countries. It contains qualifying remarks such as those which appear In Fig-
ures 14 and 15.

There are many reasons why a death in a newborn in one country is not re-
corded or counted as such in another. Sweden reports the lowest death rate of
the newborn. However, in Sweden a birth need not be recorded for five years,
and a neonatal death may therefore never be recorded. In many of the foreign
countries referred to, the father, not the physician, voluntarily reports births
and neonatal deaths, and again some are not reported and not counted. In the
U.S. 97% of the babies were born in hospitals where reporting Is at its best,
whore certification of death by physicians is required.

In Sweden abortions are legal. A poor pregnancy or one in which the mother
had German measles will be aborted. In the USA a deformed baby goes to term,
is delivered and dies. This becomes a neonatal death, and influences the mortal-
ity figure. The criteria for a live birth are not the same: In some countries a
live birth is any fetus delivered after 20 weeks, In others 28 weeks, in others any
at 1,000 grams (2.2 pounds), and in others any who breathes. It is easy to draw
a line at 28 weeks and say that any fetus delivered at 27 weeks who dies is a
stillborn, while a death at 28 weeks is a neonatal death. There is no way to
compare the 27 week fetus in one country to a 1,000 gram fetus in another.
Some families have bigger babies than others at the same maturity. However,
it is fair to say that the 350 gram (%' pound) fetus counted as a fatality in
Kansas is an awful lot more premature than the foreign fetus at 000 grams
who dies and is not counted. Thirty nine states in our prosperous country call
the death of anything over 20 weeks neonatal. This has to be more premature
than the 28 week criterion in Norway, the number three country, or In the
Netherlands, the number two country. In Sweden the criteria is 35 centimeters
(13.8 inches) long. How does this compare to % of a pound in a skinny baby or to
20 weeks In a diabetic?

There are even tax considerations. In the United States the father loses a
$600 income tax deduction if the fetus is born dead instead of dying a few
minutes later.

In other countries the financial tilt may be the other way. The medical de-
cision is often arbitrary. This affects the recording of statistics.

Until there are uniform criteria of reporting, uniform responsibility for re-
porting, uniform criteria for abortions, uniform tax laws, and above all, uniform
integrity of those who are heard, the comparative statistics are worthless.

Figure 16. The USPHS Monograph also points out (pg. 67) that the difference
in infant mortality between the economic classes actually incrcascd after medi-
cat care became free to all classes. Socialization of medicine and the midwife
system and the home delivery system go hand in hand, and with It, the infant
mortality of the poor has Increased relative to the wealthy class.

Even if you could show that the U.S. was genuinely 14th best in the survival
of the newborn it would not mean that our Ihealth Care was at all defective.
The U.S.A. is a genetic melting pot that cannot be compared to a genetically
more homogeneous population like that in Sweden, whose genes allow for good
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survival of the newborn. It would be like matching a German Shepherd against
a Chihuahua In a fight to the death and then attributing the outcome to (log
food used. According to the Metropolitan Life Insurance Company the newborn
survival in the U.S.A. matches that of the European countries from which we
are largely derived.

The OMS brings the Infant Mortality deception into focus. It cannot be
acceptable as a scientific "yardstick" for quality Medical Care, and should be re-
jected as propaganda when aimed at discrediting U.S. medical care.

Thank you Dr. Ilyman for the presentation of the data.
Mr. Chairman the OMS urges the Senate Committee on Finance to hear the

voice of those of us dedicated to the actual care of our sick in America and
reject SB 851 and the objectionable Sections of H.R. 17650 listed to prevent
Irreparable harm to our patients.

We thank you for this opportunity to appear before your Committee, and
stand ready to discuss any aspects of this testimony when requested.



1310

FIGURE I

FiouRE 2
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Change in average prices across
U. S. in the last two years-

Bakery products Up 4.7%
Meats, poultry, fish Up 13.6% -
Dairy products Up 6.7%
Fruits and vegetables Up 7.5%
Meals at restaurants Up 12.7%
Rents Up 6.3%.
Owning a home Up 18.2%
Utilities for a home Up 3.7%
Household furnishings Up 9.3%
Men's clothing Up 12.8%-m
Women's clothing Up 12.0% %
Shoes Up 12.7% ,
New cars Up 3.1%
Gasoline Up 4.3%
Public transportation Up 13.0%
Medical care Up 12.9%
Personal care Up 9.3%
Recreation Up 8.7%
Insurance and finance costs Up 21.40%/0
Used cars Down 0.2%

Source: U. S. Depl. of tebo

Dec. W90
U.SNEWS & WORLD REPORT

FIGURE 3



1312

PERSONAL CONSUMPTION EXPENDITURES,
BY TYPE OF PRODUCT

In the United States, 1967

Personal consumption
expenditures Per cent of

Type of Product (billions of dollars) total

Food (including alcohol) $109.4 22.3%
Housing 70.9 14.4
Household Operation 69.9 14.2
Transportation 83.6 12.9
Clothing, Accessories, and Jewelry 50.7 10.3
Medical Care' 33.1 6.7
Recreation 30.6 8.2
Personal Business 25.7 5.2
Tobacco 9.2 1.9
Personal Care 8.6 1.7
Religious and Welfare Activities 6.9 1.4
Private Education and Research 7.9 1.8
Foreign Travel and Remittances -Net 4.0 0.8
Death Expenses 1.9 0.4

Total $492.2 100.0%

'Includes expenses for health Insurance.
Source: United States Department of Commerce and Health Insurance Institute.

FzouRE 4
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JANUARY 6, 1970
Wal! Street .-lourna

Personal Income

1 Billions of Dollars
Annual Rate

PESOA INO iNvmeroet

- +25% -

680

640

~PERSONAL INCOME In November rose to
a recor 1 seasonally adjusted annual rate of
$766.9 billion from an upward revised $763.7
billion a month earlier, the Commerce De-
partment reports.

FIGURE 0
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Table 10-5. COmuparslon ol Annual Increases in Pl)sician
Fees and in Wages

Average
Wages in Differential

Physician Covered Increase of
Calendar Yeara Fees' Employment Physician Fees

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

* Increase from June of previous year to June of year listed for first columnand from first quarter of previous year to first quarter of year listed for last col-
umn.

b As measured by Consumer Price Index of physician fees.

FOURE 7

47-530 0-70-pt. 3-27
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OCCUPANCY

IF STAY WERE, OCCUPANCY

9.6 DAYS 8.2 DAYS
(OCHSNER) TOURR)

49.3% 42.07.

36.9. 31,5%

41.8% 36.17%

WOULD BE

6,1 DAYS
(SARA MYO)
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FIoURE 10
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200P0 5

150o~oo 15%

1966 - 1967
SOCIAL SECURITY
ADMINISTRATION

H.E.W.
3.360.877 DISCHARGES

RATE OF
ONSCHARGE

(R HEW)

DISCHARGES
PER DAY

(0 HEW)
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50JDOO 5%

0
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FIGURE 11
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10,868 PATIENTS PER YEAR
124% OF TOTAL

10%

/ . " 6,669 PATIENTS PER YEAR
OF TOTAL

5%
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FIGURE 12
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" Answers to these questions wrlfiot--Ve uM
through comparison of disconnected studies with
varying study designs. Although a few comparisons
may be possible fortuitously, they lack the as-
surance which Is to be derived from a well-de-
signed study planned to give answers to specific
questions.

FIGURE 14

Despite the action of the World Health As-
sembly, changes In the laws of the various
countries were not achieved immediately or
uniformly. For example, the change in definition
of live birth to include "beating of the heart,
pulsation of the umbilical cord, or definite move-
ment of voluntary muscles" in addition to "breath-
ing" as evidence of life was not adopted in Sweden
until 1959. Even at present, Denmark has no legal
definition of "signs of life." Furthermore, changes
in law or regulation are not immediately trans-
posed into action. Practices followed by physicians
or midwives regarding their understanding, in-
terpretation, and Implementation of the law are
difficult to assess. European practice continues to
_prefer "stillbirth" to "fetal death."

Mum 15
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With the initiation of the National Health
Service In Great Britain, a common base of
antepartum, partum, and postpartum care be-
came available to the entire childbearing popula-
tion. Although there were significant declines In
infant mortality in each of the social classes in
the first half of this century, the relative differ-
ences between the classes have not decreased.
In fact, the British Perinatal Study suggests
that the gap between the classes ay have widened
even atatime. whenmedical care was readily
available to the entire-populati0. 5

OIOURE 16

JANUARY 14, 1970.
Re Savings from Reducing Time Interval of Physician-Certification Periods

Under Hospital Insurance Progran (Continued No. 3).
Mr. ROBERT 3. BALL,
C ommisioner of Social Security.

With further reference to my memorandums of October 14, 29, and 30 on the
above subject, I am further dismayed that the misinterpretation that I feared
would happen did happen again In an official IiEW document.

In What's New in HIV for November 1969, the following Item appeared:
"An amendment to social security regulations, effective Jan. 1, 1970, Is ex-

pected to shorten hospital stays and reduce Medicare costs. The regulation, which
changes the times a physician must certify the medical necessity of services
given to hospitalized Medicare beneficiaries, could cut program costs as much as
$400 million a year."

As I brought out previously, the savings for this change-which Is most cer-
tainly desirable--will probably be only abotit $5 million per year, not $400 mil-
lion. Once again, I must state that I think that it Is very dismaying that a credi-
bility gap Is being created for the present Administration, which could have
been readily avoided.

ROBERT J. HYES,
Chief Actuary.
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OooB-l 14, 19W.
Re Savings from Reducing Time Interval of Physician-Certification Periods

under Hospital Insurance Program.
Mr. ROBERT M. BALL,
Con misoncr of Social Security.

An IIEW press release of October 13 announces that physical certification
of the necessity for hospitalization of III beneficiaries will be required (begin.
ning next January 1) by the 12th day of hospitalization, instead of the 14th
day, and the first recertiflcation by the 18th day, instead of the present 21st day.

It is pointed out that data on length of stays in hosptials show that the nuni-
her of discharges rises signiflcanly on the 14th day and again on the 21st day.
Finally, it is stated-as an illustration of the potential cost savings-that a
reduction of each hospital stay by an HI beneficiary by one day would reduce
program costs by about $400 million in 1970.

It is correct that there Is a peak in the discharge rate for the 14th and 21st
days, but this amounts to only about 10% more than could be expected by the
preceding and subsequent discharge rates (see Report 111-10 Issued by ORS).
I have made calculations of the effect that would be obtained if this peak in the
discharge rate is shifted from the 14th day to the 12th day and from the 21st
day to the 18th day. The net effect on the number of days of hospitalization is
to reduce the average days of hospitalization per discharge by .014 days, which
represents a savings of $5 million per year. It is important to note that the
latter figure is far less than the illustrative figure of $400 million, which would
result only if the average hospitalization stay were reduced by one day. It is
my strong belief that the press release was most misleading-although tech-
nically accurate-in quoting this $400 million figure (somewhat facetiously, I
might say that it would have been equally accurate, but obviously ridiculous,
to have stated if each hospital stay were shortened by 10 days, the program
cost would be reduced by about $4 billion per year!).

ROBERT J. MYERS,
Chief Actuary.

OOTOBER 29, 1969.
Re Savings from Reducing Time Interval of Physician-Certification Periods

Under Hospital Insurance Program (Continued).

Mr. ROBERT M. BALL,
Commissioner of Social Sccurity.

In my memorandum of October 14 on the above subject (to which I have as
yet had no reply). I pointed out that the desirable change that is being made in
the conditions for physician certification of the necessity for hospitalization of
the beneficiaries is being misleadingly presented to the public by statements
that are somewhat along the following lines:

"The potential cost savings can be illustrated by the fact that if each hospital
stay is shortened by one day, then Medicare cost will be reduced by about $400
million per year." (Note that "will" is used, rather than "would".)

A statement along these lines has just appeared in the HEIV Field Letter of
October 20. The casual reader could well infer that we expect to save $400 million
a year by this change, which is admittedly very desirable regardless of th,
magnitude of the savings. The same "erroneous" logic could, of course, go on t(
say that the potential cost savings could be "illustrated" by the fact that, if eaca
stay is shortened by two days, the cost will be reduced by 800 million--or,
at the extreme of absurdity, if the average stay were reduced by 14 days, tae
whole program's cost as to hospital benefits would be eliminated (true, but
completely irrelevant and meaningless).

I brought out that the savings for this change will probably be only about $5
million per year. I think th:tt the method of presentation that was followed is
most misleading and tends Jo create a creditability gap for the present Admin-
Istration that could have readily been avoided. I feel that tile present Adminis-
tration has the basic purpose of avoiding any creditability gap--unlike the
previous Administration, which in my opinion, intentionally acted in such man-
ner in a number of instances-and it is unfortunate that the SSA should now
have created a problem in this area.

ROBERT J. ]MYERS,
heft Aotuary.
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Ocro 30,19609.
Re Savings from Reducing Time Interval of Physician-Certification Periods

Under Iospital Insurance Program (Continued No. 2).
Mr. ROBERt M. BALL,
Commissioner of Social Security.

With further reference to my memorandum of October 20 on the above subject,
the misinterpretation that I feared would happen did actually happen.

In U.X. Ncws and 1I'orld Report for October 27 the following statement ap-
peared about the new recertification requirements:

"Under a regulation effective January 1, the average medicare patient is ex-
pected to go home from the hospital a day or so earlier than at present."

ROBERt J. MYEas,Ohief Actuary.
[From HEW News, Oct. 13, 19691

Health, Education, and Welfare Secretary Robert H. finch today announced
an amendment to social security regulations which is expected to shorten hos-
pital stays and thus reduce Medicare costs.

Effective January 1, 1970, the regulation changes the times a physician must
certify the medical necessity of services given to hos-oitalized Medicare bene-
ficiaries.

fro illustrate the potential cost savings to the program, Secretary Finch
noted that If each hospital stay by a Medicare beneficiary during 1970 is short-
ened by one day, Medicare costs will be reduced by approximately $400 million.

The new regulation requires that a physician's certification be made by the
12th day of hospitalization instead of the 14th day as required under previous
regulations, and that the first recertification be made no later than the 18th day
of stay instead of the previously required 21st day.

"Data on length of stays in hospitals under the program show that the number
of discharges rises significantly on the 14th day and again on the 21st day,"
Secretary Finch said. "Since there Is no apparent medical reasons why dis-
charges should peak on these days, it seems reasonable to conclude that the
requirement for certification and recertification on certain days Is In itself a
factor contributing to the larger number of discharges on such days. We expect
that a reasonable shortening of the certification periods will result in some
decrease in the number of unnecesaarily prolonged hospital stays."

NATIONAL ASSOCIATION OF MANUFACTURERS,
September 28, 1970.

Heon. RvrssEL., B. LON, o
217 Old Senate Oice Building, Washinglon, D.O.

DEAR SENATOR LoNo: The National Association of Manufacturers wishes to
register its opposition to Amendment No. 929 to H.R. 17550, the Social Security
Amendments of 1970.

-Briefly, the amendment will appoint a nine member Formulary Committee to
compile a listing of drugs eligible for reimbursement under the Medicare and
Medicaid programs. The Formulary Committee would be charged with selecting
those drugs necessary for proper patient care and with establishing reasonable
cost ranges for those listed drugs. The principal change in this amendment
from that offered In 1967 is that Amendment 029 Increases reimbursement of
pharmacies to Include reasonable charges or markups.

T he National Association of Manufacturers recognizes the need for improving
the administrative efficiency and economy of the Medicare and Medicaid pro-
grams. However, in our view Amendment 929, while addressing itself to an
important issue, would create unnecessary administrative apparatuses for con-
trolling federal drug expenditures.

Further, because the high costs of research and development are reflected in
present prescription drug prices, we believe that the adoption of this amendment
would jeopardize the development of neNX drugs. Further, we believe the amend
ment would inhibit the physician's choice of drug products and would penalize
the patient by denying him a drug product that is familiar to him but whieh
may not be on the list for which the government will provide reimbursement.
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In addition the amendment would authorize the Secretary of the Department
of Health, Education and Welfare to establish and publish a guide showing
the "reasonable requisition cost range" of each qualified drug listed in the
Formulary. Under this provision the manufacturer, retailer and wholesaler would
be faced with fixed ceiling prices. Such a price regulation system would limit
prompt and flexible adjustment in prices to take care of changing material,
labor costs of other developments. This provision can only be viewed as a
price-fixing measure that would discourage competition at the manufacturer
and retail levels.

In your introductory statement you estimate that the enactment of this pro-
vision will result in a savings of approximately $8 million annually for drugs.
However, information as to administrative costs of the amendment, are meager
and confusing. In our opinion, it is imperative that administrative costs figures
be obtained from the Bureau of the Budget or the Department of Health, Edu-
cation and Welfare In order to estimate the costs of implementation and admin-
isration. These costs should enter into deliberations incident to consideration
of the proposed amendment.

It is requested that this letter be included as a part of the record of testimony
on Ht.R. 17550.

Sincerely,
LEO V. BODINE.

Tim NATIONAL ASSOCIATION OF RETAIL DRUGGISTS,
I1ashington, D.C., Septimbcr 29, 1970.

Re amendment 929 to H.R. 17550.
Ilon. RUSSELL D. LONo,
Chairman, Scnate Finance Committee,
U.S. Senate, Washington, D.C.

DEAR SEXATOR LOxo: As the national organization for the independently
owned retail pharmacies of this country, The National Association of Retail
Druggists is anxious to bring our views to the attention of you and the other
distinguished members of the Senate Finance Committee concerning Amendment
No. 929 to H.R. 17550. Our members own some 40,000 retail pharmacies which
dispense three of every four prescriptions to the American public.

Historically, our members during the last century have acted responsibly as
professionals with compassion for the sick and as small businessmen asking
only for a fair opportunity to compete under a free enterprise system. in view
of this background you will be pleased to know that our Executive Committee
has considered Amendment No. 929 and wishes to commend you for the positive
changes you have made in the reimbursement sections of this legislation to
accommodate the needs of retail pharmacy which representatives of our asso-
ciation have expressed to you during the evolvement of this proposed legislation.

Listed below is greater particularization expressing the recommendations of
our leadership:

1. While we recognize that A. 09 has been modified to allow the small busi-
nessman to make "reasonable charges" which reflect his operating expenses and
professional services which is not possible under a mandatory fixed fee method,
we feel that the words "the lesser of" at the outset of Sec. 1134(a) (1) will
seriously obstruct your commendable objective. In other words by simply elimi-
nating "the lesser of" on line 5 page 11, the "reasonable charge" reimbursement
method available to our members will meet with our approval as a fair and equi-
table method and-at the same time you will have preserved the controls necessary
to prevent excessive charges to the Government.

2. Under Section 1134a(1) (B) at line 18 on Page 11, we recommend addition
of the words "and services" between the words "drug" and "to".

3. Under Section 1130(a) (1) at line 10 on Page 2, we recommend that the
words "at least-one retail pharmacist to be in active practice" be inserted between
words "pharmacy" and "to". Historically all formulary committees have in-
cluded at least one pharmacist engaged In the type of practice governed by the
formulary involved. The "Formulary of the United States" contemplated in this
legielation should offer no less protection for the recipients of government
medical programs.

4. Discussions have revealed that should this proposal be enacted it Is planned
for The Department of Health, Education and Welfare to establish an Advisory
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Council of practicing retail pharmacists to advise the Department and the Formu-
lary Committee on a wide range of matterss related to the distribution of drugs
to recipients thru retail pharmacies. It is felt that the protection, which such a
council will provide both the government and the profession of pharmacy, can
be assured only if the establishment of such a Council is incorporated in the
legislation and not left to the discretion of the Secretary.

5. A. 929 in its present form may permit unfair competition for our member
stores where small hospitals of any bed capacity could subvert the objectives
of this legislation by dispensing many drugs not approved for the Formulary of
the United States but approved by a so-called formnulary system of such hospital.
This circumvention of the intent of A. 929 can be prevented by simply limiting
tile exception established in See. 1132 to teaching hospitals only. Otherwise many
dispensing physicians who are invited to dispense by present Medicaid regula-
tions may significantly expand their incomes at government expense and in a
manner that could be disastrous for our members.
6. We urge that Amendment 929 be clarified to indicate that retail pharmacies

are not required to register. While we understand registration is not intended
some doubt has arisen since the application of the words "compounded" or
"processed" are uncertain.

7. Since the Inception of the Medicare Program, The National Association of
Retail Druggists has strongly supported inclusion of home drugs for Medicare
patients . We feel this serious omission is creating a great hardship for our older

citizens who have coverage for physician services but are denied drug benefits.
We join the groups representing the aged in calling for coverage of home drugs
in Medicare benefits at the earliest possible date. The long and protracted studies
of such coverage have unfairly delayed this vitally needed coverage for Medicare
patients.

We respectfully submit that these suggested changes in A. 929 will substantially
Improve the effectiveness of this h-gislation and maximize the voluntary partici-
pation of retail pharmacists in these government drug programs.

The National Association of Retail Druggists is grateful to the Committee
for the opportunity to present its views. We assure you that our officers and staff
remain available at the request of the Committee to be of assistance as further
consideration is given to Amendment 929.

Sincerely yours,
C11Rs IIALESTON, President.

Hon. RUSSELL LoNo,
Chairman Finance Con naittc,
Senate Office Building, Washington, D.C.

DEAR SE.;ATOR LOGO: You are to be greatly commended for checking into tile
problems contributing to the sharp rise in all medical care, whether Blue Cross,
Medicare, Medicaid, or entirely privately financed.

Along with many others discussing the~question of increasing costs to the public
for medical attention; and, also not being on the inside of this highly specialized
field, you and they are not to be blamed for (shall we kindly call it) an over-
sight, pending more thorough investigation, by failing to obtain testimony fromt
an average physician in daily contact with this situation.

In addition to the Federal authorities, who should have urged those in daily
contact with the sick public to bring forth their problems; and, to state the facts,
if necessary in secret communications where It may endanger tihe average physi-
cian's practice of medicine In hospitals or institutions; and for this reason, keel)
him from publicizing it. We thereby have state and local groups controlling the
practice of medicine; and, these are in a still better position to execute reprisals
for stepping out of line.

My own testimony relative to hospital costs, as they affect Blue Cross and
Medicare, at our State Insurance Commissioner's hearing might be exemplary for
the situation throughout the country.

To begin with, hospital costs even if their major portion goes for personnel
cost, include the use of the personnel for purposes other than In-Hospital Medical
Care with its immediately related activities. This is the primary purpose of the
Blue Cross contract or policy, as well as ,Medicare attention.

I have pleaded with our state authorities as well as federal, to lop off by clean
amputation the attached heavy tall of time welfare and educational activities in-
cluded under Health, EIducation and Welfare; and to a noticeable degree, included
under Medicare and other hospital costs. In this way we could know approxi-
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mately how much In-Hospital Medical Care with its immediately related activi-
ties separately, as well as outside medical care, would cost. A copy of my
testimony before the last Blue Cross Hearing will bring out some of this (see
enclosure).

A list from our State Health lepartnment of only those doctors "privileged" by
each hospital in Metropolitan Baltimore to utilize the hospital beds and facilities
at each institution, will demonstrate what a small percentage of the physicians
In good standing in the commiilty are permitted to use the Individual hospital's
beds and facilities. This control Is so easily facilitated by the Individual hospitals,
under the guise of maintaining high standards of medical attention at the
hospital.

It is very efficiently controlled through the hospital "Application for privilege",
which every physician in good standing in the community signs when lie applies
for privilege, which is his signed advance resignation; and, contains the "red
herring" (that he will not split fees), to distract attention from the main issue.

Less than 25% of the physicians in good standing in the State of Maryland are
pernitted the use of available hospital beds, at even the largest hospital, the
Johns Hlopkins Hospital with 650 "privileged" doctors, let alone our colored hos-
pital, the Provident HIospital with only 114 physicians permitted to utilize the
beds and facilities out of more than 3,000 physicians in good standing in the state.
Others are in between these.

In this way, all physicians in good standing in the community cannot utilize
the beds and facilities at each institution. These beds and facilities except in
emergency, generally furnish nursing home type of attention for the weekend or
1/3 of the week at the extremely high hospital prices, when rotation of physi-
cians to cover the weekend could keep them going under hospital attention
throughout the week.

Our doctors do not vote and act at our medical societies by secret ballot, by
mall, In order to express their wishes regarding hospitals and general practice, as
well as for discillinary matters.

In our Baltimore City Medical Society, out of approximately 2,500 doctors we
have a quorum of 45 required for our meetings; and, twice within the past year,
we could not carry on our medical business due to lack of a quorum, when only
23 doctors might be called on to act for the more than 2,500 doctors because of
this lack of expression. We cannot vote by proxy or by secret ballot by mail for
all matters either in city or state medical societies. Publicized medical actions or
medical representatives' statements, might be compared to our City Society ac-
tions where the entire membership is not polled, but the small quorum or the
majority of the small attendance, whether 23 members or more, supposedly ex-
press the sentiment and actions of the entire Society. In our State Society meet-
Ings the individual members have no say or vote.

Senator Long, Medicare has chosen in the majority of instances the Blue
Cross intermediary; and in others, one or two other insurance companies. These
intermediaries, I can show you through their control of physicians' charges, are
often responsible for much unsatisfactory experience by both the public and the
profession.

Under Medicare A they contribute to the rise of hospital costs for present
supposedly In-Hospital Medical Care with its immediately related activities.
They often force an unsatisfactory situation in subsequent nursing homes,
necessary following hospital attention, in an extremely bad way for both the sick
public and the physician. The patient does not have the means to follow up
and fight for his rightful recompense; and, the doctor the time, under these
conditions, permitting the intermediary to get away with it.

May I here add, that there is an ever present danger of third party regulation
of physician charges, of discriminatory, deficlent, or inferior attention to Medl-
care and Medicaid patients on a lower level than in regular private cases.

Furthermore, if the patient I s discriminated against through his physician by
this very evident "privileged" dscrimination, which has been left out of the list
of discriminations pointed out under Medicare; and, which is much more preva-
lent and effective than race, creed, color or source of origin, ai you can see from
the hospital "privilege" list.

It might easily be corrected by Congress adding and having the intermediary.
withhold or withdraw the contract with any hospital so discriminating, whether
under Blue Cross or other insurance groups. This wUl immediately remove the
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fear of reprisal by hospitals against physicians who do not go along with them;
and, would allow improvement In medical attention at low cost in hospitals, as
well as outside.

I will be pleased to furnish you any additional supportive evidence which I
have, to back up my statements, at a mutually agreeable time, as I think you
are to be highly commended for Investigating not only the high spiralling so-called
hospital costs, but improved medical attention as well.

Sincerely,
Dr. M. B. LEviN.

BALTIMORE CITY MEDICAL SOCIETY, GENERAL MEETINO, THURSDAY, MARCI 5, 1070

The meeting was called to order by the President, John N. Classen, M.D. at
8:35 p.m.

The speaker for the evening, Nell Solomon, M.D., was unable to be present
duo to Illness, but Matthew Tayback, Sc.D., Assistant Secretary of Health and
Mental Hygiene and Scientific Affairs for tile State of Maryland presented a
most informative and thought provoking discussion o "A Family Health Assur-
anco Plan." After a question and answer period Dr. Tayback was thanked for
his presentation and the business meeting was called to order at 9:40 p.m.

Adoption of minutcs.-A motion was made, seconded and carried that the
reading of tile minutes of the February 5, 1970 meeting be dtuensed with and
the minutes were adopted as distributed.

Election of new tnember.-After the following new members were Introduced
with their sponsors, a motion was made, seconded and adopted that they be
elected to membership in the Society:

ACTIVE MEMBERSHIP

Hugh 0. Bebee, M.D. Shashi K. Pande, M.D.
Irving I. Liberman, M.D. Toshlo Sasamore, M.D.
Isidore Mihalakis, M.D. Joseph 1I. Miller, M.D.
Consolador C. Palad, Jr., M.D.

ASSOCIATE MEMBERSHrP

Joseph H. Miller, M.D. Brent C. Sanders, M.D.
Resolution presented by M. B. Levin, M.D.: The Secretary read the following

resolution as presented by Dr. M. B. Levin at the February 5, 1970 general
meeting of the Society.

Whereas, Our Maryland State Medical Journal, December 1969, page 109,
reports the action of our delegates to the AMA House of Delegates, Annual
Session, New York City, July 13, through 17, 1969 under Reference Com-
mittee B, Medical Care as a right, and;

Whereas, To make its position clear in the long-standing discussion of medical
care as a right, the House resolved that It reaffirm Its position (1) that it Is
a basic right of every citizen to have available to him adequate health care; (2)
that It Is a basic right of every citizen to have a free choice of physician and
Institution in the obtaining of medical care; and (3) that the medical pro-
fession, using all means at its disposal, should endeavor to make good medical
care available to each person ; and

The resolution was then put to a vote and was adopted by a vote of forty
FOR and three OPPOSED.

Investigation of medicare and medicaid cost by U.S. Senate: Dr. Classen
stated that the Senate's Investigation of tile cost of medical care programs to
the Federal Government has been much In tile news lately. It has been sug-
gested that the onus of responsibility for assisting the government In cutting
down these cost should rest with the medical profession. Dr. Classen further
stated that he intended to discuss this problem with the Board of Directors
at its next meeting with the Idea In mind of meeting first with local legislators
and then possibly with the U.S. Senators from Maryland to offer the assistance
of the Society. Those members present were invited to offer suggestions in this
regard which might assist the Board In dealing with this problem.

There being no further business, the meeting was adjourned at 0:55 p.m.
Respectfully submitted,

htoHMr B. GOLDSTEIN, M.D., Secretary.
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To Dr. Van Oelder:

STATE OF MARYLAND DEPARTMENT OF HEALTH,
Baltimore, 3id., Scptetnabcr 3, 1968.

The following information Is by telephone this date from the respective
administrative offices.

NumbersRkians
Hospital: pftal

Baltimore Eye, Ear and Throat Hosp .........
Bon Secours Hospital ---------------------------------
Church Home and Hospital _-_
Franklin Square Hospital..............................
Greater Baltimore Medical Center (merged Woman's Hospital and

Presby. Eye, Etir and Throat)--------------------------
Johns Hopkins Hospital
Lutheran Hospital of Maryland
Maryland General Hospital ----------------------------
Mercy Hospital, Inc ----------------------------------
North Charles General Hospital .....
Provident Hospital ----------------------------------
St. Agnes Hospital -----------------------------------
St. Joseph's Hospital ----------------------------------
Sinai ----------------------------------------------
South Baltimore General ------------------------------
Union Memorial Hospital ------------------------------
University Hospital ----------------------------------

er o phy.w1 h hos.
privileges

44--44
271--271
368-368
251 -251

522-522
650--650
278---278
362-362
256--256
280-280
114-114
215-215
3401--301
.30-300
280-280
300-30
414-414

Baltimore City Hospital physicians indicated are those authorized to admit
patients. There are none with hospital privileges in the usual accepted meaning.

Profession staff --------------------------------------------- 49
House Staff ---------------------------------------------- 04

Total ------------------------------------------------- 143

Dr. WORKMAN.

SENATE OF 'MARYLAND

No. 539

Senator LAPIDE8-Economic Affairs

By the SE NATE, February 28, 1970.

Introduced, read first time and referred to the Committee on Economic Affairs

By order, OEN BowiE, Secretary.

A BILL ENTITLED

AN ACT to repeal and re-enact, with amendments, Section 560 of Article 43 of the
Annotated Code of Maryland (1005 Replacement Volume), title Ilealth," subtitle
"Hospitals and Related Institutions," providing that no hospital receiving State tax
monies shall exclude any licensed M1aryland physician from the use of its facilities and

rovidlng for the non-issuance or removal of a hospital's license for non-complianceberewith

Storxoif 1. Be it enacted by the General Assembly of Maryland, That Section
560 of Article 43 of the Annotated Code of Maryland (1965 Replacement Vol-
ume), title "Health," subtitle "Hospitals and Related Institutions," be and it is
hereby repealed and re-enacted, with amendments, to read as follows:

The Board is hereby authorized to Issue licenses regardless of type of owner-
ship to open, maintain and operate hospitals or related institutions when the
facilities of the hospital or the related institution, after Inspection, are found to
comply with the provisions of this subtitle and the rules and regulations adopted
hereunder by the Board. No license granted shall be assignable or transferable
Every hospital, as defined in this subtitle, which is supported wholly or in part
by State tax moniee, shall extend to all phzysicians duly qualified and lice-need to
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practice within the State of Maryland by the Board of Medical Examiners, the
right to practice medicine, surgery, or any other specialty within it and the right
to fully utilize its beds and facilities; the Board shall not issue or contintuc a
license to any such hospital not complying with the aforementioned provisions.
The Board may, for cause shown, revoke any license issued by It to a hospital
or related institution after giving the licensee a hearing prior to revocation. The
hearing shall be held after ten days' notice to a licsnsee, and he shall have an
opportunity to be represented by counsel at the hearing.
SFo. 2. And be it further enacted, Thlat this Act shall take effect July 1, 1970.
NoTr.-Italics Indicate new matter added to existing law.

BLUE CROSS IIEARING-JUNE 5, 1970

Blue Plans was chartered by the Legislature as an insurance company to
cover only In-Ilospital Medical Care with its Immediately related activities. It was
and is insurance to cover hospltali~ation costs and not all hospital costs. Despite
the Blue Plans Ads claiming to sell service of hospital and medical attendants.
their policies are Insurance policies.

In recent years they have further tried to imitate private insurance companies
by eliminating certain selective diseases or conditions from individual polices,
once there was any Involvement of a certain type in the patient. They have also
cut off coverage of all age groups over 05 years ("biggest headache"), which sup-
posedly were of higher cost to the hospitals in raising a higher premiumli level.
When they were cut off, how much did Blue Plans reduce premiums and did this
shave costs 15%?

It is generally true that hospitalization attention for the average patient
ceases over the weekend; and, only nursing-home attention, except In eimergen-
cies, Is rendered the patient. From Friday afternoon until Monday morning, pa-
tients In noticable numbers at these institutions must occupy bedspace without
full and proper medical activities over tile weekend, because no arrangement.,
are made by the hospitals for completion of such work. This compels the patient
to hang around the hospital for the weekend of 2 to 21 days without the usual
x-rays, laboratory work, operating attention, lphyslotherapy and other activities,
which shut down from Friday P.M. to Monday A.M. In other words, about % of
the 7 days per week's costs are not fully utilized, yet are being charged for at the
full hospital, not nursing-home rate, up to $50.00+ per diem, instead of the $12.00
per day which should be the nursing-home charge. (See Chart No. 1) At the
high per diem rates, this adds to the overall hospital charges to Blue Plans and
directly affects the rates. Without this highly technical professional attention,
hospitals are only nursing homes.

The remaining 2 of the hospital week are estimated at % for personnel costs
and 1/ for food, medicines, operating facilities, housekeeping, etc. Granting 2 of
the 41/2 to 5 full hospitalization days per week are for personnel costs, toward
what purposes will investigations show their employment?

Blue Plans' policies, by paying for certain attention only inside the hospitals
which could be done at lower cost on the outside, force the patient to occupy
hospital beds and also contribute to higher rates.

Certainly the number of nurses obtaining increased salary raises in the past
three years does not justify the extra charges noted in the hospital increase of
costs. As an example, at a prominent hospital "-ith a little over 475 beds, it ei-
ploys 126 full-time nurses and 140 part-time nurses from 2 to 3 hours daily,
which is the equivalent of 47 full-time nurses, making a total of 173 nurses, not
counting those in training; or approximately 3 beds per nurse. These 173 nurses
are to be raised to an annual salary of $6,000, which would be $1,038 for total
nursing. An increase from $4800 to $6000 equals $1200 for each nurse, or a
total of $207,600. 475 beds at $4.00 per day increase makes an Increas-e of $1000
daily, tin s 350 days annually, or $665,200 increase, which is about three times as
much as the increase in nursing.

Analysis of hospital costs for only In-Hospital Medical Care and its imme-
diately related activities raised time question, what percentage of personnel costs
goes toward the various activities now covered by the overall hospital cost
canopy. (See Chart No. 2). Iow much of the housekeeping costs, for example, go
toward In-Hospital Medical Care and its immediately related activities; and,
how much toward-
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1. Administration; 2. Heating and Lighting; 3. Nursing Attentloon; 4.
Food; 5. Nurses' training ( day cost per bed at least $10.00+) ; 6. Dis-
pensary Visits (one per each bed at least $10.00+) ; 7. Operating facilities
divided Into average number of In-Hospital days of residence of the operated
cases; 8. Research Work; 9. Outside Accident Cases (paid?), (unpaid?);
10. Religious Activities and chapel; 11, Social Service and Welfare; 12.
Aged Homes; 13. Medical School Activities, etc.

Blue Plans insure two types of cases-
1. Group; 2. Individual.

Why this discrimination as to premiums and coverage, favoring groups as com-
pared to individuals in eliminating certain diseases and conditions? They cut
off the 65 year and over age groups, whch had supposedly kept Blue Plans
premiums high; and, no 65-year+ group cases are now covered. What Is the
percentage? This should have permitted an immediate reduction In premiums.
How much?

Who permitted or authorized Blue Plans to chop off this age group of
supposedly highly expensive type?

Who would stop Blue Plans from next cutting off the 30 to 50 year age
group, as an example, if in their opinion this proved too expensive?

This same thing could apply to certain types of conditions and diseases;
and, by what authority will this be permitted?

This tax-free subsidized corporation of "quasi-public" type with its group-
favoring discrimination as compared to the individual (who is usually not
In a position to fight this), also favors its participating doctors with discrim-
ination against non-participating doctors of the public, in a large percentage
of Incidents.

Blue Cross is the collection agency for the hospitals, paying 94% to 96%
of the bills presented.

Blue Plans' administrative costs might well be looked Into for possible
reduction, particularly their expensive sales promotion, the greater expense
of delayed processing of claims quite beyond the time-stretch of many private
insurance companies, their actual administration costs, and expense fund for
building and equipment producing questionable efficiency.

Instead of having reduced the premium rates, when Blue Plans shut oft
the 65 year and over (higher expense) group, they are higher; and, will
spiral to a still higher level if these other activities, not immediately related
to In-Hospital Medical Care, are also paid for. Welfare activities may be a
community responsibility, or of groups, or individuals and should be chan-
nelled and paid for by those whose responsibility they are instead of penal-
izing the minority segment, the hospital sick or the policy purchasers. As a
matter of fact, the public which might have to finance this increase, should
decide if it really wants to support any part or all activities not immediately
related to In-Hospital Medical Care. Certainly religious, aged home, research,
social service, medical school, training of nurses, technicians, etc., Indigent
programs, outside accident and dispensary work should not be included under
Blue Plans costs alone; and, should be considered and evaluated in their
respective places and degrees.

Why not try private profit-making insurance companies on a competitive
basis for this type of Insurance? As a matter of fact, there are private insur-
ance companies that include In competitive costs-major medical, accident
and health, life, diagnostic, and weekly wage insurance.

If age groups are to be further restricted, we should definitely consider a
Central Insurance Fund Policy for all age groups, with a hospitalization
ceiling such as $10,000 and a $10,000 to $20,000 limit for other health and
accident costs, as a life time policy, with a tapering off of premiums on the
same basis as life insurance policies, and a paid-up policy after a certain
number of payments or age. This would take care of all age groups in a better
manner and might possibly eliminate supporting or subsidizing the Blue
Plans Subcommnlssion of the American Hospital Association, which now acts
as a collection agency for the hospitals.

It Is true that in order to utilize more fully the hospital beds throughout the
week, each hospital might have to turn to professional and technical rotating
pools for various types of physicians, technical help, and abolish the present
"privileged doctor" system. This would support the AMA House of Delegates

47-530 O-70--pt. 3-28
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statements that it is the basic right of every citizen to adequate medical care
and to have his own physician treat him at the hospital of his choice. We might
begin this by applying the AMA principle to the Medlcare group.

All doctors in good standing would have the right to the use of available hos-
pital beds and facilities. X-ray, laboratory and other qualified doctors could
then rotate services at various hospitals to cover the present deficiencies and
improve service and lower the costs, in the public's interest and benefits. This
would raise and possibly return general practitioners of medicine inside and
outside hospitals to a higher proportion from the present 12 to 16% of physicians.

To properly evaluate In-Hospital costs, we may have to have NIH build and
finance an experimental 500 semi-private bed hospital, supervised by the two
medical schools and State Medical Society, open to all doctors in good standing
to determine after two or three years the cost of In-Hospital attention.

Why should Blue Cross policy holders pay for many of the present and pros-
pective activities not immediately related to In-Hospital Medical Care--not for
all hospital costs but only for hospftalizatlon costs? And, why not uniform
rates for the individual as well as group policy holders covering the same ill-
nesses, conditions and benefits whether inside or outside hospitals, to lower costs?

HOSPITAL COST DOLLAR PM DI(

Weekend 2 to 2-1/2 days

r -tn-trrsonnel

" /Personnel - |)35.00) to $50.O,rlpor diem.

CHART No. 1
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CHART NO. 2

FEBRUARY 8, 1068.
Re: House Bill No. 21.
To the Judfoiary committee of the HoUe of Delegates:

The House has been requested by the Medical and Chirurgical Faculty of
Maryland, to consider a Commission for disciplining the medical profession in
the state of Maryland.

Dr. A. Siwinski, former president of the Baltimore City Medical Society
component, after bringing,the Disciplining Commission Resolution to the atten-
tion of our society, told me that my efforts instigated this action.

Under present state planning, medical matters are In three separate categories.
1. The State Government arm-the State Board of Medical Examiners.
2. The medical profession representative-the Medical and Ohirurgical

Faculty of Maryland, a private non-profit corporation.

I
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3. Other medically related or associate groups-The Health Department,
hospital groups, welfare, nursing homes, medical training, associated profes.
sons, etc.

We have no comprehensive group or groups covering all medical and medically
related practice and conditions.

There Is a definite hiatus wherein none of these subgroups have effective con.
trol of medical matters for qualifying and disqualifying doctors, especially in
certain divisions, Only the medical profession Is properly trained and equipped
to practice in contact with the public; and, to know what is best for the public's
health and welfare from the medical point of view.

However, we find certain groups and Institutions usurping the authority and
responsibility that must be reserved to the medical membership-a matter of
vital importance to both the doctor and his patient in his fight for life.

The Medical ;ind Chirurgical Faculty In the November 11, 1967 session of the
House of Delegates, backed up the AMA House of Delegates, stating that a
"physician" is a qualified doctor of medicine or is licensed to practice unre-
strictcd Medicine and Surgery. Restrictions are being placed on the doctor of
medicine by institutions, which deny him the use of the hospital beds and facili-
ties in behalf of his patient; and, prevent his tinrestrictcd practice of Medicine
and Surgery.

The proposed Commission on medical discipline does not cover-
(a) Discriminatory restrictions of the physician by the hospitals, involving

professional qualifleations or conduct, for -the use of hospital beds and facilities
for the benefit of his patient.

(b) Corporate practice of medicine by an unlicensed doctor, an employee of a
hospital, carrying on general practice on the public.

(c) In the private clinic of an eminent institution, after the first visit the patient
practically becomes the property of the clinic.

(d) Under the Regional Medical Program, doctors licensed by other states than
Maryland will be "blessed" to practice by the Fedenal Government in the state
of Maryland, for private practice without control or qualification by the Mary-
land Board of Examiners.

(e) There are doctors in private practice who are not members of our com-
ponent or state societies, but may or may not be members of other medical
societies.

(f) Some of our own society members have resigned from our own component
and state societies and are not under the control of our present groups.

These are some reasons for my attempts to obtain action by our medical socie-
ties on the proper qualifying and disqualifying groups. A comprehensive picture
is represented by the following enclosure: The Maryland Board of Medicine.
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The proposed Discipline Commission of nine members actually a quorum of
seven, empowered by a majority of four votes to remove a physician's license and
the livelihood of his dependents, without aictlon by all his peers, Is totally unfair.
It is not a properly balanced Commission, which should consist of practicing
physicians In number equalling the others; and, without the political effect of
the Governor's selection of purely practicing physicians.

Any action by this Commission must only be tentative or advisory and must
be confirmed by the entire membership of the State Society voting In secret ballot
by mall.

All State Society voting must be returned to the entire membership, by secret
ballot through the mall, for either confirmation or initiation of matters of state-
wide concern or of elections.

No one speaks for the Medical Profession, whether of 3,000 members or 3 mem-
bers, unless so voted or confirmed by such balloting of the entire membership.
Otherwise, these people speak only for themselves.

The Legislature must specifically prevent any intervention, denial, interfer-
ence, qualification or disqualification in the practice of medicine, whether Inside
or outside of hospitals, by other institutions, groups or individuals throughout
the State of Maryland.

The Legislature shall deny to an institution, state tax funds or subsidy In any
form, If it discriminates against any member or members practicing medicine,
In good standing in the community, in the use of beds and facilities.

When a physician has struggled his way through education, training, expert.
ence, and as a member of the medical brotherhood, he Is not a juvenile, but a
mature Individual on equality with his peers. Discrimination or restriction of his
practice must be decided by all his fellow members by secret ballot; and, not all
nine selected members alone or even four of the quorum of seven votes.

Only the state shall give licenses to practice medicine and charters to the
Medical and Chirurgical Faculty of Maryland, hospitals and other corporative
bodies; and, only the state shall take them away.

Equality being the basis of the parliamentary government of our State Medical
Society voting membership, every member shall have the right to his vote in the
State Society. One Member-One Vote.

If we are going to change our medical society professional representative and
make it an arm of the State Government, we will have State Government Con-
trol of our profession and destroy the present status of professional control only
of our State Society. Before this destruction, the entire membership must vote Its
decision by secret ballot through the mall.

The vicious application which hospitals request of doctors before granting them
or refusing them the privilege, not the right, to practice inside their walls, which
permits them to control the doctor's entire practice when using their beds and
facilities and which may jeopardize his patient's life, in my opinion is contrary
to our Hippocratic Oath. As Dr. Rouse; the AMA president, stated in support of
our Hippocratic Oath-"Don't sit back and let the government or anyone else
dictate all our policies."

SZPmMBn 30, 1970.
Hon. RusseE, B. Loxo,
Chairnmn, Committee on Finance,
U.X. Senate, Washington, D.C.

DEAR SENATOR Loxo: Dr. Chares L Schultze, formerly Budget Bureau Direc-
tor, told a luncheon meeting of the National Economists' Club, on September 23,
thast it was generally thought "you ought to have your head examined," if you
suggested that Medicare and Medicaid should be examined in terms of "pri-
orities" in relation to other uses of economy resources when they were started.
May I submit for your consideration three letters I wrote, two to a newspaper in
195, and one to him in 19066, before Medicare was initiated. In my May 31, 1966
letter to him, I quote from his testimony before a Joint Economic subcommittee.
On the same day he testified, July 22, 1905, my letter in the Washington Daiiy
New applied his principles to the Medicare program. We should "analyze the out-
put of a program and compare what we get for what we have to pay" with "a
more careful analysis of our objectives throughout the full range of governmental
activities," he had told the Joint Economic subcommittee. On the day he said that
and also later that year (1905) I put myself in line to "have my head examined"
by applying his principles to Medicare. I also pointed out that the first Congres-
sional reports on Medicare "failed to give adequate attention to economic analy.
sis," proposing only actuarial studies. You put yourself in the same line with
me, when you said, just before Medicare was passed in the Senate, that it "can
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better be judged by an economist than an actuary, better by a social worker than
an accountant" (Cohngresslonal Record, July 9, 195, page 15582).
The Report of the Task Force on Medicaid and Related Programs, which Mr.

1'Walter J. MeNerney, on June 20, 1970, submitted to the H..W. Secretary,
shows no sign of understanding the distinctions, with which you agree, which
Dr. Schultze outlined. I first got involved with this subject because of an as-
signment In the Social Security Administration to examine another study under
Mr. MeNerney's direction. I was frustrated when I found I could get nobody
in the Social Security Administration to think like an economist. I refer you to
the Report of the Advisory Council on Social Security, 1965, which guided
Congress while initiating Medicare, for evidence of the absence of economic rea-
soning, in Dr. Schultze's sense.

Note the Chief Actuary's statement that "primary responsibility for the cost es-
tinates for Medicare, except for certain economic assumptions" is considered an
actuarial function (Finance Committee Hearings, "Medicare & Medicaid." July
I & 2, 1909, page 445). This is conceived as excluding responsibility for any
determination as to "economic feasibility" (Finance Committee Hearings on
"So-Ial Security Amendments of 1907," H.R. 12080, page A208, letter by Chief
Actuary).

After hearing an address by Dr. Daniel P. Moynihan, Counsellor to the Presi-
dent, I wrote him a letter suggesting that now, while we are awaiting a new
Chief Actuary, certain questions should be raised again, lie replied saying my
suggestions "will be given serious consideration," and so I ask that my letter to
him, as well as the others mentioned above, be put Into the record of your current
deliberations on Social Security Amendments.

Yours sincerely,
SIDNEY KosRrz.

JUNE 10, 1970.
Dr. DANIEL P. MOYNJIAN,
Counsellor to the President.
Washington, D.C.

D iAu DR. MOYNIJAN: You told the June 2 Annual Dinner guests of the Wash-
ington Statistical Society not to neglect "policy" by over-concentration on "pro-
gram."

You used the National Highway Program as example. Applying your lesson,
I asked about the Highway Trust Funds, and then about the Social Security
Trust Funds.

The Brookings Institution's, Social Sccurity: Perspectives for Reform by Jo-
seph A. Pechman, Henry J. Aaron and Michael K. Taussig takes a position differ-
ent from the one you seemed to favor when you said that the use of Social Se-
curity Trust Funds should be decided solely by the contributorss," If you mean
by that that payroll taxes should be regarded like insurance premiums.

That "the past is prologue" does not mean that a program of the past should
not be changed to fit changing present and future requirements. Therefore, the
"fiscalautonomy" legislation in the past no longer fits the requirements of the
Social Security Program, according to this study. (See, especially, Chapter IV,
"The Objectives of Social Security.")

One thing Is wrong with the study. They omitted Medicare. Since Dr. Kermit
Gordon, President of Brookings Institution, was the first Chairman of the Health
Insurance Benefits Advisory Council which, by law, was supposed to oversee the
Initiation and workings of Medicare, I asked him why actuaries were being al-
lowedto usurp the role of economists. (The former deal with how much, the lat-
ter with how well, money Is spent.) My question and his answer may be found on
pages 101-2, Joint Economic Committee Hearing, 'Twentieth Anniversary of
the Employment Act of 1946," February 23, 1966, Eighty-Ninth Congress, Second
Session. Ills answer was, in effect, don't worry, I am an economist.

'ow the Chief Actuary, Mr. Robert J. Myers, resigns, not for actuarial rea-
sons, he says, but for policy reasons. According to him, "Principal responsibility
for the cost estimates for the Medicare program (except for certain 'economic'
assumptions) has always been assigned to me." (Page 445, Senate Finance Com-
mittee IIearings on Medicare and Medicaid, July 1 & 2, 199.) "Cost here also
means "benefit." Is that the Chief Actuary's Job? Before another one is picked,
the questions raised by the Brookings study, extended also to Medicare, should
be answered.

I would greatly appreciate your attention to these matters.
Yours sincerely,

SIDNEY KouRz.
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MAY 31, 19060.
Mr. CHARLES L. S9IbULTZE,
Director, Budget Burcau,
Washington, D.C.

DEAR MR. SC1IULTZE: You stated on July 22, 1065 to the Subcommittee on Fiscal
Policy of the Joint Economic Committee that "In order to make intelligent budget
decisions we really want to be able to analyze the output of a program and com-
pare what we get for what we have to pay. . . What we need is a more care.
ful analysis of our objectives throughout the full range of governmental activi-
ties, not only in defense, where much work has been done, but also in the poverty
program, In transportation, in education, in health, in the conduct of foreign
affairs, and, yes, even in the administration of Justice."

I wrote a report In the Social Security Administration calling for the applica-
tion of this principle in the planning for the Medicare prograin about to go Into
effect. This was completely ignored. Accordingly, now as an Independent citizen
I am raising this and other relevant questions. I have had material printed In
Committee Hearings of the House and the Senate. I also inised the question in
the Economic Symposium of the Joint Economic Committee on celebrating the
20th Anniversary of the Employment Act of 1946.

Immediately after you testified on the above date, I approached you and asked
you how Medicare payments would be classified in the national income ac-
counts. One of your assistants present said it would be as transfer payments
and indeed it turned out that's what the Budget Bureau did in the Federal
Budget. However, the Commerce Department, after considering questions I
raised to them, now considers the matter undecided.

Another one of your assistants tells me it makes no difference how this Is
classified in the national Income accounts :s far as the program objective of
Medicare is concerned (and then inconsistently adds the "transfer payment"
classification gives a "better picture"). Do you think it makes no difference?

Mr. Arthur B. Hess, Director of the Bureau of Health Insurance, which will
administer the Medicare program, says that "the public will generally react
to medicare as a total program . . . he (the beneficiary) is-a-subse~ber of the
total health insurance program.., his program relationship must basically
focus on the Social Security Administration."

A new dimension will be introduced into the expenditure of Social Security
fumds. Till now the Secretary of the Treasury concerned himself with the in-
vestment side and the Secretary of IH.E.W. with the transfer payments to the
beneficiaries. (The Secretary of Labor had nothing to do, though also one of
the Trustees.) Who will give an accounting to me (a private citizen) on how well
the job of purchasing goods and services to promote health and cure sickness
Is done?

The Social Security Administration has refused to respond to my questions
as an employee with an assignment in this fleld and now as a private citizen.
I would appreciate your cooperation in getting the answers.

Yours sincerely,
SIDNEY KORETZ.

[From the Washington Daily News, July 22, 10051

ECONOMY RIELATES VALUE AND COST

It is just as necessary to reduce costs in providing for health care as it is in
providing for national security, both thought of as almost literally priceless.
Defense Secretary MeNamara has insisted on "program definition" and "cost-
effectiveness ratios," claiming we must do "our thinking before we start to bend
metal." This applies to health as to defense.

Now a new dimension is to be introduced to the Social Security Trust Funds
in that they are to be used to purchase goods and services, wlJien up till now they
resulted only in transfer payments. A "dollar's value for a dollar spent" will
no longer be automatically assured. We need a reasonable concept of "reasonable
cost" to get good results.

Sen. Long said we must seek out "people in the months and the years ahead
... to see how they are being comforted and being made secure by the bill we

are on the verge of approving." This Is a far cry from the suggestion the Finance
Committee agrees with that "there should be a small continuimtng actuarial sample
(of perhaps 0.1 per cent of all eligible Individuals), whose experience can be
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followed as promptly and thoroly as if the system related to only about 20,000
persons . .." This conceives of human beings as if they were beans in a bag or
grains of wheat, instead of human beings with whom we must have dialogue
and concern.

SIDNCEY KoRETz.

[From the Washington Daily News, Sept. 20, 19051

A BREAKDOWN IN COMMUNICATION

Bruce Biossat reported in his Sept. 7 column that Vice President Humphrey
thinks the sort of management analysis Defense Secretary McNamara applied to
the Pentagon should be applied to "the huge legislative tonnage dropped on our
doorstep." This certainly Includes Social Security "medicare."

But Dr. Philip D. Bonnet, President of the American Hospital Association,
indicates he will have none of it. lte wants less effort devoted to "cost reduction
and dollar stretching." The Commissioner of Social Security, Robert 31. Ball, in
a long speech outlining "Hospitals and Health Insurance for the Aged," before
the 67th Annual Meeting of the American Hospital Association in San Francisco
on August 30, gave no indication there had been any planning about "program
evaluation" and "cost reduction."

Congress failed to give adequate attention to the economic analysis of the sub-
ject. There is nothing about "program evaluation" or "cost reduction" in the Sen-
ate Finance Committee Report on the 1965 Social Security Amendments. Only
Senator Russell Long, just before Senate action, raised the question at all, when
he said the program could be "better judged by an economist than an actuary."

SIDNEY KOBETz.

AMERICAN COLLEGE or APOTHEOARIE8,
September 22, 1970.

lon. RUSSELL B. LoNo,
Ohairman, Senate Finance Committee,
U.S. Senate,
Washington, D.O.

DEAR SENATOR LoNG: We have sent you under separate mailing from Mil-
waukee, Wisconsin, the views of the American College of Apothecaries on the
Drug Amendment to H.R. 17550. A copy has been sent also to the members of your
Committee. The decision to submit our views was made by our Board of Direc-
tors during the 30th Annual Convention just concluded.

Fellows of the American College of Apothecaries fill in excess of 40 million pre-
scriptions each year and provide complete pharmacy service to their patrons.
We see In the Amendment the possibility of being placed in the position of where,
out of economic necessity, our practitioners will be forced to seriously curtail or
eliminate many of the extra services so vital to complete quality health care. In-
cluded among these services Is the keeping of a patient record system designed
to protect the patient from possible unfavorable drug interactions and allergic
reactions.

The growing numbers of drug Interactions and drug reactions has been re-
sponsible for greatly Increased patient loads in our hospitals, and I need not tell
you what that means costwise. The keeping of meaningful family prescription
records In the pharmacy can do much to lighten that load. This takes time for
which the pharmacist must be reimbursed at a fee commensurate with the time
involved, and in keeping with his expertise as a drug expert.
We also see in the bill the distinct possibility that our practitioners may be

placed in the position of being required to dispense drug products of questionable
quality ... products which either fail to meet minimum standards or which fall
far short of the mark insofar as therapeutic and biological equivalence is con-
cerned.

We are truly concerned with the continued delivery of quality health care to
the people of the United States, and as members of the health care team, we
believe it is our responsibility to address ourselves to this issue. The health care
of future generations may well depend on the decisions made by you and your
Committee, and we urge you to give careful consideration to the views of the
American College of Apothecaries.

Sincerely, RBRsszLL A. BENmEIoT, Bxecutive Secretary.
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AMERICAN CHIROPRAoTio ASSOCIATION,
OFFICE OF THE PRESIDENT,

Augusta, Ga., Septem ber 30, 1970.
lIon. RUSSELL B. Loo,
Chairman, Finance Committee,
Senate OffIce Buildng, Wash ington, D.C.

DEAR SENATOR LONG: May J take this means of expressing to you my sincere
appreciation for the opportunity affordcd me and my colleague, Dr. William S.
Day, President of the International Chiropractic Association, to appear before
the Senate Finance Committee and present our case for the inclusion of chiro-
practice in the Medicare program.

Dr. Day and I are very appreciative of the interest you showed In this matter
by asking the pertinent question concerning chiropratic. I sincerely hope that
our testimony for your distinguished committee gave you further insight into
the advantages of having chiropractic care available to the elderly citizens of
this country under the provisions of Title XVIII of the Social Security Act.

Thank you, Senator Long, for your interest in this matter and let me assure
you that the cldropractic profession and many, many thousands of elderly citi-
zens will be grateful to you for your support of chiropratle In Medicare.

Yours sincerely, HOYT B. DUKE, D.C.

AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES,
Washington, D.C., October5, 1970.

Hon. RUSSE;LL B. Loxo,
Chairman, Commfttee o-n Finance,
U.S. Senate, Washington, D.C.

;DEAR SENATOR Loxo: The American Federation of Government Employees, as
a sponsor for the AFGE Health Benefit Plan, written under the Federal Em-
ployees Health Benefit Act and covering approximately 14,000 employees and
annuitants request the opportunity to present the attached supplemental state-
ment to be published In the hearings of your Committee pertinent to I.R. 17550.

The testimony which we are presenting deals with Section 201 of the above-
mentioned Bill, and it is advisable that this information be considered in your
mark-up sessions on this Bill.

We regret that this testimony is so untimely in its presentation, but request the
consideration of the Committee in its Inclusion in your deliberations.

Most sincerely and fraternally,
JOHN F. GRINER, National President.

The American Federation of Government Employees as sponsor for the AFGE
Health Benefit Plan, an Employee Organization Plan written under the Federal
Employees Health Benefits Act, currently covering 13,600 Federal employees and
annuitants; and, as the largest organization of Federal employees with a mem-
bership exceeding 325,000 persons, most of whom are covered under one of the
other Federal Employee Health Benefit Plans, wishes to express its strong
opposition to TITLE II, Part A, Section 201 of H.R. 17550 which is before your
Committee.House Report No. 91-1096, the Report of the House Ways and Means Commit-

tee on H.R. 17550 on page 25 provides the comment that the purpose of Section
201 of the Bill Is "to assure a better coordinated relationship between the FEHB
program and Medicare and to assure that Federal employees age 65 and over will
eventually have the full' value of the protection offered under Medicare and
FEHB..."

This is to be accomplished by Imposing prime carrier responsibility on the
FEHB program as of January 1, 1072 in those cases where the Federal employee
or annuitant also has Medicare coverage unless, as stated on page 25 of the
Report, "the Secretary of Health, Education, tnd Welfare certifies that the FEIIB
program has been so modified as to assure that there is available to each Federal
employee or retiree age 65 and over one or more Federal health benefit plaims
which offer protection supplementing the combined protection of parts A and B
of Medicare, and the protection of part B alone and that the Government Is mak-
ing a contribution toward the health insurance of each Federal employee or
retiree age 65 and over, which at least equal to the contribution it makes for
high option coverage under Government-wide FEH13 plans."



1341

Your committee has already received testimony and statements from other
sponsors of Federal Employee Health Benefit Plans pointing out the financial
losses to the FEHB program and the Fedeial employee or retiree age 65 and over
should the FEIIB program be made the prime carrier for benefits with Medicare
not duplicating any benefits for services and items covered by time particular
FEHB plan involved. Under this method of benefit determination the claim losses
tender the AFGE Health Benefit Plan would have been increased in excess of
$500,000 for the period July 1, 1969 to July 1, 1970, and it would be reasonable
to expect that the increased claim losses under the FEH program would be in
excess of $30 million annually. These figures do not include the losses in benefit
amounts paid to Federal employees and retirees age 05 and over should time FEH
plans be made the prime carrier and the present system of benefit coordination
of benefits between the FEHB plans and Medicare, as established by Civil
Service Commission regulations, be abandoned.

This increased claim cost to the FEHB plans, which up to this time has been
the legal obligation of Medicare based on the Intent of the legislation enacted In
196 that Medicare would pay its benefits in full without regard to any other
benefits that might be payable under an employee health benefits plan, could only
result in increased premiums for each of the FEHB plans. Such premium in-
creases would apply to all insured Federal employees regardless of age with
the Government paying 40% of the increased premium cost under the legislation
recently enacted to increase the Government contribution to FEIIB premiums.

It should be noted that employee health benefit plans in private industry would
continue to receive the advantage of full benefit payment under Medicare and
most of them would continue to coordinate their benefits with Medicare so as to
supplement rather than duplicate Medicare benefits in the same manner as that
now provided for the FEIIB plans under Civil Service Commission regulations.
The resulting savings would be passed on to all persons insured under that
particular employee benefit plan.

This brings up the question as to why the FEHB plans have been singled out
for special treatment under Section 201 of the Bill. It can only be assumed that
since the Federal employee has been paying and will continue to pay up to
January 1, 1071 approximately 75% of the cost of his health benefit he is more
concerned as to how this money is spent and whether he Individually receives
the full benefit of his own contributions. Since the employee in private industry
contributes little, if any, toward the cost of his employee health benefit he is more
concerned with the total benefits that he receives from Medicare and his em-
ployee health benefit plan than with how these benefits are paid for.

The Federal employee has undoubtedly expressed his concern to his Congres.
sional Representatives with the result that Congress is equally concerned as to
whether the present system of benefit coordination between the FENIB plans and
Medicare is the best method of providing full health Insurance protection for the
Federal employee or retiree age 65 and over.

The Civil Service Commission in issuing Its regulations on how the FEHB
plans would adjust their benefits so that in effect they supplement, rather than
duplicate, the benefits provided by Medicare pointed out that there would be no
reduction in premium charges under the FEHB plans even though an employee
or his spouse, or both are covered by Medicare. They pointed out that, as a class,
persons over 65 use between two and three times as much service as younger
people, and the true cost of the supplementary coverage under a plan for age 65

nd over persons would be roughly the same as they now pay. It was also pointed
out that since most low options adequately supplement full Medicare coverage at
less cost than the high options, an employee enrolled in the high option who has
full Medicare coverage (hospital and medical insurance) for himself and his
spouse and has no children who are family members should consider changing
to the low option.

Up until the time Medicare became operative on July 1, 1006, the Federal em.
ployee and retiree age 66 and over was being subsidized by the younger people
insured under the FWHB program. The amount of this subsidy would have grad.
ually increased as more employees and annuitants reached age 65, and had not
Medicare entered the picture at this point there would have been considerable
agitation from the younger people to the effect that the older age group was not
as a class paying their own way. The savings to the FDHB1 plans under the
system of coordinating benefits avoided the posslbllity that a higher premium
rate would have to be applied to the older group of persons Insured under the
FDHB plans.
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We submit therefore that the present system of benefit coordination as es-
tablished by Civil Service Commission regulations, while not perfect, works to
the advantage of all Federal employees and that the Federal employee and
retiree age 05 and over, in this manner, has protection that Is supplementary to
Medicare at a cost to him that is not in excess of what the cost would be for
the supplemental plans proposed by Title II, Part A, Section 201(c) (1) of 11R.
17550.

This is not to say that the present system is the best method of supplementing
Medicare benefits tinder the FEIIB program, but in our opinion the supplemental
plans proposed under Section 201(c) (1) do not accomplish the desired objective
and, in fact, would work to the decided disadvantage of many insured Federal
employees and retirees who are insured on a family basis under the FHB pro-
gram. We refer to the Federal employee and retiree enrolled on a family basis
who might be eligible for Part A of Medicare and whose spouse is not, or the
reverse situation. Additionally, there are those instances where dependent
children are still covered under the FFEIIB enrollment. While a supplemental
plan could readily be designed to supplement the benefits that the Federal
employee or retiree himself is entitled to and enrolled for under Medicare, It
would be difficult, If not impossible, to design, administer and establish a cost
for supplemental or In some cases total coverage for all family members other
than the Federal employee or retiree.

We have no quarrel with the intent of Section 201, but strongly object to the
solution to the problem as proposed in Section 201(e) (1). We are confident
that a workable method of assuring that Federal employees and retirees age 65
and over will have full value of the protection offered under Medicare and the
FEHII program can be devised by the responsible parties in the Civil Service
Commission and the Social Security Administration In consultation with the
Insurance carriers under the FEIIB program and Insurance carriers who have
solved this problem for employee health benefit plans in private industry. If it
is determined that the present coordination of benefits system is not the most
equitable for the Federal employee, an alternate, or alternatives, should be
recommended and any requirement for enabling legislation should be referred
to the appropriate Committee in Congress.

In conclusion, we wish to record again our strong opposition to Title II, Part
A, Section 210 of 11.1t 17550 and we urge the members of this Committee to delete
this Section from I.R. 17550.

(The balance of the communications were forwarded to the com-
inittee by lion. Robert W. Packwood, a U.S. Senator from the State
of Oregon;)

ASitLAND COMMUNITY HOSPITAL,

Ashland, Oreg., October 5, 1970.ROBERT W. PAOKWOOD,

Sernatc Offloc Building, lfathfngton, D.C.
DEAR SENATOR PACKWOODu: The medical staff at this hospital has asked me to

write to you and explain their views on the Bennett Amendment #851 to the
Social Security Amendments of 1070.

We are extremely opposed to this amendment as It would create a chaotic and
unworkable situation with regards to admitting patients Into the hospital. This
amendment stipulates that all Medicare admissions would have to clear through
a Utilization Committee of the County Medical Society. We believe that only
the attending physician should prescribe what, where and when medical services
should be utilized and he, therefore, should have the major role in their control.
We feel that medical audit and utilization review are medical staff functionswithin the Institution.We, therefore, urge your opposition to this amendment.

Sincerely,
PHILIP M. HtVXTLEY,

Administrator.
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COQUILLE VALLEY IlOSPIrAL DISTRICT,

Coquillc, Oreg., Sptember 15, 1970.
lion. Senator RoBERT PACKWOOD,
Senate Officc Bttilding, Was inglon, D.C.

DEAR SENATOR: Greetings to you from the Coquille Valley.
Our State Hospital Association has brought the "Bennett Amendment" no. 851,

to our attention. It appears to me that this amendment would serve only to muddy
the water and increase the confusion relating to utilizalon review, especially for
the small over-worked Medical Staffs. It would also handicap the small isolated
hospital If it were necessary to obtain permission from a remote body before
admission of patients.

I would certainly appreciate your help In at least investigating the results of
this amnendInent and if possible, your support In defeating it, as it Is now written.

If your campaign trips ever bring you close to Coquille, It would be a real pleas-
tre to show you what a small community can do to take care of the medical
needs of its' people. In our community, this project was spearheaded by your old
friend George Ulett, who I'm sure would be happy to conduct you through the
building.

Kindest personal regards, and thank you for your consideration of this request.
Yours sincerely,

ChARLES A. BIDE,
Admin is Ira tor.

MEDICAL STAFF, ST. VINCENT HOSPITAL,

Portland, Oreg., September 21, 1970.
lion. WALLACE F. BEN NETT,
3enato Finance Committee,
Vashington, D.C.

DEAR SENATOR BENN rr: As Chief of Staff St. Vincent Hospital, I have been
asked to communicate with you our concern about your proposed amendment
to the Social Security Amendment of 1970, II.R. 17550.

St. Vincent Hospital is a general 400-bed hospital, serving the community of
Portland, Oregon with a regular staff of approximately 350 physicians. We find
that we are in considerable agreement with many sections of yotr proposed
amendment, particularly those that have to do with ongoing utilization review
and those sections which upgrade the quality of care. However, we find that the
section dealing with prior authorization by committee for elective admissions
to hospitals is unacceptable in that it would place an unreasonable administrative
burden on our already busy medical staff. As you know, phy.31clans make a
professional Judgment arriving at a decision to admit a patient to the hospital
and under Federal programs we must further certify that this is medically
necessary. Our staff, through our Utilization Committee, and Admissions Com-
mittee, are already carrying out the intent of this objectionable section. We
are doing this on a voluntary basis because we feel strongly that professional
and peer review should be performed by physicians and that this should be an
educational experience, enhancing the quality of care rendered in our institution.
We do not feel that quality of care can be achieved by statutory direction.

Sincerely yours,
ERNEST T. LIVINUSTONE, M.D.,

President.

COTTAOE GRovE, OREG., September 25, 1970.
Re Bennett amendment, 11.1. 17550.
Senator ROBEr PACKWOOD,
Washingtoi, D.O.

DEAR SENATOR PACKWOOD: May I urge you to oppose the Bennett Amendment,
now being considered by the Senate Finance Committee.

My reasons for this request are:
(1) It is unnecessary. Current hospital review mechanisms are quite

adequate.
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(2) It is insulting to have to ask someone else whether I may admit a
patient. It is sure to create the patient response of: "If the government
doesn't trust this physician, should I?"

(3) County Medical Societies are organizations for collective efforts of
a group of physicians to improve their knowledge of their profession. If this
organization becomes a policing body, it Is likely to deteriorate as an edu-
cational organization.

(4) The Bennett Amendment would be very expensive. Review performed
by a hospital's own Staff can be done quickly and effectively and demands
a small portion of time of the physicians involved. In a set-up as envisioned
by Senator Bennett, the clerical work is going to be very extensive and ex-
pensive. Physicians certainly cannot be expected to tax themselves to pro-
vide the government a service. Therefore, the taxpayer must support an
additional, totally useless bureaucracy.

(5) Most important of all, the interposition of a third party, possibly non-
medical, into a setting as tense as the decision of whether to go to the hos-
pital, is the greatest invasion of privacy yet proposed. My decision to admit
a patient is based on many factors other than simple scientific proof of a speci-
fic process. Of necessity, my records concerning a patient often contain inti-
mate details of his business life, domestic life, social life, etc. To make such
Information available to anyone other than any ethical professlonil colleague
is a violation of privacy as great as invading the confessional booth. Such
information is essential to my understanding my patient and his Illnes.
If the patient knew this information might be available to someone else,
he would never tell me the entire truth which is very essential in effectively
treating his illness. I would be unable to adequately care for this patient
under theso eircumstanee.

Gentlemen, may I request that you study this amendment even more carefully
than usual, The potential damage to personal freedom and the practice of quality
medicine is staggering.

Yours truly,
THOMAS W. ParcE, M-D.

LOWER UMPQVA HOFJPITAL

Reedeport, Oreg., September 23, 1970.
Hon. Senator ROBERT PACKWOOD,
U.S. Senate,
Washington, D.O.

DEAR SENATOR PAOKWOOD: By now you have probably received communications
from other hospitals in the Sthte of Oregon expressing concern over Amendment
851 to the Social Security Amendment HR 17550. Amendment 851 is known as
the "Bennett Amendment" having been introduced by Senator Wallace F.
Bennett of Utah.

Both our medical staff and our Board of Directors feel that this Amendment is
regressive legislation and feel that it s9buld be removed from a part of the
overall Amendments.

We particularly take exception to the part that calls for prior approval for
all admissions to the hospital. We feel that there has been much work done in
the area of preventative medicine and that this type of requirement would
seriously effect preventative measures.

While we do believe in quality control and utilization, we feel that it should be
done by our own medical staff and not by an outside group.

Any influence that you may be able to assert on members of the Senate Finance
Committee to have this Amendment deleted, in our opinion, will be a great service
to the overall medical care of the nation.

Verly truly yours,
R. H. STrOWBRMO,

AdmMinstrator.
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WINSTON EMEROENOY HOSPITAL & CLINIC,
OSTEOPATHIC PIIYSICIANS AND SURGEONS,

Winston, Oreg., October 5, 1970.
ROBERT PACKWOOD,
Senate Of/leo Building,
1Washington, D.O.

DEA SENATOR: I shall greatly appreciate your voting against Amendment 851
(the Bennett Amendment).Yours truly, M. L. F E'TOnER, D.O.

DRAIN, OREG., September 22, 1970.
Senator ROBERT PACKWOOD,
Wathinlgton, D.O.

DEAR SENATOR PACKWOOD: I am writing to request that you vote against
Bennett amendment 851; Social Security amendment of 1970, HR. 17550.

I strongly feel that the necessary policing and revenue of the patient care
should be, and remain, in the hands of the medical staff of each hospital con-
cerned. I feel that centralization of this activity in each county medical society
Is Wrong, unduly cumbersome, would result in undesirable conflicts between
hospital staffs and outside medical personnel. In short, I believe that the
amendment would make for poorer utilization of the already overextended
medicare dollar. If you have questions or further interest in the possible effects
of this amendment, I would be happy to correspond.

Yours very truly,
WLLmAM E. WrLTS M.D.
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July 28, 1970

Mr. William H. Smith
Deputy Commissioner
Internal Revenue Service
1111 Constitution Avenue, N. W.
Washington, D. C. 20224

Dear Mr. Smith:

We are pleased to enclose the report of the Joint
IRS/Insurance Industry Task Force pertaining to infor-
mation reporting of payments to health care providers.

As you may recall, this task force was established
in February 1970 to study the problems faced by carriers
in reporting to the IRS payments made to health care
providers.

This report presents our findings and is divided
into two parts:

First, an identification and examination
of the problems requiring action by IRS and/or
the insurance industry to facilitate the re-
porting of assigned payments pursuant to Revenue
Ruling 69-595.

Second, an identification and examination
of the problems which would be encountered if
the reporting requirements were expanded to
include unassigned payments.

We appreciate the opportunity to have participated in
a joint effort on this very important subject.

Respectfully submitted,

' om" . en

Thomad Go Vitez/
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I. IUIROtUCTION

This report presents the findings and recommendations of a Joint

Internal Revenue Service/Insurance Industry task force, based on a study

of the problems faced by carriers in reporting to the IRS payments made to

health care providers. The study was divided into two parts:

-- An examination of the systems and procedures of the carriers, to

identify problems requiring action by IRS and/or the insurance

industry to facilitate the reporting of assigned payments; and

-- An identification and examination of the problems which would be

encountered if the reporting of unassigned payments were required.
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Ir. DEFINITIONS

A. Carrier

Any organization king health care payments: (1) in exchange

for the payment of a premium; (2) in accordance with an employee

benefit program; or (3) in connection with a government-sponsored

health care program. Included are Blue Cross and Blue Shield

Plans, group practice plans, and commercial health, life, casualty

and property insurance companies. Also defined as carriers are

organizations which administer self-insured health benefit programs

for their employees or members.

B. Provider

A person or organization providing personal health care

services. In this report, the terms provider, supplier, and

health care practitioner are u~ed interchangeably.
/

C. Assigned Payment

A payment made directly by a carrier to a provider: (1) upon

the authorization (assignment) of the person receiving the health

care; (2) pursuant to contract provisions; or (3) as required

under a government financed health care program. (Some carriers

refer to this as a direct payment.)

D. Unassigned Payment

A payment made by a carrier to any person in reimbursement of

amounts paid or payable by that person to a provider for health

care services. 4ome carriers refer to this as an indirect payment.)
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III. BACOROUND

Revenue Ruling 69-595 (Appendix A) requires information returns to

be filed with respect to assigned payments aggregating $600 or more

annually to certain health care suppliers under health, accident, and sick-

ness insurance plans or medical assistance programs. This ruling applied

to payments made on or after January 1, 1969; however, carriers whose

accounting systems and procedures were not geared to retrieving and

reporting this information for payments made in 1969 were allowed to begin

reporting with respect to payments made on or after January 1, 1970.

At the time Revenue Ruling 69-595 was issued, the Congress had

under consideration the "Tax Reform Act of 1969" (Public Law 91-172) to

which the Senate Finance Committee had added an amendment (Appendix B)

designed to broaden the existing statutory information reporting require-

ments covering health care payments. This provision, which would have

required carriers to file information reports not only with respect to

assigned payments but also vith respect to payments made to insured

individuals or other third parties in reimbursement of amounts paid or

payable to a provider, was subsequently deleted in the Senate-House

Conference.

On December 31, 1969, the IRS issued TIR 1026 (Appendix C)

granting a one-year postponement in the application of Reveoue Ruling

69-595 with respect to health care payments made by carriers\,in their

regular business. Carriers are now required to report on paythents

made in their regular business on or after January 1, 1971. T e

additional year's delay was not extended to payments made under govern-

ment-sponsored health care programs.
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The basis for granting relief was the representation that many

carriers could not install a reporting system within the short lead time

afforded by the revenue ruling. Moreover, in view of the then prevailing

uncertainty aa to Congressional action, it was felt that the carriers should

not be burdened with the implementation of reporting requirements based upon

the provisions of existing law, when it was possible that altogether different

reporting requirements would be prescribed within a matter of weeks or months

by new legislation. Finally, it was recognized that the revenue ruling left

open a number of questions that needed to be clarified or resolved in order

to permit an effective system of reporting to be designed and implemented.

Accordingly, the issuance of TIR 1026 envisioned the formation of a Join

IRS/Insurance Industry task force to study the systemic and procedural aspects

of information reporting both under present law and under the Senate Finance

Committee amendment. In the interest of promoting ease of communication and

meeting an early target date for completion of the study, composition of the

task force was limited to six members consisting of two representatives from

the IRS and one representative each from the life and health insurance

industry, the property and casualty insurance industry, the Blue Shield Plans,

and the Blue Cross Plans.
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In accordance with this limitation, the task force was composed of

the following members:

John M. Alexander
Vice President and Assistant Treasurer
National Association of Blue Shield Plans

Kenneth D. Allen
Assistant Washington Counsel
Health Insurance Association of America

(also representing the American Life Convention and the Life
Insurance Association of America)

Otto F. Gaus
Director, External Accounting
Blue Cross Association

John J. Angle
Washington Counsel
National Association of Independent Insurers

(also representing the American Insurance Association and the
American Mutual Insurance Alliance)

Bernard Radack
Systems Development Officerp Systems Development Division

Office of Planning and Research
Internal Revenue Service

Thomas 0. Vitez
Tax Research Officer) Research Division) Office of Planning and

Research
Internal Revenue Service

The views expressed in this report are those of .he individual members

of the task force and should not be construed as necessarily reflecting the

opinions of the Internal Revenue Service, any carrier association or

carrier.
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IV. CARRIE VISITS

The task force visited several carriers to consult with key officials

and observe claims processing and recordkeeping operations. In selecting

these carriers, the task force strove for a representative cross-section,

based on company size, extent of centralization, degree of automation,

different lines of business, and other considerations. Therefore, it is

believed that the problems discussed in this report, although perhaps not

all-inclusive, are representative of the major areas of concern.

The carriers visited b., the task force were as follows:

(a) Blue Cross and Blue Shield Plans:

Des Moines, Iowa
Indianapolis, Indiana

(b) Life and Health Insurance Com0anles:

Mutual of Omaha Insurance Co., Cmahap Nebraska
Pan American Life Insurance Co., New Orleans, Louisiana
Metropolitan Life Insurince Co.,s New York, New York

(c) property and Casualty Insurance Companies:

Allstate Insurance Co.) Northbrook, Illinois

(d) Self-Insured,. Self-Administered Plans

Morton International, Inc., Chicago, Illinois

All of these organizations were extremely cooperative and helpful in

providing the task force with an understanding of their operations and with

insights into the impact of information reporting requirements upon their

activities. For this valuable assistance and cooperation, the task force

wishes to express its appreciation.
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V. SUMMARY OF RECOM NATIONS

A. With respect to assigned payments, the task force makes the

recommendations listed below. These recommendations are discussed in

detail in the succeeding sections of this report. The recommendations

are designed to provide additional guidance in the application of Revenue

Ruling 69-595 and to promote the accuracy and completeness of the infor-

mation to be reported.

1. The reporting responsibility for filing information returns

on health care payments should be placed on the organization which is

identified as the payer on the check or draft; i.e., the Payer of Record.

2. With respect to the first few years of information reporting,

carriers administrators, and third party agents should be given wide

latitude to fix by mutual agreement the responsibility for filing

information returns.

3. The Income Tax Regulations should be amended to require report-

Ing of payments made directly to professional medical corporations.

4. Payments to hospitals extended care facilities, home health

agencies and other similar facilities should be specifically excluded

from information reporting.

5. Payments for drugs., eyeglasses, dentures, prosthetic devices.,

etc. should be excluded from reporting on the basis that these items

are merchandise. However, an exception should be made with respect

to merchandise which is included in an assigned payment to a medical

practitioner.
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6. Afl Joint payment documents, made payable to a beneficiary and

a provider, should be treated as assigned payments to a provider for

reporting purposes.

7. Carriers need not concern themselves with the question of

whether the named payee is, in fact, the taxable person, or is a

conduit for another individual provider, clinic, hospital, medical

partnership, corporation, etc. The carrier should simply report

payments as having been made to the payee named on the check or draft.

If and when further distributions occur, it should be the responsi-

bility of the first tier payee to account for the shift in the income.

8. IRS should develop instructions, including appropriate official

forms, for use by carriers in requesting provider TIN's. These in-

structions should illustrate the more common medical practice arrange-

ments and provide guidelines as to which number should be furnished.

9. Carriers should include a field for the provider's TIN on

every assignment form or proof of loss form. Since a claim may cover

more than one assignee, several fields may be required, with each TIN

appropriately linked to the assignee's rAme and address.

10. If a carrier requires use of a claim form containing a

space for the TIN, the carrier should be deemed by the IRS as having

requested the payee's number in accordance with Section 6109 of the

Internal Revenue Code. A carrier requiring the insertion of a

provider's TIN on a check or draft should also be deemed as being

in compliance with Section 6109.
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l1.. Professional associations of practitioners and commercial

directory-prepirers should consider the feasibility and advisability

of obtaining taxpayer identifying numbers from health care prac-

titioners and adding such numbers to their published directories.

12. To facilitate the acquisition of taxpayer identifying

numbers, the task force recommends that a reference list of

practitioners be developed by IRS from its own records, containing

names, addresses, and taxpayer identifying numbers, and made avail-

able to carriers and self-insured or self-administered plans in

either hard copy or magnetic tape form. Distribution should be

predicated upon the agreement of a carrier to use the reference

list solely in connection with the discharge of its responsibilities

under the Internal Revenue Code.

13. As a general rule, the task force recommends that when a

multi-line carrier's operations are combined within a single corpo-

ration, payments should be aggregated across all lines of business

and departments. If, however, the activities are conducted by

separate corporations, each corporation should be defined as an

individual carrier and file its own set of information documents.
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14. The IRS should waive aggregation across service area

boundaries, when the likelihood of duplicate reporting is negligible.

15. The IRS should accept reports filed along departmental

lines with a reduced reporting floor of $100, when (a) the number

of separate sets of reports filed by that carrier does not exceed

six, and (b) the reports are furnished in. the form of magnetic tape

conforming with IRS tape reporting specifi-:ations.

16. The task force urges carriers to furnish copies of

information documents or similar statements to payees.

17. The task force recommends that for Information reporting

purposes the date the draft is accepted by the carrier be treated

as the payment date. However, exceptions should be granted to

carriers whose systems require that reporting of drafts be geared

to the date of issuance. When payment is by check, the date of

issuance should be deemed the payment date.
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VI. CARRIER SYST4S

The capturing of the data needed to prepare and submit information

reports to the IRS on either assigned or unassigned payments must be grafted

onto the carriers' existing claims processing and payment systems. In this

section, the significant features of these systems will be examined as back-

ground for a discussion in the succeeding sections of the specific problem

areas. Some of these features will vary depending on whether a group insurance

or individual insurance policy is involved. A group insurance policy covers a

portion of, or all members or employees and their dependents, whereas an

individual insurance policy protects the policyholder and his immediate family.

A. Claims Processing

A elaiint requesting that a carrier make either an assigned or

unassigned payment for health care services, must generally provide an

attending physician's report. The report is usually on a printed form

prescribed by the carrier. Either included on this form or in an attached

statement or bill, is an itemization of the services and charges under-

lying the claim. When services by several providers are involved, the

services rendered and the charges are itemized either on the attending

physician's report or on the attached statements or bills.

Insurance companies may set up separate processing systems by lines

of business; e.g., group, individual, Medicare, eto. Each may bterate

as an independent entity vith unique procedures arAd its own data processing

system.

I

I
I
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B. Provider Identification

Some carriers maintain a master file of providers with whom they

normally come in contact. Typically, this procedure is used by Blue

Cross and Blue Shield Plans which generally make payments to providers

in a specified geographical area. In such cases, each physician,

hospital, or other provider h&s been assigned a provider identification

number by the Plan. These numbers must be present on claim forms; if

not preprinted by the Plan or entered by the practitioner, they are

entered by the Plan during claims processing. Only the provider

identification numbers need t be captured for payment purposes. The

names and addresses of the providers can be obtained from the faster

file during payment processing. The master file is also a basis for the

maintenance of payment profiles which are used to establish "usual,

customary, and reasonable" charges when government-sponsored health

care program regulations, or the terms of insurance contracts require

that provi~ler bills be reviewed against such norms.

Some large insurance companies maintain a master file for all

physicians in private practice and for other providers. However,

most commercial carriers do not have any need for, nor do they main-

tain master files for their regular business. These carriers may

occasionally verify provider identification data against reference

lists obtained from outside sources, such as the American Medical

Association or the American Hospital Association, in connection with

claims processing. However, they do not accumulate data by individual
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providers, but with respect to policyholders or individuals who are

beneficiaries under the policy.

C. Payments

In the case of assigned payments, individual checks or drafts are

sent to each provider; hence data relating to individual providers is

potentially available from payment records. An unassigned payment is

made in the form of a single remittance per claim which is sent to the

insured, a beneficiary, or a third party claimant. Therefore, the data

required for reporting unassigned payme'.t3 would have to be extracted

from the documentation supporting the original claim, and would neces-

sarily require the capturing of data not now recorded by the carrier.

This in turn would cause significant changes in the carrier's processing

system. (See Section VIII for a more detailed discussion of this point.)

D. Record Retention

After payment action' has been completed, claims documents are placed

in folders by the carriers under the names or policy numbers of the

insured individual or group, depending on the type of contract involved.

After clearancep the checks or drafts are filed in a convenient sequence;

for example, by date, by remittance number, by line of business, etc.

E. Variations in Claims Processing

The process previously described generally applies to circumstances

when claims are processed and payments made from the central (home) office

of the carrier. However, claims processing and payment activities are

often decentralized, resulting in variations in the processing. Some

typical variations are:

4?.-$30 0 - 70 -pt. 3 - so
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1. The processing of claims and payment functions may

be accomplished at carrier field offices. In such cases, the

records may either be retained at the field offices or sent to

the central (home) office for retention.

2. Claims processing and payment functions may be accomplished

by employers, unions, and other organizations who administer their

own group health insurance programs, but make payments either on

the drafts of the carrier, or on their own checks, with a subsequent

reimbursement (in full or in part) by the carrier. In some instances,

such functions may be accomplished by an independent general insurance

agency employed by the carrier. The procedures relating to these

third party cases, and the providing of detailed information to the

carrier will vary, depending on the specific contractual arrangements

which have been negotiated.

To illustrate the variety and complexity of these arrangements, one

carrier visited by the task force has group insurance contracts with the

claims processed and drafts issued under these policies by its home office,

14 group offices, 50 general agency offices, and 120 third party adminis-

trator offices. Third party arrangements include: (1) group policyholders

who pay their own claims, receiving premium credit for performing this

function, and (2) third parties who are under contract with the insurance

company to perform the claim payment function. Generally, the third

party administering arrangements fall into the following categories:
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1. Claims are paid by the third party, using the carrier's

drafts and worksheets, with notice of the pament to the home

office consisting of a copy of the draft and worksheet.

2. Claims are paid by the third party, using the carrier's

drafts and worksheets, with notice of

consisting of the entire claim file.

3. Claims are paid by the third

drafts (nonstandard) with third party

payment to the home office consisting

4. Claims are paid by the third

drafts (nonstandard) with third party

payment to the home office

party using the carrier's

procedures with notice of

of a copy of the draft.

party using the carrier's

automated procedures with

notice of payment to the home office consisting of a punched card.

5. Claims for certain coverages only are paid by the third

party using its procedures and the drafts of the carrier, with the

remaining coverages paid by the carrier.

6. Claims are paid by the third party using the drafts of the

carrier with notice of the payment consisting solely of the draft

when accepted by the carrier.
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VII. DISCUSSION OF PROBL4S RELATING TO THE REPORTING OF ASSIGNED PAYM-6S

A. Determination of Reporting Responsibility

The general rule on information reporting is that the payer of

the amount to be reported is responsible for submission of the report,

although he may delegate this responsibility to an agent. The nature

of health care payments and the related processing systems, however,

introduce complexities of both an interpretative and systemic nature.

Reporting responsibilities can be fixed in one of three places:

(1) on the organization which is identified as the payer on the

check or draft (Payer of Record); (2) on the organization which is

the ultimate provider of the funds being paid (Source Organization);

or (3) on the organization which is processing the claim and preparing

the check or draft (Processing Organization). Sometimes these three

organizations are one and the same; however, quite frequently two or

three different organizations are involved, making it necessary to

establish a general rule. Some of the major considerations are:

1. Group insurance contracts often provide that the group

policyholder may administer the policy and process the claims.

In most instances, the group policyholder uses the checks or

drafts of the insurance company on the funds of the insurance

company. These self-administered plan arrangements, however,

do have a number of variations which pose complications for a

definitive placement of the reporting responsibility.
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The Payer of Record may actually be receiving complete or

partial reimbursement from another party. In this instance, a

policyholder under a group insurance contract may be adminis-

tering its own plan (which is underwritten by an insurance

company) and paying benefits to beneficiaries or providers on

its own checks or drafts. The insurance company would reimburse

the group policyholder in a lump sum payment for claims paid

each month.

There are variations in this reimbursement method. For

instance, the group policyholder may pay the claims using its

own checks or drafts and the insurance company may reimburse it

for payments above a specific amount. Alternately, an insurance

company may process and pay the claims using the drafts of the

group policyholder on the funds of the group policyholder. The

insurance company would reimburse the group policyholder for all

claims over the above specified amount.

2. The Payer of Record may actually be disbursing funds

advanced by another organization. As an illustration 'carriers

and Intermediaries' administering the Medicare program make

claim payments out of the funds advanced to them by the Federal

Government on the basis of letters of credit.

3. The Payer of Record may be reimbursed by another

organization after the payment is made. For example, a claimant

may Cile for benefits wit', .wo or more carriers. Frequently
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the contractual terms require a coordination of the benefits

payable. One carrier is usually determined to have primary

responsibility and therefore must pay the full amount of

benefits under its policy. The remaining, i.e., secondary

responsibility carriers, in turn pay additional amounts due

on the claim, if any. On occasion primary and secondary

liability determinations are established after a payment has

been made to the claimant, resulting in a subsequent monetary

adjustment between the carriers.

4. Usually the Source Organization maintains no record

of individual payments when it is not also the Processing

Organization.

5. As far as the individual provider is concerned, the

payments he receives emanate from the Payer of Record on behalf

of a specific patient. In many cases, the provider is unaware

of the existence or identity of the actual Source Organization.

6. The decision as to where the reporting responsibility

is vested has an obvious bearing on the subject of aggregation

and the $60 floor for reporting purposes. If the reporting

responsibility is delegated to the Processing Organization,

effective reporting coverage would be diluted because of the

additional number of reporting units.
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7. Processing Organizations and Source Organizations are

less likely than Payers of Record to have the automated data

processing capability which would be useful in accumulating

and aggregating payment data and generating reports.

There is no wholly satisfactory solution to these problems. The

task force is of the opinion that the most practical approach would

be to relate the reporting responsibility to the draft or check

itself; i.e., designate the Payer of Record as the party responsible

for reporting. The Payer of Record can then arrange for the accumu-

lation of data when its drafts or checks are prepared at locations

other than its home office; i.e., by regional or field offices; by

subsidiaries, by independent agents or by other third parties. This

approach provides consistency, ease of determination, and the possi-

bility of an audit trail between the provider's records, the claims

records, and the payment records.

In addition, (1) the Payer of Record is often the Source Organi-

zation; (2) since the Payer of Record is the recipient of the

"cleared draft" it always has sufficient information for the

reporting of assigned payments; (3) the individual provider may

only be aware of the Payer of Record and the fact that the payment

is on behalf of a specific patient. Therefore, in order to promote

case of reconciliation between the information returns and the
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records of the provider, it appears desirable to reflect the Payer

of Record as the reporting entity on the Form 1099.

The task force recommends that these principles with respect to

the reporting responsibility be applied with flexibility during the

first few years of information reporting so as to avoid upheavals in

the accounting systems and work flows of the carriers. With this in

view the task force suggests that during this period the contracting

parties (carriers policyholders, and third party agents) be given

wide latitude to fix by mutual agreement the responsibility for filing

information returns.

B. Payee Coverage

1. fDirect Payments to Professional Medical Corporations

Under the present income tax regulations, payments made

directly to corporations are not subject to reporting. Many

state laws permit physicians and other individual professional

* medical practitioners to incorporate. Physicians are incorpo-

rating in increasing numbers, particularly since the recent

change in IRS regulations which recognizes such arrangements

for Federal income tax purposes. It appears illogical and

inconsistent to require the reporting of payments made directly

to an individual practitioner, but not to require reporting of

payments made directly to a professional medical corporation

for the same services.
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Accordingly., the task force recommends that the Income Tax

Regulations be amended to require the reporting of payments

made directly to professional medical corporations (physicians or

other practitioners of the healing arts). This recommendation is

dictated not only by the above considerations, but also by the

recognition that the reporting problems of carriers will be

simplified by the removal of this exemption since carriers

often cannot distinguish between incorporated and unincorporated

medical practitioners.

2. Hospitals, Home Health Agencies,, Extended Care Facilities, Etc.

Under present regulations payments to these types of organi-

zations are reportable only if unincorporated. An approach might

be to include incorporated hospitals, home health agencies, etc.

within the scope of information reporting. However, most hospitals,

home health agencies, and some extended care facilities are exempt

from Federal income taxation, either because they are an integral

part of a state or local government or a university or are in-

corporated under a state not-for-profi*' statute and are operated

exclusively for charitable purposes. If incorporated hospitals,

home health agencies, etc. were included within the information

reporting provisions, logic would dictate that an exclusion be

carved out for those which qualify as tax exempt organizations.

This in turn would pose interpretative problems for carriers in

distinguishing between categories of organizations subject to

information reporting and those excluded.
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Several carriers have tried to distinguish between incorporated

and unincorporated facilities and found considerable difficulty in

ascertaining the facts. Published directories are incomplete, and

attempts by carriers to make the determination by direct contact

with hospitals, home health agencies, extended care facilities, etc.,

have been usually unsuccessful.

A related problem arises from Section 1.6041-3 of the Regu-

lations which excludes from information reporting payments for

merchandise, telephone services, and similar charges. Payments

made by carriers to hospitals, home health agencies, exte:aded

care facilities, etc. may cover a combination of charges, including

room and board, drugs, surgical dressings, injections, surgical

supplies, and miscellaneous other charges. In order to accurately

comply with information reporting requirements, the carrier would

have to analyze each provider's bill to determine which charges

are reportable ard which are not.

The task force believes that the amount of work required to

develop the reportable information would be excessive, in vibw

of tie fact that the payments in question would represent but a

small portion of the gross receipts of these facilities.

Accordingly, it is recommended that payments to hospitals,

extended care facilities) nursing homes,, home health agencies,

and other similar facilities be specifically excluded from

information reporting.
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It is to be noted that there aire instances when a hospital

bill will include charges for surgical, radiological, and

pathological services in circumstances when the hospital merely

acts as a billing and collecting agent on behalf of the physicians

rendering the service. Although the payment to the hospital by

the carrier would not be reportable under the proposal, the

hospital would be required to file Forms 1099 or W-2 with respect

to such payments, depending on the relationship between the parties.

3. Payments for Drugsa E~eglasses, I)ntures,- Prosthetic Devices,

and Other Medical Supplies

As previously indicated, Section 1.6041-3 of the Regulations

excludes payments for merchandise from information reporting. The

task force vLews payments for drugs, eyeglasses, dentures, pros-

thetic devices and other medical supplies as being within the

category of merchandise and therefore not reportable. However,

an exception should be made with respect to merchandise which is

included in an assigned payment to a medical practitioner.

Physicians and dentists often include in their bill charges

for injections, drugs, dentures, and other items which could be

defined as merchandise; however, the checks or drafts do not

identify these items. Since the data for information returns

would be derived from these cherl-ts or drafts, special procedures

would be required to exclude such merchandise from information

reporting. There are several practical reasons for not adopting
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this course of action: (1) these charges generally represent

only a small portion of the total payments to a provider; (2)

if these charges were split out for information reporting

purposes, without any change in the practice of issuing single

checks or drafts to cover both merchandise and other services,

there would be inconsistencies between payment reports and

practitioner records which would be difficult to reconcile;

and (3) if carriers had to issue separate checks for merchan-

dise to facilitate the elimination of such payments from

information reporting, their processing costs would be sub-

stantially increased.

In view of the above, the task force recommends that when

payments to a health care practitioner for services rendered

also include charges for merchandise) then the total payment

should be reported.

. )Pament to Joint Payees

Carriers may make payments designating the insured individual

as Joint payee with the physician or other provider of health

care services. The payment document is generally mailed to the

insured individual although the full payment generally goes to

the practitioner.
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However, it was pointed out th;At reporting joint payments as

assigned payments to providers Is beaet with some of the some

sort of difficulties discussed with respect to unassigned pay-

ments. For example, if the joint check is sent to the insured

individual, the physician may not receive any or only a small

part of the proceeds. In addition, it often occurs that though

a physician may be recognized as a provider in a joint payment

instrument, he is only one of many providers (i.e., a hospital,

surgeon, anaesthesiologist, etc.) who rendered services in a

given case. Accordinglyj he may simply endorse a joint payee

check and turn the proceeds over to a hospital or others for

allocation and distribution. In all such cases, reporting the

joint payment as one made to the provider is not accurate.

On the other hand, it appears that more often the provider

named on the joint payment document receives the full amount of

the payment. The Joint payment procedure seems to be a formality

designed to place the subscriber on notice that the carrier has

made payment under the contract, thus obviating the need for

separate notification of the subscriber.

Therefore, on balance the consensus of the task force is

that a joint payment should be treated as an assigned payment

to a provider, for information reporting purpcses.
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5. Second Tier Distributions

In numerous instances carriers make payments to providers

who either through contractual agreement or informal arrange-

ment transfer the funds to other providers. For example, the

carrier may issue a check or draft payable to a physician who

is a member of a clinic and who turns all of his fees over to

the latter entity. Similarly, payment may be made to a

hospital-based physician who is obligated to transmit all

of his fees to the hospital.

In these and similar Arrangements, the carrier need not

concern itself with the nature of the allocations between

individual providers, clinics, partnerships, etc., but should

simply report the payinent as having been made to the payee

named on the check or draft.

However, this approach could cause significant discrep-

ancies between income tax return and information return data

and thus generate needless audits of health care practitioners.

The self-interest of the Payee of Record necessitates that

he establish adequate records to account for these discrepancies.

In a related situation) the practitioner who had actually

provided the health care services may direct the carrier, on

the assignment form to make payment to another practitioner.
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In such instances the same general rule should apply; the

payee named on the check or draft should be assumed to be

the provider, for information reporting purposes.

C. Preparation Of Information Documents

I. Taxpayer Identifying Numbers

Section 6109 of the Internal Revenue Code requires payers

filing information returns to request taxpayer identifying

numbers (TIN's) from their payees and record such nubers on

information documents filed with IRS. Section 6109 also

requires payees to furnish their TIN's to payers upon request.

Failure to request the TIN and failure to furnish it when

requested subject payer and payee to statutory penalties,

where appropriate.

he taxpayer identifying number is the social security

number (SSN) for individual health care practitioners. For all

other providers, it is the employer identification number (EIN).Y

IRO regulations relating to taxpayer identifying numbers

leave to the discretion of the payer the manner in which payees

are to be solicited for their TIN's. Thus, the techniques and

procedures for requesting the TIN vary from carrier to carrier.
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The task force has found that the response rate in obtaining

numbers also varies significantly.

Since most health care practitioners in solo practice have

both an SSN and an BIN (the latter being used for payroll tax

purposes), the task force has fowid evidence of considerable

confusion among solo practitioners as to which number should be

provided. The uncertainty is even greater among practitioners

having more complicated arrangements with other individuals,

clinics, medical partnerships and corporations. For example,

practitioners may erroneously provide the TIN's of the ultimate

recipients of the payments rather than their own TIN's. The

problems associated with pinpointing the correct number to be

furnished are numerous and complex, in view of the variety of

business arrangements under which physicians conduct their

professional practices. A sampling by the task force of provider

responses to carrier requests for TIN's revealed a high incidence

of incorrect numbers.

These findings suggest that the IRS should develop instructions,

including appropriate official forms, for use by carriers in re-

questing provider TIN's. These instructions should illustrate

the more common medical practice arrangements and provide guide-

lines as to which number should be furnished.
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A carrier is not required to assume review responsibility

or perform a judgmental role with respect to the processing of

TIN's supplied by health care practitioners. A carrier will

have met its statutory obligations by asking for the numbers

and upon receipt recording them accurately in its records. and

on Forms 1099 filed with IRS.

Most carriers can potentially make payments to any provider

in the country. If these carriers followed the practice of

obtaining TIN's in advance, they would each have to correspond

with every provider in the nation. This could be extremely

burdcnsome to all concerned. A more feasible approach in these

cases would be to capture the TIN during claims processing or as

a byproduct of the payment process. If the former, it would

obviously be necessary that the TIN be present on the claim form.

If the data is to be captured as a byproduct of the payment pro-

cess, the assignee could be asked to insert his number as part

of his endorsement of the Instrument.

Accordingly, the task force urges carriers to include a

field for the provider's TIN on every assignment form or proof

of loss form. (Since a claim may cover more than one assignee,

several fields may be required, with each TIN appropriately

linked to the assignee's name and address.)

47-5300- 70 - pt. 3 - 31
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If a carrier requires use of a claim form containing a

space for the TIN, the carrier should be deemed by the IRS as

having requested the payee's number in acceidance with Section

6109 of the Internal Revenue Code. A carrier requiring the

insertion of a provider's TIN on a check or draft should also

be deemed as being in compliance with Section 6109.

2. Reference List of Providers

Some carriers, particularly those not maintaining master

files of providers, would be able to make effective use of a

reference list which contains practitioner TIN's. The list

could be used to validate the TIN's furnished by practitioners,

or as a source of TIN's if not otherwise provided. Such a list

would be particularly helpful during the initial years of infor-

mation reporting.

The availability of a reference list offers another potential

advantage to carriers who do not maintain a master file of pro-

viders. In its absence, carriers would have to record the

practitioner's TIN, and full name and address for each assigned

payment. With the reference list, carriers could accumulate

data by TIN and name only, and pick up the address information

from the list at the end of the year. Under this arrangement,

special research would be required only in the limited number
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of cases in which the provider was not included in the reference

list. Accordingly a reference list would have a continuing

utility to many carriers.

Although a comprehensive listing of all health care prac-

titioners -.overed by the proposed reporting system (physicians,

dentists, nurses, therapists, clinics, paramedical personnel

etc.) would be difficult, if not impossible, to assemble, a good

starting point can be made with self-employed physicians and

dentists -- believed to be the largest single group. Directories

of these professional persons ere already compiled by commercial

and professional sources (minus the TIN), and the logical long

range solution appears to be for these organizations to obtain

TIN's and add these numbers to their directories. Professional

associations of practitioners and commercial directory preparers

should consider the feasibility and advisability of obtaining

taxpayer identifying numbers from health care practitioners and

adding such numbers to their published directories.

To facilitate the acquisition of taxpayer identifying

numbers, the task force recommends that a reference list

of practitioners be developed by IRS from its own records,

containing names, addresses, and taxpAyer identifying

numbers, and made available to carriers and self-

insured or self-administered plans fn either hard copy
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one distributed by the Social Security Administration to

'fiscal intermediaries' and 'carriers' administering the

Medicare program. The task force believes that the avail-

ability of the reference list would be most helpful to

carriers in posting missing numbers and in validating the

accuracy of provider TIN's furnished on claim forms or

payment documents.

Widespread dissemination of physician directories could

conceivably be open to misuse. Accordingly it is suggested

that distribution be predicated upon the agreement of a

carrier to use the reference list solely in connection with

the discharge of its responsibilities under the Internal

Revenue Code. It is to be noted that commercial directories

of practitioners (without SSN but with considerably more

relevant educational and professional data) are already on

the market and available to all interested users.

3. 

Revenue Ruling 69-595 requires aggregation of payments

for the purpose of applying information reporting requirements.

Aggregation has two purposes: (1) to insure that returns are

filed with respect to payees receiving small payments) which in

total exceed $600; and (2) to reduce to a minimum the physical

volume of documents filed with the IRS.

i
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Questions have been raised as to the extent of aggregation

required across a carrier's different lines of business (e.g.,

life insurance, health and accident insurance, property and

casualty insurance) and across different departments within the

same line of business (individual policies, group contracts,

Medicare, Medicaid, etc.).

There do not appear to be any fundamental technological

obstacles to aggregation. However, there are numerous practical

difficulties for carriers in meeting this requirement.

For example, one large carrier visited by the task force

has autonomous divisions within its home office to process

claims: (1) a division which processes all claims from individual

insurance policyholders; (2) a division which processes only

claims from small group insurance policyholders (covering up to

24 employees); (3)a division which processes claims from certain

large group insurance policyholders; (4) several group insurance

policyholders are large enough to require the establishment of

separate claims operations for those specific policyholders; i.e.,

a claims division for Company A, a separate claims division for

Company S, etc.; and (5) a claims Uivision which processes only

the claims incurred under the carrier's own group insurance

policy covering its employees.

To aggregate payments made by all such functions might

require extensive changes in the current procedures of the

carriers, both in their manual and automated data processing



1384

34

systems. In addition, if payments are aggregated, carriers

may have to establish separate records to ascertain adminis-

trative expenses by lines of business.

If the likelihood of provider duplication is nonexistent

or slight, for example when payment operations are decentral-

ized geographically, no real purpose would be served by company-

wide aggregation. In this case, the individual segments could

simply be assembled by the carrier and furnished to the IRS

under a single transmittal.

Even when there is no geographic segmentation, several

carriers indicated that they would prefer to reduce the $600

ceiling in preference to aggregating across lines of business

and departments. This could provide reasonable assurance of

coverage, but would lay the burden of final aggregation on IRS.

The task force believes, however, that as long as the number of

such segments is reasonably small, and the information provided

is in machinable form, the additional processing burden would

.be nominal.

The task force recommends the general rule that when a

multi-line carrier's operations are combined within a single

corporation, payments should be aggregated across all lines

of business and departments. Howeverp if the activities are

conducted by separate corporations, each corporation should b-a
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defined as an individual carrier and f1Xe its own set of

information documents.

It is expected that aggregation Vill be accomplished on

the basis of taxpayer identifying numbers, but when the TIN

is missing, the aggregation and filing would be on the basis

of name and address of the provider.

Payments emanating from two or more departments within

the same line of business should be aggregated for the

purpose of information reporting. Thus, if a carrier makes

health care payments to a practitioner based on claims

processed by its (1) individual insurance division; (2)

group insurance division; and (3) division processing

claims only from company beneficiaries, the carrier should

file only one Form 1099 with respect to that practitioner and

the return should reflect the combined total of payments

emanating from all three divisions.

The task force recognizes that this general rule will voCrk

a hardship against carriers whose accounting systems are com-

partmentalized. Difficulties will also be encountered by

those carriers whose various departments are mechanized or

automated in different degrees or utilize incompatible equip-

ment. For carriers who find it impractical to comply with the

general rule on aggregation, the task force recommends that

the following exceptions be provided:
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(1) The IRS should waive aggregation across service

area boundaries, when the likelihood of duplicate

reporting is negligible. For example, a carrier

with two accounting centers one processing all

claims associated with states west of the Mississippi

River and the other processing all claims associated

with states east of the Mississippi River, could

submit two groups of information returns, each with

a $600 reporting floor per provider, under one cover-

Ing Porto 1096.

(2) The IRS should accept reports filed along departmental

lines with a reduced reporting floor of $100, ,hen

(a) the number of separate sets of reports filed by

that carrier does not exceed six, and (b) the reports

are furnished in the form of magnetic tape cortforming

with IRS tape reporting specifications.

4. Maintenance of Supporting Records

Carriers should have the capability for providing, upon

request by IRS or the provider, itemized backup detail in support

of the aggregate amount being reported. The IRS prescribes no

explicit schedules for the retention of records and requires

simply that they be retained as long as they may be material in

the administration of the income tax laws. It is the best Judg-

ment of the task force that carriers need not retain backup

records beyond three years after the close of the payment year.
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The task force anticipates that IRS will request carriers

for additional information concerning an information return

only in a small number of cases. Providers may request detail

when there is a discrepancy between the Form 1099 and the

providers' records. Carriers currently filing returns with

IRS covering health payments report that the volume of requests

from providers for detail has not been high. Based on these

considerations, the task force believes that the capability to

reconstruct payment detail need not be an elaborate or fully

automated procedure. Relatively modest techniques should suffice,

for example a system whereby checks or drafts could be listed in

provider number sequence, with cross-reference thereon to the

original claim associated with the remittance. Frequently the

carrier will be able to answer inquiries based on the payment

documents, i.e., when the inquiries relate only to the check

numbers, dates of payment and amounts paid to a provider. When

more detailed information is needed, reference will have to be

made to irilividual claims folders, which will increase the cost

and complexity of the retrieval process.

5-. Statements to Payees

Although present law does not require carriers to furnish

health care providers with copies of information returns or

similar statements, the task force recognizes that many payers
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do in fact furnish payees with such copies. Although this will

undoubtedly increase the cost of the form and the volume of

inquiries and requests for reconciliation of amounts reported,

the task force believes that voluntary compliance in the

reporting of health care payments would be stimulated by the

furnishing of such a copy of statement. Also, from a public

relations viewpoint, it seems desirable to advise the provider

that payments to him have been reported to the IRS. Accordingly,

the task force urges carriers to furnish copies of information

documents or similar statements to payees.

6. Reporting Year

Interpretative problems nay arise with respect to the

determination of the payment year for reporting purposes. This

is particularly true when payment documents are issued by carriers

toward the end of a year.

The task force found that some carriers make payments only

by check while others utilize a draft system of payment. There

are also carriers which use both types of instruments for their

payments. The problem was initially approached by focusing upon

the distinction between a check and a draft as to the time of

payment. Specifically, a check is payable upon demand; however,

a draft is not considered "paid" until it has been presented

to the bank and accepted by the carrier upon whom it has been

drawn.
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Based on this determination, the date of issuance for a

check and the date of acceptance of a draft would appear to

be the logical time of payment for information reporting

purposes., The problem is compounded, however, by the fact

that carriers have varying systems and accounting procedures

which may restrict their ability to capture payment data in

accordance with the above guidelines.

For example, some carriers do not record any data on draft

payments until the date of acceptance of the instrument, as

that is the date on which the draft payment is charged to their

account. Because of their decentralized payment process and

self-administered plans, they are unable to capture information

on the date the draft is issued. Thus, a draft which is issued

in December may not be accepted and charged to the accounts of

the carrier until February or March when it is too late to

report it for the year in which the draft was issued.

On the other hand, there are carriers whose systems and

accounting procedures dictate that they capture the information

at the time a payment instrument is issued, regardless of whether

it is a check or a draft. For carriers which utilize both check
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and drafts in their payment processes, an attempt to distinguish

between the two instruments would result in their having to

establish one reporting system for checks (date of issuance)

and another system for drafts (date of acceptance).

The task force recognizes that both as a matter of law and

in the interest of sound tax administration, a uniform rule

should apply to the reportability of payments by drafts. Ho-.-

ever, such uniformity, irrespective of whether keyed to date

of issuance or date of acceptance, tdould imlse a heavy cost

burden on many of the carriers, and would not materially

increase the accuracy of the reports.

It is recommended that as a general rule reporting be keyed

to the date of acceptance of the draft but that exceptions be

granted to carriers whose systems require that reporting of

drafts be geared to the date of issuance.

When checks or drafts are issued near the end of the year,

there will be discrepancies between the ycar in which the

carrier reports the payment and the year in which the provider

reports the income. However, these discrepancies are also

L found in other information reporting areas and are unavoidable.



1391

41

VIII. DISCUSSION OF THE REPORTING OF UNASSIGNED PAYMENTS

A. Background

1. General

As previously stated in this report, Revenue Ruling 69-595

requires a carrier to file an information return with the

Internal Revenue Service when assigned payments to a provider

total $600 or more in a calendar year. The Senate Finance

Committee has proposed that carriers should not limit report-

ing to assigned payments but should also file information

reports with respect to unassigned payments; i.e., payments

made to insured individuals or other third parties, in

reimbursement of amounts paid or payable to a provider or

Y
supplier of medical and health care services or goods. In

other words, a carrier would have'to identify all providers

whose bills for health services entered into the unassigned

payment determination; ascertain the amount of every un-

assigned payment attributable to each provider; record cu.d

store this information, and annually provide reports in each

case where the aggregate amount of assigned and unassigned

payments for a provider exceeds $60O.

In conjunction with its study of the implications of

filing information reports on assigned payments, the task

/ Senate Report No. 91-552. See Appendix D.

.4i
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force was requested to also identify and discuss the

problems which would be encountered if legislation

prescribing the reporting of unassigned payments were

enacted. The analysis of the task force was not directed

specifically to the provisions of the Senate Finance

Committee proposal, but rather to the general concept of

reporting unassigned payments.

Virtually all of the problems inherent in assigned

payment reporting, and hence the recommendations covered

in the previous section also apply to unassigned payments

and will not be repeated in this section of the report.

2. Origins of Unassigned Pan cents

As previously defined, an unassigned payment is a pay-

ment by a carrier to any person in reimbursement of amounts

paid or payable by that person to a provider for health

care services. Basically, u. assigned payments are made to

either (1) subscribers or policyholders; (2) beneficiaries

of insured persons; or (3) third-party claimants. 7he term

"claimant" will be used hereafter to refer to any person

entitled to receive such unassigned payments.

Under most types of health insurance policies or con-

tracts, unassigned payments consist solely of reimbursement

for health care expenses incurred by claimants. iHovever,
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under automobile, homeowner's and other liability insurance

policies, the unassigned payment may include reimbursement

not only for health care expenses, but property and other

losses as well. The unique problems involved in an infor-

mation reporting system encompassing these types of payments

are discussed in subsection F.

In order to properly evaluate the impact of an information

reporting requirement relative to unassigned payments, it ras

necessary for the task force to examine the systems and pro-

cedures utilized by carriers for the processing of this type

of claim. The proof of a plaim generally consists of a state-

ment from the claimant, a report of an attending physician

and the bills or itemized statements of each provider

rendering services. Frequently, under major medical policies

and contracts, an insured individual may accumulate bills

over a period of time and make a single consolidated sub-

mission to the carrier.

The carrier must review the claim to determine which

services were performed, which of these services were covered

by the specific policy or contract, and the amount of benefits

allowed for those services. Some contract or policies

specify that benefits may only be paid to the provider or

his assignee. Most of the policies of commercial insurance
I
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companies provide that payments are to be made to tha named

insured; however, companies will honor and accept an assign-

ment to pay the provider. Therefore, the carrier mast

process each clainl to determine whether such assignments

have been mde, and calculate the amount payable under the

contract or policy to the claimant or the assignee, if any.

For example, a carrier may receive a claim which contains

the bills of five different providers and make a single pay-

ment to the claimant covering the entire claim. In somc

instances, one or more of these providers may be entitled

to an assigned payment. A check or draft would be issued

by the carrier to each provider to whom assignment has been

made, in the amount payable for his services. This con-

stitutes an assigned payment. The remaining amount payable

on that claim would be paid in a check or draft to the

claimant, and constitutes an unassigned payMent.

D. T xpayer Identification

1. Tahx er Identifying Number Peguests

The difference between an assigned payment and an

unassigned payment has important consequences with respect

to the methods the carrier can employ in securing the tax-

payer identifying number (TIN) of the provider. Since,
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unlike in the assigned payment situation, a direct contact

between the carrier and the provider is lacking, the carrier

cannot obtain the TIN as a by product of the payment process.

As a result, there is a serious question whether recommendation

number 10 (see page 8), that the presence of a field for the

TIN on an assignment form or proof of loss form constitutes

a request for the number, could be made: to apply to unassigned

payments. The only person in a position to request the pro-

vider's TIN would be the claimant who has no legal obligation

to do so. Moreover, it would be impractical to impose this

responsibility upon him.

If the TIN's are not provided with the claim, the carriers

would have to either: (1) initiate special requests to prac-

titioners, and possibly maintain suspense records while

awaiting responses; or (2) obtain the TIN's of providers

from their previously established records or from reference

lists which may be provided by the IRS or through commercial

directory sources (see recommendations 11 and 120 page 9).

One of the primary considerations of carriers is that the

method to obtain provider TIN's must avoid either a delay in

the benefit payment to the claimant or any disruption in the

claims processing flow. A method which requires the carrier

to request the TIN could delay claims processing. It could

47-530 0 - ?0 - pl. 3 - 32
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also result in a multiplicity of correspondence between

carriers and providers. In addition, it would probably

be ineffective because of the lack of direct involvement

between the provider and the carrier.

As a result, carriers should not be required to request

TIN's from providers in connection with unassigned payments.

The most feasible alternative appears to be for carriers to

extract provider TIN's from their own previously established

records or from reference lists which may be provided by the

IRS or other commercial directory sources that might be

readily available.

2. Unknown Provider

Sometimes payment is made to a claimant in reimbursement

of medical expenses even though the carrier is not given

information as to the identity of the specific health care

practitioner who rendered the service. For example, this

can occur with respect to complementary or supplementary

Medicare coverages provided by the carriers for the medical

expenses not paid by Medicare. In these instances, evidence

of the claim is the submission of an Explanation of Benefits

Form which has been given the insured by the Medicare "inter-

mediary" or "carrier" and is the basis upon which the carrier
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makes payment to the insured. Tis form contains an itemi-

zation of the services, the charges, and the payment made

by that intermediary or carrier for health care benefits

covered by Medicare but may not include the identity of the

provider.

There are occasions when a bill will be submitted to a

carrier which emanates from a group of practitionersp which

does not identify the actual provider who has been or will

be reimbursed by the policyholder. Without special corres-

pondence and considerable disruption in operating procedures,

there would be no mechanism by which a carrier could obtain

the actual provider's identification for reporting purposes.

This problem could be mitigated by the fact that the group

of practitioners may be a partnership or corporation and will

have been assigned an EIN# which is ascertainable by the

carrier.

When the amount involved is small, a property and

casualty insurance company may attempt to settle a case- by

telephone, without requiring the claimant to submit medical

bills or identify the provider. One large carrier estimated

that seventy percent of its claims, representing over forty

percent of its medical payments and third party liability

disbursements, were handled in this manner.
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Another example of the unknown provider situation is in

the payment up to the limit of a medical payment or third

party liability policy. If it is obvious to the carrier that

a claim will exceed the limits of the policy, it may make

payment without requiring the claimant to identify any

providers.

The question is whether the carrier, in such cases, must

require that claimants identify the practitioners. Obviously,

this would impose burdens on both parties.

The task force Is of the opinion that if in its normal

course of business a carrier does not require the specific

identity of the health care provider who rendered the service,

the carrier should not be obliged to file information returns

with respect to such payments.

C. Determination of Reportable Amount

I. Reimbursement Method

The reporting of unassigned payments could be accomplished

by some formula of allocation or proration of the amount paid

to the insured, based upon the different provider bills covered

by that payment. This is the approach taken in the Senate

Finance Committee proposal, and will be termed the "reim-

bursement method" in this report. This "reimbursement

method" would require an intricate and complex procedure
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not only because of the potential number of providers

reflected in the payment, but also because of the exist-

ence of deductibles, coinsurance, maximum schedules of

payment, fee schedules, and the corridors between basic

and major medical expense policies.

The following examples will illustrate the difficulties

involved:

Example 1 -- Provider bills submitted to a carrier on a

particular claim total $500 and cover the services of

five physicians whose respective charges are $200,

$150, $80, $50, and $20. Assuming a $100 deductible

and a 20 percent coinsurance feature, the carrier

will pay the insured $320. How should this be

allocated among the five service providers?

Example 2 -- Provider bills submitted to the carrier

total $1,500 and relate to several physicians.

However, the maximum liability under the policy for

the service provided is $500, which is the amount

paid to the policyholder. How should the $500 be

treated for information reporting purposes?

aLe -- Under an automobile insurance policy the

medical payments coverage has a $1,000 limit. A

claimant involved in the car in a serious accident

may very well incur several provider bills (within
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the year's limitation) totaling $1,800. Also, a

hospital bill may be submitted for $800. The carrier

will forthwith issue a draft for $1,000. The difficulty

of any logical allocation is obvious.

Example 4 -- A policyholder or subscriber who has major

medical coverage (with a $100 deductible and an 80

percent - 20 percent coinsurance factor) undergoes

surgery and submits a major medical claim with the

following provider bills attached -- hospital: $1,)000;

surgeon: $500; anesthesiologist: $75; drugs: $30;

private duty nurses: $200.

How is the $100 deductible allocated among the

various providers for reporting purposes? Is it

based on the dollar amount of the bills or the number

of providers? Assuming it is based on the number of

providers, a $20 deductible would be applied to each

of the five providers. On an 80 percent payment to

the policyholder or subscriber, this would amount to --

hospital: $784; surgeon: $384; anesthesiologist: $h4;

drugs: $4; and private duty nurses: $144.

Example 5 -- The insurance coverage provided in the

following example is termed "Corridor Major Medical."

This means certain specified charges are reimbursed



1401

51

on a fee schedule basis with the remaining charges

being subject to a deductible and coinsurance.

Provider bills submitted to the carrier total $1,500

and relate to several physicians, hospitals, ambulances,

and pharmacies. The maximum basic plan liability is

$1,000 which relates only to one physician's charge

and the hospital charge. The unpaid portions of

these physician and hospital charges and remaining

charges are subject to a deductible and coinsurance

for a further payment of $320.

Should the total payment of $1,320 be allocated

separately to each provider or should it be allocated

according to the percentage allocated of the deductible

to the remaining charges after basic benefits have been

considered?

Based on these illustrations, it is apparent that any

allocation formula devised, based on the carrier reimburse-

ment, would necessarily be arbitrary, and could create wide

discrepancies between the actual receipts of providers and

amounts reported on information returns.

2. Billed Amount Method

An alternative might be to key the unassigned payment

reporting system to billed amounts (i.e., the charges appear-

ing on the bills of providers which are submitted to a carrier
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by a claimant) rather than an allocation of the reimbursement

amounts. From an operational standpoint, this would have the

advantage of reducing the costs and difficulties carriers

would incur in capturing unassigned payment information.

This method, however, would require a departure from

the present concept of information reporting from a system

which is based on an actual payment to a reporting of the

data utilized in determining a payment.

There is no currently available data as to whether the

billed amount method or the reimbursement amount method is

more likely to yield payment information approximating the

actual income of a provider. There are many occasions in

which a claimant may pay the full amount of the provider's

bill and then seek reimbursement from a carrier, in which

case the billed aount would have validity and would be the

more accurate amount to report to the IRS.

On the other hand, a carrier administering a usual,

customary, and reasonable charge program, such as Medicarc,

may determine that the billed amount is beyond the customary

charge of that provider for that service and issue a payment

to the claimant based on a lower amount. The claimant may

then seek and possibly receive a reduction in the original

charge of the provider. In this case, the reimbursement

amount would be the more accurate amount to report.
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Finally, the claimant my not pay the provider even

though the bill has been reimbursed by the carrier, or he

may pay only a portion of the billed charges.

In the absence of data, it would appear logical to use

whichever of these two methods is simpler for the carrier

to implement. This appears to be the billed amount method.

However, no reporting should be required under this method

in any case where the carrier denies the claim or for any

other reaoon does not make payment to the claimant.

3. Multiple Coverage

Duplicate or multiple coverage of insured individuals

has been a matter of concern for a number of :-ears to the

insurance industry because it can produce a greater aggregate

benefit amount than the actual medical expenses paid or in-

curred by insureds. The existence of multiple coverage is

a matter of concern with respect to unassigned payment

reporting because it tends to inflate reported Income.

These multiple coverages can result from a number of

circumstances, including the following:

a. Employment of both husband and wife with each being

covered under a group insurance contract that

includes the other spouse as a dependent.
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b. Coverages brought about by other forms of dual

circumstances, such as:

(1) Group coverage at place c-f employment and also

through a professional organization.

(2) A covered dependent insured at school or camp.

c. Employment of one person by more than one employer

having a group insurance program.

d. A desire to supplement with additional coverage an

already existing group coverage or previously owned

individual policy.

e. Medical payments coverage under automobile and home-

owners policies which duplicate other health insurance

coverage s.

It has been estimated that 31.1 million persons enrolled

in private health insurance programs carry multiple or

duplicatory coverages for surgical services; 12.2 million

for hospital visits; 6.6 million for X-ray and laboratory

examinations, and 4.1 million for office and home visits.-

Many group policies and contracts provide for a coordi-

nation of benefits under which payment of full benefits

under the policy is made by the carrier whose policy is

S Derived from "Private Health Insurance, 1968; Enrollment, Coverage,
an& Financial Experience." Social Security Bulletin, December 1969,
Vol. 32, No. 12.
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determined as providing primary coverage and the secondary

carrier pays the balance of any other covered medical

expenses incurred but not covered under the primary

carriers policy.

Under the reimbursement method, when primary and secondary

coverage situations are in effect, both carriers would have to

capture data relating to such payments. Under a billed amount

system it would appear that only the primary carrier need

capture the amount of the charge of the provider for report-

ing purposes. In *;hose cases where carriers cannot ascertain

who is primary or secondary and in those group cases where

there is no coordination of benefits provisionp and in the

case of individual policies where there is never a coordination

of benefits provision) the reporting will always be duplicative.

When there in a clear indication that a claimant has been

reimbursed by another carrier, the data need not be captured

by the secondary carrier for reporting purposes.

Therefore, the existence of multiple coverage would

inevitably result in frequent duplication in the reporting

of unassigned payments, regardless of the reporting system

utilized. It woLld be difficult for the carrier, the provider,

or the IRS to detect or reconstruct the resulting discrepancies

in the reported information.
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4. Determination of Reportable Year

Another factor affecting the accuracy of unassig-.ed

reporting is the time lapse between the date of the payment

by the carrier to the claimant and the date of the payment to

the provider. An even greater span of time can elapse between

t\e date the claimant may pa" the provider and the date he

subtnits his claim for reimbursement to the carrier. Vany

cla1}f-nts will accumulate medical bills for extended periods

of tir~e, even years in som instances, beyond the date on

which meitial medical services were rendered. Because of

this tel scoping feature, the reimbursement by the carrier

and the actual payment to the provider by the insured may

occur in different taxable years. This is compounded by the

fact that ma"y individuals, even though they have been reim-

bursed in full by a carrier, will pay their provider on the

basis of time payments which could span taxable years.

Since there does not appear to be any possibility of

kuying information reporting of unassigned payments to the

year the provider actually received the income, the reporting

of unassigned payments will inevitably cause discrepancies

between information returns and tax returns, regardless of

whether reporting is based on the date of billing, the date

of the claim, or the date of payment by the carrier. There-

fore, it would appearthat the matter should be resolved on

the basis of practicability, gearing reporting N) the datA!

of payWdnt by the carrier.
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D. Systemic Implications

For purposes of reporting either assigned or unassigned

payments, carriers would have to extract and retain information

derived from their records, both for the purpose 4,f developing

annual information reports to the IRS, and to substantiate such

reports in the event of inquiry from the IRS or providers.

Assigned payment reports can generally be derived from payment

records retained by carriers for othrr purposes; however, un-

assigned payment reporting would necessitate the establishment

of records and files not now required by the carriers in their

regular business operations. In effeot, the data relating to

each provider involved in an unassigned claim would have to be

treated as though that provider had received an assigned payment.

Thus, the additional record-keeping responsibility would have

several dimensions:

1. A new file would have to be established and maintained.

2. Several unassigned payment transaction records would have to

be generated for each unassigned payment because on the

average, there are several providers involved in an

unassigned claim.

3. Because it can be anticipated that TIN's would be avail-

able less frequently, more voluminous information might

have to be captured and stored than would otherwise be

required.
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4. If copies of unassigned payment reports are sent to

providers, it can be anticipated that these would gener-

ate a high volume of inquiries from providers unable to

reconcile the reported amount with their own records. To

forestall this, carriers could provide a detailed listing

with each report, identifying each of the claimants

involved, the dates the claims were processed, etc.

However, this would increase the cost and complexity of

reporting. Even so, the discrepancies between the un-

assigned payment reports and provider records (whether

based on the billed amount method or the reimbursement

amount method).would be difficult to reconcile.

Since assigned payment reporting is based on actual payments,

the capturing of data for reporting purposes ould be a by-product

of other processes. However, the capturing of data for reporting

unassigned payments would require that technically qualified

personnel review each claim to capture the necessary data. This

process poses a further dilemma for the carriers. While it would

be more expeditious from a reporting standpoint to capture such

infcrmation during the claims process, this would run the risk

of imposing delays in the payment process.
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Expeditious claim processing and payment is a contractual

matter, and is generally a competitive aspect of carrier
/

services, as well as being required as a matter of public

policy by the States. iance, it is likely that carriers would

have to resort to the less attractive alternative of capturing

unassigned data for reporting purposes after the fact.

E. Aggregation and Reporting

Although the storage, processing, and aggregation of unassigned

payment data and assigned payment data would be essentially similar,

the disparities in the two types of information suggest that they

should not be combined into a single aggregated amount on an infor-

mation return. The maintenance of two files would not in itself

pose an operational problem, but the need to coordinate them to

determine whether the reporting floor hal been met or exceeded

might introduce systemic complexities, especially in the light

of the possible incompatibilities in the manner in which the two

kinds of files would be maintained and the exceptions to aggre-

gation proposed in Section VII.

Also., to be considered is the dissimilarity between the two

amounts. Assigned payment reports represent amounts actually

paid to providers) whereas unassigned payment reports are at

best an indication of amounts paid or payable to providers.
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These systemic and interpretative difficulties would be

avoided if no attempts were made to aggregate assigned and

unassigned payments, even for purposes of determining whether

the reporting floor were met. Accordingly, it is suggested

that the reporting floor be determined independently for

assigned and unassigned payment reporting.

Although the two types of payments should be separately

aggreated, there would appear to be systemic advantages in

reflecting them on a single return, whenever both types of

payments are reportable with respect to the same service.

F. Unique Problems Relating to Third Party Liability Payments

Conceptually a reporting system would cover not only health

care payments paid under health insurance contracts, but health

care payments made under property and casualty contracts as well.

Potentially subject to reporting are three types of payments:

(1) workmen's compensation; (2) medical payments under an auto-

mobile or homeowner insurance policy; and (3) third-party

liability payments disbursed as an integral part of a tort

claim against an insured. The first type of payment is generally

assigned; thus, the reporting problems have been covered in

Section VII. The second type is usually unassigned but has been

covered in prior sections. The third type, also unasslgned has

unique problems which merit special consideration.
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It is an adjuster's responsibility to collect all of the facts

which surround an accident, to form the basis of a sound judgment

as to whether or not the insured was the negligent party. Based

upon his investigation) the adjUster comes to one of three con-

clusions:

1; The insured was clearly negligent and the insurance

company owes the claimant a monetary recovery.

2. The insured was clearly not negligent and the insurance

company owes the claimant nothing.

3. The facts to this point do not paint a clear picture as

to liability and the claim is one of doubtful or dubious

liability.

In the case of 2. and 3., if the claimant feels the adjuster

is in error, he may hire an attorney to pursue the case by suit

or compromise. With respect to 1. the claimant has this course

open to him if he feels the company is unrealistic in its assess-

rment of his damages. Usually, the attorney's fee is a specified

portion of the final settlement.

In either of the several possibilities, the next step is the

determination by the carrier of "special" and general damages.

"Special" or "out-of-pocket" or known expenses of claimants

include bills from providers, bills for prosthetic devices ani

drugs, damage to the claimant's automobile, and the lois of

wages due to the accident. The "general" or unspecific portion

47-530 0 - 70 - pt.$ - 33
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of the clam includes "pain and suffering," loss of consortium

and possible disfigurement or disability.

On large bodily injury claims, much emphasis is placed upon

the nature and extent of the injuries claimed. The carrier will

generally require full medical reports from all of the health

care practitioners who have treated the injured party, copies of

hospital and medical bills, and other statements necessary to the

completion of the claim. The carrier does not inquire into (nor

does it bear on the efficient and accurate processing of the claim)

whether the bills received have been or will be paid by another

carrier or whether the health care provider will eventually

receive any payment from the insured. The only concern of the

carrier is whether the claimant did incur such injuries. In

many instances, in fact, medical bills are accepted as evidence

which are clearly marked "paid" by another carrier.

At this point the carrier will enter into negotiations with

the claimant or his representative starting with the base of the

"special" damages to reach a settlement figure. The final dollar

figure is reached either by negotiated settlement or by jury

avard, and one draft is issued in full and final payment for all

damages, without any specific determination of the amounts with

respect to general or special damages. The draft is made out to

the claimant or jointly to the claimant and his attorney.
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In many instances the case is one of doubtful liability. A

claimnt my have "specials" (medical bills, etc.,) of $2,500,

and were liability unquestioned, would be entitled to settlement

of perhaps $l4,500. However, because of doubtful liability the

parties may agree to settle for lesser amounts (for example, $2,000),

to cover all special and general damages. Thus, the problems of

determining the health care payments would be compounded.

Interpretative and procedural difficulties will be encountered

therefore, irrespective of whether the billed amount method or the

reimbursement method is used as a basis for capturing information

needed for reporting.

Third party liability payments are so different in kind from

other types of health care payments and pose such vexing problems

of interpretation and implementation that their exclusion from

reporting would appear to be Justified.
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IX. ESTIMATED VOLUMES AND COS"S

Industry representatives have provided selected statistics relating

to the information reporting of health care payments which are presented

in Table 1. These estimates are based on a reporting system which

follows the findings a"g recommendations contained in the previous

sections of this report. The data were derived from published sources

where available end otherwise from surveys of carriers considered by

the industry associations to be representative of the respective indus-

tries. Due to limitations of time) the task force did not secure data

relating to health care payments by self-insured, self-administered

plans and by group practice plans.



TABLE I

Estimated Annual Health Care Payment Amounts, Work Volumes, and
Reporting costs by Tyrpe of Carrier (all data in millions)

Annual Health Care Payments

Blue Cross and Blue Property and Casualty Health
Paymnt Information Shield contracts (b) Insurance Policies (f) Insurance Policies (e)

Assined Unassigned Assigned Unassigned Assigned Unassigned

1. Number of claims to be
recorded for information 39.0 41.o 0.1 2.5 19.0 55.0
reporting purposes

2. Amount of health care $ 6,813.5 * 830.6 $10.0 $105.0 $900.0 $1,500.0
payments

3. Amount reportable on $ 2,500.0 $ 600.0 $ 1.0 $ 10.0 (d) (d)

information returns

4. First year costs $ 5.0(a) $ 24.5(c) $ 0.25(g) $ 13.8(c)(g) $ 17.6 $ 33.0(0) p.

5. Subsequent year costs $ 5.0 $ 24.O(c) $ 0.25 $ 13.8(c) $ .7 $ 27.5(c) V1

Sources: Data for Blue Cross and Blue Shield supplied by Blue Cross Association aD National Association of Blue
Shield Plansj data for Property and Casualty Insurance supplied by National Association of Independent Insurers;
data for Health Insurance supplied by Health Insurance Association of America.

Footnotes
Information returns are already being filed; thus, no start-up costs would be incurred.
In view of recommendation 4 (see page 7), these estimates exclude payments made under Medicare (Title XVIII),
Medicaid (Title XIX), and CHAMPUS programs to hospitals, extended care facilities, and home health agencies.

(c) Reflects an expected increase in difficulty in capturing and reporting unassigned versus assigned payments, due to
difficulties in securing provider TIN's, determining reportable amounts, etc. Also assu es reporting of unassigned
payments separately from assigned payments. Data unavailable as to frequency with vich unassigned and assigned
reports would be made with respect to same provider by same carrier.

Sdl Data unavailable on which to base estimate of reportable amounts; i.e., amounts above reporting floor.
Data somewhat understated because of inclusion of only surgical and medical benefit pa)merts; and also because some
of the carriers surveyed as basis for projections participate in Medicare and Medicaid but did not include in their
reports data pertaining to these programs.

(f) The data presented applies only to medical payments in connection with automobile insurance policies.
(g) Start-up costs unavailable.
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lbchnlcal APPNIX A; ~Ifmon
Internal Revenue Servloe

Fi lRsha5 Imediate T.(202)WO4-4021
November 13, 1969

TIR-1023

The Internal Revenue Service today announced that the following Revenue
Ruling viii be published in the Internal Revenue Bulletin No. 1969-48, dated
December 1, 1969.

SECTION 6041.--INFORMATICt4 AT SOURCE

26 CFR 1.6041: Return of information Rev. Ruling 69-595
as to payments of $60 or more.

Advice has been requested whether payments made to suppliers of services under
health, accident, and sickness insurance plans or medical assistance programs are
required to be reported on information returns, Forms 1099 and 1096, under the
provisions of Section 60.1 of the Internal Revenue Code of 1954 and the regulations
thereunder.

Those making payments include insurance companies (including those partici-
pating in Medicaze), Blue Cross-Blue Shield organizations, State agencies
participating in the Medicaid program (Title XIX of the Social Security Act), and
unions and employers having self-insured or self-administered plans.

Medicaid Is a State-administered assistance program providing medical care forthe needy, under which payments are generally made by a single State agency admin-
istering the program or its fiscal agent directly to the supplier.

Generally, health, accident, and sickness insurance policies provide that the
amounts payable thereunder are payable to the insured unless the insured assigns
his rights to receive payments to those persons who supplied the medical services.
In many cases the insured assigns his rights to receive payment to the doctor and
patent is made directly to the doctor.

Section 6041(a) of the Code provides, in part, that all persons engaged in a
trade or business and making payment in the course of such trade or business to
another person, of rent, salaries, wages, premiums, annuities, compensations,
remunerations, emoluments, or other fixed or determinable gains, profits, and income,
of $600 or more in any taxable year, shall render a true and accurate return to the
Secretary of the Treasury or his delegate, under such regulations and in such form
and manner and to such extent as may be prescribed by the Secretary or his delegate,
setting forth the amount of such gains, profits, and income, and the name andaddress of the recipient of such payment.

Section 1.6041-1(a) of the Income Tax Regulations provides that the return
required by section 6041(a) must be made on Forms 1099 and 1096, and a separate Form
1099 shall be furnished for each person to whom such payments of $600 or more are
made. Section 1.60".1(b) of the regulations provides that the term "all persons
engaged in a trade or business," as used in section 6"l(a) includes not only those
so engaged for gain or profit, but also organizations the activities of which are
rot for the purpose of gain or profit. See also Ray. Rul. 56-176, C.S. 1956-1, 56 .
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Section 1.6041-3 of the regulations provides that returns of information are
not required with respect to payments of any type made to corporations.

Payments of fees under the plans, programs, or policies here considered to
doctors or other suppliers of health care services are made in the course of the
trade )r business of the persons making the payment. Accordingly, it is held that
such persons are required to file Forms 1099 with respect to such payments made
directly to doctors or other suppliers. A separate Form 1099 must be furnished by
each payer for each doctor or other supplier to whom it makes payments aggregating

or more during any calendar year. Pursuant to section 1."041-3 of the regula-
tions payments to corporations are excepted from the information reporting
requirements of section 6041 of the Code.

Under the authority of Section 7805(b) of the Code, this ruling will be applied
only to payments made in calendar years beginning on and after January 1, 1969.
Since most of 1969 has passed, the Service recognizes that some payers will have
problems in establishing accounting systems or procedures for retrieving and
reporting information with respect to amounts paid during 1969. Payers whose
accounting systems and procedures are not geared to retrieving and reporting this
information for 1969 will not be required to file information returns for 1969
provided they file such returns with respect to payments made on and after January Is
1970.

The Service would prefer that the returns required by this Revenue Ruling be
filed in magnetic tape form. The procedural requirements and specifications for
magnetic tape reporting are set forth in Rev. Proc. 69-16, i.R.B. 1969-34, 25.
Whether filed on paper, Form 1099, or on rAgnetic tape, the returns should be
forwarded on or before the due date (for example, March 2, 1970 with respect to
calendar year 1969 returns) for filing to any of the following addresses:

Southeast Region, P. 0. Box 47-421, Doraville, Ga., 30340
Midwest Region, P. 0. Box 5321, Kansas City, Mo., 64131
Central Region, P. 0. Box 267, Covington, Ky., 41012
Southwest Region, P. 0. Box 934, Austin, Texas 78767
North-Atlantic Region, P. 0. Box 311, Andover, Mass., 01810
Mid-Atlantic Region, P. 0. Box 279, Cornvells Heights, Pa., 19020
Western Region, P. 0. Box 3&4, Ogden, Utah, 84401
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Fw Odom Immediate
Dec. 31, 1969

WAPPDIX C

Internal Revenue fervloe

Tid.(MW 4- 1

TIR-lo26

The Internal Revenue Service today announced that, except
for payments made under the Medicare and Medicaid programs, the
provisions of Revenue Ruling 69-595, I.R.B. l969-A, 11, relat-
ing to information returns, viii not be applied with respect to
payments made prior to January 1, 1971.

The IRS said that this action is being taken to provide
further time for the Joint consideration by the IRS and the in-
surance industry of systems and procedures for-retrieving and
reporting information necessary to the preparation of these in-
formation returns.



1426

APPENDIX D

ExcERPr FROM SENATE REPORT No. 91-552 RE SECTIox 944
4. REPORTING OF MEDICAL PAYMENTS (SEC. 944 OF TIlE BILL, SEC. 6050A OF THE CODE,

AND SEC. 1122 OF TITLE XI OF THE SOCIAL SECURITY ACT)

Pre8ent law.-Under present law every person making payments in the course
of his trade or business to another person of rent, salaries, and a variety of other
fixed or determinable gains, profits, and income amounting to $000 or more in a
calendar year must file an information return showing the amount paid and the
name and address and Identification number of the recipient.

Under Internal Revenue Service procedures In effect when the bill was ordered
reported, Information returns were not required of insurance companies (Includ-
ing those participating in Medicare), Blue Cross-Blue Shield organizations, State
agencies participating in the Medicaid program, and employers anid unions having
self-insured or self-administered plans, when they made payments to doctors,
dentists, and other suppliers of medical and health care services and goods on
behalf of individuals. These organizations are now required by the Internal
Revenue Service to make information returns with respect to payments to
doctors and other suppliers.

General reasons for change.-Although these organizations are now required
by the Internal Revenue Service to make information returns with respect to
direct payments to doctors and other suppliers, there is no authority under exist-
ing law to require reporting by those organizations of payments made to the
patients for services or goods furnished by the suppliers even though in normal
circumstances they are paid over to the suppliers or represent reimbursements
of earlier payments made by the patients.

The committee believes it desirable to provide specific rules requiring informa-
tion returns to be filed with respect to payments In excess of $600 during the
calendar year to suppliers of medical goods and services, whether the payments
are made directly to the supplier or to the patient or other third party in relm-
bursement for payments to the supplier. To omit reporting of payments where
they are not made directly to the supplier could encourage the use of indirect
payments in order to avoid reporting for Federal income tax purposes.

Explanation of provislon.-The committee has added to the bill a provision
requiring the filing of an information return for payments of $600 or more made
during the calendar year to a supplier of medical goods and services. The report-
ing requirement covers payments to doctors, dentists, and other suppliers of
medical and health care services. It also covers payments for medical and health
care goods and services such as medicine and orthopedic and prosthetic devices,
and medicine and other goods and services rendered, furnished or dispensed by
doctors, dentists, and other suppliers of medical services.

The requirement also applies to payments made to any person in reimburse-
ment for amounts paid or payable to a supplier. For example, an insurance com-
pany must report as payment to a doctor an amount paid by it to a patient in
reimbursement of amounts paid or payable to the doctor by the patient.

All payments, whether made directly to the supplier or to another person in
reimbursement for amounts paid or payable to tile supplier must be aggregated
in determining the amount paid during the year.

The following exceptions from these requirements are provided:
(1) The reporting requirement does not apply to payments not made in the

course of a trade or business. For example, the requirement applies to an insur-
ance company that pays an insured patient's doctor bill for medical services or
reimburses the insured patient for the amount of the doctor bill, but it does not
apply to the patient himself when he pays a doctor, because lie is not making the
payment in the course of a trade or business.

(2) Tie provision does not apply to the payment of wages subject to withhold-
Ing by an eniployer (with respect to which a statement is mmide under section
6051), a payment to a tax-exempt organization described in section 501(c) (3), or
a payment to an agency or Instrumentality of the United States or a State or polit-
ical subdivision of a State.

(3) The provision does not apply to payments for goods or sei'vices dispensed or
supplied by a noninstitutional pharmacy.

(4) The reporting required does not apply to any payment to an individual by
his attorney or agent, or to any payment made by a person with respect to which
a return is made by any other person.

(5) In the case of a payment in settlement of a claim which includes reimburse-
ment for amounts paid or payable to a supplier of medical and health care services
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or goods, reporting Is required only to the extent that these amounts have been
separately Identified to the person making the payment. (Tile payment must con-
tain determinable sums specifically attributable to Identified persons.) For ex-
amjple, It a casualty insurer makes a lump sum settlement which encompasses not
omy medical expenses but aiso compensation for personal injuries or property
dainge, tlje medical expenses must be reported only to the extent they have
been separately Ilentlfied to the Insurance company.

(0) In many cases, the amount of expenses for medical and health care goods
and services Is greater than the amount reibursed by the Insurance company.
This may be the case, for example, where the Insurance company reimburses only
a specilled percentage of medical expenses, or where no reimbursement is made
for a fixed initial amount, such as $100. The bill gives the Secretary of the Treas-
nry or his delegate regulatory authority to provide for the determination of the
amount pald to each supplier in these cases where the reimbursement covers
more than one supplier, and the payment does not separately state the amount
paid in reimbursement of amounts paid or payable to each supplier.

The committee recognizes that the provisions requiring reporting of payments
to persons in reimbursement for amounts paid or payable to suppliers will impose
an additional burden on Insurance companies and other organizations from whom
reporting Is required. However, the committee believes It Is necessary to require
reporting of these payments to prevent a shift to indirect payment of doctors and
other suppliers which would undermine the effectiveness of the requirement that
direct payments be reported. The committee expects that the Commissioner
of Internal Revenue will work with the Insurance Industry and with other report-
Ing organizations to devise methods of reducing the cost of complying with the
new reporting requirements.

The committee also recognizes that amounts reported as payments to suppliers
which are actually payments to other persons in reimbursement for amounts
billed by suppliers will not always accurately reflect the actual Income of the
supplier. The committee anticipates that the amounts reported under this
provision will be helpful to the Internal Revenue Service in selecting returns
for audit and in providing background information with respect to the audit
of returns of suppliers, but it does not intend that the reports be used as evidence
in themselves of income received by the supplier.

The bill provides that the Information supplied In the information return with
respect to any person Is to be furnished to that person on or before January
31 of the following calendar year. For example, If a separate form is supplied
to the Internal Revenue Service with respect to each payee, a copy of the form
is to be sent to the payee.

tThe bill also amends Title XI of the Social Security Act to require the
Secretary of Health, Education and Welfare to provide for similar reporting with
respect to Medicare and Medicaid payments. The Secretary is required to keep
records showing the identity of each person who receives payments under Medi-
care and Medicaid programs, and under programs for maternal, child health, and
crippled children services under Title V of the Social Security Act, and the
aggregate amounts paid to the individual under each program. In order to carry
out this requirement, the Secretary is given the authority to require Information
from all persons, agencies or agents administering or assisting li the administra-
tion of these programs. The suppliers are required to be identified by the identi-
fying number required to be Included in the information return.

The bill requires the Secretary of Health, Education and Welfare to submit
to the Senate Committee on Finances and the House Committee on Ways and
Means an annual report identifying each person paid a total of $25,000 or more
during the preceding year under Medicare or Medicaid programs or programs
for maternal, child health, and crippled children services under Title V of the
Social Security Act. This report will facilitate the committees' exercise of their
legislative responsibilities with respect to these programs.

LffcI'fvc dates. The provisions requiring reporting with respect to Medicare,
Medicaid, and Title V payments, whether by the Secretary of Health, Educa-
tion and Welfare or by private carriers and other organizations, are to be
effective with respect to calendar years beginning after 1068. However, In
the case of these payments made during 1069 to suppliers of medical and
health care services and goods, the time for filing returns and for furnishing
statements to the payee Is the last day of the fourth month after the date
of enactment of the bill. With respect to other payments, the bill applies to
payments made on or after January 1, 1970.


